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Abstract

Various research findings on the collapse of Enron Corporation in 2001 re-
veal that despite having structures and mechanisms for good corporate go-
vernance, everybody at the company disregarded these rules and regulations.
Like Enron, the RDA has laid down regulatory provisions that specify the go-
vernance structures and processes including the Internal Audit function at
the institution. However, these guidelines and principles are either circum-
vented or manipulated, resulting in poor performance and wastage of resources,
thereby adversely affecting the effectiveness of the Internal Audit function at
the institution. Therefore, research was conducted using a cross-sectional de-
scriptive study design with both qualitative and quantitative methods to as-
certain the impact of poor corporate governance on the effectiveness of In-
ternal Audit at the RDA. The objectives of the study were to evaluate the
corporate governance practices and ascertain whether or not there was con-
trol circumvention, distortion, and manipulation of these structures and me-
chanisms resulting in challenges for the Internal Audit activity at the institu-
tion with a view to coming up with measures to enhance or strengthen exist-
ing corporate governance structures in the Road Sector in general and the
RDA in particular. Poor corporate governance practices affect the efficiency
and effectiveness of operation for not only the institution but also the internal
audit activity in an organization and lead to failure to achieve organizational
objectives. Factors that contribute to poor corporate governance at the RDA,
included, making appointments to the Board and Audit Committee outside
the provisions of the statutes and without regard to specified qualifications.
The results showed a direct and significant relationship between poor corpo-
rate governance and the effectiveness of the Internal Audit activity at the
RDA. To strengthen the supervision and oversight role of the board, mem-
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bers should be appointed in line with the statutes and taking into account,
skills, and competencies.
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Corporate Governance, Shareholder Model, Internal Audit, Dysfunctional
Board, Audit Committee

1. Structure of the Article

The paper is structured in such a way that the next section gives an overview,
background, and objectives including the rationale and significance of the study.
The problem statement, research questions, hypothesis, and conceptual defini-
tions are also covered in this paragraph. Paragraph 3 covers the literature re-
viewed during the study while the Methodology is covered in paragraph 4 and
explains the research design, target population, sampling basis, and sample size.
Paragraph 5 deals with the data collection methods used in the study while Pa-
ragraph 6 covers data analysis of descriptive and inferential statistics including
the interpretation of results and discussion. Paragraph 7 concludes the article

with recommendations.

2. Introduction

The causes of corporate failures which have been revealed over time by business
and industry include: fraud, corruption, negligence, ineffective Internal Audit,
unethical management, ill-qualified board members, and lack of accountability.
It has further been established that omissions and commissions like: lack of con-
trol, strategic misalignment, and financial scandals have also led to subdued busi-
ness growth, poor reputation, and high levels of misuse and wastage of resources
including unending complaints from stakeholders. These lapses and failures are
all consequences of poor corporate governance. Different studies have concluded
that poor corporate governance practices have adverse effects not only on the
achievement of organizational goals but also contribute to the avoidable chal-
lenges faced by the Internal Audit activity in an organization. However, even
where corporate governance structures are well formulated and established,
non-adherence and/or circumvention of these systems, processes, and proce-

dures will always spell doom and result in poor performance.

2.1. Background of the Study

Documented financial scandals and high-profile corporate failures of recent
times have brought into sharp focus the role of Internal Audit in good corporate
governance due to its special position to provide assurance on the operational

activities of an organization. However, Internal Audit would only be effective if
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it is objective, responsive, and well-resourced while its activities are aligned with
organizational strategies. However, Internal Audit can only play an effective and
constructive role, when it is independent and free from undue influence includ-
ing pressure both from internal and external forces. In the current dynamic and
ever-changing business environment, the challenges of Internal Audit are not
only reduced but also moderated by good corporate governance structures and
practices. This study therefore compared corporate governance practices in theory
and what actually was on the ground at the Road Development Agency (RDA) in
Zambia. The study also evaluated the effect of poor corporate governance prac-
tices on the Internal Audit activity in organizations and especially, public insti-

tutions.

2.2. Rationale and Significance of the Study

Good corporate governance practices are critical to reducing investor risk, at-
tracting investment, and improving the performance of companies and organi-
zations. Extensive studies on corporate governance as it relates to the private
sector have been undertaken especially since the financial scandal in 2001 in-
volving Enron, an innovative energy corporation in the United States. Some of
these studies have greatly improved the efficiency and effectiveness of manage-
ment and benefited the private sector, especially when it comes to managing and
controlling those organizations (Healy & Palepu, 2003). However, over the years,
attention has shifted worldwide to corporate governance in the public sector be-
cause it has been acknowledged that, when applied judiciously, the tenets of good
corporate governance, guarantee the same benefits as enjoyed by the private
sector (Ryan & Ng, 2000). The results of this study, therefore, will supplement
the body of knowledge on the topic and will prove invaluable to board members,
managers, practitioners, and academicians including clients of the Internal Au-
dit activity. In addition to providing clarity on how to enhance and strengthen
the existing corporate governance practices in the public sector in general, and
the RDA in particular, the results also brought to the fore the significance of
corporate governance and its effect on the Internal Audit function in an organi-

zation.

2.3. Problem Statement

Many researchers including Nguyen (2011) attribute the collapse of Enron to the
Board of Directors who failed to fulfill their fiduciary responsibilities to the
shareholders and the greediness of the company’s top executives who acted in
their self-interest in addition to outsourcing the company’s Internal Audit func-
tion to external service providers. Therefore, despite having structures and me-
chanisms for good corporate governance, everybody at Enron flouted instead of
flaunting these rules and regulations. At the RDA, although the law provides the

modalities for the appointment of the Board, members are appointed from indi-
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viduals whole are politically aligned to the governing party. Additionally, al-
though the budgets relating to human capital, financial and other resources for
Internal Audit are approved by the board through the audit committee at the
beginning of each financial year, the management and disbursements of these
resources during the year are authorized by the CEO. Similarly, the Agenda of
the Audit Committee is cleared by the CEO in advance of the meeting and de-
spite laid down procedures on when to respond to draft audit reports, these guide-
lines are not adhered to by senior management resulting in many audit findings
not being presented to the board for appropriate action. Therefore, although the
audit plan is approved on paper by the board, its implementation is dependent
on the whim and benevolence of the CEO. Hence, like Enron, although the RDA
has laid down regulatory provisions that specify the governance structures and
processes including the Internal Audit function at the institution, these guide-
lines and principles are circumvented, distorted, or manipulated resulting in
poor performance, wastage of resources, and adversely affecting the effectiveness
of the Internal Audit function of the organization (AGO, 2010; Njenga, 2017).
Although substantial work and research have been undertaken generally on
corporate governance, there have been paltry studies specifically on the effect of
non-adherence to good corporate governance practices on the Internal Audit ac-

tivity in an organization.

2.4. Objectives and Research Questions

The objectives of the study were to evaluate the corporate governance practices
and ascertain whether or not there is control circumvention, distortion, and ma-
nipulation of the corporate governance structures and mechanisms which ad-
versely affect the performance of the Internal Audit activity at the RDA. The ob-
jectives were achieved by answering the following research questions:

1) How adequate are the corporate governance structures at the RDA?

2) Is the composition of the Audit Committee at the RDA independent
enough, to provide the necessary supervision and oversight on behalf of the
Board?

3) What is the role of Internal Audit in corporate governance at RDA?

4) Can the challenges of Internal Audit at RDA be attributed to the poor cor-

porate governance practices at the institution?

2.5. Research Hypothesis

In response to the overall research objective, it was important to ascertain the
relationship between poor corporate governance and the performance of the In-
ternal Audit function at the organization. Therefore the following hypotheses
were formulated

1) Null Hypothesis, H)—There is no significant relationship between poor

corporate governance practices and the effectiveness of the Internal Audit func-
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tion at the RDA

2) Hypothesis, Hi—There is a significant relationship between poor corporate
governance practices and the effectiveness of the Internal Audit function at the
RDA.

2.6. Conceptual and Operational Definitions

Bailey et al. (2002) posited that defining terms conceptually is important in re-
search because it removes ambiguity in addition to helping the reader under-
stand the intentions of the researcher including comprehension of terms or con-
cepts that may have different connotations or that may be conflicting. Defining
terms also helps the researcher ground the discussion and provide clarity by re-
moving any inconsistencies and misconceptions. Therefore, for this research,
four terms have conceptually been defined; the Road Development Agency,

corporate governance, Internal Auditing, and Kaizen.

2.6.1. Road Development Agency (RDA)

In Zambia, there are private companies, state-owned enterprises, public compa-
nies, and corporations including what are termed spending agencies. Spending
agencies are not-for-profit public institutions that provide goods and services to
the public on behalf of the government. The RDA is a spending agency created
by an Act of parliament and is responsible for the maintenance, rehabilitation,
and construction of public roads and bridges in Zambia. The source of funding
for the operations of the institution is a grant from the government which is ap-
proved and appropriated by parliament each year. It has a governing board ap-

pointed by the Minister for infrastructure, housing, and urban development.

2.6.2. Corporate Governance

Many scholars and experts have defined the concept of corporate governance
differently because it covers a whole range of activities. However, generally, the
definition of the concept is either narrower or broader. The emphasis of the
narrower definitions is on the control of management by the owners, while the
focus of the broader definitions is on the role(s) of all stakeholders involved in
making and implementing strategic decisions for the organization. This study
adopted and adapted the wider definition of corporate governance from the Or-
ganisation for Economic Co-operation and Development (OECD), which is more
encompassing and covers not only private companies and corporations, but also
non-governmental organizations and not-for-profit government institutions like
the RDA. According to the OECD (2005), corporate governance refers to all
laws, regulations, and practices by which an organization is managed and con-
trolled. It determines the rights, obligations, and responsibilities of all active
stakeholders within and outside an organization including employees, the man-
agement board, and the owners; in the process attracting capital and enhancing
internal efficiency which in the long run, provides economic value to all stake-
holders.
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2.6.3. Internal Audit

The effectiveness of Internal Audit is undoubtedly guaranteed by strong man-
agement and board support. A robust, responsive, and well-resourced Internal
Audit activity in an organization can be a critical resource to support sound cor-
porate governance practices. Therefore, for this study, the definition provided by
the Institute of Internal Auditors (ITA) was adopted, which states that:

Internal Auditing is an independent, objective assurance and consulting activ-
ity designed to add value to and improve an organization’s operations. It helps
an organization accomplish its objectives by bringing a systematic, disciplined
approach to [evaluating] and [improving] the effectiveness of risk management,

control, and governance processes.

3. Literature Review

The term “corporate governance”, is a buzzword that was hardly mentioned be-
fore the 1990s. It is now universally used and has gained traction whenever
business management and finance are discussed in academia, countless research
articles, conferences, and consultancies, However, since the term “corporate go-
vernance”, like, “entrepreneurship”, “small and medium enterprises”, “busi-
ness”, is just a concept, there are different meanings ascribed to it by different
stakeholders (Keasey, 2007). Therefore, the literature review did not delve into
the alternative perspectives on corporate governance, the background to the re-
forms on corporate governance, and the current thinking on the subject, espe-
cially after 2001. Instead, the review provided an overview of corporate gover-
nance, and a brief outline of the theories underpinning the concept including the
challenges and role of Internal Audit in good corporate governance as shown

below.

3.1. Overview of Corporate Governance

In 1992, the Financial Aspects of Corporate Governance Committee (Cadbury
Committee), notably defined corporate governance as, “the system by which
companies are directed and controlled.” (Ward et al., 2013). While this defini-
tion is widely accepted, it should be noted that the Cadbury Committee was set
up by the London Stock Exchange in the UK in response to misgivings about the
apparent low level of confidence not only in financial reporting but also in the
capacity of auditors to provide assurances and protections to stakeholders (Cad-
bury, 1992). Moreover, there are diverse understandings and applications of cor-
porate governance in different countries which has led to varied systems in dif-
ferent jurisdictions, depending on which stakeholder interested in the operations
of the company is given prominence. However, regardless of the country or ju-
risdiction, the basic tenets of corporate governance relating to integrity, trans-
parency, and accountability are ever-present in any model of corporate gover-
nance. Therefore, instead of dwelling on the different definitions and perspec-

tives, this paper adopted the “concept model” when discussing corporate gover-
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nance in the public sector.

3.2. Theoretical Aspects of Corporate Governance

According to Reeves et al. (2008), the theoretical framework guides a researcher
on how to raise questions relating to what the experts in the field have hypothe-
sized about the underlying causes of observed phenomena. The review of the
theories assists a researcher to identify the existing abstract ideas that can be
used to investigate and understand one’s research problem and what a research-
er should be looking for in the data to answer the research question(s) according
to the theories. Various theories have taken prominence in describing the rela-
tionships and various elements of corporate governance which have been pro-
pounded by scholars and experts. These include; the agency theory, the ste-
wardship theory, the stakeholder theory, and the political theory among others.
However, this paper considered two theoretic frameworks only; the agency
theory and the political theory. Researchers including Pande & Ansari (2014),
have argued that although there is no umbrella theory to unify all thoughts around
corporate governance, the agency theory is the most widely used framework in
corporate governance research because other theories are rooted in it. On the
other hand, the political theory was briefly included in this study because it
would be folly to ignore the role that political influence plays in the corporate

governance of public institutions.

3.2.1. Agency Theory

Agency theory holds a central role in corporate governance literature because it
explains the relationship between the owners of the company (principals) and
the people employed to run the company on their behalf (Agents). The key fea-
ture of this theory, therefore, relates to the difference between proprietorship
and control. It has long been held that the separation of ownership from control
is fundamental to the agency problems which confront companies since agents
may make decisions that are beneficial to them and not the principals. This may
include minimizing effort in managing the company and maximizing their job
security. Without forward-looking compensation, the managers may not put in
their best since they feel that after all, it is the owner who benefits more. Simi-
larly, given a choice to make a decision where there is a large probability of high
returns but with high risk, and one with a smaller return but with low risk, the
manager will pick the second choice (Berle & Means, 1991; Jensen & Meckling,
1976; Mansfield et al., 2002). However, the author of this paper argues that the
principal-agent problem is good for business as long as the agent’s interests are
aligned with those of the principal by good corporate governance structures
which allow for monitoring and control. This reasoning is supported by Do-
naldson (1990) who opined that there is no relation between characteristics of
the board of directors and corporate performance and that the findings of the

earlier corporate governance studies did not take into account the dynamic na-
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ture of corporate governance and therefore may be affected by bias.

3.2.2. Political Theory

One of the many definitions of corporate governance alludes to the system of
laws, regulations, listing rules, codes, and deliberate private sector practices by
which companies are regulated and controlled (Mastrodascio, 2021). The gov-
ernment cannot be divorced from these systems and procedures because the
government makes laws affecting both the private and public sectors. For this
reason, political theory is important when discussing the corporate governance
of a public institution like the RDA. This theory is concerned with the political
influence and how power and ownership are distributed in the governance
structure of the organization which is shown by the involvement of the govern-
ment in the capital of companies or through the formulation of appropriate laws
which will protect the rights of the owners. The role of political theory in the
running of the public institution especially in a command economy, therefore,

cannot be downplayed (Achim et al., 2015).

3.3. Models of Corporate Governance

Many scholars and experts including Magnier (2017) have identified three main
models of leadership on which the corporate governance theory is based: the
Anglo-Saxon, the Continental, and the Japanese model. The main feature of the
Anglo-Saxon model is that it gives priority to the interests of shareholders and
relies on the capital market, as the mechanism to control the company, while the
continental model which is practiced by German and other European countries
recognizes the value and interests of other stakeholders in the company like
workers, managers, suppliers, customers, and the community. In this model,
shareholders are considered just as one among other interest groups in the com-
pany, and therefore profit is not the main goal (Pillay, 2013). Although consi-
dered an outlier of the three models, the Japanese model of corporate gover-
nance, on the other hand, is generally a hybrid of the Anglo-Saxon and the con-
tinental models except for the fact that there are two groups with dominant legal

relationships in this model (Ross, 2021):

One [group is] between shareholders, customers, suppliers, creditors, and
employee unions; the other [group is] between administrators, managers,
and shareholders. There is a sense of joint responsibility and balance in the
Japanese model. Given the interrelationship and concentration of power
among the many Japanese corporations and banks, it is also not surprising
that... individual investors are seen as less important than business entities,

the government, and union groups.

3.4. Elements Corporate Governance

The divergence in the adoption of corporate governance models is a result of
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different markets and national legal systems despite globalization which has
contributed both to the loosening of government controls on capital flows and a
more efficient allocation of resources (Marza et al., 2018). Despite the different
corporate governance models Shirwa & Onuk (2020) postulated that the empha-
sis of all the variations of these models is either, shareholder or stakeholder do-
minance but the basic elements are almost the same. The ultimate objective of
corporate governance is to boost shareholders’ value and protect the interests of
other stakeholders by improving corporate performance and accountability.
Corporate governance has various specific elements but it is generally accepted
that all of them emphasize the need for creating and maintaining the direction of
the organization by generating value and promoting goodwill with all stake-
holders. The corporate governance shelter accommodates tenets of governance
which include, an effective board, which is properly constituted, fair, transpa-
rent, and accountable to all stakeholders. The Board and management should
abide by internal codes of conduct, policies, and procedures that are anchored
on an appropriate legal and regulatory framework and supported by a robust
and responsive organizational structure with clear hierarchical responsibilities

and spans of control as shown in Figure 1 below.

Board
and
Stakeholders

Policies
E Codes and Legal and
Procedure regulatory
N Framework
E
T
Transparency, o
Fairness and Organization

Accountability Structure

Figure 1. Elements of corporate governance, Source: Adapted from Homayoun and Abdul Rahman (2010).

3.5. Corporate Governance Structures at RDA

The RDA has a Board that is appointed by the Minister in line with the Public
Roads Act No. 12 of 2002. There are fifteen (15) members of the Board out of

which, twelve (12) members are drawn from the public sector while only three
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(3) are from the private sector. The Board has four committees; the Technical
Committee, the Human Capital and Administration Committee, the Finance
Committee, and, the Audit Committee. Apart from the Audit Committee whose
membership is prescribed by the Public Finance and Management Act of 2018,
members of the other committees are drawn from among Board members in-
cluding outside members who are coopted where necessary. In addition, the
RDA is headed by a Chief Executive Officer who is supported by ten (10) Direc-
torates; Construction and Rehabilitation, Road Maintenance, Planning and De-
sign, Commercial and Technical Services, Audit and Risk Assurance, Legal Ser-

vices, Communications, and Corporate Affairs, Finance and Procurement.

Evaluation of Corporate Governance at RDA

The President of the Republic of Zambia appoints the Minister responsible for
infrastructure, housing, and urban development who in turn is supposed to ap-
point the Chairman of the Board (Public Roads Act of 2002). However, between
2011 and 2017 the Chairmen of the Board were first appointed by the Republi-
can President from the members of the Central Committee of the governing po-
litical party while other members of the board who were again, politically con-
nected or aligned to the governing party, were subsequently appointed by the
Minister (Zambian Online, 2012; Shabongo, 2013; Kasonde, 2017). From 2018 to
2021, both the Chairman and the members of the Board have been appointed by
the minister in line with the Public Roads Act of 2002 but most of these mem-
bers were also connected or aligned to the governing political party (Mwila,
2021). It is noteworthy that the role of the board is to provide policy direction
and oversight to technocrats managing public institutions. However, appointing
board members who are politically connected or aligned negates this important
role of the board and compromises the tenets of good corporate governance be-

cause the whole process is susceptible to political interference and manipulation.

3.6. The Internal Audit Activity

Internal Audit is a vital activity in an organization because it provides assurance
by assessing and reporting on the effectiveness of governance, risk management,
and control processes designed to help the organization achieve its strategic, op-
erational, financial, and compliance objectives (IIA 2015). Internal Auditing
methods have evolved over the years gaining recognition from executives and
organization leaders and changing the focus of Internal Audit efforts to respond
to the ever-changing needs of the global environment. The processes of Internal
Auditing have also evolved progressively over the years and were enhanced by
the introduction of the International Professional Practices Framework (IPPF)

by the Institute of Internal Auditors as shown below.

3.6.1. Evolution of Internal Auditing Methods
Prior to the 1980s, control-based auditing was the standard approach to auditing
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and is basically an extension of external auditing procedures. It consists primar-
ily of providing assurance on the validity of various account balances and other
financial details. The focus of the audit was on understanding the laws, regula-
tions policies, and procedures and then identifying and correcting exceptions
and errors. During the 1980s, process-based auditing was developed to address
some of the challenges and flaws of control-based-based auditing. This approach
appraises the processes as a whole and evaluates their design, efficiency, and ef-
fectiveness. According to Arter (2006) process-based auditing requires an in-depth
understanding of the business and control processes of the organization before
the audit starts and the audit results must be presented in a form that promotes
Kaizen. Between 1990 and 1995, risk-based auditing was introduced because the
control and process-based auditing did not answer all the challenges of Internal
Auditing which included the risk of coming up with an inaccurate opinion on
the operations of a company. The risk-based Internal Auditing methodology
links Internal Auditing to an organization’s overall risk management framework
and the purpose was to limit the audit engagement to significant risks starting by
developing a thorough understanding of the organization and its risks (IIA, 2018).
Later, due to the changing dynamics of the business environment, many compa-
nies graduated to the organization-wide use of Enterprise Risk Management
(ERM) which is a holistic risk-based assessment and decision-making metho-
dology. The evolution and development of the Internal Auditing role are shown

in Figure 2 below.

S q
S 1995 — Enterprise
\Y' Risk Management

&
&
$
ﬁ 1990s — Risk Based Auditing
Av
)
%
X

§ 1980s — Process Based Auditing

Before 1980s — Controls Based auditing

Figure 2. Evolution role of internal auditing (Source: Authors compilation).

3.6.2. Misconceptions about Internal Audit

Although the Internal Audit function has developed and evolved over the years,
the profession is shrouded in several myths and misunderstandings and the first
misconception comes from one of the key stakeholders in Internal Audit -

Management, who expects Internal Audit to provide assurance that key controls
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and risks have been identified and managed effectively. However, increasingly,
management expectations extend beyond this core assurance role in search of
greater value to justify the organization’s investment in Internal Audit (Hathe-
rell, n,d.). Being first in the line of defense against fraud, management would
want Internal Audit to play a reasonable role in the prevention and detection of
fraud. However, the role of Internal Audit is not to stop frau, but to encourage
management to create a corporate culture that fosters ethics, honesty, and inte-
grity and by effectively evaluating internal controls employed for preventing and
detecting fraud (Petrascu & Tieanu, 2014).

According to the Burton et al. (2014), at the heart of several misconceptions
about Internal Auditors is the fallacy that auditors are nitpickers and fault-finders
in the process ruining the reputations of the people who perform the “real
work”. This school of thought views the auditors as the group who kills the
wounded with bayonets after the battle is over, sidetracking management from
more important responsibilities. However, this assertion is far from the truth
because the focus of Internal Audit is on major risks rather than on nit-picking
the details. Audit resources are limited, and when auditors focus too much at-
tention on minor issues, the time available for addressing the major risks and
controls that are at the heart of Internal Audit is constrained.

Another misconception is stereotyping Internal Audit as a “policeman” or
“watchdog activity”. In fact, Burton et al. (2012) confirmed that other business
and finance mavens are unwilling to join the Internal Audit profession because
they have negative stereotypes of Internal Auditing. This myth was closer to re-
ality in the earlier years of the profession than it is today because, although In-
ternal Audit is the first in the line of corporate defense, the practice of a modern
Internal Auditor is not supposed to be accusing or aggressive. Instead, auditees
should be treated as partners working for the same organizational goals. There-
fore, audit findings should be treated as an opportunity to improve operations
and help accomplish the objectives of the organization (Audit Beacon, 2021).

3.6.3. Challenges of Internal Audit

Apart from misconceptions about Internal Audit in an organization, the func-
tion also faces many challenges and ethical dilemmas one of which comes from
the predicament brought about by its dual reporting role. The ITA (2022) re-
commends that to enhance independence and objectivity, the Chief Audit Ex-
ecutive (CAE) should report functionally to the Board through the Audit Com-
mittee and administratively to the CEO. This dual reporting structure can how-
ever cause challenges. Critics of it say that since the CEO holds the strings on
pay raise, and promotions and also facilitates Internal Audit logistical requisites,
CAE:s are less likely to want to “rock the boat” so to speak, and raise matters that
could cast the CEO in a poor light. There have been instances where resources
have not been released timely for Internal Audit activities despite board approval
just to put spanners in the works of Internal Audit. Greater education and effec-

tive communication between the CEO and the CAE would close the gap in this
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misunderstanding.

Another challenge faced by Internal Audit identified by many practitioners
including Sheridan (2016), has to do with management pressure and may take
forms sometimes direct and in most cases indirect. Direct management pressure
includes requests to change some aspects of unfavourable audit reports to the
Audit Committee. Indirect pressure will arise from management not responding
to draft audit reports in time thereby delaying the audit process. In some cases
administrative authority for the release of funds for several Internal Audit activi-
ties is not given as and when it is required derailing the activities of Internal Au-
dit. Sometimes Internal Auditors are under continuous pressure to support man-
agement in operational functions like assisting in tender evaluations, employee
recruitment processes, and disciplinary committees which activities compromise
the independence and objectivity of Internal Audit.

A report by Larry Rittenberg from the Institute of Internal Auditors (IIA)
stressed that, although Internal Audit practitioners often face ethical challenges,
how they handle these challenges determines both their value and that of their
organizations. According to this report, more than 14,500 practitioners in 166
countries were surveyed and the results indicated that 20 percent of Internal
Auditors were pressured by the CEO or other Executives to “occasionally or
frequently” alter audit findings. 14 percent of the respondents declined to an-
swer the question on pressure from Executives. The report, therefore, concluded
that the 14 percent failed to answer the question due to “intimidation”. (Sheri-
dan (2016). Pressures from management can be mitigated by a good relationship
between the CAE and Audit Committee Chairperson including abiding by the
professional code of ethics. However, it should be noted that a good relationship
with management works well only when the Audit Committee is truly indepen-
dent in both substance and form. Note the word “truly”, because Audit Com-
mittees may not want to hear the bad stuff, or maybe the audit Committee gets

swamped by the chairperson who is not completely independent.

3.7. Internal Audit and Corporate Governance

Lenz & Jeppesen (2022) coined the phrase; “Internal Auditing, gardener of go-
vernance” when explaining the future of the profession due to the important role
it played in appraising the activities of an organization. Like the literal gardener,
Internal Auditing helps the organization grow and thrive by “monitoring the
health of all plants and trees while maintaining the landscape of the garden” as it
were. Therefore in addition to being a custodian of governance, Internal Audit
should also be gardeners by identifying control weaknesses and providing as-
surance on risk management and compliance. In fact, OECD (2022) posited that,
although risk management and compliance are manned separately from the In-
ternal Audit activities, these elements together with internal controls, reside
within the realms of governance which Internal Audit assesses and evaluates

constantly as shown in Figure 3.

DOI: 10.4236/0jbm.2022.105116

2337 Open Journal of Business and Management


https://doi.org/10.4236/ojbm.2022.105116

A. Mwape

Governance
System

Risk Management
System

Internal Control
System

Figure 3. Relationship between internal control, risk management and governance sys-
tems—Source: OECD (2022).

In addition to the relationships between governance, internal controls, and
risk management, effective corporate governance requires a clear understanding
of the respective roles of the board, management, and shareholders, including
how these linkages interface with other corporate stakeholders. According to
Cohen et al. (2002), Internal Auditing is an integral part of the corporate gover-
nance mosaic in both the public and private sectors which was strengthened by
the Sarbanes-Oxley Act 2002, which was passed following the various financial
scandals and large-scale corporate failures like that of WorldCom, Enron, Tyco,
which scandals brought various accountability provisions for both management
and auditors. The Sarbanes-Oxley extended the duties of auditors to audit the
adequacy of internal controls over financial reporting including controls relating
to the Internal Audit activity (Smieliauskas et al., 2007). The contribution of In-
ternal Auditing to corporate governance can be shown by delineating the rela-
tionship between Internal Audit and two other key elements of corporate go-

vernance as shown below.

3.7.1. Audit Committees
The Board is ultimately responsible for the entity’s accomplishment of its objec-
tives while the role of Internal Audit is to provide information to the Board
through the Audit Committee. According to Business Round Table (BR, 2016),
the role of the Audit Committee of the board includes managing the relationship
with the external auditor, superintending over the company’s financial state-
ments audit, and ensuring internal controls over financial reporting, while at the
same time overseeing the company’s risk management and compliance pro-
grams.

In addition, the role of Internal Audit is crucial to assisting the Board of Di-
rectors in its governance self-assessment. To maintain objectivity and indepen-

dence, the Audit Committee must be composed of independent non-executive
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members. The Audit Committee should also be able to provide effective supervi-
sion and guidance to the Internal Audit activity in an organization from which
the committee obtains most of the information for oversight, monitoring, and
control. There should be complete trust and confidence between Internal Audit
and the audit committee and this is achieved by the reporting mechanisms with
clear roles and responsibilities supported by an adequate budget and resources
coupled with the philosophy of Kaizen throughout the structures. The audit plan
approved by the audit committee should also be comprehensive enough to cover
the risk management regime including the operations of the organization. Fig-
ure 4 shows a model adapted from Price Waterhouse Coopers for relationships
and oversight of Internal Audit by the audit committee.

1. Trust between Internal Audit and Audit Committee
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3. Internal Audit Leadership and Credibility

Figure 4. Model for effective oversight of internal audit by the audit committee—Source:
Cogniview (2013).

3.7.2. Senior Management

The responsibility of the executive management headed by the CEO is to set,
manage, and execute the strategies of the organization, including the day-to-day
operations of the organization under the supervision of the board in addition to
keeping the board informed on the status of the organization’s operations. An
effective management team ensures that there is proper financial reporting, risk
management, and strategic planning with emphasis on the long term while
managing the short-term goals of the organization. In today’s business environ-
ment, the role of Internal Auditors is to provide management with a far broader
range of information concerning the organization’s financial, operational, and
compliance activities to improve all facets of management performance and ac-
tivities which include economy, efficiency, and effectiveness (BR, 2016). The In-
ternal Audit function, therefore, is a critical control and assurance tool for as-

sessing and reporting on the effectiveness of management’s actions relating to
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governance, risk management, and control processes which are designed to help

the organization achieve objectives (IIA, 2015).

3.8. Internal Audit and Corporate Governance Structures at RDA

In order to maintain financial and functional independence, the head of the In-
ternal Audit function at the RDA is supposed to be appointed by the Board on
the recommendation of the Audit Committee and should report functionally to
the Board and administratively to the CEO. The Audit Committee is appointed
by the Board in line with the provisions of the Public Finance Management Act
of 2018 which stipulates that three members should come from outside the or-
ganization; that is, Law Association of Zambia (LAZ), Zambia Institute of Char-
tered Accountants (ZICA), Zambia Institute of Internal Auditors (ZIIA) and any
relevant professional body. The Chairman of the Audit Committee is picked
from the members of the Board. At the time of this study, Instead of five mem-
bers, the Audit Committee had only two members. Additionally, the Chairman
of the Audit Committee was the Permanent Secretary of the Ministry of Infra-
structure, Housing, and Urban Development under which is the controlling
ministry of the RDA falls.

3.9. Knowledge Gap

Much has been written on corporate governance in general but there is either
very little literature or rudimentary findings on the effect of poor corporate go-
vernance practices on the Internal Audit function of a public sector entity.
Therefore, the literature reviewed in this article strived to bridge this knowledge
gap and provided material for scholars to undertake further specific and targeted

research in this area.

4. Methodology

The study employed a cross-sectional descriptive study design with both qualita-
tive and quantitative methods. However, in order to develop a comprehensive
understanding of the findings and test the validity of information from different
sources of data, triangulation was used as a research method since multiple data
sources were used (Heale & Forbes, 2013). This research design was appropriate
because it made it possible to report on the way research questions were ans-
wered by respondents without manipulating any variables in addition to collect-

ing comprehensive and diverse data.

4.1. Research Design

The research was conducted in two distinct parts, with the first part comprising
a comprehensive review and analysis of the literature to have a fair understand-
ing and appreciation of the body of knowledge on corporate governance and In-
ternal Audit. The second part was a survey with members of staff at the three

public institutions in the Zambian Road Sector that is; National Road Fund
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Agency (NRFA), Road Transport and Safety Agency (RTSA) and the RDA (Ap-
pendix I). Structured interviews were held with officers in the three institutions
in addition to the survey questionnaire (Appendix II). However, for complete-
ness and to avoid potential biases arising from the use of a single methodology,
the findings from the structured interviews were compared with those from the
survey questionnaires shown in Appendices A and B and arrive at reasonable

conclusions.

4.1.1. Dummy Variables

Since the data collected had various independent and dependent variables and in
order to use one single regression equation to represent multiple groups, it was
decided to encode all independent variables as dummy variables which represented
subgroups for easier interpretation and calculation of odds which enhanced the
stability and significance of the coefficients (Trochim, n.d.). Therefore, to ascer-
tain the impact of poor corporate governance on the effectiveness of the Internal
Audit activity at the RDA, a total of five independent dummy variables were
identified to measure good and poor corporate governance. Similarly, to meas-
ure Internal Audit effectiveness, two variables were also recognized as shown in
Table 1. These variables were then used as input to run, a multivariate multiple

regression model represented by the formula;
Y=a+b X, +b,X;+--4+b X,

where Y is the dependent variable while Xj, ..., X, are the n independent va-
riables; the regression coefficients which represent the value at which the de-
pendent variable changes when the independent variable changes (Wagner et al.,
2006).

Table 1. Dummy variables.

Variables
Internal Audit Poor Corporate Good Corporate
No. Effectiveness Governance Governance
(Dependent) (Independent) (Independent)
Appointment of Board and
Availability of
) Access to all records Audit Committee members \;111 aBl ! ):10
. e Boar
d 1 tside th isi
and personne outside the provisions Charter

of the statutes

Appointment of Board

CAE appointment and
PP . members without regard  Availability of
2. remuneration R . N .
] to qualifications, skills, Code of Ethics
sanctioned by the board

and competencies

Clearance of the Audit Committee

Permanent Secretary as
Chairman of the
Audit Committee

Agenda and varying the budget
and Internal audit activities by the
CEO without board authority
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4.2. Target Population

A research population is generally a large collection of subjects or objects having
common observable characteristics in which the researcher is interested and is
the main focus of a scientific query. Therefore, for valid, reliable, and accurate
results, it is important that the characteristics of the target population and any
subgroups are described in explicit terms so that it is possible to draw correct
and reasonable conclusions from any study conducted. However, because of
time and resource constraints, it may not be practicable to study the whole pop-
ulation, hence, this research relied on the sampling technique. The target popu-
lation for the study was 1283 drawn from the following six categories; Chief Ex-
ecutive Officers(CEQO), Chief Audit Executives (CAE), Senior and Middle Man-
agement including Internal Auditors and other staff. Out of 453 RDA employees
82 were sampled. Similarly, for NRFA and RTSA, the population was 150 and
680 while 30 and 103 were sampled respectively as shown in Table 2.

Table 2. Target population and sample size.

Members of Staff
Sample Frame
Population Sample Size

CEOs 3 3

CAEs 3 3

Senior Management 25 25
Middle Management 71 71
Internal Auditors 16 16
Other Category of Staff 1165 282
Total 1283 400

Source: Field data 2021.

4.3. Sampling Basis and Sample Size

This was a descriptive study, therefore, in order to choose subjects who are well
versed in the industry and the topic of corporate governance including Internal
Audit, purposive sampling was used. This method which is also referred to as
judgmental or subjective sampling is a non-random technique where the re-
searcher decides what needs to be known and sets out to find respondents who
can and are willing to provide the information because of their special know-
ledge, skill or experience (Palinkas, 2013). Purposive sampling was used in this
study because the technique focuses on particular characteristics of a population
that are of interest to the study and assisted in answering the research questions.
The three institutions in the road sector, NRFA, RDA and, RTSA have a com-
bined labour force of one thousand two hundred and eighty-three (1283). The

Yamane (1967) formula was used to determine the sample size as follows:

n=N/(1+Ne),
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where n = sample size, N = population size of the study and e = margin of error
(assumed to be 5%) in the calculation. Applying this formula, a sample size of
400 was arrived at. Since there was a total of 118 employees in the management
category (Senior and Middle Management including Internal Audits), it was de-
cided to target and interview all employees in this category. Another critical de-
cision had to be made regarding how many of the 1165 other employees who
were not in management were to be sampled. Since the sample size was 400, out
of which 118 were in Management it was found reasonable to interview the bal-
ance of 282 participants from the other category of employees.

To identify the study population in a consistent, reliable, and objective way,
participants from the target population who could neither read nor write were
excluded from the sample. Similarly, participants with little knowledge and
comprehension of corporate governance and Internal Audit like; junior admin-
istrative and clerical staff including weighbridge operators were excluded from
the study. As a result, out of 282 other staff targeted, only 116 were sampled as
shown in Table 3.

Table 3. Breakdown of target population and sample size.

RDA Staff NRFA Staff RTSA Staff

Sample Frame
Target  Sample  Target Sample  Target  Sample

CEO 1 1 1 1 1 1
CAE 1 1 1 1 1 1
Snr. Management 10 10 5 5 10 10
Mid. Management 30 22 11 8 30 22
Internal Auditors 8 8 2 2 6 6
Other Staff 403 40 130 13 632 63
TOTAL 453 82 150 30 680 103

Source: Field data 2021.

5. Data Collection Methods

Although research conducted in different fields of study can be different in me-
thodology, every research is based on data that is analyzed and interpreted to get
information. This study was no exception and therefore made extensive use of
both primary and secondary sources of information obtained from the three in-
stitutions including the Ministry of Transport and Communications. Due to
their anonymity, simplicity, versatility, and ability to collect a vast amount of
data from different participants with varying characteristics, survey question-
naires were used in the study. Additionally, to obtain information that otherwise
could not be obtained from the structured questionnaire, an interview guide

with both structured and unstructured questions were employed. The question-
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naire and interview guide are shown in Appendix I and Appendix II.

6. Data Analysis

Since questionnaires had background information of respondents, like demo-
graphic factors, educational levels, and institutional or external factors including
legal and regulatory considerations, the data was initially analyzed using these
factors. Data analysis involving the computation of descriptive statistical data
was evaluated and analyzed using the Statistical Package for the Social Sciences
(SPSS) software. After describing the characteristics of descriptive data obtained
from all the participants in the three institutions, the SPSS was then used to de-
termine whether there is a correlation between various variables. Similarly, data
were statistically analyzed using measures of central tendency to determine the
impact of corporate governance on productivity and efficiency of operations at
the three institutions. Inferential statistics were used to show the extent to which
a dysfunctional board can affect the operations of Internal Audit in an organiza-

tion.

6.1. Descriptive Statistics

Descriptive statistics were summarized and presented in a table, graphic, or pic-
torial form and in this regard, the first part of the categorization presents the
respondents’ characteristics which included; occupation, area of competence,
corporate governance knowledge, and experience in the public sector as shown
in Table 4 below.

Table 4. Survey respondents.

Members of Staff
Sample Frame
Population Sample Size Respondents

CEOs 3 3 2

CAEs 3 3 3

Senior Management 25 25 15
Middle Management 71 52 28
Internal Auditors 16 16 14
Other Staff 1165 116 40
Total 1283 215 102

Source: Author’s compilation based on questionnaire.

The response rate was slightly over 47% of the targeted sample while all inter-
viewees were chosen for their relevance to the conceptual questions rather than
their representativeness. Table 5 shows the categories of respondents per insti-

tution.

DOI: 10.4236/0jbm.2022.105116

2344 Open Journal of Business and Management


https://doi.org/10.4236/ojbm.2022.105116

A. Mwape

Table 5. Category of respondents per institution.

Institution
Occupation Total
RDA NRFA RTSA
8 5 7 20
Head /Senior Manager
Manager/Principal Officer 13 6 9 28
Internal Auditor 8 2 4 14
Other(Speci
(Specify) 23 6 11 40
Total 52 19 31 102

Source: Author’s compilation based on questionnaire.

90% of respondents were at the minimum, good at corporate governance
knowledge. The distribution of corporate governance knowledge in the three

road sector institutions is shown in Table 6 below.

Table 6. Corporate governance knowledge in institutions.

Institution
Total
RDA NRFA RTSA
Corporate Very Good 17 8 10 35
Governance Good 29 10 18 57
Knowledge Fair 6 1 3 10
Total 52 19 31 102

Source: Author’s compilation based on questionnaire.

Table 7 shows respondents from the three institutions with different orienta-

tions, expertise, and competencies.

Table 7. Respondents’ competencies.

Institution
Area of Competence Total
RDA NRFA RTSA
Business/Finance/Auditing 15 10 11 36
Engineering/Information 16 2 5 23
Technology
Procurement/Administration/HR 9 3 9 23
Other (Specify) 12 2 6 20
Total 52 19 31 102

Source: Author’s compilation based on questionnaire.

Out of the 102 respondents, 61 (60%) had over ten years of work experience in
their areas of competence, while 37 (36%) had work experience of between 5 and
10 years, and only 4 (4%) respondents had work experience of up to 5 years in

their respective competencies as shown in Figure 5.
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Figure 5. Work experience of respondents.

6.2. Inferential Statistics

Inferential statistics and deductive analysis were used to determine relationships
between the various variables that were relevant to answering the four research
questions and drawing conclusions from the collected data. In this study, 30 va-
riables were identified during the research and included in the questionnaires.
Twelve of these variables were selected and grouped into two categories for
analysis purposes. The first category was concerned with those variables which
account for good corporate governance and the other category was for variables
that made the Internal Audit activity in an organization independent and effec-
tive. The two categories were then compared and analyzed using deductive and

inferential statistics as shown below.

6.2.1. Variables for Good Corporate Governance

On the chairmanship and membership of the board, respondents were required
to state whether or not the chairman and board members were appointed in ac-
cordance with the statutes. The responses based on participants’ knowledge of

corporate governance are shown in Table 8 below.

Table 8. Is appointment of the chairman and member of the board in accordance with
the statutes?

Corporate
Governance Knowledge Total
Very Good Good Fair
Strongly Agree 1 5 1 7
Chairman and

Board Members Agree 13 26 > 44

Appointed Strongly Disagree 6 0 0 6
According to Disagree 15 21 4 40

Statutes

Neutral 0 5 0 5

Total 35 57 10 102
Source: Author’s compilation from SPSS.
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Respondents who at least agreed that members of the board are properly ap-
pointed were 51 (50%) while those who at least disagreed with the statement
were, 46 (45%) and 5 (5%) were indifferent to the question. Out of the 51 who
agreed with the statement, 45 (88%) had at least good knowledge of corporate
governance. Out of the 46 who disagreed with the statement, 42 (91%) had at
least good knowledge of corporate governance and out of the 35 respondents
with very good knowledge of corporate governance, 14 (40%) agreed while 31
(60%) disagreed with the statement.

Another question relating to the board required respondents to state whether
or not qualifications, skills, and competencies were considered for the appoint-

ment of board members. The results are shown in Table 9 below.

Table 9. Are qualifications, skills, and competencies considered when appointing board

members?
Institution
Total
RDA NRFA RTSA
Strongly Agree 0 3 4 7
Skills, Competencies Agree 7 ) 7 16
Considered for
St ly Di 8 1 4 13
Board Member’s rongly Lisagree
Appointment Disagree 31 9 12 52
Neutral 6 4 4 14
Total 52 19 31 102

Source: Author’s compilation from SPSS.

Out of 102 respondents, 65 (64%) did not agree at least with the statement
while 23 (22%) agreed at least with the statement.

The participants were also required to state whether or not their respective in-
stitutions had a board charter and whether or not a code of ethics would im-

prove corporate governance. The results are shown in Figure 6 below.

OStrogly Agree OAgree [ Disagree ONeutral

Figure 6. Do you have a board charter? (Source: Author’s compilation
based on questionnaire).
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On the board charter, 97 (96%) agreed at least that their institutions had the
board charter while all respondents (102) agreed that having a code of ethics
improves corporate governance. It was therefore inferred that all the three insti-
tutions had a board charter and code of ethics.

6.2.2. Variables on Audit Committee and Internal Audit
Respondents were asked to state whether the Audit Committees in their respec-

tive institutions were appointed in accordance with the statutes, and the results
are shown in Table 10 below.

Table 10. Audit committee appointed in accordance with statutes?

Institution
Total
RDA NRFA RTSA
Audit Committee Yes 11 12 17 40
Appointed in
No 41 7 14 62
Accordance with
the Statutes? Total 52 19 31 102

Source: Author’s compilation from SPSS.

Out of the 102 respondents, 40 (39%) agreed with the statement that the Audit
Committees were appointed in accordance with the statutes while 62 (61%) dis-
agreed with the statement.

Respondents were asked whether or not the Permanent Secretary should be
the Chairperson for the Audit Committee of any institution under his/her min-

istry. The responses from the three institutions are shown in Table 11.

Table 11. Permanent secretary should be chairman of AC.

Institution

Total
RDA NRFA RTSA

N % N % N % N %

Strongly Agree 1 19 0 00 0 00 1 1.0
Permanent Secretary

Should Chairman Agree 1 1.9 0 00 1 32 2 20
of the

Strongly Disagree 37 71.2 17 89.5 23 742 77 755
Audit Committee

Neutral 13 250 2 105 7 226 22 216

Total 52 100.0 19 100.0 31 100.0 102 100.0

Source: Author’s compilation based on questionnaire.

Out of 102 respondents, 76% strongly disagreed, and only 2% agreed at least
while 22% were indifferent to the question.
Respondents were asked whether or not the Audit Committees were inde-

pendent enough to provide assurance and oversight on behalf of the board. The
responses are shown in Table 12.
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Table 12. Audit committee independent enough to provide assurance and oversight on

behalf of the board?
Institution
Total
RDA NRFA RTSA
Strongly Agree 0 1 2 3
Audit Committee Agree 8 8 13 29
Independent st Iv Di . ) 5 10
Enough to Provide rongly Disagree
Oversight? Disagree 32 7 10 49
Neutral 5 2 4 11
Total 52 19 31 102

Source: Author’s compilation from SPSS.

Out of 102 respondents, 59 (58%), did not at the very least agree that the Au-
dit Committees in their respective institutions were independent enough to pro-
vide assurance and oversight on behalf of the board.

Respondents were asked to state whether or not the appointment and remu-
neration of the CAE were determined by the board. Respondents were further
asked to state whether or not the CAE has unhindered access to the Board and
the Audit Committee. Table 13 and Table 14 below show the results.

Table 13. Is appointment and remuneration of the CEO done by the board?

Institution
Total
RDA NRFA RTSA
St 1
rongy 31 13 14 58
Appointment and Agree
Remuneration of Agree 20 4 b 3
CAE Is by the Board
Neutral 1 2 5 8
Total 52 19 31 102
Table 14. The CAE has unhindered access to the board and audit committee.
Institution
Total
RDA NRFA RTSA
St 1
rongly 26 13 12 51
agree
Appointment and
Remuneration of Agree 18 4 14 36
CAE IS by the Board Disagree 6 2 4 L
Neutral 2 0 1 3
Total 52 19 31 102

Source: Author’s compilation from SPSS.
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Out of 102 respondents, 94 (92%) agreed at the very least that the appoint-
ment and remuneration of the CAE are determined by the Board. Similarly, 87
(85%) agreed at the very least that the CAE has free access to the Board and Au-
dit Committee. It was therefore deduced that, the appointment and remunera-
tion of the CAE are determined by the board and that the CAE has unhindered
access to the Board and Audit Committee in all the three institutions.

Related to the above questions, respondents were also asked to state whether
or not Internal Audit has unhindered access to all records and personnel in the
institutions and whether or not Internal Audit should evaluate controls and pro-

vide assurance to the Board. The results are shown in Figure 7 and Table 15

below.
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Figure 7. Internal audit has unhindered access to all the records and personnel? (Source:

Author’s compilation based on the questionnaire).

Table 15. Evaluation of controls by internal audit.

Institution
Total
RDA NRFA RTSA
Internal Audit Should Strongly Agree 50 19 29 98
Evaluate Controls and
Provide Assurance Agree 2 0 2 4
Total 52 19 31 102

Source: Author’s compilation from SPSS.

98% of respondents agreed at the very least that Internal Audit had unhin-
dered access to all records and personnel of the organization while 2% were in-
different. It was therefore inferred that Internal Audit has unhindered access to
all records and personnel of the three institutions. In addition, out of 102 res-
pondents, 98 (96%) agreed that Internal Audit should evaluate controls and pro-
vide assurance to the board. The inference from the results was therefore that,

Internal Audit should evaluate controls and provide assurance on operations in
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an organization.

Respondents were further requested to state whether or not there should be an
interaction between corporate governance structures and Internal Audit. The
results are shown in Figure 8 below.

Out of 102 respondents, 101 (99%) agreed at least that there should be an in-
teraction between corporate governance structures and the Internal Audit.

Participants were requested to respond to the question of whether or not the
CAE should clear the Agenda of the Audit Committee with the CEO and wheth-
er or not, varying the approved Internal Audit budget and activities by the CEO
without recourse to the board is poor corporate governance. Answers are shown
in Table 16.

60

50

40

30

20

: L 1
. ||

RDA NRFA RTSA TOTAL

M Strongly Agree MW Agree m Disagree

Figure 8. Interaction between corporate governance structures and internal audit.
(Source: Author’s compilation from SPSS)

Table 16. Clearance of AC agenda and internal audit budget is poor corporate gover-

nance.
Is clearance of AC agenda
and Internal Audit budget
by CEO poor governance? Total
St 1
rongly Agree  Neutral
Agree
Agree 3 3 0 51
CAE should
Clear the Agenda St.rongly 43 48 1 46
of the Audit Disagree
Committee Disagree 1 1 0 2
with the CEO
Neutral 0 0 3 3
Total 47 51 4 102
Source: Author’s compilation from SPSS.
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Out of 102 respondents, 97 (95%), disagreed at the very least that the CAE
should clear the Agenda of the Audit Committee with the CEO, while 98 (96%)
agreed at the very least that clearance of agenda and budget by the CEO is poor
corporate governance while. It was therefore deduced that the CEO should not
clear the Agenda of the Audit Committee including the budget of Internal Audit
without the prior authorization of the board because that would be poor gover-
nance practice.

Respondents were further asked if the appointment of non-independent
Board and Audit Committee members was poor corporate governance which

affects the effectiveness of Internal Audit. Results are shown in Table 17 below.

Table 17. Effect of poor corporate governance on internal audit.

Poor corporate governance affects
Internal Audit effectiveness Total

Strongly Agree  Agree Neutral

Is the appointment of  Strongly Agree 20 26 2 48
non-independent Board

Agree 21 27 3 51
and AC members, poor &
corporate governance? Disagree 1 2 0 3
Total 42 55 5 102

Source: Author’s compilation from SPSS.

When respondents were asked if the appointment of non-independent Audit
Committee members is poor corporate governance, 99% at the least agreed while
97% of the respondents who answered the question of whether or not poor cor-
porate governance affects the effectiveness of Internal Audit in an organization,
also agreed that, poor corporate governance affects Internal Audit.

Respondents were also asked to state whether or not their institutions had
adequate and documented internal control. The results are shown in Table 18

below.

Table 18. Adequacy of internal controls.

Institution
Total
RDA NRFA RTSA
Strongly Agree 18 11 12 41
The institution has
Adequate and Agree 9 4 15 28
Documented Disagree 1 0 0 1
Internal Controls
Neutral 24 4 4 32
Total 52 19 31 102
Source: Author’s compilation from SPSS.
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69 (68%) of respondents agreed at the very least that the institution had ade-
quate and documented internal controls while only 1 (1%) respondent from the
RDA disagreed. Although there were 24 (23%), indifferent respondents, from
the RDA, it was deduced that the institutions had adequate and documented in-
ternal control.

On poor corporate governance, respondents were, first asked to comment on
two variables; appointment of non-independent Board and Audit Committee
(AC) members and clearance of the AC Agenda and Internal Audit budget by
the CEO without recourse to the Board. The results are shown in Table 19 and

Figure 9 below.

Table 19. Poor corporate governance.

Is the Appointment of Non-independent
Board and AC members Poor Corporate

Governance? Total
Strongl Strongl
rongly Agree .rong y
Agree Disagree
Strongl
Is clearance of the AC Strongly 46 ] 0 47
Agenda and Budget of Agree
Internal Audit by the
Agree 2 46 3 51
CEO, poor corporate
governance? Neutral 0 4 0 4
Total 48 51 3 102
Source: Author’s compilation from SPSS.

60

50

40

30

20
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, Wl -
RDA NRFA RTSA TOTAL

W Strongly Agree M Agree Neutral

Figure 9. Does poor corporate governance affect internal audit effectiveness? (Source:
Author’s compilation from SPSS)

Out of 102 respondents, 98 (96%) agreed at least that appointment of

non-independent Board and AC members is poor governance while 99 (97%) of
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respondents agreed at least that clearance of the AC agenda and budget of In-
ternal Audit without recourse to the Board is poor corporate governance.
Secondly, to determine the effect of corporate governance on Internal Audit,
respondents were asked to state the effect of poor corporate governance on the
effectiveness of Internal Audit in an institution, and the results are shown in
Figure 9 below.
Out of 102 respondents, 71 (70%) agree at least that poor corporate gover-

nance affects the effectiveness of Internal Audit.

6.3. Interpretation of Results and Discussion

Having deduced that poor corporate governance affects Internal Audit effec-
tiveness, interpretation of results was undertaken to confirm whether or not the
data collected and analyzed were able to answer the research questions and met
the objectives of the research with the view to determining if the results were
consistent with the research hypotheses. Therefore, in order to draw correct in-
ferences and deduce broader meaning from the findings, the results of the re-
search were grouped into sub-paragraphs based on the research questions which
were supplemented by discussion and appropriate commentary. The discussion
was anchored on previous research findings in corporate governance research

with special emphasis on the RDA.

6.3.1. Adequacy of Corporate Governance Structures at RDA

To answer the research questions regarding the adequacy of the corporate go-
vernance structures especially as they related to the effectiveness of Internal Au-
dit at the RDA, seven questions relating to the Board, Audit Committee, qualifi-
cations of board members, Board Charter, and Code of Ethics, Access to all
records and person including the Permanent Secretary being Chairman of the
Audit Committee were included in the questionnaires whose results are summa-
rized in Table 20 below:

Table 20. Results on the adequacy of corporate governance structures at RDA.

Responses Institutions RDA

No. uestions
Q (At least) % %
Is Appointment of the Chairman Agree 50 41
1. and Members of the Board
in accordance with the Statutes? Disagree 45 63
Are Qualifications, Skills, Agree 23 30
2. and Competencies Considered When
Appointing Board Members? Disagree 64 60
Does Internal Audit have Agree 85 85
3. Unhindered Access to all
documents and Personnel? Disagree 12 12
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Continued

Clearance of AC agenda and Agree 95 95

4. Internal Audit budget by
CEO poor governance? Disagree 2 2
5 Does the Institution have a Agree 96 97
’ Board Charter and Code of Ethics? Disagree P 1
6 Appointment and Remuneration of Agree 92 94
' CAE is authorized by the Board Disagree 5 1
; Permanent Secretary should be the Agree 3 1
' Chairman of the Audit Committee Disagree 78 73

However, since the survey involved different groups with different categorical
representations of value levels, dummy variables were derived from the seven
variables shown in Table 1 and Table 20 to allow for one multiple regression
equation to represent various groups. Therefore, to ascertain the impact of cor-
porate governance on the effectiveness of the Internal Audit activity at the RDA,
a total of five independent and two dependent dummy variables were identified

to measure good and poor corporate governance as shown below.

6.3.2. Good Corporate Governance and Effectiveness of Internal Audit

According to the research design, good corporate governance was measured by
the presence of the board charter and code of ethics (independent variables)
while the effectiveness of Internal Audit was measured by any one of the follow-
ing three dependent variables; 1) Internal Audit having authority to access all
records and personnel 2) CAE appointment and remuneration sanctioned by the
board; and 3) The CEO not clearance the agenda of the Audit Committee and
varying the budget and Internal audit activities without board authority (Table
1). Therefore multiple regression analysis was run using one dependent variable
(authority for Internal Audit to access all records and personnel) against the two

dependent variables and the results are shown in Table 21 and Table 22 below.

Table 21. Combined descriptive statistics and correlations.

Access Code Code Charter Charter Charter Charter
Mean SD = = = = = = =

S/Agree Yes No S/Agree Agree Disagree  Neutral

Access = S/Agree 0.92 0.270 1.000 -0.029 0.029 0.234 -0.112 0.041 —-0.381

Code = Yes 0.99 0.099 -0.029 1.000 -1.000 0.080 —-0.088 0.014 0.017
Code = No 0.01 0.099 0.029 -1.000 1.000 —-0.080 0.088 -0.014 -0.017
Charter = S/Agree 0.39 0.491 0.234 0.080 —0.080 1.000 —-0.904 —-0.114 —0.140
Charter = Agree 0.56 0.499 —-0.112 —-0.088 0.088 —-0.904 1.000 —-0.159 —-0.196
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Continued
Charter = Disagree 0.02 0.139 0.041 0.014 -0.014 -0.114 -0.159 1.000 -0.025
Charter = Neutral 0.03 0.170 —0.381 0.017 -0.017 —0.140 -0.196 -0.025 1.000

Source: Author’s compilation from SPSS. *p < 0.001.

Table 22. Coefficients®.

Unstanda.rdized Standarflized 95.0% Confidence Interval for B
Model Coefficients Coefficients T Sig.
B Std. Error Beta Lower Bound  Upper Bound
(Constant) 0.939 0.025 37.230 <0.001 0.889 0.989
: Charter = Neutral -0.606 0.147 -0.381 -4.119 <0.001 —0.898 -0.314
(Constant) 1.000 0.038 26.248 <0.001 0.924 1.076
2 Charter = Neutral -0.667 0.148 -0.419 -4.518 <0.001 -0.959 -0.374
Charter = Agree -0.105 0.050 -0.194 -2.097 0.039 —-0.205 -0.006

Source: Author’s compilation from SPSS. a. Dependent Variable: Access = Agree. 1. R%qg. = 0.137 (N = 102, p < 0.001) Confidence
Level for B. 2. R%gj. = 0.165 (N = 102, p < 0.001) Confidence Level for B.

The results showed an inverse, moderate, and statistically highly significant
relationship between good corporate governance and Internal Audit effective-

ness.

6.3.3. Poor Corporate Governance and Effectiveness of Internal Audit
Similarly, poor corporate governance was measured by the following indepen-
dent variables; appointment of Board and Audit Committee members outside
the provisions of the statutes and appointment of Board members without re-
gard to qualifications, skills, and competencies including the Permanent Secre-
tary being Chairman of the Audit Committee (Table 1). A multiple regression
analysis was run using these three independent variables against one dependent
variable; clearance of the Audit Committee Agenda by the CEO and the results
are shown in Table 23 and Table 24.

Table 23. Combined descriptive statistics and correlations.

CEO_Agenda  PS_Chairman B/Members B/Members
Mean SD = = = =
S/Disagree S/Disagree Disagree Agree
CAE_Agenda = S/Disagree 0.45 0.500 1.000 0.025 -0.136 0.441
Governance = S/Disagree 0.06 0.236 0.025 1.000 0.078 0.000
B/Members = Disagree 0.51 0.502 —-0.136 0.078 1.000 —-0.456
B/Members = Agree 0.17 0.375 0.441 0.000 —-0.456 1.000

Source: Author’s compilation from SPSS.
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Table 24. Coefficients®.

Unstandardized Standardized
95.0% Confidence Interval for B

Model Coefficients Coefficients T Sig.
B Std. Error Beta Lower Bound Upper Bound
(Constant) 0.302 0.079 3.808 <0.001 0.145 0.459
Governance = S/Disagree 0.039 0.192 0.018 0.202  0.840 —-0.342 0.420
' B/Members = Disagree 0.080 0.101 0.080 0.786 0.434 -0.122 0.281
B/Members = Agree 0.637 0.136 0.477 4.695 <0.001 0.368 0.906

Source: Author’s compilation from SPSS. a. Dependent Variable: CEO Clearing AC Agenda=Strongly Disagree. 1. R%qj. = 0.175 (N
=102, p< 0.001) Confidence Level for B.

The results showed an inverse, moderate, and statistically highly significant
relationship between good corporate governance and Internal Audit effective-
ness.

Therefore, since in both cases of governance (good and poor) r, the correla-
tion coefficient which is a measure of the relationship between two variables was
more than the standard 0.05, the results were inconsistent with the null hypo-
thesis which stated that there is no significant relationship between poor corpo-
rate governance practices and the effectiveness of the Internal Audit function at
the RDA. The results, however, lend support to the alternative hypothesis which
stated that there is a significant positive relationship between poor corporate
governance practices and the effectiveness of the Internal Audit function at the
RDA.

6.4. Limitations of the Study

While every attempt was made to explain the role of corporate governance in the
operations of a public sector entity and the effect on the attainment of organiza-
tional goals, the study did not provide an exhaustive review nor explore some of
the subtleties of theory and practice of corporate governance in relation to In-
ternal Audit effectiveness. In addition, 30 variables on corporate governance and
Internal Audit effectiveness were studied but only 7 were considered in evaluat-
ing the relationship between the dependent and independent variables (Table 1).
The results are therefore specific to the RDA derived from data obtained in 2021
for the period 2015 to 2019 thus, may not be generalized to what was subsisting
at the institution after that period or to other public sector institutions. Howev-
er, the results are not only comprehensive but a judicious and conscientious di-
agnosis of the poor corporate governance symptoms which should be avoided to
make the Internal Audit activity effective at any public sector entity or organiza-

tion.

7. Conclusion and Recommendations

Corporate Governance defines the methods, structure and processes of a com-
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pany and how the company is managed and directed. Good corporate gover-
nance practices are vital in reducing risk for investors, attracting investment, and
improving the performance of companies. The findings of this study showed
that internal auditing is an integral part of the corporate governance structures
in both the public and the private sectors. Therefore, poor corporate governance
practices affect the efficiency and effectiveness of operation for not only the in-
stitution but also the internal audit activity in an organization and lead to the
organization not achieving its objectives. There are many factors that contribute
to poor corporate in an organization. In the case of the RDA however, the fac-
tors that contributed to poor corporate government included: appointing the
Chairman and members of the board including the Audit Committee outside the
provisions of the statutes and without regard to qualifications, skills, and Com-
petencies. This situation was exacerbated by the CEO clearing the agenda of the
Audit Committee including varying the budget and activities of Internal Audit
without recourse to the board. The results of the study concluded that poor cor-
porate governance has an impact on the effectiveness of the Internal Audit func-
tion at the RDA.

Recommendations

Arising from the findings of the study and in order to enhance good corporate
governance practices, the following recommendations are made:

1) To strengthen the supervision and oversight role of the board, the chairman
and members of the board should be appointed in line with the statutes and
taking into account qualifications, skills, and competencies.

2) To enhance the objectivity and independence of the AC, the chairman and
members should be appointed in accordance with statutes and laid down proce-
dures. The Permanent Secretary in whose ministry the institution resides should
not be the Chairman of the AC. Further, the agenda of the Audit Committee
meeting should not be cleared first by the CEO.

3) Since the CEO is the chief auditee as responsible for administration of con-
trols including risk management and operations, s/he should therefore not can-
cel or vary any activity on the internal audit plan. In addition, resources should
be released for audit assignments as approved by the board.

4) Despite statutes and laid down procedures on board appointments, these
are usually ignored or circumvented in practice. Therefore, further research is
required to determine the causes and effects of dysfunctional boards and com-
mittees due to poor appointments. Another area requiring further research in
the public sector is the effect of political appointments of CEOs on the opera-
tions of public institutions in Zambia.
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Appendix I: Questionnaire on Corporate Governance and
Internal Audit

My name is Anderson Mwape. I am currently studying for Doctorate Degree in
Business and Management at the University of Zambia. I am conducting re-
search on Corporate Governance and the Challenges of Internal Audit in the
Zambian Road Sector.

The questionnaire comprises twenty-five questions and will take no longer
than ten minutes to complete. Your participation in this interview will be highly
appreciated as it will assist in coming up with measures to enhance or strengthen
existing corporate governance structures in the Road Sector in general and the
Road Development Agency in particular. All responses will remain anonymous
and strictly confidential. Therefore you should not indicate your name anywhere
on this form.

Please specify by ticking in the box provided, you consent to be part of the re-
search [J

SECTION ONE: BRIEF DETAILS ABOUT YOURSELF

A) Occupation

1) Head of Department/Unit[]

2) Manager(]

3) Internal Auditor(J

4) Other (Specify)

B) Area of Competence

1) Business/Finance/Auditing[]

2) Engineering/Information Technology

3) Procurement/Administration/HR[

4) Other (Specify)

C) Knowledge about Corporate Governance: Very Good[J Good[J Fair(]

D) Work Experience in the Public Sector

1) Less than five years[]

2) Between five and ten years[]

3) Above ten years[]

SECTION TWO: CORPORATE GOVERNANCE STRUCTURES

A) Name of Your Institution/Organization

B) Corporate Governance Structures of Your Institution/Organization

1) The Chairman and Members of the Board are appointed in line with sta-
tutes and laid down procedures.

Strongly Agree[] Agree[] Strongly disagree[] Disagree[J Neutral(]

2) The Chairman and Members of the Board are appointed taking into ac-
count, skills, competencies, professional qualifications and work experience.

Strongly Agree[] Agree[] Strongly disagree[] Disagree[J Neutral[]

3) The institution/organization has a board charter which is a policy docu-

ment that clearly defines the respective roles, responsibilities and authorities of
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the board of directors and management in setting the direction, management
and the control of the organisation.

Strongly Agree[] Agree[] Strongly disagree[] Disagree[J Neutral(]

4) The ultimate accountability for corporate governance lies with:

Appointing Authority (Minister)(]

Permanent Secretary(]

Board[J

CEO and Senior Management[]

5) Do you believe that having a code of ethics that applies to everyone in your
institution/organisation (including Directors, Management and Vendors) would
help promote good corporate governance?

Yes[

No

Not sure[]

6) Is administrative clearance of the approved Budget of Internal audit and
Agenda of the Audit Committee and poor corporate governance?

Strongly Agree[] Agree[] Strongly disagree[] Disagree[J Neutral(]

7) Is appointment of non-indepemdent Board and Audit Committee members
poor corporate governance?

Strongly Agree[] Agree[] Strongly disagree[] Disagree[J Neutral[]

C) Is the composition of the Audit Committee at your organisation inde-
pendent enough to provide the necessary supervision and oversight on be-
half of the Board?

1) The institution/organization has an Audit Committee whose role and rela-
tionship with the Board of Directors is clear in ensuring that proper internal
controls are maintained, risks are managed and that the institution/organization
is in compliance with all relevant laws and regulations.

Strongly Agree[] Agree[] Strongly disagree[] Disagree[J Neutral[]

2) Is the Audit Committee in your institution/organization appointed in ac-
cordance with the statutes and laid down procedures? Yes[J No[]

3) The Permanent Secretary is the Controlling Officer under which the Insti-
tution/Organization falls. Therefore s/he should be the Chairman of the Audit
Committee to enhance supervision and ensure that policy directions to the in-
stitution/organization through the CEO are implemented

Strongly Agree[] Agree[] Strongly disagree[] Disagree[J Neutral(]

4) The institution/organization has adequate internal controls in place which
are properly documented and periodically reviewed.

Strongly Agree[] Agree[] Strongly disagree[] Disagree[J Neutral[]

SECTION THREE: ROLE OF INTERNAL AUDIT

A) The role of internal audit in corporate governance

1) Internal auditing is an integral part of the corporate governance structure
in both the public and the private sectors. Therefore, poor corporate governance

practices affect the efficient and effective operation of the internal audit activity
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in an organization.

Strongly Agree[] Agree[] Strongly disagree[] Disagree[J Neutral(]

2) The Institution/Organization has an Internal Audit Charter which is a for-
mal document that defines the internal audit activities, purpose, authority and
responsibility.

Strongly Agree[] Agree[] Strongly disagree[] Disagree[J Neutral(]

3) The Internal Audit Charter authorizes access to all records, reports, docu-
ments, personnel and physical properties relevant to the performance of en-
gagements and defines the scope of the internal audit activities.

Strongly Agree[] Agree[] Strongly disagree[] Disagree[J Neutral(]

4) The internal audit activity should evaluate and contribute to the improve-
ment of risk management, control and governance processes while at the same
time providing assurance and consulting role to management and the board.

Strongly Agree[] Agree[] Strongly disagree[] Disagree[J Neutral(]

5) Effective interaction of corporate governance structures and internal au-
diting improves performance, and is a source of competitive advantage.

Strongly Agree[] Agree[] Strongly disagree[] Disagree[J Neutral[]

B) Appointment and Reporting Lines of Internal Audit

1) The Head of Internal Audit is appointed, disappointed remunerated and
appraised by the Board and functionally reports to it through the Audit Com-
mittee and administratively to the CEO

Strongly Agree[] Agree[] Strongly disagree[] Disagree[] Neutral[]

2) The Head of Internal Audit has free access to the Board or the Audit
Committee.

Strongly Agree[] Agree[] Strongly disagree[] Disagree[J Neutral(]

3) The Chairman of the Audit Committee should discuss with the CEO the
agenda and matters to be presented to the Committee before the meeting.

Strongly Agree[] Agree[] Strongly disagree[] Disagree[J Neutral(]

SECTION FOUR: CHALLENGES OF INTERNAL AUDIT

1) Audit units face a constant competition for resources, as well as a demand
for cost cutting and keeping the number of employees down. Organisations con-
sider Internal Audit to be one of the first areas when considering cost rationali-
zation

Strongly Agree[] Agree[] Strongly disagree[] Disagree[J Neutral[]

2) Although the Head of Internal audit reports functionally to the Board the
administrative reporting to the CEO could affect the operations of internal audit
if the CEO does not authorise the release of funds as and when required.

Strongly Agree[] Agree[] Strongly disagree[] Disagree[J Neutral(]

3) The Head of Internal Audit should clear the Agenda of the Audit Commit-
tee meeting with the CEO before the meeting of the Audit Committee.

Strongly Agree[] Agree[] Strongly disagree[] Disagree[J Neutral(]

4) The Board approves the Annual Audit Plan. However, depending on pre-

vailing financial or other unforeseen circumstances, Management can cancel,
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vary, or reschedule audit activities in the approved plan

Strongly Agree[] Agree[] Strongly disagree[] Disagree[] Neutral(]

5) Poor corporate governance affects performance of the organisation in gen-
eral and internal audit in particular

Strongly Agree[] Agree[] Strongly disagree[] Disagree[J Neutral(]

Appendix II: Interview Guide for Chief Executive Officers

1) The Public Finance and Management Act stipulates the composition of the
Audit Committee; should be members from professional bodies like ZICA, EIZ,
ZNFU or IIA be nominated by these bodies; or as long as one is a member of
these bodies then the Minister can appoint such a person regardless of whether
or not one is nominated by that professional body, what is your opinion?

2) Allow me to push you against the wall Sir/Madam; should political affilia-
tions be taken into account when appointing board members? In short, I am
saying, should former ministers and/or politicians from the governing party be
appointed as members of the Board of your institution?

3) The Permanent Secretary is by law the controlling officer of your institu-
tion and I know that from time to time you receive instructions, and/or policy
guidelines and directions from him/her on the operations of your institution.
Should the Controlling Officer also be the Chairperson of the Audit Committee
for oversight and supervision purposes; what is your opinion;? Please give rea-
sons why you feel the Controlling Officer should or should not be the Chairper-
son of the Audit Committee.

4) Since you are by law the Secretary of the Board; does the preparation and
calling of the Board meetings enable the participation of all Directors of the
Board (sufficient notice; agenda and supporting materials; proposing agenda
items; participation personally or through proxy; the right to ask questions; dis-
semination of the results of the meeting)?

5) As a follow-up to the question above since by law you are the secretary of
the Board, should you also be the secretary of the Audi Committee? Please give
reasons

6) In what circumstance (if any) can you vary, suspend or cancel an activity
approved by the Board in the annual audit Plan?

7) Do you believe that having a code of ethics that applies to everyone in your
institution/organization (including Directors, Management, and Vendors) would

help promote good corporate governance; if so why?
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