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ABSTRACT 

This paper attempts to discuss the conflicts in various internal auditing roles that are 

prevalent and tend to impact corporate governance based on how leaders and managers 

perceive internal audits. County governments are internally affected by how corporate 

governance and auditing are carried out. This paper examined the internal audit functions 

and roles in Meru and TharakaNithi counties Corporate Governance (CG) through 

consulting and highlighting corporate management views. Corporate governance 

incorporates the way in which boards control and manage the company’s progress and 

leadership by the managers. Assessing the capability of internal audit independence to 

achieve corporate goals, and suggesting the achievement approach. The used study design 

involves descriptive design and inferential.Census where all the technical staff members of 

internal audit and accounting departments of the counties were selected were employed. The 

study concludes that the growth in the county governments was based on proper budgeting 

reviews and usage of corporate funds. This study recommends that each county government 

should enhance risk assessment capacities as a way of quantifying and predicting them in 

advance.  
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1.0 Introduction 

Corporate governance is the manner in which power of a corporate is exercised in the 

stewardship of the corporation, to the portfolio of assets and resources with the objective of 

maintaining and increasing shareholders value to the satisfaction of the stakeholders in the 

content of its corporate mission (Tricker, & Tricker, 2015). For the last decade, policy 

makers, regulators and market participants around the world have increasingly come to 

emphasize the need to develop good corporate governance policies and practices (Khan, 

Muttakin & Siddiqui, 2013). An increasing amountof empirical evidence shows that good 

governance contributes to competitiveness, facilitates corporate wide spreading and thus 

helps develop area of participation and spur economic growth(Ntim &Soobaroyen, 2013). 

But even though there are strong rules and policies provided by the companies act together 

with code of ethics developed by companies, of late there has been many scandals were 

management have acted contrary to these regulations for their own selfish needs. This is the 

reason why in recent years corporate governance has become a very important topic for 

debate, this is partly because lack of corporate governance was a big contributor or recipe for 

corporate scandals (OECD, 2006). 

In most countries good corporate governance policies put in place positively influences the 

behavior of its capital markets. Amidst all the debate over corporate governance and board‟s 

supervision of internal mechanism, surprisingly little attention has been given to the role of 

internal audit and particularly to whom it is ultimately responsible (Love & Klapper, 2002). 

According the Institute of Internal Auditors „„internal auditing is an independent, objective 

assurance and consulting activity designed to add value and improve an 

organization‟soperations. Internal audit is given the mandate of assessing the controls put in 

place and communicate to the management on the strengths and weaknesses of such controls 

and give recommendations on how to improve them. Internal audit function should maintain 

high levels of independence so as to provide an objective and fair opinion on management‟s 

dealings (Cheffins, 2013). 
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Globally it was generally accepted that internal audit function has the capacity to provide an 

exceptional service to the management. Institute of Internal Auditors (the IIA). Commercial 

banks have come to the realization that internal audit is essential in improving management 

of assets in the banks leading to improved financial performance of banks (Chun, 2017). 

In the USA, the importance of internal audits has been confirmed in a variety of legislations 

such as the Sarbanes Oxley Act (2012). Of late there are many corporates that have gone 

bankrupt some even being wounded up while others are in financial crisis due financial 

scandals. These happenings have made organizations to seriously consider internal audit 

function as a very crucial function in the organizations. With the global financial crisis of 

2008-2009, internal auditing becomes especially important in managements toolkit for 

safeguarding the rate of return on capital and ensuring that capital is not wasted or devalued 

in United States (Munsif, Raghunandan, & Rama 2012). 

Germany is a very vital part of the globe, Companies in Germany have quickly grown in 

number, size and utilization of information system hence the need of embracing effective 

corporate governance (Julious, 2005). Internal audit can perform an invaluable service not 

only for the organization itself but also for society in general, if performed in a professional 

manner. The primary role of internal audit is to assist the executive achieve the organization‟s 

objectives. It also gives the assurance that executive has put in place strong effective internal 

controls to mitigate and prevent risks.  

Embracing effective corporate governance by organizations in any country creates wealth and 

employment. When ENRON Corporation collapsed in 2002, President Bush who was then 

the president of USA said that if action will not be taken their debt problem will worsen and 

many jobs will be lost and companies will continue collapsing. In 2002, the importance of 

effective corporate governance become the headlines globally when the biggest corporate 

collapses happened in USA. These companies included: ENRON Corporation, WorldCom 

and Tyco, this led to seven of the twelve largest bankruptcies in US history. This has not been 

an exception to Kenyan companieslisted at the Nairobi stock exchange whereby we have seen 
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major companies having corporate governance issues for example Uchumi Supermarkets and 

the 2012 CMC Board wrangles (Maina, 2014). 

Performance management in the public sector is the managerial activity necessary to promote 

well-performing policy management and service delivery. Organizational performance 

management in a government context concerns monitoring the success of public policy, 

programmes or projects in achieving their objectives and in securing the expected benefit (D. 

Chambers, 2014). According to Transparency International Survey done in 2014 on 

Performance County Governments in Kenya, 41% of the Citizens from the 47 counties were 

not contented with the performance of their Counties. Most of the citizens gauged the 

performance of their counties based on; systems put in place to ensure revenue is prudently 

used on development 

The second measurement was how the citizens felt on services provided by the county 

governments The third perspective covered how communication was being done with the key 

stakeholders Fourth perspective was the capacity of county government to create employment 

opportunities Finally, transparency and direct accountability of leaders was another element 

of performance according to Transparency International Report (Baharud-din, Shokiyah, & 

Ibrahim, 2014). 

2.0 Literature Review 

2.1Internal Audit Independence and Corporate Governance 

Arena and Azzone, (2009) argued that internal audit function in an organization should to a 

large extent enjoy autonomy and independence to enable it do its work objectively. There 

was a strong positive relationship between organizational independent of audit committee and 

effectiveness of internal audit function hence they recommended that county government of 

Nakuru to emphasize on the organizational independent of audit committee to enable the 

county to have an effective internal audit function (Ariga&Gathogo,2016). 

Institute of Internal Auditors, (2016), concluded that internal audit functions in organizations 

should be given a sufficient high status in the organization structure to enable them 
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communicate with senior management and the independence of internal audit from the 

auditees. Mihret and Yasmaw, (2007) concluded that independence provides the auditor with 

an environment of objective and uninhibited appraisal and reporting the findings without 

being influenced by the auditees.in their study they noted internal audit reported to the 

president who is the chief executive officer (CEO) but they do not administer or control their 

own budget. Internal audit reports were not even given enough attention. The internal audit 

department does not have strategic audit plans, this might be because they have a problem of 

preparing their plans because strategic work plans go hand in hand with resources. If they are 

not controlling their own budget, they will have difficulty in preparation of work plans since 

the available resources are uncertain. This is an indicator of lack of independence, which ends 

up affecting the work of internal audit function.  

Alzeban and Gwilliam (2014) in his study on determinants of internal audit effectiveness the 

public sector in Ethiopia concluded that the perception of the management on the internal 

audit value and the organizational independence of internal audit function were not 

significantly correlated to the internal audit effectiveness. This contradicts other studies done 

on the same topic. 

According to code of ethics and international standards for professional practice of internal 

auditing-institute of internal auditors UK and Ireland, the internal auditor should not only be 

independent but appear to be independent of the department under review.to guarantee this 

independence the head of  internal audit function should report and be accountable to the 

audit committee appointed by the government or cabinet secretary national treasury and 

internal auditors should not be taking part in routine departmental or county operational 

duties.  

Changwony and Rotich (2015), in their study on the role of internal audit in promoting 

effective corporate governance of commercial banks in Kenya concluded that, the internal 

audit functions were independent since the internal audit charter is approved by the audit 

committee of the board of directors ,The head of internal audit functionally reports to the 

audit committee of the board and internal audit function is supported to be independent by 
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appropriate and clear reporting relationship to the executive management and audit 

committee. This means internal audit department plays a positive crucial role in ensuring 

there is effective corporate governance in commercial banks. The findings still established 

that there are some threats to internal audit activity. 

ICAEW, (2002) in his study on an examination of government internal audit‟s role in 

improving financial performance, found out that internal auditors play a very important role 

in public financial management and government operations. 

Value added internal audit can only be achieved if internal audit function operates objectively 

and independently, if this independence is compromised the reputation of internal auditors is 

compromised in the eyes of stakeholders and they will not trust the work of internal audit 

function (Lenz and Hahn, 2015). This was supported by the findings of Asiedu and Deffor, 

(2017) in their study about fighting corruption by means of effective internal audit function in 

Ghanaian public sector, where they established that the independence of internal audit 

function has a great impact on the effectiveness of internal audit function which leads to 

reduction in corruption hence assisting in achieving effective corporate governance. 

Lenz and Hahn, (2015) argued that internal auditors should comply with institute of internal 

auditors‟ code of ethics when carrying out their work. This makes them to demonstrate to the 

stakeholders they have the professional competency required to do their work professionally. 

2.3Corporate Governance 

Private Sector Initiative for Corporate Governance (PSICG), (1999) in their study on the role 

of financial auditing in enhancing corporate governance in savings and credit cooperative 

societies in Nakuru county found out that there is a strong positive relationship internal audit 

quality and corporate governance. He further concluded that the risk-based auditing adopted 

by internal auditors in SACCOS helps organizations in risk management. Risk based auditing 

identifies risk on time and this improves accountability and transparency due strong internal 

controls systems put in place. 
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Odoyo et al, (2014) in their study on the role of internal audit in implementing risk 

management in state corporations in Kenya concluded that the internal auditor plays an 

important role in enterprise risk management by providing assurance to the organization 

about effectiveness of their risk management. The risk management norms in the state 

corporations studied supported a strong corporate governance. 

Internal auditors perform a very important function part to assist the management because 

internal audit function is the major tool that ensures there is good corporate governance any 

institution. The existence of efficient internal audit together with internal control risk 

management system improves the efficiency and effectiveness of the organization and 

minimizes information asymmetry during decision making hence it improves credibility of 

financial reporting process (Hailemariam,2014). 

Changwony and Rotich (2015) concluded that there is a strong positive relationship between 

the positioning of internal audit and effective corporate governance (Aikins, 2011) local 

government internal auditors surveyed performed frequent inspections and audit reviews in 

areas that deal with more revenue collection and huge expenditure. The frequent audits lead 

to the improvement of internal controls and improves public accountability. This continuous 

monitoring leads to improved corporate governance, service delivery and improved financial 

performance. Ntim and Soobaroyen, (2013) concluded that the internal auditors in the 

management of Nigerian government owned entities is indispensable. The study showed 

there is a significant association between the internal audit function and good corporate 

management at national hospital Abuja. 

Under new public management (NPM) in Australia, the local authorities from 1993 adopted 

the accrual accounting method when preparing financial reports and later after 2005, the local 

authorities implemented international financial reporting standards (IFRS). This means the 

local government has a hard task of preparing financial statements that meet the 

accountability and transparency needs of users. Increased complexity of financial reporting 

requirements, complex investment products that emerged after global financial crisis, 

collateralized debt obligation and constant debt obligation increases the need of more 
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effective governance. Hence, the need for strong internal audit function to assess the risks 

mitigation strategies put in place (Pilcher, 2014). 

Asiedu and Deffor, (2017) in their study on fighting corruption by means of effective internal 

audit function in Ghanaian public sector concluded that an effective internal audit function 

could assist in fighting administrative corruption even though the study did not give a cure of 

how to reduce corruption. 

3.0 Methodology 

The study adopted regression. To measure the influence ofindependent variables good 

corporate governance, the study used regression model. Linear regression attempts to 

determine whether the variable will predict a given dependent variable (Orodho, 2005). 

 Regression analysis was used to come up with the model expressing the hypothesized 

relationship between the independent variables (audit independence) and the dependent 

variable (Corporate governance of Meru and TharakaNithi County Government). 

Specifically, the  linear regression equation was; 

  110 XY  

Where, 

Y  –Corporate governance 

0  – Constant term 

1 -regression coefficients 

 

1X  – Internal audit independence 

 – Error term 
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Regression analysis was carried out to find out the significant effect of independent 

variable( 1X )on dependent variable (corporate governance of TharakaNithi and Meru County 

Governments). 

An independent variable was considered to be a significant predictor of the dependent 

variable if the absolute t-value of the regression coefficient associated with the dependent 

variable is greater than the absolute critical t-value (.05). Based on this model, all the null and 

alternative hypotheses on linear regression coefficients were tested. 

In statistics, linear regression is an approach for modelling the relationship between scalar 

dependent variable y and one or more explanatory variables or independent variables denoted 

the case of one explanatory variable is called simple linear regression.                                   
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4.0 Results and Discussion. 

4.1 Introduction 

This chapter provides research data analysis and its corresponding interpretations 

4.3 Effect of Internal Audit Independence on Corporate Governance 

In this segment the study wanted to find the effect of independence of internal audit on 

corporate governance of county governments in Kenya. The respondents were required to 

state the degree to which they agreed with the statements regarding the independence of 

internal audit on a scale of strongly disagree, disagree, neither agree nor disagree, agree and 

strongly agree. The findings analysis are tabulated in Table 4.7. 

Table 4.7: Internal audit Independence and corporate performance 

 

   Std. 

 

 

Mean Dev 

The IA operates totally independently, and conducts their work 

 

3.54 .990 

Without interference.    

IA decides on scope, time and level of auditing 

 

3.40 .938 

procedures founded on auditing standards and the organization's    

Audit policy.    

Internal audit provides reports to the audit committee. 

 

3.60 .889 

    

Independence is the essence of effective auditing among other 

 

3.55 .858 
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factors in particular    

Internal auditors have free access to all documents, data, 

 

3.58 .956 

Information and employees in the organization.    

Internal audit function is involved in the county‟s‟ development 

 

3.49 .859 

Processes.    

All IA members are free and not vetoed to include any audit 

 

3.60 .871 

observation in their audit assignments and report audit    

Committee    

IA are free right access necessary documents, information, 

people, explanations and data on process under review 

 

2.94 .919 
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The study conclusions show that the respondents are in agreement that the internal audit 

operates totally independent and conducts their work without interference (mean score, 3.54). 

The results also show that respondents approved that internal audit decides on the scope, time 

and level of auditing techniques based on auditing standards and the organization‟s audit 

policy (mean score, 3.40). Respondents settled with the statement that the internal audit 

provided reports to the top management (or audit committees) (mean score 3.60). 

Respondents agreed that independence is the essence of effective auditing among other 

factors (mean score, 3.55). The findings show that respondents agreed that internal auditors 

have unhampered admission to all departments and employees in the county (mean score 

3.58). According to the findings, respondents settled that internal audit take part in the 

development of county‟s processes (mean score 3.49). They also agreed that all the internal 

audit members feel free to include any audit findings in their audit work and report directly to 

responsible body (mean score 3.60). Finally, respondents neither agreed nor disagreed with 

the statement that internal auditors can freely access any essential documents, evidence and 

data about process that is under audit review and hence their work is always acknowledged 

(mean score 2.94). The results show that there were minimal disagreements in the reactions 

as all the standard deviations were less than 1. The findings mean that the respondents agreed 

on the various aspects of the independence of the internal audit except for the access to 

documentation and data during investigation. The findings that the internal auditors operated 

totally independent without interference are in agreement with Zeleke (2007) who argued that 

corporate   independence permits the audit unit to carry out work without meddling by the 

entity under audit.  

The findings that internal audit contributed towards the development of the   organization is 

in support of Van Gangesberghe (2005) who noted that internal audit must contribute 

significantly to management, while still reporting on the status to the audit committee. The 

findings that internal auditors have free access to all departments and employees in the 

county agree with Zeleke (2007) that audit should be conducted with complete and unlimited 

access to all forms of audit proof like staffs, possessions, policies and techniques of internal 

control systems, key material necessary for audit work. 

4.4 Corporate Governance 
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In this subdivision the study sought to determine the effect of internal audit function on 

corporate governance in county governments in Kenya. The findings were analyzed and 

tabulated in Table 4.9. 

Table 4.9: effect of internal audit and corporate governance 

 Mean Std Dev 

Internal audit ensure that it significantly adds value to the 3.63 .868 

County corporate governance    

Internal audit improves departments performance 3.73 .963 

   

Internal audit improves corporate governance  3.76 .906 

   

Performance of internal audit has greatly improved in recent past 3.45 .858 

due to effective internal audit.   

The resource utilization in public sector is more effective due to 3.52 .859 

Improved internal audit.   

 

 

The study findings show that respondents agreed that the internal audit function added value 

to the counties (mean score 3.63). The respondents further agreed that the internal audit 

improved the county governments departments‟ performances (mean score 3.73). Results also 

show that respondents agreed that the internal audit improved the organizations‟ 

performances (mean score 3.76) and also agreed that the performance of the internal audit 
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had greatly improved in recent past due to effectiveness of internal audit function (mean 

score 3.45). And lastly, that the resource utilization in the public sector was more effective 

due to improved internal audit (mean score, 3.52). The standard deviation for all the 

responses were less than 1 implicating that there were no variances in the responses.  

4.5 Effects of internal audit independence on corporate governance with the absence of 

government policies. 

 

Table 4.19 fitness test for internal audit independence on corporate governance with the 

absence of government policies 

 

 

Model Summary 

Model R R Square Adjusted R 

Square 

Std. Error of 

the Estimate 

1 .78 .61 .50 .1813635248

59 

a. Predictors: (Constant), Internal Audit Independence. 

 

 

Table 4.20 t- test for internal audit independence on corporate governance with the absence 

of government policies. 

 

 

Coefficients
a
 

Model Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. 

B Std. Error Beta 

1 (Constant) .471 .108          

4.825 

.000 
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Internal-Audit 

Independence 

.042 .109 -.011 -.205 .008 

a. Dependent Variable: Corporate Governance 

 

H0: Independence of Internal Audit Function does not significantly affect corporate 

governance of Meru and TharakaNithi County governments. 

The model of the study was: 

  110 XY  

 

Replacing with the values of 

beta we get: 

 1042.0606.0 XY  

Internal audit independence had a coefficient of 0.042 and the significance value of 0.008. At 

95 % significance level we reject the null hypothesis hence internal audit independence have 

significant effect on corporate governance of County governments in Kenya.The adjusted R-

square of the model is 0.50(50%), this indicates a good fit and therefore an internal audit 

independence variation contributes to variations on corporate governance. 

4.6 Effects of Internal Audit Independence on Corporate Governance with the Presence 

of Government Policies. 

 

Table 4.21 fitness test for internal audit independence on corporate governance with the 

presence of government policies. 

 

Model Summary 

Model R R Square Adjusted R Square Std. Error of the 

Estimate 

1 .794 .63 .52 .133758664405 
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a. Predictors: (Constant), Internal Audit Independence, Government Policies. 

 

Table 4.22 t- test for internal audit independence on corporate governance with the presence 

of government policies. 

 

Coefficients
a
 

Model Unstandardized 

Coefficients 

Standardized 

Coefficients 

T Sig. 

B Std. Error Beta 

 (Constant) .726 .119  6.125 .000 

Internal-Audit 

Independence 

.006 .110 -.003 .956 .005 

Government 

Policies 

.349 .331 -.055 1.055 .029 

a. Dependent Variable: Corporate Governance. 

 

 

From table 4.22, it shows that both the Moderating variable and internal audit independence 

has significant effects on corporate governance There is an improvement in the fitness of this 

model relative to above model where the moderating variable is absent since the adjusted R-

squared for this model is 52%. Therefore, from these results the presence of moderating 

variables is significant in explaining the variations on the corporate governance.  

 

  Coefficients Coefficients   

  B Std. Error Beta   

 (Constant) .606 .125  2.952 .004 

 Internal audit 

positioning 

 

. 317 .131 .165 1.110 .021 

 Internal audit .236 .150 .300   1.191 .003 
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independence 

 

 

      

 

5.0 Conclusion and Recommendations 

In this subdivision the researcher presents the summary of the study results from where 

conclusions will be made. This will be followed by recommendations and suggestions for 

further research. 

5.1 Internal Audit Independence and Corporate Governance 

The study established that the internal audit operates totally independent and conducts their 

work without interference (mean score, 3.54). According to the findings, the internal audit 

decides seriously on the scope, time and extent of auditing procedures based on auditing 

standards and the organization‟s audit policy (mean score, 3.40). The internal audit provided 

reports to the boards of directors (or audit committees) (mean score 3.60). The findings 

revealed that the internal auditors have unhindered access to all sections and staff in the 

county (mean score 3.58) while at the same time the internal audit participated in the 

development of company processes (mean score 3.49). The study establish that internal audit 

members were free to report audit findings in their audit work and report directly to audit 

committee (mean score 3.60). 

5.2 Conclusion 

The objective of the study was to analyse the influence of internal audit independence in 

enhancing corporate governance in the county governments. Results showed that internal 

audit independence had significant effect on corporate governance. Precision of the model 

also increased with inclusion of moderating variable. 
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