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ABSTRACT

This research work is on effective audit as a tool for improving ingtitutional governance and accountability in the
public sector. Data were gathered through questionnaire and hypotheses stipulated which basically questioned the
existence of auditing departments, the activity of effective governance in the public sector and define the key element
needed to maximize the value of the public sector audit provided to all levels of government. To test these
hypotheses, Anovas was employed. We found out that the internal audit can effectively check fraud and fraudulent
activities in the Imo Sate public sector and a significant number of internal audit departments functioning
effectively exist. It is recommended that government should provide an adequately equip staff with electronic data
processing and also maintain an environment within which internal auditors can have sufficient freedom to
accomplish their task effectively.

Key words: internal auditors, institutional governance, peb$ector management, accountability, agencies,
parastatals.

INTRODUCTION

An adequate functioning of internal audit in coraplie with management policies and procedures igrexit
concern in the public sector. The reason is obyigagernment constitutes the largest single busieasity and her
pattern of expenditure through its various paragatgencies and commissions stimulate lot of @mon activities.
As a result of these Government huge involvemen&cbnomic activities, initiatives are being talehover the
world towards improvement of the standards of anting and auditing departments in government. Thielip
sector accountant has the responsibility of devetpsystematic arrangements to assist managemettein
performance of the services of the institution whthe public sector auditor has among other duties,
complementary role to examine whether managemenalac performs that efficiently. The public sectmuditor
has to satisfy himself that the account presenée@ fbeen prepared in accordance with statutorycanstitutional
requirements and regulation and that proper acouyiptractice have been observed in their compitatwith the
growing size and complexity of public sector in thexent years, the importance of the internal abdi
correspondingly increased so that it is today aomfgctor in establishing the quality of the pulkdiector internal
control and its development has made a consideradigribution to the improvement of the public sect
management. The key point is that government addivities must be carried out properly to enalid@egnment
and its agencies fulfill their duty of accountalyilto the citizens while achieving their objectiveHectively,
efficiently and ethically.
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STATEMENT OF THE PROBLEM

Internal audit is an integral part of the finant@ure of public organizations. A constant comglan the sector is
that internal audit department is too understaffied under resourced generally to be fully effectiMeere exist a
lot of arrears of work due to inadequate staffifignbernal Audit Departments. There is inadequatevidedge of
Electronic Data Processing (EDP) and Computer ffiizient auditing of computerized systems. Mosttod public
sector management working papers do not providgusde documentation because of this problem. $fafifie
internal audit department is not well remunerated i makes them to lack interest in their work.nladduce the
argument that internal auditors, being employegaublic sector do not have the liberty to exer¢igeunbiased and
independent attitude so necessary to an auditdhelineat of the controversies for inept publid@eperformances,
Nigeria as a developing economics and Imo Stateparticular has to garner her resources for effectiv
developmental utilization and the need for the isess of Internal Auditors in the Public Sector baes more
imperative, hence this research into the effecégenof using Internal audits as instrument of imjr@ Public
Sector Management.

The main objectives of the study are to examinearadyse through an empirical study how effectiterinal audit
enhances institutional governance and accountabilithe public sector.

The specific objective of the study will be

*To examine if Internal Audit Departments of thebfa Sector in Imo State are adequately staffedhteck fraud
and fraudulent activities in such Ministries.

*To find out whether fraudulent activities exist ministries despite the existence and adequatetifuniicg of
Internal Audit Departments.

.to find out if internal audit reports are relialmedecision making.

HO;: Internal Audit Departments of the Public Sedtoimo State are not adequately staffed to cheakdrand
fraudulent activities in such Ministries.

HO,: fraudulent activities do not exist in ministridespite the existence and adequate functioningtefrial Audit
Departments.

HOz: internal audit reports are not reliable in demisinaking.

THEORITICAL FRAMEWORK AND REVIEW OF RELATED LITERATURE

The institute of internal auditors in Okoye and A2004) define internal audit as an independentagal activity
within an organization for the review of accountifghancial and other operations as a basis fovicerto
management. It is a managerial control which fumi by measuring and evaluating the effectivenéssther
control.

Unegbu and kida (2011) defined internal audit as @iethe Internal control system put in place anagement of
an Organization to ensure adherence to stipulated procedure and as aid to management. Accotditgnegbu

& Obi (2007). Internal audit “measures, analysed amaluates the efficiency and effectiveness oémttontrols
established by management in other to ensure srambtiinistration, control cost minimization, ensgapacity

utilization and maximum benefit derivation. In thiew of Adeniji (2004) Internal audit is part ofeghnternal

control system put in place by management of amraegtion. It is an aid to management; it ensuhed the

financial operations are correctly carried out adig to the law and also in accordance with thehes of the
board or council. Internal audit is a branch of agement, which enables compliance with establigimezshcial

instructions on expenditures. In order to achigyeed objectives, public sector officers must irexpenses in line
with established financial instructions. It is thesponsibility of the internal audit to ensure aéhee to these
instructions by personnel involved in public sectmiministration. The primary objective of publiccks audit

should be to produce report of his opinion of thetht and fairness of financial statement of govesntn
establishments that any person reading or using tten have belief in them. He is also obligateddtect errors
and fraud, to prevent errors and fraud by the detéand moral effect of audit, to provide spineffiects (Anakudo
2007). Nwanyawu (2010) opined that public sectdtittag means independent examination of and exjmessf

opinion on the financial statements of governmestatdishment, by appointed auditor in pursuancethat

appointment and in compliance with the enablingstitution.
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classification of fund in the public sector
The final accounts in the public sector especifdlythe Federal, State and Local government arssiflad into
funds, including:

a.Consolidated Revenue Fund
b.Development Fund
c.Treasury Fund

d.Special and Trust Funds
e.Contingency Fund.

Vos (1997) said that objective of internal auditerto evaluate effectiveness of financial and ofiregacontrol,
confirm compliance with company policies, procedupeotect assets verify the accuracy and consigteric
organization’s external and internal reports. Erexie co. (2013) was of the opinion or view that ¢hgective of
internal audit is to evaluate several of the orgatidn’s reports for accuracy and usefulness asm ridlcommending
improvement of the control system. Owler and Bra@899) stipulated that the objective of internatligar is to
protect management against errors of principleraglect of duty. Barker (1999) agreed with Owled &mown but
added that it is to review the operations and i@odthe undertaking and in the course of theselchenuch of the
detailed work of the organization in respect offioial and other statements are effectively audifealcey (1994)
is of the view that it is the responsibility of thrernal auditor to review how well the accountsygtem works and
also evaluate the effectiveness and efficiency afiyroperations in the organization. A lot of pulslector has been
operating without internal auditor. This can beribtited to the fact that few people outside theoaating
profession realize the importance of the intern@itar. Emphasis was laid on discharging accoulitalfor the use
of owners fund through the internal auditor rep&@®dme public sector management adduces the argutmesnt
internal auditors, being employees in public sedtmnot have the liberty to exercise the unbiasetiadependent
attitude so necessary to an auditor.

Roles and duties of internal auditor

Internal auditors owe a responsibility to the mamagnt and the board, providing them with informatabout the
adequacy and effectiveness of the sector’'s sysfemeaynal control and the quality of performandée internal

auditor ensures adherence to all financial, pemiphending, data processing, the other administagtolicy and

procedure as well as the economy, efficiency afetg¥eness with which resources are used. Intemdit serves a
major management control tool are to provide anrasee to management that the financial informafiisnished

to management to aid decision making is reliabbeueate and based on reliable records and wheesvate to

draw the attention of management to deficienciethénorganization or system of internal control amdhighlight

areas of management practices requiring correctot®ns. Other responsibilities are: To review, leste and

report on the adequacy or otherwise of financiaiticd framework existing in the agency and its @éfincy in

assuring property, prudence, completeness and amcof the agency’s activities and transactionscaioy out a
complete and continuous auditing of the accounts ragords of revenue, expenditures, plant, stonesadher

property.

To evaluate whether actual performance is withingbtablished financial control

framework (compliance auditing). According to Jobmg41996) General duties of an internal auditothia public
sector management include the following:

a. An audited copy of a statement of the accouwnts be submitted in a prescribed form togetheh waity report to
the appropriate minister or secretary of state imhHarn presents the accounts before the Natiosak#bly.

b. The auditors must state whether the accourtteinopinion give a true and fair view of the ogtéwn affairs.

c. The auditor must state whether the accountsajitbe information required under enabling statut

d. The auditors will normally report if they aretrsatisfied with any aspects of the financial stegats.

purposes of auditing system in a public sector management

There are three major types of report that arecbfigigermane for auditing purposes. These are for:

1.The internal reporting to managers for purposgdamning and control of current and anticipatpémtions.
2.The internal reporting to chief Executives andebiors or Managers for institutional policy decig and the
formulation of long range plans.

3.The external reporting mainly for credibility pase before external entities, government, findnctuses,
foreign creditors especially for legislation anatideon on lending and investment activities.
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management control in public sector

In the eye of Woolf (1986) the public sector ispairily composed of non-profit making organizatioM&nagement
control in its broadest context is the means bycWhan organization carries out its objectives ¢iffety and
efficiently. Public sector management can be gdiyed#stinguished as having hierarchical structucemposed of
responsibility centers, units, sections, departsiant divisions. Central government departmentnttaral health
services depend directly on the

exchequer for all their funds. If changes are mfadecertain services they are usually nominal aadeha little
impact on the level of services offered. Autonombuoslies are subjected to high degree of Centrabmuorent
control. Local government authorities receive biytfee largest proportion of their funds through thte support
grant or allocation. They can equally raise revdoaally,

primarily by levying rates; the extent of their pawis strictly monitored by central government. fiiere, the
management and control of the public purse is #eathof government administration. The internaliatgports
directly to the chief executive, the financial re&gions, however, enjoins the chief executive atheministry to
ensure that the accounting and finance functiodsirsternal audit

functions are placed under the direct control dafle competent accountants.

economic implications of ineffective internal auditing system in the public sector management

The dramatic collapse of the global stock marketd aubsequent economic crises with its impacts,chvhi
accompanied it, resulted in a sharp concentratiohoth public and private sector established ineNay For an
economic development of any public sector to be gutectly as well as guard the pattern its reveand
expenditure, a proper record of the expenditunastenust be kept. The effectiveness of auditing ystan be
reinforced. Economically, internal auditing is metor internal consumption with varying socio-ecario benefits.
In Public Sector according to Azubike (2002), intdrcontrol is highly effective in increasing theliability of
accounting data and in protecting against fraucke &@bonomic implications of an ineffective auditisigstem in a
public sector management are the negative aspkttie positive development of the auditing systemhsas:

i Inability to plan effectively due to the availéibi of unconfirmed financial operations of the ergrise in past
years.

ii. Inability to make effective financial decision.

iii. Lack of credibility of enterprise before exte entities-government financial

house, creditors etc.

iv. Inadequacy of information about the enterpgsassets.

v. Inability of the enterprise to rely on any progtatement on past, current and

proposed future balance sheet on revenue, revenmees, expenditure items, profits and losses.

vi. Difficulties in controlling the financial opetians of the enterprise.

vii. There is the possibility of the emergenceraid.

viii. Inability to detect easily the compliance @fterprise financial accounts with the requirenodraw.

reasonsfor ineffectiveness of internal auditing in the public sector management are asfollows.
-Lack of Audit Manual: The absence of standard internal audit manual atadleld audit work plan will affect the
quality of audit work particularly for internal aioks who are either non-accountants or non-qeaificcountants.

-Career Auditorsand Lack of Growth Prospect: Most internal auditors

who are professionally qualified accountants haeenbprevented from ascending to levels or statas dhe
equivalent to those held by their professional eagjues in the finance/accounts department. Thigsgsuch
colleagues in the accounts department an advaatadje feeling of superiority to the internal audibence they
stifle with imparity the process of information Woto the auditor and makes available only thingythant the
auditor to see.

-Reporting Structure and Professional 1 ndependence:

The internal auditor used to be unit of the accew@partment in the past but to ensure a levehadpendence,
they were made to report directly to the Chief Exe®. The change however negatively impacted ohli®u
Sectors as
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most Chief Executives are political office-holdenaying no permanent interests and leading to momrtitment to
internal audit reports.

-Scope of Work: The absence of a proper definition of the dutigghts, privileges and limitations of the internal
auditors also inhibits the satisfactory performaofckis duties.

-Privileges Of Office: The lack of adequate remuneration and pre-radggif office has made some internal
auditors to compromise their positions in favofrafid stars.

-Hazards Of Office: Another factor, which impairs internal audit eféincy, is the
hazards that stare the honest and principled iatemditor in the face there are reported casessséssinations,
burglary, native medicine and acid attacks onitresland properties of internal auditors. (Uneghd ldida 2011).

RESEARCH METHODOLOGY
The structural framework of this study is basedsarvey design(Asika 1991). The research instrunoeed to

obtain primary data is a structured questionndihe population of this research is the Imo Stataisfiies. A total
number of 90 questionnaires will be distributed,c8pies to Imo state ministry of finance, 30 cogie$mo state
Auditor-general’s office and 30 copies to the intdrAudits Department. 72 questionnaires were nedpd to and
returned. Tables and percentage were used in tilgsaof the data collected from the respondertts. statistical
tool used for testing of hypothesis one and twthes Analysis of Variance (ANOVA). Selected quessian the
guestionnaire which are closely related to the psepof the study are tabulated and analysed asvill

test of hypothesis 1
H, internal audit departments of the public sectoino State are adequately staffed to improve pukdictor

management

Auditors
5 4 3 2 1
S6 9 9 5 3 4
S7 11| 9 7 3 0

SE 12 |5 |8 |4 1
Total | 32| 23] 20| 10

(6]

Accountants
5 [4]3]2]1

S6 10 7] 12] 8] 5

S7 18] 12| 7] 5] 0

S8 9| 14 8] 5] 6

Total [ 37 [ 33| 37]18[ 11

AUDITORS ACCOUNTANTS

X X? X X2
32 1024 37 1369
23 529 33 1089
20 400 37 1369
10 100 18 324
5 25 11 121
YX=90 | ¥X?=2078 | YX=136 | Y X?>=4272

N 5 5 >n=10
>X 90 136 >y X=226

YX? | 8100 | 18496 | YYX*=26596
YX?n | 1620] 3699.2] Y (¥ X%n)=5319.2

YYX=226 =YY X?=26596 :.YX%n)=26596/10 = 2659.6

Formula for between groups sum of squares
YEX)? - (X)?

n n
:.5319.2 - 5107.6 =211.6
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Formula for within group sum of squares

YIX? - T(EX)?

26596 — 53I\19.2 =21276.8

Degree of freedom (df) =K-1 (number of groups minag)

n2-1=1

Degree of freedom (df) for within groups N-K (totaimber of respondents in groups minus numberafpgs
:..10-2=38

Degree of freedom (df) for total variance = N-1tgtonumber of respondents in group minus one)
.10-1=9

Mean sum of squares (variance estimate)

=211.6

1 =211.6

Within group mean square

=21276.8

8 = 2659.6
F-ratio = _2659.6
2116 =12.6

Source variation| Sum of squar¢s Degree of freedomearMsum of squares variatign
Between groups 211.6 1 211.6 12.6
Within group: 21276.¢ 8 2659.¢
Total 21488. 9

F table at 5% level for VI =1
V2=8=8.3

Ho: XI = X2

Hy: X1 = X2

Decision rule

If[F |>|F |rejectdtnd accept H

If [F |<|F |accepthind accept H

12.6] >|5.32| we accept the alternatg) (Hat is, H: significant numbers of public sector departmdratge internal
audit units.

test of hypothesis 2
H,: Fraudulent activities exist in internal audit degment despite the adequate functioning of miieistr

AUDITORS
S3 13| 15| 0
S4 12| 6 4
S5 7 6 6
S6 9 9 5
Total | 41| 36| 15

| w|~]w|n
NFSEN TS

W
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ACCOUNTANTS
S3 21] 10] 3] 8] ©
S4 14] 13] 9] 4] 2
S5 12| 10] 11| 4] 5
S6 9| 14 8] 5] 6
Total | 56| 47| 31] 21 13
AUDITORS ACCOUNTANTS
X X? X X?
41 1681 56 3136
36 1296 47 2209
15 255 31 961
15 25¢ 21 441
13 16 13 16
>X=120 | ¥X?=3656 | YX=168 | Y X*=6916

N 5 5 >n=10
>X 120 | 168 | Y'Yy'X=288

>X? | 365€ | 6916 | Y>X?=1057:
SX?n | 731.2 | 1383.2 | Y (3X?¥n)=2114.

YYX=288 =YYX?=82944 .Y X%n)=82944/10 = 8294.4

Formula for between groups sum of squares
SEX)? - (X)

n n
1. 2114.4 - 8294.4 = 6180

Formula for within group sum of squares

TYX? - XEX)?
N
10572 — 2114.4 = 8457.6

Degree of freedom (df) =K-1 (number of groups minas)
n2-1=1

Degree of freedom (df) for within groups N-K (totaimber of respondents in groups minus numberafps
. 10-2=8

Degree of freedom (df) for total variance = N-ltgtomumber of respondents in group minus one)
. 10-1=9

Mean sum of squares (variance estimate)

=6180

1 =6180

Within group mean square

=8457.6

8 =1057.2
F-ratio = 6180
1057.2 =5.8

Source variation| Sum of squargs  Degree of freedomeanMum of squares variation =
Between groug 618( 1 618( 5.8
Within groups 8457.6 8 1057.2
total 14637.6 9

F table at 5% level for VI=1
V2 =8 =5.32
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Ho: XI = X2

Hy: X1 = X2

Decision rule

If[F |>|F |rejectdtnd accept H

If [F |<|F |acceptodnd accept H

[5.8] >|5.32| we accept the alternatg) tHat is, H: Fraudulent activities exist in internal audit dgment despite
the adequate functioning of ministries.

test of hypothesis 3
H,: internal audit report are reliable in decisionking

AUDITORS
5 4 3] 2] 1
S1]| 9 11| 3| 4| 3
SZ|9 (111343
S3| 18] 22| 6| 8§ ¢

ACCOUNTANTS

5 4 3 2] 1
S1| 16| 12| 8 4 2
S2| 16| 12| 8 4 2
SE132[24)116[8]4

AUDITORS ACCOUNTANTS
X X? X X2
18 324 32 1024
22 484 24 576
6 36 16 256
8 64 8 64
6 36 4 16
SX=60 | YX*=944 | ¥X=84 | YX?=1936

N 5 5 >n=10

X 60 84 Yy X=144
X2 | 944 1936 | Y'Y X*=2880
YX%n | 188.8] 387.2] Y(>X*n)=576

YYX=144 =YY X?=20736 :.YX?%n)=20736/10 = 2073.6

Formula for between groups sum of squares
YEX)? - (X)?

n n
.. 576 - 22073.6 = 1497.6

Formula for within group sum of squares

YYXZ - LX)
N
2880 — 576 = 2304

Degree of freedom (df) =K-1 (number of groups minas)
L2-1=1

Degree of freedom (df) for within groups N-K (totaimber of respondents in groups minus numberafpgs
. 10-2=8

Degree of freedom (df) for total variance = N-ltétomumber of respondents in group minus one)
.10-1=9
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Mean sum of squares (variance estimate)

=1497.6

1 =1497.6

Within group mean square

=2304

8 =288
F-ratio = _1497.6
288 =542

Source variation| Sum of squar¢s  Degree of freedomearMsum of squares variatign i
Between groups 1497.6 1 1497.6 542
Within groups 2304 8 288
Total 3801.6 9

F table at 5% level for VI=1

V2 =8 =5.32
Ho: XI = X2
Hy: X1 = X2

Decision rule
If [F |>|F |rejectdhnd accept H
If [F |<|F |acceptotind accept H

[5.42] >|5.32| we accept the alternatg ¢kt is, H: internal audit report are reliable in decisionking

1. it is envisaged that some task such as salapapation, pension accounts, automation of votd becording and
many other could be tapped.

2. internal audit departments of the public seitoimo State are adequately staffed to improve ipuséctor
management.

3. fraudulent activities exist in internal audipaetment despite the adequate functioning of miefst

4. internal audit report are reliable in decisioaking.

CONCLUSION

Reviews should either be weekly, bi-weekly or mbnthleads of internal audit units should be in radiznce at top
management meetings to be aware of policies affgctiganizational objectives

In response to recent corporate scandals and lvealsdin financial reporting, internal auditing itracting
increasing attention in economic literature (Rikterg, 2006)

This research work is expected to be one more eleteehelp the formation of opinins and to diffusther
discussions on the subject. While we find a nundfeénteractions between components of internal mabrgtystem
and effectiveness of internal auditing, it is inpoi to mention that these results are only detsegipThey do not
indicate specific mechanisms to enhance the effmotiss of internal auditing.

However, they provide a basis for further experitabrand archival research that may lead toward téebe
understanding of how the components of internatrobisystem can provide the performance of intemaliting.
This study contributes in an area that has receigkdively little research attention. On the omadh internal audit
is crucial for business success.

5.3 RECOMMENDATION
1. the internal auditors should ensure the reviefvgrious departmental functions.
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2. today's auditors should acquire the requisighnéue and skills in computer operations and sdeat data
processing because of the impact which the adviesdroputer has made in our lives.

3. in a system where manpower or manual operat®inause as it is a known fact, auditors are etqubto operate
at a tolerable level of performance for total sgste run properly.

4. therefore training personnel becomes an impbitegredient in the successful operation of confrolsuch

government parastatals.

5. public sector organizations are carried outquically in order to identify weakness in executimegponsibilities
and make corrections.

5.4 AREA FOR FURTHER RESEARCH
Despite the aforementioned perspectives of theareber, thereis no such study examining the fadt@simprove
internal audiot performance in other businessesasthis makes the theme a desirable for research.

In line with the above, perhaps, a future studyladdne undertaken to explore the perception of oplseties such as
employees or external auditors on the performahage&rnal auditing.
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