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The primary purpose of this study was to identify and
analyze the perceptions of college and university auditors
concerning the importance of selected factors associated
with operational auditing. The secondary purpose was to
determine whether the perceptions of certified auditors
differ significantly from those of noncertified auditors.

Selected factors associated with operational auditing
for colleges and universities were categorized in three
attribute groups--organizational, personal, and
environmental. The identification of organizational and
personal attributes was based mainly on concepts set forth
in the Standard for the Professional Practice of Internal
Auditing published by the Institute of Internal Auditors
(1978). Identification of environmental attributes was
based on a review of the relevant literature, as well as on
discussions with selected college and university auditors.
Each attribute, whether categorized as organizational,
personal, or environmental, was used as a basis for the

identification of detailed factors associated with




operational auditing. The findings of this study reveal
that factors dealing with organizational attributes were
perceived as considerably more favorable than were factors
dealing with personal or environmental attributes.

With regard to the secondary purpose of this research,
a total of 14 hypotheses were developed and subjected to
t-tests to determine whether the perceptions of certified
auditors differed significantly from those of noncertified
auditors. Of the 14 hypotheses tested, there were no
significant differences between perceptions of the two
groups concerning the importance of independence, audit
plan, audit program, audit supervision, continuing
education, training, audit follow-up, objectivity, technical
competence, experience, and interpersonal skills.

Certified auditors perceived attributes that deal with
audit report and professional certification to be more
important to operational auditing than did their
noncertified counterparts. With regard to the importance of
a knowledge and understanding of the higher education
environment {(i.e., knowledge of characteristics uniquely
identifiable with institutions of higher education) to
operational auditing, certified auditors perceived this

attribute less favorably than did noncertified auditors.
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CHAPTER I

INTRODUCTION

Performance evaluation occupies a central position in
the management control system. Institutions of higher
education, like other organizations, utilize performance
evaluation as a management control method to promote effec-
tive and efficient use of resources.

Institutions of higher education exist in a world of
accountability which is evidenced by the mounting pressure
exerted upon them by both external and internal forces.
Declining resources, increasing operating costs, growing
institutional size and complexity, and ever-increasing
fiscal conservatism of state and federal legislators are
among the many challenges facing higher education institu-
tions in this decade (Baker, 1976). Peter Magrath (1972)
describes the status of higher education as follows:

Colleges and universities throughout the United States,

whether private or public, are under what we might call

external public audit of a kind unknown in the sunnier
days of the 1950's and 1960's. Public demands for
greater accountability in higher education, fused with

a cost-consciousness on the part of state legislators,

alumni, and governing beoards, have literally put most

colleges and universities under a public microscope.

(p. 73)

During the past decade, it appears that the funds
available to operate colleges and universities have

decreased, while the demand for expenditures for these
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enterprises has risen sharply. In the face of this situa-
tion, administrators of higher education are forced to eval-
uate the operational effectiveness and efficiency of their
respective institutions. To do this, they need useful
information that will enable them to plan, coordinate, and
control the operational activities in order to maximize the
effective and efficient use of the limited available re-
sources. Operational auditing, as an evaluation technigque,
{(a) provides the necessary information; (b) serves as a
control mechanism for evaluating the effectiveness, effi-
ciency, and economy of operation; and {(c) offers a construc-
tive method of assisting administrators to discharge their

responsibilities more effectively.

Statement of the Problem
This study was concerned with the identification and
analysis of selected factors considered to be important in

operational auditing.

Purpose of the Study
The primary purpose of this study was to identify and
analyze the perceptions of college and university auditors
concerning the importance of selected factors associated
with operational auditing. The secondary purpose of the
study was to determine, on the basis of respondents' certi-

fication status, whether responses of certified college and




university auditors differ significantly from responses of
noncertified auditors.

For the purpose of this study, certified auditors are
certified internal auditors (CIAs) and certified public
accountants (CPAs}. The inclusion of CIAs in the same cate-
gory with CPAs is justified on the following grounds:

1. The philosophical and theoretical bodies of knowl-
edge associated with internal auditing have evolved from
those associated with auditing (Briston, 1980). Therefore,
philosophical and theoretical underpinnings of the two pro-
fessions are similar.

2. The content of the CIA examination and the CPA
examination are quite similar. For example, both exams
concern auditing, accounting, and business-related topics
(McKee, 1986).

3. Both certification programs require similar educa-
tion, past work experience, and continuing education.

The distinction between responses of certified and
noncertified auditors is important because professional
certification represents attainment of a common body of
knowledge and authority in any given field (McKee, 1986).
Furthermore, CIA and CPA certification signify professional
knowledge and a high level of training in the fields of

accounting and auditing (Smith, 1970).




Significance of the Study

Research concerning operational auditing for private
pusinesses has been conducted for the past four decades and
has answered many questions such as "What is operational
auditing?" "How does it influence organizational perfor-
mance?" "What are its advantages and limitations?" and so
on. However, the extent of research on the subject as it
relates to institutions of higher education has been
limited.

The lack of research in the area of operational
auditing for higher education is evidenced by the fact that
while during the past two decades considerable resources
were expended for research dealing with operational auditing
for private business, less than a handful of studies were
devoted to issues related to colleges and universities.
Given the importance of operational auditing and the fact
that operational auditing in higher education is in its
infancy, there appears to be a need for further research in
this area.

There are three major considerations contributing to
the usefulness of this research.

1. Perceptions are individual mental processes which
determine both the actual and potential responses of each
internal auditor in the field (Allport, 1967). Thus, knowl-

edge about internal auditors' perceptions can be used as a




basis for modification or reinforcement of their actual or
potential responses as needed.

2. The results of this study can be used by institu-
tional leaders to develop and implement those conditions
that are perceived to be important in operational auditing.

3. Professional certification in accounting and
auditing signifies (a} a demonstrated, high level of knowl-
edge, (b) expertise, and (c) professional competence, as
well as minimum years of auditing experience. Thus, the
perceptions of certified internal auditors should be of
critical interest to institutional leaders. If the percep-
tions of certified auditors are significantly different from
those of noncertified auditors, the implications may point
toward the need for leaders of higher education institutions
to encourage professional certification of their internal

audit staffs.

Hypotheses of the Study
In addition to the general identification and analysis
of the perceptions of college and university auditors con-
cerning the importance of selected factors in operational
auditing, this study tested the following hypotheses:
H1. No significant difference exists between certified
and noncertified auditors regarding the perceived importance

of independence in operational auditing.




Hp. No significant difference exists between certified
and noncertified auditors regarding the perceived importance
of audit plan in operational auditing.

H3. No significant difference exists between certified
and noncertified auditors regarding the perceived importance
of audit program in operational auditing.

Hy. No significant difference exists between certified
and noncertified auditors regarding the perceived importance
of audit supervision in operational auditing.

Hs. No significant difference exists between certified
and noncertified auditors regarding the perceived importance
of continuing education in operational auditing.

Hg. No significant difference exists between certified
and noncertified auditors regarding the perceived importance
of training in operational auditing.

H7. ©No significant difference exists between certified
and noncertified auditors regarding the perceived importance
of audit report in operational auditing,

Hg. No significant difference exists between certi-
fied and noncertified auditors regarding the perceived
importance of audit follow-up in operational auditing.

Hg. ©No significant difference exists between certi-
fied and noncertified auditors regarding the perceived

importance of objectivity in operational auditing.




Hig. No significant difference exists between certi-
fied and noncertified auditors regarding the perceived
importance of technical competence in operational auditing.

Hi{. No significant difference exists between certi-
fied and noncertified auditors regarding the perceived
importance of prior work experience in operational auditing.

Hi2. No significant difference exists between certi-
fied and noncertified auditors regarding the perceived
importance of professional certification in operational
auditing.

H13. No significant difference exists between certi-
fied and noncertified auditors regarding the perceived
importance of interpersonal skills in operational auditing.

H14. No significant difference exists between certi-
fied and noncertified auditors regarding the perceived
importance of knowledge and understanding of environment in

operational auditing.

Limitations of the Study
The respondents in this study were internal auditors,
employed by American colleges and universities, who (a} were
current members of the Association of College and University
Auditors and {(b) had least one year of college and univer-
sity operational auditing experience. Thus, the results of
this study may not be indicative of the perceptions of

college and university auditors who do not meet the




above-mentioned criteria. Additionally, the number and
likely unrandom nature of the final sample studied (i.e.,
those who responded to the questionnaire) may further

restrict the generalizability of the findings.

Clarification of Terms

College or University Auditor--an internal auditor who
is employed by a college or university.

Economy-~the effective and efficient use of resources
viewed from a long-term perspective (Casler & Crockett,
1982},

Effectiveness--achievement of objectives (Casler &
Crockett, 1982).

Efficiency--the manner in which objectives are achieved
in terms of the ratio of cost to the value of output (Casler
& Crockett, 1982).

Internal Auditing--an independent review activity
within an organization.

Internal Auditor--an individual employed by an organi-
zation who is concerned with any phase of business activity
which is of service to management. This involves going
beyond the accounting and financial records to obtain a
complete understanding of the operations under review.

Institutions of Higher Education--any U.S. college or

university, whether privately or publicly funded.
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Operational Auditing--a systematic process for evalu-
ating effectiveness, efficiency, and economy of operations
which are under management's control. This includes report-
ing to appropriate persons the results of the evaluation,

along with recommendations for improvements.

Summary and Organization of the Study

Chapter I provides a general introduction to the over-
all area of research, It includes discussions of the state-
ment of the problem, the need for research, the purpose of
the study, the hypotheses of the study, the usefulness of
the study, the limitations of the study, a clarification of
terms, and a summary and organization of the study.

Chapter II consists of a literature review which
examines auditing, internal auditing, operational auditing,
and internal auditing for colleges and universities.

Chapter IITI discusses the descriptive research model for
this study and presents a detailed explanation of its major
attribute building blocks: organizational, personal, and
environmental., Chapter IV discusses the research method-
ology used in this study, including descriptions of research
design, data collection procedures, and the general design
of data analysis. Chapter V reports the findings of the
study and presents the results. Finally, Chapter VI summa-
rizes the study, presents recommendations, describes
implications, and suggests future research avenues that

could evolve from this study.




CHAPTER II

REVIEW OF THE LITERATURE

History of Auditing

The existence of auditing goes back to a time when
merchants and governments realized the need for verification
of financial data. Sawyer (1981) traced the evidence of
verification of transactions to 5,500 years ago.

The records of a Mesopotamian civilization about

3,600 B.C. show tiny marks at the side of numbers

relating to financial transactions. The dots, checks,

and tick marks portray a system of verification. One
scribe prepared summaries of transactions; another
verified them. It was probably here that the control
system of verification and division of duties origi-
nated, Early Egyptian, Persian, and Hebrew records

show similar systems. (p. 3)

The recent history of auditing can be traced back to
the period of the industrial revolution., During that time,
some accounting records were, for the first time, examined
by expert accountants. Although this development had a
material effect on the practice of auditing, according to
Bigg (1951), the audit of business accounts, as known today,
became common in the 19th century.

The function of bookkeeping in Great Britain was first
transformed to accounting and then to auditing in the 19th
century. Adelberg {1975) noted that the development of

auditing in Great Britain was a response to economic

depressions that occurred in the British economy in 1815,
i0
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1836, 1857, and 1866. Each of these depressions resulted in
heavy financial losses and multiple business failures. To
protect the interest of creditors, an objective verification
of financial statements of failed companies became a neces-~
sity. The task of objective verification of such statements
became the new responsibility of accountants.

In addition to the events mentioned above, the passage
of the British Companies Act of 1862 and the statutory
reqguirement that publicly held companies keep detailed
accounting records subject to independent verification cre-
ated further need for independent auditing and strengthened
the position of auditors. Adelberg (1975) explained the
emergence of auditing in Great Britian.,

The 19th century witnessed an incredible metamorphosis

that could not have been remotely possible without the

twin developments in Great Britain--bankruptcy statutes
and British Companies Act--which extended the services
rendered by so-called "accountants" from manual record

keeping to professional auditing. (p. 39)

However, according to Watts and Zimmerman (1983), the
historical evidence points toward the need for monitoring of
performance as an underlying reason for the use of auditing.
To support this assertion, Watts and Zimmerman traced the
widespread voluntary use of auditing among early business
corporations to the early 13th century, although the audit

requirement of the first English companies act actually did

not occur until 1844.
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Watts and Zimmerman's assertion that auditing was used
as a response to the need for monitoring of performance is
consistent with the theory of the firm. The theory of the
firm focuses on the importance of monitoring the performance
of all contracting parties, where a firm is defined as a
series of contracts (Fama, 1980; Fama & Jensen, 1983; Jensen
& Meckling, 1976).

According to the recent development in the theory of
the firm, "Firms are sets of contracts among the factors of
production, and different contractual arrangements . . .
provide different incentives for opportunistic behavior by
the contracting parties. . . . Enforcement of the contract
requires monitoring of management's activities" (Watts &
Zzimmerman, 1983, p. 614). Minimization of incentives for

' as well as enforcement of the

"opportunistic behavior,'
contract, are the roles of auditing. Watts and Zimmerman
found the use of audit to be consistent with the owners'
desire for an efficient contractual arrangement and low
agency cost, but inconsistent with the use of audit being
the consequence of some statutory requirement, such as the
English companies act,

Auditing first began in the United States during the
19th century, along with British investment. The British
brought their own auditors to verify the balance sheets of

those U.S. companies in which they had invested heavily.

The British auditors brought with them their audit
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objectives, programs, and procedures, which provided their
American counterparts with insight and exposure to the
nature of auditing.

After World War I, the U.S. economy grew substantially.
During this period of rapid growth, many U.S. corporations
published audited financial statements on a voluntary basis.
The voluntary submission of U.S. corporations to audit was
done mainly to render credibility to published financial
statements which, in turn, would improve the companies'
chance of obtaining capital.

No statutory external audit requirement existed in the
U.S. until the passage of the Securities Act of 1933, which
required publicly held companies to (a) provide information
regarding the scope of audit performed, {(b) provide informa-
tion regarding the scope of subsidiaries, and (c¢) provide
essential information (both quantitative and gualitative) to
auditors, and also required auditors to give opinions
regarding management's fairness in presenting financial
statements (Skousen, 1987).

The Committee on Basic Auditing Concepts (1973) identi-
fied four conditions that create demand for auditing. These
conditions are: (a) conflict of interest between the prin-
ciple(s) and agent(s) that may prevent preparation of
unbiased information, (b} significance of the value of
information in decision making, (c) complexity of the busi-

ness operation that requires expertise in financial
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information preparation and verification, and {(d) inability
of the user of financial information to assess the quality
of information directly (Wallace, 1980).

Wallace (1980) offered three distinct, but nonetheless
overlapping, hypotheses to explain the demand for auditing.
Her first hypothesis states that "An agency relationship is
a contract under which one or more principles [sic] engage
another person as their steward (agent) to perform some
services on their behalf, the performance of which requires
the delegation of some decision making authority to the
steward" (p. 12). Because the interest of different con-
tracting parties (e.g., principal and agent) may diverage
from one another, it is necessary to monitor one's perfor-
mance to ensure that his or her behavior does not harm the
other party.

Wallace's second hypothesis is based on the premise
that information has three benefits: (a) it reduces risk;
{b) it improves decision making; and {c¢) it earns trading
profit. Based on this premise, she argued that "the inves-
tors demand audited financial statements because they
[financial statements] provide information that is useful in
their investment decision" (1980, p. 16)}. This is to say
that audit improves the quality of financial information.

The last of Wallace's (1980) hypotheses rationalizes
the demand for audit on the ground of management's profes-

sional liability exposure, due to participation in
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activities involving financial disclosure practices. Under
both common law and the securities acts, the auditor, as
well as the auditee, may be liable to third parties for
losses resulting from defective financial statements. Thus,
managers have "incentive to insure themselves via auditors'
participation [because] the ability to shift financial
responsibility for reported data to an auditor lowers the
expected loss from litigation or related settlement to

managers" (1980, p. 22).

Nature of Auditing
Arens and Loebbecke (1984) defined auditing as

the process by which a competent, independent person
accumulates and evaluates evidence about guantifiable
information related to a specific economic entity for
the purpose of determining and reporting on the degree
of correspondence between the quantifiable information
and established criteria. (p. 1)

Holmes and Overmyer (1977) stated that during the
course of their examination of financial statements, inde-
pendent auditors are concerned with the following:

. The internal control procedure of the client;

. The examination of accounting records and transac-
tions, and their underlying evidences for authority
and validity;

. The examination of other financial and non-financial
documents and records, and their underlying evidences

for authority and validity; [and]

. Evidence obtained from outside sources--banks, cus-
tomers, creditors, and others. (p. 1)
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A close examination of Arens and Loebbecke's (1984)
definition of auditing, combined with a close review of
stated items of concern to auditors in the examination of
financial statements, reveals that the nature and scope of
auditing in the U.S. has undergone substantial changes since
its birth in Great Britain (Stettler, 1975). One of the
major changes has been the development of different types
of avditing. Initially, auditing was concerned with cleri-
cal accuracy and detection of fraud and was done by external
auditors. Now it covers a much wider range of services and

is also done by inhouse auditors (internal auditing).

History of Internal Auditing

Historically, the concept of internal auditing is of
much more recent development than that of auditing conducted
by external auditors. Although a form of internal auditing
can be traced to the manor house of England in the Middle
Ages, most accounting historians do not consider that prac-
tice an audit because it was conducted by the lord of the
manor himself (Flesher, 1977). The development of internal
auditing began early in the 20th century. As an aid to
management, internal auditing experienced a formal recogni-
tion and substantial growth from 1900 to 1940. The recogni-
tion and growth of internal auditing were prompted by a
series of interrelated events, e.g., the growth of corporate

forms of business and the increasing size and complexity of
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business organizations. As the years progressed, the size
of business organizations became so large that managers
could no longer personally oversee, or directly influence,
important activities of the organization {(Smith, 1971). To
cope with this situation, it became necessary to utilize
internal auditing as a managerial control tool to ensure
that company policies and directives were carried out.

Internal auditing, as we know it today, was first used
by the railroads. According to Lamperti and Thurstone
{1953), railroad companies adopted internal auditing as an
essential means for controlling their widely scattered oper-
ations. Other businesses with similar problems (e.g.,
department stores and oil companies) also adopted internal
auditing very early. Yet, others did not institute internal
auditing departments in their organizations until after the
passage of the Securities Acts of 1933 and 1934. The main
concern of the internal audit department in these companies
was to provide additional verification of accounting records
in satisfaction of the requirements of the acts,

In addition to the Securities Acts, passage of the U.S.
Foreign Corrupt Practices Act of 1977 created more concerns
for internal audit departments. According to Sawyer,

The Act's most far-reaching implications to domestic

firms are not the provisions prohibiting the corruption

of foreign officials. Rather they are the requirements
for record keeping imposed on United States companies.

. « - The Act in general says this: internal
accounting controls shall be examined, and if material
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weaknesses are found, controls must be strengthened or
additional ones installed. (1981, p. 68)

To comply with the act, internal audit departments were
required to implement the necessary changes in the
companies' systems of internal accounting control in order
to provide reasonable assurance that internal controls met
the requirements of the act.

Although internal auditing had received formal recogni-
tion and was growing in the early part of the 20th century,
it was not until 1941 that it began to experience some radi-
cal changes in its nature, scope, and status. 1In 1941, two
major events occurred that profoundly affected internal
auditing: (a) the publication of the first book on the
subject of internal auditing by Victor Z. Blink, entitled

Internal Auditing, and (b) the establishment of the

Institute of Internal Auditors (IIA).

Since its birth, the TIIA has enjoyed rapid growth and
currently has a membership in excess of 30,000 members, with
173 chapters in over 100 countries. It has served its
members since 1941 by "publishing the ideas of the most
progressive members of internal auditing groups and of
drawing attention of general corporate executives to the
possibilities inherent in this type of service to manage-
ment" (Miller, 1974, p. 29). Furthermore, the institute has
acted as a spokesman and information source on internal

auditing theory and practice. The IIA also publishes The
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Internal Auditor (TIA), the professional journal of internal

auditing.
The objectives and purpose of the IIA are

1. Educational. To create, disseminate, and promote
an interest in information concerning internal
auditing and related subjects;

2. Ethical. To establish and maintain high standards
of professional conduct, honor, and character among
internal auditors;

3. Social. To maintain a library and reading,
meeting, and social rooms for the use of its mem-
bers, associate members, and junior members for
the purpose of facilitating and promoting social
activities; [and]

4, General. To do any and all things which shall be
lawful and appropriate in furtherance of any of the
foregoing purposes. {(Walker & Davis, 1951, p. 2)

Nature of Internal Auditing
In the Standard for Professional Practice of Internal
Auditing (SPPIA), the IIA defines internal auditing as

an independent appraisal function established within an
organization to examine and evaluate its activities as
a service to the organization. {1978, p. 1)

Brink (1982) elaborated on the key elements of this
definition.

1. The term "independent" characterizes the audit work
as being free of restrictions that could signifi-
cantly limit the scope and effectiveness of the
review or the later reporting of findings and con-
clusions.

2. The term "appraisal" confirms the evaluation thrust
of internal auditors as they develop their con-
clusions.
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3. The term "established" confirms the fact of defini-
tive creation by the organization of the internal
auditing role.

4. The terms "examine and evaluate" describe the
action role of internal auditors first as
fact-finding inquiry, and second as judgmental
evaluation,

5. The words "its activities" confirm the broad juris-
dictional scope of the internal auditing work as
applying to all of the activities of the organiza-
tion.

6. The term "service" identifies help and assistance
as the end product of internal auditing.

7. The term "to the organization” confirms the total
service scope as pertaining to the entire organiza-
tion--which includes all corporate personnel, board
of directors (including their audit committees),
and stockholders. (p. 3)

Evaluation of the foregoing definition and subsequent
statements of deliberation clearly indicates that the nature
of internal auditing is quite broad and covers all organiza-
tional activities, whether they be financial, operational,
or otherwise. However, in the early years, the practice of
internal auditing was limited to maintaining the organiza-
tion's internal control, checking mechanical accuracy, and
detecting and preventing fraud. In fact, the Statement of
Responsibilities of Internal Auditing issued in 1947 states
that internal auditing deals primarily with accounting
matters (Sawyer, 1981). Richard J. Briston stated that
"until recently, internal auditing was a reflection of

external auditing mainly concerned with matters such as

vouching expense accounts, counting petty cash, and other




21

clerical tasks" (1980, p. 26). Futhermore, internal
auditing was concerned with accounting procedures and the
evaluation of compliance with the policies and procedures
established by management (Blink, 1978}.

In more recent years, the role of internal auditing has
expanded to contribute to the overall organizational contrcl
mechanism in response to corporate management's needs.
Internal auditors also provide other services aimed at
improving the effectiveness and efficiency of operations.
Having recognized the expanded role of internal auditing,
the TIIA described the objectives and range of activities of
internal auditors in its 1978 Statement of Responsibilities

of Internal Auditing.

The objective of internal auditing is to assist all
members of management in the effective discharge of
their responsibilities by furnishing them with analy-
ses, appraisals, recommendations and pertinent comments
concerning the activities reviewed. Internal auditors
are concerned with any phase of business activity in
which they may be of service to management. This in-
volves going beyond the accounting and financial
records to obtain a full understanding of the opera-
tions under review. The attainment of this overall
objective involves such activities as:

. Reviewing and appraising the soundness, adequacy and
application of accounting, financial, and other
operating controls, and promoting effective control
at reasonable cost.

. Ascertaining the extent of compliance with estab-
lished policies, plans, and procedures.

. Ascertaining the extent to which companies' assets
are accounted for and safeguarded from losses of all
kinds.
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. Ascertaining the reliability of management data
developed within the organization.

. Appraising the quality of performance in carrying out
assigned responsibilities.

. Recommending operating improvements. (Sawyer, 1981,
p. 21)

An examination of the range of these activities sug-
gests that the last two categories deal with operational
auditing, which is aimed at improving the overall perfor-

mance of the organization.

History of Operational Auditing

In the past two decades, internal auditing has evolved
in scope and in responsibility. Whereas internal auditing
started as a checking function, it now has expanded to
include an operating control mechanism, frequently called
operational auditing. 1In recent years, operational auditing
has received increased attention, which is evidenced by a
marked increase of research and writing in this area. The
recent focus on operational auditing is due mainly to the
benefits achieved from application of this control
mechanism. The benefits which can be obtained from
operational auditing include improved operational effective-
ness and efficiency, reduced waste, evaluation of effective-
ness of other controls, determination of areas of strength
and weakness, and evaluation of organizational policies and

procedures. Although this list is by no means inclusive, it




23

demonstrates that operational auditing can benefit manage-
ment at all levels.

Operational auditing came to be as a by-product of
financial auditing. However, its scope now has been
expanded to include such areas as production, sales,
marketing, purchacsing, and the like. According to Choi
(1971}, operational auditing was born when internal auditors
expanded their role beyond the mere verification of finan-
cial information, asked themselves why a transaction was
made in the first place, and wondered if there were a way to
improve effectiveness.

Operational auditing has evolved as a systematic review
and evaluation technique for the use of management over the
past two decades (Campfield, 1976). Today's management
needs operational auditing more than ever.

As an enterprise expanded in size, the managerial

burden became of greater importance because of the

wider delegation of authority and responsibility to
subordinates. Thus, management began to realize the
need for a change in its methods of controlling its
business. Management started to expect their internal
auditors to provide many types of special services for
them, because internal auditors have a background of
company-wide experience derived through audits of dif-
ferent facets of operations. . . . In order to meet

the increasing challenge of business complexity and

diversity, the internal auditor had to adapt and recog-

nize the need for change in his old concept of internal

auditing. (Choi, 1971, p. 9)

Currently, operational auditing is a multifaceted function

that benefits all levels of management by providing them
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with useful information to promote effectiveness,

efficiency, and economy in their respective organizations.

Nature of Operational Auditing
A review of internal auditing literature reveals many
definitions of operational auditing (Choi, 1971; Evans,
1969; Leonard, 1963; Mint, 1964; Purnell, 1967; Sawyer,
1973). The current study adopts the rather comprehensive
definition provided by Bradford Cadmus (1964).

Operational auditing is a systematic process of evalu-
ating an organization's effectiveness, efficiency, and
economy of operations under management's control and
reporting to appropriate persons the result of the
evaluation along with recommendations for improvement.
Its objectives are to provide a means for evaluating an
organization's performance and to enhance performance
by making recommendations for improvements. Opera-
tional auditing requires measuring the degree of corre-
spondence between actual performance and acceptable
criteria and focuses on management's planning and con-
trol system. Both the adequacy of the system and the
degree of compliance with established policies and
procedures are evaluated. Evaluation requires an audi-
tor who is independent of the activity being evaluated
to obtain and evaluate evidence which, in the auditor's
judgment, is relevant to the effectiveness, efficiency,
and economy of operations. Reporting involves communi-
cation to persons in positions with a need to know the
auditor's evaluation of performance and the recommenda-
tions for improving it. (p. 10)

This definition suggests that unlike protective
auditing {e.g., financial auditing}, which is mainly con-
cerned with checking of accounting records, or compliance
auditing, which is mainly concerned with the determination
of the degree of compliance with policies and mandates,

operational auditing is principally concerned with all
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phases of current and future operation. In this sense, it
can be viewed as constructive auditing. Operational
auditing is mainly concerned with the effectiveness,
efficiency, and econcmy of the organizational operation,
where effectiveness is defined as the achievement of objec-
tives, efficiency is defined as the manner in which
objectives are achieved in terms of the cost to value of
output ratio, and economy is defined as the effective and
efficient use of resources from a long-term perspective
(Casler & Crockett, 1982).

Operational auditing can be implemented on either an
"ad hoc" or an "ex natura serum” basis (Norbeck, 1969).
Under the "ad hoc" approach, the operational audit is per-
formed as a response to an existing problem which requires
attention. Conversely, with the "ex natura serum” approach,
operational auditing is utilized on a regular basis.
Regardless of the approach, an operational audit must follow
a systematic approach and consistent methodology in order to
be successful. A complete methodology for operational
auditing not only requires a comprehensive knowledge of
audit environment, it also requires well established audit
objectives, as well as a well established audit plan, audit
program, audit report, and audit follow-up. According to
Casler and Crockett (1982), a systematic methodology for

operational auditing is composed of five orderly phases,
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wherein each phase is designed to achieve certain
objectives.

Preliminary Preparation. Operational auditing requires
a thorough understanding of the audit environment.
Auditors must study and evaluate available information
to gain an appreciation of the history and current
status of an organization. . . . This knowledge should
be reasonably complete before an operaticnal audit is
attempted in any functional area or organizational
unit, During the preliminary preparation, the audit
file containing background information on the unit,
activity, or function to audit is reviewed, brought
upto-date, and evaluated. Information includes the
objectives and policies of the auditee, production
process, resources used (financial, material, and
human), organizational elements, and major controls
systems employed. The objectives of the preliminary-
preparation phase are to ensure that auditors under-
stand the audit environment and identify critical
aspects of operations, risk areas, and potential or
apparent problem areas.

Field Survey. The field survey determines the scope
and emphasis of an operational audit. During this
phase, auditors use what they have learned in the
earlier phase as a guide in asking gquestions of
operating management, in reviewing reports and outputs
of control systems, and in observing operations. . . .
Having completed the field survey, auditors will have
sufficient knowledge of operations to identify impor-
tant issues and problems, if any exist, and to decide
where audit efforts should be concentrated. With the
information gathered during the preliminary preparation
and field survey, auditors prepare a systematic plan
for the conduct of the audit.

Program Development. A written audit program documents
audit planning and provides a guide for the systematic
accumulation and evaluation of audit evidence and
consists of the detailed steps for collecting and
analyzing appropriate evidence to achieve stated audit
objectives. . . . In the program-development phase,
auditors write audit programs for obtaining and
analyzing evidence concerning the specific areas of
interest which have been identified in the prior
phases. . . . A written audit program is a valuable
control tool without which audit efficiency and effec-
tiveness will certainly suffer.




27

Audit Application. Audit application involves the
step-by-step completion of each element of the audit
program to gather and analyze evidence, draw conclu-
sions, and develop recommendations. During this phase,
auditors complete an in-depth review of the auditee's
operations which were identified as appropriate audit
subjects. . . . Auditors must also identify specific
problems, gather and analyze sufficient evidence to
demonstrate cause and effect, and develop recommenda-
tions for improvements during the application phase.

Reporting and Feollowing Up. Reporting is the most
critical phase of an operational audit and will not be
successful unless it accurately communicates to manage-
ment operating deficiencies and practical
recommendations for improving operations. Good audit
reports state facts (findings) precisely and clearly,
support conclusions with findings, and give practical
recommendations that address the problems described.

+ « « The reporting phase includes following up the
audit report to determine what, if any, action was
taken in response to the report. Follow-up is essen-
tial because there is the possibility that deficiencies
revealed by the audit will continue uncorrected.
(Casler & Crockett, 1982, p. 17)

Internal Auditing in Higher Education
The use of internal auditing by institutions of higher
education is a relatively recent phenomenon. Although the
history of internal auditing for colleges and universities
goes back to the early part of 1950, it was in 1968 that it

gained significant recognition {(Miller, 1974). The 1968

edition of College and University Business Administration,

in its statement of objectives of internal auditing for
colleges and universities, defines internal auditing as

determining that the system of internal control is
adequate and functioning; ensuring that institutional
policies and procedures are being followed; verifying
the existence of assets shown on the books of account
and ensuring the maintenance of proper safeguards for
their protection; preventing or discovering dishonesty;
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and determining the reliability and adequacy of the

accounting and reporting system and procedure.

(American Counsel on Education, 1968, p. 216)

As late as 1968, internal auditing was concerned only
with financial and compliance auditing. However, since
then, and especially in the past decade, there have been
serious attempts to expand the scope of internal auditing to
cover the operational aspect of institutions of higher
education. Such attempts have been dictated by the recent
challenges facing higher education (e.g., demand for
accountability, decreasing resources, and so forth). As the
need for operational auditing emerged, the Association of
College and University Auditors (ACUA), the professional
association of auditors employed by colleges and univer-
sities, "responded by supplying the professional guidance
which practitioners needed to improve their service to
management" (ACUA, 1980, p. 1).

The ACUA was formed in 1958 by internal auditors
serving institutions of higher education, in response to the
need for an exchange of ideas, experience, and practices of
internal auditing in such applications. Since its forma-
tion, the ACUA has taken a progressive approach towards the
practice of internal auditing and has periodically updated

its monograph, Internal Auditing for Colleges and Univer-

sities, to reflect the current issues and events in auditing

in educational institutions.
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The ACUA states the objective and scope of internal
auditing as follows:

to assist all members of management in the effective

discharge of their responsibilities, by furnishing

them with analysis, appraisals, recommendation, and

pertinent comments concerning the activities reviewed.

The internal auditor is concerned with any phase of

business activity where he or she can be of service to

management. This involves going beyond the accounting
and financial records to obtain a full understanding of

the operation under review. (1980, p. 2)

While recognizing the necessity of financial and com-
pliance auditing, the statement of objective also places
emphasis on operational auditing. This emphasis is a
response to the new environment surrounding higher education
which centers on declining resources and the belief that the
available resources must be used in the most effective and
efficient manner possible (Henke, 1982). According to
Drucker {1975), institutions of higher education should
justify their existence not only on the basis of society's
need, but also on the bases of operational effectiveness and
efficiency.

Prior Research

Internal auditing within institutions of higher educa-
tion has not received much attention in the literature.
While many resources have been expended in developing and
refining internal auditing for businesses in the past two
decades, only two studies have dealt with internal auditing

for use in colleges and universities. Although neither of

these two studies addresses the identification of important
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factors associated with internal auditors, a brief review of

them is appropriate.

Miller's Study

Miller's (1974) doctoral dissertation had two purposes.
The primary purpose was to determine whether internal audit
functions at colleges and universities included operational
auditing. The second was to determine if there were any
relationships between the scope of operational auditing and
(a) the size of the institution or (b) the reporting level
of the organization's internal auditor. The results of
Miller's study reveal that most institutions of higher edu-
cation which participated in the survey were using some
operational auditing techniques. However, only about half
of the available techniques were being utilized. The
results of Miller's study also show that there was a rela-
tionship between the size of institutions and the extent of
operational auditing and that the use of operational
auditing was more extensive in institutions where internal

auditors reported to the vice president.

Drucker's Study

Although Drucker's (1975) study cannot be considered
research in the classic sense, it provided, nonetheless,
important data on some aspects of internal auditing prac-
tices in institutions of higher education. Of the 238

institutions that responded to the questionnaire, about 90%
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reported having an annual external financial audit, and only
20% of these institutions reported having independent
auditors engaged in operational auditing. With respect to
the type of internal auditing practiced in these institu-
tions, Drucker found that about 35% of the respondents did
not have any type of internal auditing. BAmong the institu-
tions that were utilizing internal auditing, 20% had limited
the scope of audit to fiscal and legal compliance, and less
than 50% were utilizing operational auditing as a part of
internal auditing procedures. As for the implementation
procedure, Drucker found that 40% of the audit departments
did not have a procedural manual, that 36% of the
departments audited were not required to respond to the
audit report, and that 74% of the academic departments were
not audited periodically. He summarized his findings as
follows:

. Education institutions lag far behind private
industry in using internal auditing as a tool for
controlling and improving operations.

. Where internal auditing is used in colleges and
universities, it often is not sufficiently
independent of the reviewed activities to be of
service to the governing body and administrative
officials. (p. 63)

Summary
This chapter presents a discussion of the history and

development of auditing, in general, and internal auditing,

in specific. Special attention is given to the history,
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nature, and current status of operational auditing--the
subject of this study. This chapter also presents an
overview of internal auditing in higher education, which
includes a brief historical background, as well as a discus-

sion of some previous studies in this area.




CHAPTER IIT

RESEARCH MODEL

Introduction

This chapter addresses construction of a descriptive
research model which details and explains the parameters of
factors associated with operational auditing. This model
was the basic framework for the study. Identification and
explanation of selected topics concerned with organiza-
tional, personal, and environmental attributes are discus-
sed, and the importance of each attribute is substantiated

by the relevant literature.

Research Model

This research proposed to construct a descriptive model
to identify and analyze the parameters of selected factors
associated with operational auditing for colleges and uni-
versities. This descriptive model was tested by means of
a survey addressing the perceptions of college and univer-
sity auditors with regard to the importance of those
factors.

For the purposes of this study, factors associated
with operational auditing for colleges and universities were
categorized into three attribute groups: organizational,

personal, and environmental. While organizational

33
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attributes are those attributes which are directly control-
led by institutions of higher education, personal attri-
butes are those attributes indigenous to the individual
internal auditors, Environmental attributes are uniquely
identifiable with higher education institutions, angd they
are related to characteristics of educational enterprises
not found in other organizations.

In this study, the identification of organizational ang
personal attributes was based mainly on concepts set forth
in the Standards for the Professional Practice of Internal
Auditing (SPPIA), published by the Institute of Internal
Auditors (IIa) (1978)., Identification of environmental
attributes was based mainly on a review of the relevant
literature and discussion with selected college and univer-
sity auditors. Each attribute, whether categorized as
organizational, personal, or environmental, was the basis
for identification of detailed factors associated with
operational auditing for colleges and universities,
Selected factors are addressed in the questionnaire (see

Appendix A),

Organizational Attributes

Organizational attributes are those variables
controlled by each organization. The existence of these
attributes isg dependent upon the organization's policy.

Thus, presence of these attributes may differ among
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different institutions of higher education. This research
dealt with eight organizational attributes: independence,
audit plan, audit program, audit supervision, continuing

education, training, audit report, and audit follow-up,

Independence

In this research, the organizational and reporting
status of college and university auditors was used as a sur-
rogate for independence of those auditors, According to
the SPPIA, "Internal auditors should be independent of the
activities they audit. . . . Independence permits internal
auditors to render the impartial and unbiased judgments
essential to the proper conduct of audits" (11a, 1978,

P. 100-1). 1In an internal audit, independence charac-
terizes the auditor's ability to perform the audit functions
free of restrictions that could significantly limit the
scope and effectiveness of the assignment or the subsequent
reporting of results and conclusions (Brink, 1982). To
internal auditors, independence represents a special problenm
because the internal audit department is a part of the
organization and receives its support from that organiza-
tion. Thus, total independence becomes as elusive as the
perfect vacuum (Sawyer, 1973). 1In the face of this adverse
condition, internal auditors must strive to achieve

practical independence.
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Practical independence is required for effective opera-
tional auditing. Casler ang Crockett (1982) took the posi-
tion that

practical independence is necessary if the potential

benefits of operational auditing are to be realized.

It is a degree of independence which protects auditors

from having to compromise their audit objectives. Such

independence requires that auditors be:

« Free of personal involvement or responsibility
for operations of an audited unit;

- Able to develop audit programs without undue
influence;

» Able to gain full access to evidential matter
and operating personnel as necessary;

« Objective in gathering and evaluating evidence;
[and] :

- Able to include in an audit report all matters
deemed necessary. (p. 15)

For internal auditors, practical ihdependence needs to
be constituted through both organizational status and
reporting status in each organization. The argument that a
high level of independence is associated with high levels of
organizational and reporting status for internal auditors is
well-supported in the literature (Casler & Crockett, 1982;

Manahan, 1976; Sawyer, 1673, Smith, 1970).

Audit Plan

Planning is a focal point in any operational auditing
assignment. An audit plan is necessary to guide audit
efforts in accordance with organizational policies.
Planning may be defined as a managerial activity which deals
with identification, analysis, and evaluation of different

tactics and programs available within an audit assignment.
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Audit planning takes into account quantifiable considera-
tions, such as cost benefits, as well as qualitative consid-
erations, such as organizational priorities {Casler &
Crockett, 1982).

The benefits of audit planning are many. Sawyer (1981)
identified some of the benefits to be the auditor's guide,

a support for budget requests, a way of involving management
in the audit process, a way of obtaining management's com-
mitment to the scope of the audit, and finally, a standard
for measuring the auditor's performance.

Section 520 of the SPPIA states that "the director of
internal auditing should establish plans to carry out the
responsibilities of the internal auditing department" (IIA,
1978, p. 500-1). According to the standards, the planning
process should include identification of audit goals, prepa-
ration of an audit work schedule, preparation of staffing
plans and financial budgets, and preparation of activity

reports.

Audit Program

“"An audit program is like a road map. It shows the
route the internal auditor intends to take" (Sawyer, 1981,
P. 143). A good audit program serves as a means of self-
control, and while assisting auditors to stay on course, it
also alerts them to make necessary modifications in the

audit procedures. B
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Some of the benefits of an audit program are that
(a) it establishes a systematic plan for accumulation of
evidence, (b) it establishes the basis for assignment of
audit tasks, (c) it permits the comparison of work planned
with work performed, (d) it assists in the training of
internal audit staff, and (e) it reduces the amount of
direct supervision (Sawyer, 1981). an audit program repre-
sents only the minimum level of planning required for an

effective operational audit (Critin, 1977),

Audit Supervision

Supervision of any audit engagement not only ensures
compliance with the audit program, but it also renders cred-
ibility to the audit. Section 230 of the SPPIA states that
"the internal auditing department should provide assurance
that internal audits are properly supervised" (IIa, 1978,
pP. 200-1),

Professional, experienced auditors are likely to turn
out professional audits; inexperienced auditors are
not. Yet, an auditing department's products must be
consistently and equally high. The equalizer is good
supervision. A competent Supervisor can warn of pit-
falls, help in audit planning, provide unbiased pexr-
spectives on audit findings, ensure the preparation of
professional working papers, help maintain auditor-
auditee relations, monitor budget and schedule and help
reverse adverse trends, review audit reports, and see
[that] the essential elements are not missing from the
audit project. (Sawyer, 1981, P. 643)

Audit supervision must begin with the planning phase

and end with the closing of the project and must also
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cover all phases which occur in between (e.qg., preliminary
survey, audit program, field work, exit interview, audit

report, and so forth).

Continuing Education

Internal auditing is a dynamic profession which is
exXpanding constantly. This expansion is in response to the
everchanging business environment, In a dynamic business
environment, the concept of internal audit staff development
and related programs becomes of crucial importance. The
importance of a staff development program for those employed
in internal auditing has been recognized by the IIA, and two
standards which deal with continuing education and training
have been devoted to this concept (IIA, 1978).

Continuing education is a must for internal auditors.
Section 270 of the SPPIA states that "internal auditors
should maintain their technical competence through
continuing education" (IIA, 1978, p. 200-3). The need for
perpetual training has been necessitated by the rapid tech-
nological changes that have significantly impacted all
phases of business operations (Lembke, Smith, & Tidwell,
1974), Failure to keep current with changes {technological
or otherwise) will adversely affect the usefulness of
internal auditors.

Continuing education is particularly important to oper -

ational auditing because technical skills required for
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Success are subiect to rapid obsolescence. A well designed
and effective continuing education Program should allow
internal auditors to Keep pace with state-of-the-art audit

techniques, management concepts, and the like.

Training

To assume that one's education is substantially com-
plete upon graduation from college or that colleges and
graduate schools equip individuals with all necessary tools
for successful employment is unjustified thinking
(Rabinowitz, 1985}. Rather, colleges and universities pro-
vide individuals with the basic tools needed to effectively
complete training programs.

The need to train internal auditors has been recog-
nized. Section 540.3 of the SPPIA specifically calls for
training opportunities. Internal auditing departments need
to establish formal training programs for their internal
auditors,

Training programs may be either internal or external in
origin. Internal training programs are typified by inhouse
workshops, audit simulations, and conferences. External
training programs are conducted through various professional
organizations, such as the IIA (Choi, 1971). The management
of each audit department must decide on the suitability of a
given training program and require successful comnpletion as

a criterion for both hiring and promoting internal auditors.
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Audit Reports

Section 260,02 of the SPPIA reads, "Internal auditors
should be skilled in oral and written communication so that
they can clearly and effectively convey such matters as
audit objectives, evaluations, conclusions, and recommenda-
tions" (11A, 1978, P. 200-2). fThere is no dispute over the
necessity of an internal audit report. Indeed, no opera-
tional audit is considered complete unless it provides a
report explaining findings, conclusions, and recommenda-
tions.

The main purpose of operational audit reports is to
influence management to take action (Fitzgerald, 1973).
Information present in an operational audit report must lead
to improved effectiveness, efficiency, and econonmy of opera-
tion. It is in this context that audit disclosure becomes
of paramount importance in operational auditing., A good
audit report must positively impact the auditee and encour-
age acceptance of audit findings. It must also encourage
compliance with audit recommendations.

Disclosure in operational auditing is somewhat unique.
This distinctiveness is due to the fact that operational
audit reports are less structured than are financial audit
reports and that no disclosure concept (what and how to
report) can be designated for operational audit reports
(Brown, 1976). To date, much has been written on the char-

acteristics of a good operational audit report (Bradt, 1969,
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Ciavell, 1970; Dew, 1971; Higgins, 1973; May, 1971; Smith,
1971). Nevertheless, the issue remains as to what consti-
tutes a report that contributes to the success of opera-

tional auditing,

Audit Follow-Up

In most views, the operational audit is incomplete
until action is taken to correct deficiencies noted in the
audit report (Berryman, 1977; Hallinan, 1974; Newton, 1979;
Sawyer, 1974). It is management's responsibility to demand
a written response to the audit report, as well as to
require corrective action from operating personnel.

Although organizational policy should establish guide-~
lines for the timing and method of written response to audit
findings and for the propriety of corrective actions in any
circumstance, an effective follow-up procedure is essential
to assure that the neeqg for corrective action is not over-
looked. The SPPIA, Section 440, states that "internal
auditors should follow-up to ascertain that appropriate
action is taken on reported audit findings" (ITA, 1978,

p. 400_2).

Personal Attributes

Personal attributes {(or qualifications) are those vari-
ables which are identifiable with each college and univer-
sity auditor. For the most part, these attributes are

acquired through education or through work experience.
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Often, they are products of each auditor’'s personality or
mental status. Personal attributes play an important role
in the performance of operational auditing. The personal
attributes addressed by this study are objectivity, educa-
tion, eXperience, professional certification, and inter-

personal skills,

Objectivity

Objectivity is a basic requirement of any audit., With-
out it, the process of auditing is subject to different
degrees of bias and is rendered useless. Frank De Marco
(1982) defined objectivity as a "mental trait enhancing the
ability to maintain a detached approach from a task despite
personal feelings™ (p. 24). He further noted that despite
the practical difficulties in maintaining objectivity,
internal auditors must exercise judgment based on profes-
sional opinions--not on personal views. If such separation
cannot be achieved, they must disqualify themselves from a
particular engagement.

The concepts of independence ang objectivity are
closely related. Nonetheless, they are distinct. From a
theoretical standpoint, one can be objective and not be
independent. Or, one can be independent and not be objec-
tive. Without objectivity, independence is of no signifi-

cance and is fruitless (De Marco, 1982).
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To improve objectivity, internal auditors must
(a) refrain from any personal involvement in the operation
of any organizational unit, (b) maintain a high degree of
integrity and professionalism, (c) remain relatively free
from routine tasks, and (d) have a staff function position

(as opposed to a line function position).

Education and Experience

Section 250 of the SPPIA reads, "Internal auditors
should possess the knowledge, skills, and disciplines essen-
tial to the performance of internal audit” (IXa, 1978,

P. 200-2). If internal auditors are to be successful in
performing their tasks, they must possess a certain level of
professional competence. Professional competence is
achieved through education and relateg work experience.

Definition of the most appropriate type of education
and experience for internal auditors is the subject of much
controversy. Some experts believe that the knowledge of
accounting or equivalent related work experience is the
pPrerequisite educational requirement for the internal audit
staff (Dumm, 1971). And, these requirements may be suffi-
cient for internal auditors who work extensively with finan-
cial records (Sawyer, 1981),

However, some researchers are convinced that the educa-
tional requirements and work experience of internal auditors

should extend beyond a mere knowledge of accounting,




45

Pattern (1971) predicts that if internal auditors expect to
respond successfully to new demands for audit services, they
must gain deeper knowledge and understanding of such areas
as computer techniques, behavioral science, management
science, and quantitative methods. 1In the same vein, Seiler
(1972} recommends broadening the educational base of inter-
nal auditors to enable them to cope with the increasing
computerization, the greater application of mathematics in
business problems, and the increasing use of quantitative
techniques which tend to dominate tomorrow's business envi-
ronment,

Recognizing the wide range of activities involved in
operational auditing, Brinks (1982) has made some general
recommendations for the education and experience of opera-
tional auditors.

[Auditors]) need to have technical qualifications of the

broadest possible application, These technical quali-

fications pertain to both education and experience,

For education, the current trend is for a college

degree in an established school of business. For

experience, there needs to be pPrevious involvement in

operational activities, or at least reasonable exposure
to them. (p. 132)

Professional Certification

Certification offers many advantages to professional
accountants and auditors, as well as to the organizations
that employ them. Whether intended for internal auditors or
their counterparts in public accounting, certification pro-

grams offer substantially the same benefits. For example:




« It stimulates and encourages the self-development of
those engaged in the practice of accounting and
auditing,

« It defines the qualifications for professional recog-
nition of accountants and auditors.

- It develops a generally accepted examination program
which will measure the candidate's knowledge and
ability in respect to the qualification established.

« It provides the professional satisfaction of knowing
that one has attained a recognized and accepted
degree of competency in his/her chosen profession.
(Smith, 1971, p. 11)

McKee (1986) noted that when individuals become aware
of a professional's certification, they are reassured that
the individual has demonstrated a level of knowledge which
exceeds the average. This realization may be an important
factor in how people deal with others. Finally, certifica-
tion for accountants and auditors calls for study programs
and other requirements (such as continuing education) that

eéncourage members to strive for higher levels of proficiency

and competence.

Human Relations

Human relations OCCupy a central position in the inter-
nal auditing literature. The reason for this recognition
is twofold: (a) auditees, in general, have negative atti-
tudes towards internal auditors because internal auditing,

by its very nature, creates a certain degree of negative
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perception and (b) because operational auditing deals mainly
with people, its effectiveness depends on the existence of a
positive, constructive relationship between internal audi-
tors and auditees.

Negative attitudes (and in some cases, even animosity
Oor hostility) of auditees towards internal auditors were
first documented by Churchill and Cooper (1965), Findings
of their research study reveal that only 25% of the respon-
dents had positive attitudes towards auditors, whereas 58%
viewed internal auditors as "policemen.” Similar results
were later reported by Mints (1972) and by Clancy, Collins,
and Real (1980).

Mint's (1972) research provides abundant evidence in
Support of the assertion that a positive, constructive rela-
tionship between auditees and internal auditors affects the
quality of the audit. His 1972 study included test audits
in which some of the auditors used a superior and imper-
sonal approach. 1In other tests, auditors used a participa-
tive, personal, ang teamwork approach. After each audit
test, auditees were asked to evaluate the auditors in terms
of their audit style. The audit ratings of the internal
auditors were correlated with the actions later taken by the
auditees to correct the deficiencies found by the audit.

The results of the study show that in cases in which augdi-
tors were rated highly, auditees took action to correct

virtually all deficiencies and that in cases in which
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auditors were unfavorably rated, few or, in some instances,
no actions were take to correct the deficiencies.

The results of Mint's (1972) study clearly indicate
that a poor relationship with auditees detracts from audit
effectiveness. Conversely, a good relationship promotes
audit effectiveness. The importance of human relations on
the effectiveness of internal auditing underscores the need
for internal auditors to improve their image by adopting
proper audit approaches to effect a change in auditee's
perceptions, as well as to improve relationships,

Environmental Attributes (Xnowledge
and Understanding)

For the purposes of this research, environmental attri-
butes are defined to be those elements uniquely identifiable
with institutions of higher education. These attributes
deal mainly with characteristics of educational enterprises
not present in other organizations. The process of identi-
fying relevant environmental attributes centers mainly
around the review of relevant literature, in addition to
discussion with some practicing college and university audi-
tors. These methods unveiled the revelation that knowledge
and understanding of the higher education environment are
the only relevant attributes in this category. Because
knowledge is antecedent to understanding, and furthermore,

because the concepts of knowledge and understanding are
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closely related, they are presented as one topic in the
following discussion.

Effective operational auditing requires a complete
knowledge and understanding of the audit environment,
including, but not limited to, the history, current staﬁus,
method of management, production process, strengths and
weaknesses, and other characteristics unique to the organi-
zation and the industry. Wwith regard to the importance of
knowledge and understanding of the environment in opera-
tional auditing, Casler and Crockett (1982) stated that

knowledge of the industry and the firm's input markets,

production technology, output markets, and applicable
government controls ang regulations is essential, asg
well as to understand the unique characteristics of the
organization's ang management's style and values,
organizational structure, geographic distribution of
facilities, production processes, and major planning
and control system. This knowledge should be reason-
ably complete before an operational audit is attempteqd

in any function area or organizational unit. {p. 16)

While most experts in the field recognize the impor-
tance of environmental knowledge in operational auditing,
some do not accept the notion that auditors, in general, and
college and university auditors, in particular, possess the
necessary knowledge and understanding of the higher educa-
tion environment to competently engage in the performance
evaluation of institutions of higher education. They argue

that the higher education environment is characterized by

goal diversity and uncertainty, diffuse decision-making
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processes, poorly understood production technology, and lack
of profit motives (Lindsay, 1981). Lindsay offered the
following characteristics that distinguish higher education
from other entities governed by profit motives:

» Complexity and intangibility of the inputs and espe-
cially the outputs of higher education means that
available measures do not adequately quantify the
concepts.

- The "public good" nature of some outputs of higher
education precludes the Operation of a free-market
and market determined prices in higher education,

- Poorly understood production process in higher educa-
tion prevents determination of an efficient conver-
sion process of inputs to outputs.

- Lack of incentive and reward structure limits effi-
ciency.

. And finally, staff rigidities due to specialization
and tenure as well as the number of decisions made by
faculty ang students, limits managerial control in
higher education. (1981, p. 688)

The foregoing discussion of the unique characteristics
of higher education raises two challenges. The first has to
do with certain efficiency and effectiveness measures widely
used in business and how they apply to higher education
{Carlson, 1977, Kirschling & Staaf, 1975; Levin, 1971;
Magrath, 1972). The second challenge concerns the ability
of internal auditors to evaluate performance in higher
education,

In response to the first challenge, some writers argue

that institutions of higher education, like other nonprofit

organizations, can, and should, be subjected to independent
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evaluation of their financial and operational activities
(Drucker, 19753 Manahan, 1975). For those who question an
internal auditor's right to evaluate, comment, and make
recommendations concerning an organization's operation with-
out technical knowledge, Phyrr (1969) provided the following
response:

. He [the internal auditor] does not claim to be an
expert or technician in the operating areas he
audits. He uses operating personnel and current
literature to supply the information he needs,

- He [the internal auditor] need be an expert only at
auditing, since it is the business aspect of the
operation that he is most interested in. {p. 10)

Summary
This chapter presents a model of parameters which
typify and describe successful performance in operational
auditing, Identification and description of the attributes

are made in three categories: organizational attributes,

personal attributes, and environmental attributes,




CHAPTER IV

RESEARCH METHODOLOGY

Introduction
The descriptive model developed in Chapter III was
used as the basic framework to survey the perceptions of
college and university auditors regarding the importance of
selected factors associated with operational auditing. This

chapter describes the research methodology of this study.

Research Design

The extent of prior knowledge about an issue is an
important consideration in planning a research design,
While operational auditing has received some attention in
the profession's practitioner-oriented literature in recent
years, this attention has, for the most part, seldom gone
beyond an intuitive discussion of the issue, Specifically,
evidence related to the perceptions of college and univer-
sity auditors regarding the importance of factors associated
with operational auditing is virtually non-existent.

However, every perception study which this researcher
reviewed employed a field survey design. The widespread
use of the fieldg survey is indicative of its pertinence for
perception studies. The current study used a field survey

to accomplish its objectives: (a) measurement and
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description of perceptions of college and university
auditors and (b) discovery of certain relationships between
those perceptions and the professional certification status

of respondents.

Population

The population for this study consisted of those
individuals who were employed as internal auditors at
American colleges and universities and was limited further
to internal auditors who were members of the Association of
College and University Auvditors (ACUA)., Justifications for
this limitation were that (a) auditors employed by colleges
and universities with internal auditing departments were
likely to be members of this association and (b} an accurate
mailing list of members was available from the ACUA (Miller,
1974},

In addition, a subject's responses were included only
if that respondent had at least one year of experience in
college or university operational auditing. This selection
criterion ensured that each respondent included was an
internal auditor who had been exposed to operational
auditing and, consequently, had gained some appreciation for
the importance of those factors associated with Operational
auditing,

The names and addresses of college and university audi-

tors were obtained from the ACUA membership directory. The
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ACUA's membership included approximately 350 internal
auditors who were employed at the staff, senior, and direc-
tor levels. This research included auditors from all three
levels., This comprehensive inclusion provided population
diversity, which is advocated by Campbell and Pritchard

{(1976).

The Questionnaire

Justification for the Mailed Questionnaire

This study used a mailed questionnaire for the fol-
lowing reasons. a mailed questionnaire could be sent to
People in widely scattered locations for a relatively low
cost (Clover & Balsley, 1974). Because college and uni-
versity auditors were located in every geographical region
of the Unitedqd States, and because funding for this study was
limited, this method was determined to be the most appro-
priate way to collect data for this study. 1In addition, the
greater coverage offered by the mailed questionnaire yielded
greater external validity. Due to the fact that the ques-
tionnaires for this study were mailed, this method was free
from interviewer bias. Finally, maileqd questionnaires
offered greater reliability than dig personal or telephone
interviews because respondents could take more time to think

through their answers (Clover & Balsley, 1974).
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Disadvantages of the Mailed Questionnaire

The major disadvantage of the mailed questionnaire was
the problem of nonresponse. Any survey bhears an element of
risk, due to the opinions of nonrespondents. To cope with
this problem, El-Badry {1956) suggested that successive
waves of questionnaires be sent to survey participants in an
effort to achieve a higher response rate. This research
followed El-Badry's method, and two successive waves of
questionnaires were mailed to the survey participants,

To further the possibility of a high response rate, a
separate cover letter encouraging the subjects to respond,
signed by the Chairperson of Publication and Research for
the ACUA, accompanied each Questionnaire. The extensive
nature of this approach, together with the assumption that
college and university auditors had a professional interest
in responding to a study of this nature, resulted in a 58%
response rate (see Table I, Chapter V),

In addition to the problem of nonresponse, three other
problems are sometimes associated with the mailed question-
naire.

1. Mailed questionnaires are commonly sent only to
those who can read and write.

2. Certain questions may be answered incorrectly or
not at all because they are misunderstood by the respon-

dents.
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3. An up-to-date address list for the target popula-
tion may be difficult or expensive to obtain (Clover &
Balsley, 1974).

College and university auditors are expected to have
college level educations; therefore, the problem of illit-
eracy was not applicable to this study. The problem of
omitted answers was addressed by requesting that respondents
answer every question. Exact and clear wording of the ques-
tions (achieved through the pilot study) decreased the inci-
dence of misunderstanding. Current mailing labels were
available from the ACUA at a modest cost--a major advantage

for this study,

Reliability of the Questionnaire

Another major methodological issue related to survey
studies is the reliability of the measurement instrument.
By definition, reliability of a measurement instrument con-
cerns the degree to which the same results can be obtained
from repeated measurement of the same objects. & question-
naire is considered reliable if the same scores result from
repeated measures of the same Or comparable phenomenon.

This research addressed two aspects of reliability:
the consistency of measurement results for all jitems or
groups of items and the consistency of subjects' responses
to similar items (Grove & Savich, 1979). Consistency of

neasurement results can be tested statistically through the
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split-half technique. This method entails splitting the
sample responses into two equal groups and correlating the
responses of the two groups. Consistency of subjects!
responses can be tested through a test-retest approach,
This approach may require that several differently worded
questions or statements which test for the same object be
included in the questionnaire. A high correlation between
the answers indicates reliability,

In this study, the split-half method was used to test
the consistency of the easurement instrument. This statis-
tical procedure involves splitting the responses into halves
{(odd/even) and correlating the responses of one half to the
other. Using the Pearson Product Moment Correlation Coeffi-
cient (r), a reliability coefficient of 0.88 was obtained.
This coefficient of reliability was significant at p > .99.

A test-retest statistical procedure was used to evalu-
ate the consistency of subjects' responses. To keep the
questionnaire at a manageable length, only a selected number
of questions were subjected to test-retest. Using r, reli-
ability coefficients of the responses to the questionnaire
items measuring four factors ranged from 0.19 to 0.55. The
reliability coefficient for each of these factors was

significant at p > .99,
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Validity of the Questionnaire

Validity is another major methodological issue in

survey studies.
The validity of a measuring instrument may be defined
as the extent to which differences in sceores on it
reflect true differences among individuals on the
characteristic that we seek to measure, rather than
constant or randem exrror. (Sellitz, Wrightsman, & Cook
1976, p. 168)
Bernard Philips (1971} defined a valid measure as one
that "successfully measures the phenomenon" {p. 197), A
measurement is valid if {a) it accurately tests for the
established criterion to be measured and (b) it measures it

accurately.

Content Validity

There are three types of instrument validity which are
usually of concern to researchers. Content (face) validity
addresses the questions of whether the instrument actually
measures the intended objective and whether it does so ade-
quately. Because no statistical procedures are available
to test for content validity, it is determined exclusively
by a judgmental or subjective process. The reason for this
discernment is to ensure the inclusion of adequately
representative numbers of important bits of knowledge in the
areas surveyed (Lyman, 1971). Content validity is inferred
to exist by the procedure of "reading over a test to see if
the items look satisfactory and if the content appears to be

appropriate" (Helmstadter, 1964, p. 89),
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Content validity for the measurement instrument used in
this study was evaluated in the pilot phase of questionnaire
development by asking subjects to evaluate and comment on
those items included in the instrument which appeared to
lack relevance to the area of research. No comment was
received. 1In the absence of any comment concerning the
irrelevance of any of the items and, furthermore, due to the
close relationship of the items to the SPPIA published by
the IAA, a relatively high content validity was assumed for

the measurement instrument.

Construct Validity

Construct validity is concerned with the issue of con-
structs, concepts, or traits measured by the instrument
(Churchill, 1976). Construct validity involves under-
standing of the underlying factors of an obtained mea-
surement and pertains to traits that are not directly
observable. Thus, determination of the presence of con-
struct validity is more difficult and complex than is the
determination of the existence of content validity,

Comparison approach. One approach to test for con-

struct validity involves the comparison of research findings
with the results of similar studies. If the results of
independent, but similar, studies are close, the presence

of construct validity is corroborated. However, if serious

differences in research findings are shown to exist, a lack
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of construct validity is confirmed (Oppenheim, 1966).
Because this study pursued a new area of research, this
approach to construct validation could not be used.

Group difference approach. Another approach to testing

construct validity is the “group difference" method.
Helmstadter (1964) described the basis for this method as

follows:

Many traits are postulated in such a way that persons
in different groups are conceived to possess different
amounts of the characteristiecs involved, Thus, men as
a group would be expected to perform differently from
women as a group in any valid test of mechanical abil-
ity or clerical ability; persons of different age

intellectual development; persons who have had specific
training should do better on any valid measure of
achievement in the area than persons not having such
training. . . . To be Sure, some overlap would be anti-
cipated, and in many circumstances a positive finding
would not add greatly to the degree of confidence in
the test; but a finding of no difference at all would
certainly lead to real doubt about the validity of the
test in question. (p. 139)

On the same issue, Lundberg (1941) stated

Certain small groups may, in the judgment of competent

persons, be expected to have certain biases. The

ability of the test to reveal these attitudes is some

indication of the validity of the tests. (p. 243)

This study utilized the group difference approach to
establish construct validity. On a priori, it was postu-
lated that college and university auditors who hold profes-
sional certification perceive such certification to be more

important to operational auditing than do those auditors who

are not certified,
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Utilizing a t-statistic, mean scores of the two groups
were compared operationally. The test showed that a dif-
ference existed between perceptions of certified and non-
certified auditors concerning the importance of professional
certification. The difference was significant at B > 95,
The ability of the instrument to reveal such a difference in
perceptions of the two groups is some indication of the
construct validity of the instrument (Lundberg, 1941},

Additionally, most items included in the questionnaire
were based on the SPPIA or auditing literature. Thus, to
the extent that the final questionnaire resembles these

Sources, it can be considered to be valig (Ibrahim, 1985).

Concurrent Validity

Concurrent or criterion-related validity is concerned
with the ability of the measures of independent variables to
predict the dependent variable(s). Because this study did
not attempt to measure any relationship between independent
and dependent variables, concurrent validity was not

applicable.

Development of Questionnaire Procedures

After deciding upon the mailed questionnaire approach
for this study, the researcher developed a preliminary ques-

tionnaire (see Appendix B)}. The procedures which were
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followed to develop the questionnaire are outlined in
Appendix D.

During the preliminary stages of questionnaire develop-
ment, 8 organizational attributes, 5 personal attributes,
and 2 environmental attributes were identified. The selec-
tion of organizational and personal attributes was largely
based on the SPPIA, whereas the identification of environ-
mental attributes relied upon a review of relevant litera-
ture and discussions with college and university auditors.
(See Chapter III for a detailed explanation of attribute
categories.)

Using the selected Organizational, personal, and envi-
ronmental attributes as the basic framework, a total of 72
questions and statements were developed. These questions
and statements constitute Part I of the questionnaire,

Part II of the questionnaire requests responses to 23 ques-
tions and statements dealing with the current status of
operational auditing in Unitegd States institutions of higher
education. Responses to questions in Part II will be
analyzed, and the results will be disseminated in a later
study. Sixteen demographic questions are asked in Part III
of the questionnaire.

After approval of the preliminary questionnaire by the
doctoral advisory committee, the instrument was mailed to a
sample of 18 college and university auditors for pilot

testing. Each respondent in the pilot sample was asked to
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make suggestions and recommendations regarding the prelim-
inary questionnaire. Pilot test responses (as well as
suggestions and recommendations made by the pilot test
respondents) were reviewed carefully by the researcher and a
member of the research advisory committee. Ttems were then
added, deleted, or modified according to the results of the
pilot test. The resulting instrument (Appendix A) was used

to solicit information from the sample population.

Questionnaire Distribution Procedure

The key to success for any survey centers around a high
rate of response. The procedure for administration of the
questionnaire used in this study was designed to solicit
the highest possible résponse rate (see Appendix c).

Official mailing labels for all members of the ACUA
were obtained from the ACUA. Three hundred and twenty-eight
internal auditors employed by United States' colleges and
universities were identified from this source. Then, two
Successive mailings of complete questionnaire packets were
sent to qualified auditors on May 6 and May 14, 1988.

Packet contents included: (a) a cover letter (Appendix E),
(b) the questionnaire (Appendix A}, {c) a letter from the
ACUA encouraging participation, and (d) a stamped return
envelope. On May 25, 1988, a thirg packet which included
(a) a final request (Appendix F), (b) the same question-

naire, (c) a letter from the ACUA, and (d} a stamped return
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envelope was mailed to each of the nonrespondents. Non-
respondents were identified through the use of preassigned

numbers written on the last page of the questionnaires.

Data Analysis

To determine and analyze the perceived importance of
various factors associated with operational auditing for
colleges and universities, accepted descriptive statistical
procedures were used to provide the following output:
{(a) the mean rating, the standard deviation of the ratings,
the lowest rating, and the highest rating for each factor
for total response; (b) the factor rankings for total
response, by ranking each factor according to its mean
rating; and {(c) the attribute rankings for total response,
by ranking each attribute according to the mean ratings of

factors within the attribute,

Use of Factor Ratings

The mean ratings of the research factors were used to
identify the relative importance of each factor as perceived
by the respondents in the study. Factors with relatively
high mean ratings were perceived to have greater importance
to respondents' present work experience in operational
auditing than were those factors with relatively low mean
ratings,

The standard deviation of the ratings was used to iden-

tify the extent of agreement for the ratings of individual
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factors among the respondents. A relatively small standard
deviation indicated a higher degree of agreement for impor-
tance of a factor than did a relatively large standard

deviation.

Use of Factor Rankings

The rankings of various factors within each attribute
were made, based on the mean rating of each factor for all
respondents. That is, the first factor listed igs the one
which achieved the highest mean rating, and the last factor

listed is the one which achieved the lowest mean rating.

Use of Attribute Rankings

The rankings of various attributes were made, based on
the average of mean ratings for factors within each attri-
bute for all respondents. Attributes were ranked in two
ways: (a) for all attributes and (b) for all attributes
within their respective domains (i.e., organizational,

personal, or environmental}.

T-Test
In addition to these descriptive statistical proce-
dures, a t-statistic was used to test the research hypothe-
ses in order to determine whether a significant difference
existed between perceptions of certified and noncertified
college and university auditors. The t-test was conducted

at p = .05. To test the research hypotheses, the score for
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each of the 14 attributes was calculated for each individual
respondent, using an average score on factors within each
attribute, Mathematically, the score of each attribute is

stated as

where:

score of each attribute

index of attributes, where 2z = 1 through 14
each factor with index i

number of factors within each attribute
factor number

HeS N
wnow o

Furthermore, a series of independent t-tests were run
for each factor in order to discover any significant dif-
ferences that existed between the perceptions of the two

groups. These tests were conducted at R = .05.

Summary
This chapter explains the methodology to be used to
accomplish the objectives of this study. Included are dis-
cussions of research design, population, advantages and
disadvantages of the questionnaire, reliability and validity
of the measurement instrument, questionnaire development
procedures, questionnaire distribution procedures, and

statistical procedures for analysis of responses.




CHAPTER V

DATA ANALYSIS AND FINDINGS

This chapter reports the findings of the research. The
data presentation is divided into two major sections:
(a) results of survey responses concerning the importance of
selected factors associated with operational auditing and
(b) results of the hypothesis testing. Selected demo-

graphics are presented in Appendix G.

Survey Response

As noted in Chapter IV, guestionnaires were nailed to
328 college and university auditors. A total of 204 ques-
tionnaires were returned by the deadline (June 2, 1988}.
Sseventeen questionnaires received after that date were not
included in the survey. Although 204 questionnaires were
received by the deadline, not all of them were usable for
the analysis (see Table 1).

As shown in Table 1, three respondents were not univer-
sity auditors, and 22 others had less than 1 year of college
and university operational auditing experience. Based on
the selection criteria for the study, these respondents
failed to meet one or more of those requirements and were,
consequently, excluded. Additionally, six respondents indi-

cated that they did not wish to participate in the study,
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and 16 respondents returned incomplete questionnaires. As
indicated in the table, an overall usable response rate of

48% was achieved; the nonresponse rate was 32%.

Table 1

Responses to the Final Questionnaire

Category N %
Usable responses 157 48
Received too late for analysis 17 5
Desired not to participate 6 2
Less than 1 year of college/university

operational auditing experience 22 7
Not university auditors 3 1
Incomplete responses 16 5
No response 107 32
Total 328 100

Results of Response Analysis

Oraganizational Attributes

The mean ratings and their standard deviations for the
importance of factors within each attribute are presented in
Tables 2 through 9. The factors within each attribute are
listed in order of their perceived importance. That is, the

first factor listed is the one which achieved the highest
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mean rating, and the last factor listed is the one which
achieved the lowest mean rating.

Statistical measures used to analyze the response data
are discussed in Chapter IV. As mentioned there, respon-
dents were requested to rate the importance of selected
factors associated with operational auditing on a scale of 1
(no importance) to 5 (extreme importance). The factors
associated with operational auditing were divided into 14
attributes (8 organizational, 5 personal, and 1 environ-

mental) and are presented in that order.

Independence

pPerceived importance of independence was measured
through the auditors' reporting status (i.e., its surro-
gate). Mean ratings and standard deviations of the ratings
for factors within the independence attribute are presented
in Table 2. Among the four reporting hierarchies, the
respondents perceived direct reporting to the audit commit-
tee to be the most important factor (X = 4.14). Forty-eight
percent of the respondents rated this factor as being
extremely important, whereas 45% rated it as being of either
average or above average importance.

Reporting directly to the president and reporting
directly to the board of trustees ranked 2nd and 3rd,

respectively. About 60% of the respondents ranked these two
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factors as having either average or above average impor-
tance. Reporting to a vice-president was ranked last

(X = 2.89).

Table 2

Means and Standard Deviations of Ratings for Importance
of Each Factor within the Organizational Attribute
Domain: All Responses

Rank of Factor xa SD
Factor
Independence
1 Report to the audit committee 4,140 1.009
2 Report to the president 3.877 1.047
3 Report to the board of trustees 3.695 1.110
4 Report to a vice-president 2.897 1.275
Audit Plan
1 Establishing the objective(s) 4,554 0.804
2 Establishing the areas, timing,
and estimated time needed 4,089 0.850
3 Providing background information 3.853 0.956
4 Establishing number of auditors,
knowledge, skills, and
expertise needed 3.650 0.953

(table continues)
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Table 2--(continued)

Rank of Factor xa SD
Factor

audit Program

1 Establishing steps for evidence

accumulation 4,115 0.940
2 Establishing steps for evidence

evaluation 3.841 0.997
3 Fstablishing steps for sampling 3.611 1.020

audit Supervision

1 Review of audit reports 4,618 0.656
2 Review of working papers 4,586 0.680
3 Adequate supervision during audit 4,346 0.808
4 Adequate instruction at beginning 3.955 0.986

Continuing Education

1 pProfessional conferences and

seminars 4,223 0.781
2 Inhouse programs 3.631 0.956
3 Formal courses offered by colleges

and universities 3.516 0.965

(table continues)
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Rank of Factor xa SD
Factor
Training
1 Training in operational auditing
for colleges and universities 4,064 0.830
2 External training programs 3.732 0.880
3 Inhouse training programs 3.433 0.894
4 Training in operational auditing
for nonprofit entities 3.344 0.998
Audit Report
1 Accurate and unequivocal communi-
cation of material facts 4,707 0.497
2 Supporting conclusions with findings 4,701 0.525
3 Discussing report with auditee 4.701 0.615
4 Good communication skills 4,643 0.588
5 Providing practical and cost-
effective recommendations 4,561 0.673
Audit Follow-Up
1 auditee's timely written response
to the audit report 4,427 0.691
2 Audit follow-up to ensure corrxec-
tive action is taken 4,333 0.773
at = no importance; 2 = below average importance;

extreme importance.

average importance; 4 = above average importance;
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audit Plan

With respect to factors within the audit plan attri-
bute, establishing audit objective(s) (X = 4.55) was
perceived to be the most important factor; 76% of the
respondents rated it as having extreme importance (see
Table 2). The factor dealing with audit areas, the timing
of the audit, and the time required to perform the audit was
ranked 2nd (X = 4.08). As for the remaining factors,
(a) providing background information about the activities to
be audited and identifying areas for audit emphasis and
(b) establishing the number of auditors and the knowledge,
skills, and expertise required to perform the audit were

ranked 3rd and 4th, respectively.

Audit Program

The audit program attribute comprises three factors
which are concerned with (a) establishing the steps neces-
sary for evidence accumulation, (b) evidence evaluation, and
(c) sampling techniques. According to Table 2, the respon-
dents perceived evidence accumulation to be the most impor-
tant element of the audit program. Forty-three percent of
the respondents rated it as having extreme importance, and
32% perceived it as having above average importance.

Between evidence evaluation and sampling techniques, the
former factor was ranked 2nd (X = 3.84), and the latter was

perceived as the least important factor (X = 3.61).




74

Audit Supervision

The results of the analysis of factors within the audit
supervision attribute are concerned with (a) giving complete
instruction at the beginning of the audit engagement,

(b) providing adeguate supervision during the audit,

(c) reviewing audit working papers, and (d} reviewing the
audit report. Sixty-nine percent of the respondents per-
ceived review of the audit report to ensure objectivity,
clarity, constructiveness, and timeliness to be of extreme
importance (see Table 2). This factor was ranked first

(X = 4.61). As Table 2 illustrates, review of audit working
papers (X = 4.58), adequate supervision during the audit

(X = 4.34), and complete instructions at the beginning of
the audit engagement (X = 3.95) were ranked 2nd, 3rd, and
4th, in that order. Close to 80% of the respondents per-
ceived these three factors to be of above average or extreme

importance.

Continuing Education

The continuing education attribute compromises three
factors that concern different methods of pursuing
continuing education. Participation in external profes-
sional conferences and seminars was perceived most favorably
among respondents (X = 4.22) (see Table 2). Inhouse con-
tinuing education programs (X = 3.63) was ranked Z2nd.

Whereas 90% of the respondents rated participation in
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external professional conferences and seminars to be of
extreme or above average importance, only about 50% shared
the same level of perceived importance for inhouse programs.
Attending formal courses of fered by colleges and univer-
sities was perceived least favorably and was ranked last

(X = 3.51).

Training

While two of the four factors concerning training deal
with the specific content of training programs, the other
two address the type of programs. A review of Table 2
reveals that the programs which deal with training in opera-
tional auditing for colleges and universities were perceived
by the respondents to be more important than those programs
which deal with training in operational auditing for non-
profit entities. Whereas 32% of the respondents rated
training in operational auditing for colleges and universi-
ties as extremely important; only about 12% of the respon-
dents rated the same training for nonprofit entities as
extremely important. As for the type of program, the mean
score for the external operational auditing program
(X = 3.73) was slightly higher than the mean score for the
inhouse training program (X = 3.43). The external training
program was ranked 2nd; the inhouse training program was

ranked 3rd.
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Audit Report

The audit report attribute is subdivided into five
factors. Seventy-three percent of the respondents rated
accurate and unequivocal communication of material facts as
being extremely important; this factor was ranked first
(X = 4.707) (see Table 2}. Supporting conclusions with
relevant findings and discussing the report with the auditee
before its submission both had mean scores of 4.701. How-
ever, due to a smaller standard deviation, supporting
conclusions with relevant findings was ranked 2nd. The mean
scores for the three factors mentioned above were extremely
close, and it appears that for all practical purposes, their
perceived importance was the same. Good communication
ckills was ranked 4th (X = 4.64), and the factor dealing
with providing practical and cost-effective recommendations
was ranked last (X = 4.56). The standard deviations of
ratings for all of these factors ranged from 0.497 to 0.673,
which indicates a relatively high agreement among respon-

dents on ratings for these factors.

Audit Follow-Up

Audit follow-up, the last of the organizational attri-
pbutes, includes two factors: (a) the follow-up of the audit
to ensure that deficiencies are corrected and (b} whether
organizational policy should require the auditee to provide

a timely written response to the audit report. The mean
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scores of 4.333 and 4.427, respectively, (see Table 2)
suggest that both of these factors were perceived to have
above average importance. However, the timely written
response to the audit report achieved a higher mean score

(X = 4.427) and was ranked first.

Personal Attributes

Objectivity

Objectivity, the first of the personal attributes,
contains three factors--namely freedom of auditors from
operating responsibilities, periodic rotation of auditors
among assignments, and reassignment of auditors in situa-
tions in which a conflict of interest is present (in fact or
in appearance)}. As shown in Table 3, freedom from operating
responsibilities was perceived to be the most important
factor (X = 4.58). Reassignment of auditors was ranked 2nd
(X = 4.55), and rotation of auditors among assignments was

ranked last (X = 3.77).
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Means and Standard Deviations of Ratings for Importance

of Each Factor within the Personal Attribute Domain:

All Responses

Rank of Factor xa sh
Factor
Objectivity
1 Freedom from operating respon-
sibilities 4,580 0.777
2 Reassignment in certain situa-
tions 4.554 0.910
3 Rotation among assignments 3.777 0.796
Technical Competence
1 Proficiency in computer information
systens 3.834 0.706
2 Proficiency in financial and
cost accounting 3.822 0.820
3 Proficiency in external auditing
techniques 3.801 0.986
4 Proficiency in quantitative
methods and techniques 3.669 0.850
5 Proficiency in nonprofit accounting 3.618 0.924
Experience
1 Financial and compliance auditing
experience 3.732 0.943
2 Managerial work experience 2.987 0.987
3 Public accounting work experience 2.688 1.049

{table continues)
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Table 3--(continued)

Rank of Factor xa SD
Factor

Professional Certification

1 Encouraging attainment of CIA

certification 3.936 0.978
2 Encouraging attainment of CPA

certification 3.338 1.200
3 Requiring CIA certification as a

condition of employment 3.103 1.230
4 Requiring CPA certification as a

condition of employment 2.679 1.186

Interpersonal Skills

1 Encouraging auditees to develop
and recommend solution for
deficiencies 4,323 0.664
2 Avoiding negative language 3.898 0.907
a1 = no importance; 2 = below average importance;

average importance; 4 = above average importance;
extreme importance.

Technical Competence

The technical competence attribute covers the following
five areas of proficiencies which are applicable to opera-
tional auditing: (a) knowledge of external audit tech-

niques, (b) knowledge of computer information systems,

e
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{c) knowledge of nonprofit accounting, (3) knowledge of
quantitative methods and techniques, and (e) knowledge of
both financial and cost accounting principles. Sixty-seven
percent of the respondents perceived the knowledge of compu-
ter information systems to be of either extreme or above
average importance, and this factor was ranked first

(X = 3.83) (see Table 3). Both proficiency in applying
financial and cost accounting principles and proficiency in
applying external audit techniques were rated closely to
proficiency in computer information systems, with slightly
lower mean scores (3.82 and 3.80). They were ranked 2nd and
3rd, respectively.

Two other areas of knowledge received close ratings.
However, due to marginal differences in their respective
mean scores, knowledge of quantitative methods and tech-
nigues was ranked 4th, and proficiency in nonprofit
accounting was ranked last. The overall closeness of mean
scores for all of these factors suggests that the perceived
importance of the five proficiency areas is substantially

equal.

EXperience

The experience attribute concerns different types of
work experience which could be considered to be prerequisite
to operational auditing. Respondents were asked to rate

their perceived importance of three types of experience to




81

operational auditing. Financial and compliance audit work
experience (X = 3.73) was perceived as the most important
factor, and 62% of the respondents rated it as either
extremely important or of above average importance (see
Table 3). Public accounting experience was ranked last

(X = 2.68). Whereas 41% of the respondents perceived this
factor as having no importance or below average importance,

38% of those surveyed rated it as having average importance.

Professional Certification

The professional certification attribute concerns
auditors' perceived importance of professional certifica-
tion. The attribute is divided into four factors. Two
factors deal with whether auditors should be required to
have or attain professional certification as a condition of
employment or whether they should be encouraged to attain
professional certification after employment. The other two
factors concern the type of certification which should be
required (i.e., CIA or CPa).

Most of the respondents (about 60%) favored encouraging
the attainment of professional certification after employ-
ment over its requirement prior to employment (see Table 3).
As Table 3 shows, encouraging attainment of the CIA certifi-
cation was ranked 1st (X = 3.94), whereas encouraging

attainment of the CPA certification was ranked 2nd
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(X = 3.33). Factors dealing with requirement of either the
CIA or CPA certification as a condition of employment were
ranked 3rd and 4th, respectively. Interpretation of these
results, of course, should be made in light of the respon-
dents' certification status, which might have biased their

ratings (see Table 4).

Table 4

Certification Status of Respondents

Certification N %

CIA only 22 14
CPA only 69 44
CIA and CPA 15 10
Neither CIA nor CPA 51 32
Total 157 100

Interpersonal Skills

Interpersonal skills, the last of the personal attri-
butes, concerns two areas: (a) avoiding negative language
in the audit report and (b) encouraging auditees to develop
and recommend solutions for deficiencies revealed during
operational audits. An overwhelming 91% of the respondents
perceived the encouragement of auditees to develop and
recommend solutions to be of either extreme importance (43%)

or above average importance (48%), and this factor was
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ranked 1st (¥ = 4.32) (see Table 3). As for avoidance of

negative language in the audit report, almost 29% of those
surveyed perceived this factor to have extreme importance,
and 38% rated it as having above average importance. This

factor achieved a mean score of 3.89 and was ranked 2nd.

Environmental Attribute

The knowledge and understanding of the higher education
environment attribute covers four factors which are presumed
to offer different degrees of familiarity with the higher
education environment. Although two of these factors (prior
higher education administration experience and college
degree in higher education administration) would seem to
provide the most familiarity with the environment, 80% of
the respondents rated these factors as having only average
importance (40%), below average importance {(30%), or no

importance {10%) (see Table 5).

Table 5

Means and Standard Deviations of Ratings for Importance
of Each Factor within the Environmental Attribute
Domain: All Responses

Rank of Factor xa SD
Factor
1 College degree in accounting 3.917 0.865
2 Collegye degree with emphasis in
both higher education adminis-
tration and accounting 3.000 1.054

(table continues}




84

Table 5--{continued)

Rank of Factor Xa SD
Factor
3 Prior higher education adminis-
tration work experience 2.845 1.001
4 College degree in higher educa-
tion administration 2.737 0.997
a1 = no importance; 2 = below average importance;
3 = average importance; 4 = above average importance;
5 = extreme importance.

When the factor dealing with college degree in higher
education administration was modified to include emphasis in
both higher education administration and accounting, how-
ever, 67% of the respondents rated it as having above aver-
age importance, and it was ranked 2nd. A college degree in
accounting, which appears not to offer any familiarity with
a higher education environment per se, achieved a mean score
of 4.323 and was ranked 1st. Ninety-one percent of those
surveyed perceived the importance of this factor as either
of above average importance (48%) or extreme importance
{43%)}. This result, however, might have been biased because
128 of 157 respondents hold degrees in accounting and, natu-
rally, might have been more inclined to perceive such a

degree as being more important (see Table 6).
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Respondents' Major Area of Study
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Major N %

Accounting 128 81.5
Business (other than accounting) 24 15.3
Education 2 1.3
Other 3 1.9

Ranking of Attributes

In order to develop an understanding of the relative

importance of the attributes studied, they were ranked in

the order of their perceived importance.

The ranking was

done according to the average of mean score ratings on all

factors within each attribute.

in Table 7.

Table 7

Ranking of All Attributes Based on Mean Rating of
Importance and Standard Deviation of Ratings:

All Responses

These rankings are presented

Rank of Attribute xa SD
Factor
1 Audit Report 4,662 0.398
2 Audit follow-up 4,378 0.558
3 Audit supervision 4,375 0.577

{table continues)
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Table 7--{continued)

Rank of Attribute xa SD
Factor
4 Objectivity 4,304 0.608
5 Interpersonal skills 4.110 0.643
6 audit plan 4,046 0.585
7 Audit program 3.856 0.831
8 Continuing education 3.790 0.675
9 Technical competence 3.749 0.621
10 Independence 3.654 0.557
11 Training 3.643 0.647
12 Professional certification 3.252 0.852
13 Experience 3.136 0.748
14 Knowledge and understanding of
environment 3.122 0.678
a1 = pno importance; 2 = below average importance;
3 = average importance; 4 = above average importance;
5 = extreme importance.

As shown in Table 7, 6 of the 14 attributes studied
achieved a mean score of more than 4,00. These attributes
are audit report, audit follow-up, audit supervision, objec-
tivity, interpersonal skills, and audit plan, ranked 1st
through 6th, respectively. Whereas 4 of the 6 attributes
mentioned are within the organizational domain, the other 2

attributes belong to the personal domain.
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The other 8 attributes, with mean scores between 3.00
and 4.00, are audit program, continuing education, technical
competence, independence, training, professional certifica-
tion, experience, and knowledge and understanding of envi-
ronment. These attributes are ranked 7th through 14th,
respectively. Five of these attributes are within the
personal domain; of the remaining 3, 2 are part of the
organizational domain, and 1 belongs to the environmental
domain.

Ranking of attributes by individual domain is presented
in Table 8. The mean score and standard deviation for each

attribute within each domain is given.

Table 8

Ranking of Attributes by Domain Based on Mean Ratings and
Standard Deviations: All Responses

Rank of Attribute xa SD
Factor

Organizational Domain

1 Audit report 4,662 0.398
2 Audit follow-up 4.378 0.558
3 audit supervision 4.375 0.577
4 Audit plan 4,046 0.585
5 Audit program 3.856 0.831
6 Continuing education 3.790 0.675

{table continues)
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Rank of Attribute Xa SD
Factor
Organizational Domain
7 Independence 3.654 0.557
8 Training 3.643 0.647
Personal Domain
1 Objectivity 4,304 0.608
2 Interpersonal skills 4.110 0.643
3 Technical competence 3.749 0.621
4 Professional certification status 3.252 0.852
5 Experience 3.136 0.748
Environmental Domain
1 Knowledge and understanding of
environment 3.122 0.678
a1 = no importance; 2 = below average importance;

3 = average importance; 4 = above average importance;
5 =

extreme importance.

Organizational Domain

The ranking of organizational attributes shown in

Table 8 reveals that audit report is ranked 1st (X = 4.66).

Audit follow-up, audit supervision, and audit plan are

ranked 2nd, 3rd, and 4th, respectively. Audit program,
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continuing education, independence, and training, with mean
ratings ranging from 3.85 to 3.64, are ranked 5th through

8th, respectively.

Personal Domain

As for personal attributes, objectivity of auditors was
ranked 1st and prior work experience was ranked last (see
Table 8). Auditors' interpersonal skills, technical skills,
and professional certification status were ranked 2nd, 3rd,

and 4th, respectively.

Environmental Domain

The environmental domain consists of only one attri-
bute. The low rating on this attribute suggests its
perceived importance to be the lowest among all of the

attributes {(see Table 8),.

Results of Hypothesis Testing

As noted in Chapter I, another purpose of the current
research was to explore possible relationships between the
perceptions of respondents and their professional certifica-
tion status. Specifically, it was hypothesized that there
would be no significant difference between the perceptions
of certified auditors and those of noncertified auditors
concerning the importance of the 14 attributes studied.

As indicated in the previous chapters, a t-test was

used to compare the mean scores of the two groups (certified
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versus noncertified auditors). To test the research hypoth-
eses, the score for each of the 14 attributes was calculated
for each respondent, using an average SsScore of factors
within each attribute. The test was conducted at the .05

confidence level. Results are reported in Table 9.

Table 9

T-Values and Associated Two-Tailed Probabilities
for All Attributes

Hypothesis Attribute Means Pooled Variance Estimates
Certified Non- T-Value Two-Tailed
Auditors Certified Probabilities
auditors
1 Independence 14,54 14.80 -0.86 0.393 ns
2 Audit plan 20.90 19.82 1.21 0.227 ns
3 audit program 12.23 11,74 ~-0.62 0.536 ns
4 Audit
supervision 17.62 17.00 1.20 0.059 ns
5 Continuing ) gq 11.35 0.07 0,944 ns
education
o Training 15.10 14,80 -0.77 0.441 ns
7 audit report 23,91 22.84 2,07 0.040 *
8 Audit
£01low-up 8.63 8.69 0.55 0.586 ns
9 Objectivity 13.45 12,67 1.17 0.246 ns
10 Technical 18.14 19,12 -1.04 0.300 ns
competence
11 Prior work 5.00 3
experience . 9,37 0.14 0.892 ns

(table continues)
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Table 9--{continued)

Hypothesis Attribute Means Pooled Variance Estimates
Certified Non- T-Value Two-Tailed
Auditors Certified Probabilities
Auditors
12 Professional 45 gg 11.38 4,35 0.000 *
certification
13 Interpersonal g 4 8.75 ~0.24 0.810 ns
skills
14 Knowledge and
understanding 12,90 13.34 -2.76 0.006 *

of environment

In addition to testing the research hypotheses, a
series of independent t-tests was conducted for each factor
in order to discover any significant differences that
existed between the perceptions of certified and noncerti-
fied auditors. These tests were conducted at the .05
confidence level. The t-values and associated two-tailed
probabilities for all factors tested are presented in Table
11 (Appendix H) and are highlighted throughout this
section.

As shown in Table 9, the null hypothesis of no signifi-
cant difference between perceptions of certified and noncer-
tified auditors cannot be rejected for attributes 1-6, 8-11,
and 13. An examination of Table 11 {(Appendix H) also
reveals that with the exception of the factors dealing with

review of audit report and review of working papers, no
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significant difference exists between the perceptions of the
two groups concerning the importance of factors within these
attributes. The two exceptions noted above are discussed
more fully in Chapter VI,

With regard to the remaining null hypotheses dealing
with audit report, professional certification, and knowledge
and understanding of environment, significant differences
were observed between the perceptions of certified and
noncertified auditors. These hypotheses are discussed

below.

Research Hypothesis Seven

The seventh research hypothesis deals with the per-
ceived importance of the audit report attribute. It states
that "No significant difference exists between certified and
noncertified auditors regarding the perceived importance of
audit report in operational auditing."

An examination of Table 9 reveals a t-value of 2.07
and a two-tailed probability of 0.040 for this attribute.
Using a 95% confidence level, the appropriate conclusion is
that a significant difference does exist between certified
and noncertified auditors regarding the perceived importance
of audit report. Therefore, the hypothesis is rejected.
Certified auditors perceived the importance of this attri-

bute more favorable than did noncertified auditors.
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Additionally, an examination of items 23-27 in Table 11
{Appendix H) reveals that a significant difference exists
between the perceptions of the two groups concerning the
importance of the factor dealing with good communication
skills. Certified auditors perceived the importance of this
factor more favorably than did noncertified auditors. The
perceived importance of the remaining four factors in this
attribute are not significantly different between the two

groups.

Research Hypothesis Twelve

The twelfth research hypothesis deals with the per-
ceived importance of the professional certification attri-
bute. It states that "No significant difference exists
between certified and noncertified auditors regarding the
perceived importance of professional certification in opera-
tional auditing."

An examination of Table 9 reveals a t-value of 4.35
and a two-tailed probability of 0.000 for this attribute.
Using a 95% confidence level, the appropriate conclusion is
that a significant difference does exist between certified
and noncertified auditors regarding the perceived importance
of professional certification. Therefore, the hypothesis is
rejected, Certified auditors perceived the importance of
this attribute more favorably than did noncertified

auditors.
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Additionally, an examination of items 41-44 in Table 11
(Appendix H) reveals that a significant difference exists
between the perceptions of the two groups concerning the
importance of each of each factor within this attribute.
Certified auditors perceived the importance of each of the

factors more favorably than did noncertified auditors.

Research Hypothesis Fourteen

The fourteenth research hypothesis deals with the per-
ceived importance of the knowledge of the environment attri-
bute, It states that "No significant difference exists
between certified and noncertified auditors regarding the
perceived importance of knowledge of the environment in
operational auditing."

An examination of Table 9 reveals a t-value of -2.76
and a two-tailed probability of 0.006 for this attribute,
Using a 95% confidence level, the appropriate conclusion is
that a significant difference does exist between certified
and noncertified auditors regarding the perceived importance
of professional certification. Therefore, the hypothesis is
rejected. Noncertified auditors perceived the importance of
this attribute more favorably than did certified auditors.

Additionally, an examination of Table 11 (Appendix H)
reveals that a significant difference exists between the
perceptions of the two groups concerning the importance of

the factor dealing with a college degree in higher education
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administration. WNoncertified auditors perceived the impor-
tance of this factor more favorably than did their certified
counterparts. The perceived importance of any of the
remaining three factors in this attribute is not signifi-

cantly different between the two groups.

Summary

The results of this research and related discussions
are presented in this chapter. Chapter V contains two maior
sections. The first represents the mean ratings of impor-
tance and the standard deviation of ratings on each factor
within the 14 attributes. This section also includes
rankings of factors within each attribute, ranking of all
attributes, and ranking of attributes according to domain
{organizational, personal, or environmental).

The second major section of this chapter contains the
results of the testing of hypotheses and reports the associ-
ation between the respondents’ professional certification
status on the various attribute ratings. The testing of
hypotheses reveals that significant differences exist
between the perceptions of certified and noncertified
auditors concerning the importance of audit report, profes-
sional certification, and knowledge and understanding of the
environment. No significant differences exist between the
perceptions of the two groups regarding the importance of

any of the remaining 11 attributes.




CHAPTER VI

SUMMARY, CONCLUSIONS, AND RECOMMENDATIONS

Summary and Conclusions

The primary purpose of this study was to identify and
analyze the perceptions of college and university auditors
concerning the importance of selected factors associated
with operational auditing. The secondary purpose of the
study was to determine whether the perceptions of certified
auditors differ significantly from those of noncertified
auditors.

To accomplish the objectives of this study, a measure-
ment instrument was developed and tested for reliability and
validity. The procedures followed to develop and administer
the instrument are discussed in Chapter 1IV. Usable data
received from the participants were analyzed, using statis-
tical methods described in Chapter IV. Results of data
analysis for both research objectives are presented in
Tables 2 through 9 in Chapter V.

Selected factors associated with operational auditing
for colleges and universities were categorized in three
attribute groups--organizational, personal, and environ-
mental. The identification of organizational and personal

attributes was based mainly on concepts set forth in the

96
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Standards for the Professional Practice of Internal Auditing
{1978) published by the Institute of Internal Auditors.
Identification of environmental attributes was based on a
review of the relevant literature, as well as on discussions
with selected college and university auditors. Each attri-
bute, whether categorized as organizational, personal, or
environmental, was used as a basis for identification of
detailed factors associated with operational auditing.
Respondents were asked to rate their perceived importance of
each factor as follows: 1 = no importance, 2 = below
average importance, 3 = average importance, 4 = above

average importance, and 5 = extreme importance.

Primary Purpose of Research

The findings of this study reveal that the factors
dealing with organizational attributes (i.e., variables
controlled by each institution) were perceived as
considerably more important by the respondents than were
factors dealing with personal or environmental attributes.
For example, while the mean score for 16 of 29 organiza-
tional factors (55%) was in excess of 4.00, indicating a
perceived importance ranging from above average to extreme,
only 3 of 17 (18%)} personal factors achieved the same mean
ratings. Environmental factors were perceived to be the

least important among all of the factors.
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In light of these findings, it appears that institu-
tions of higher education may need to allocate their limited
resources among the variables in the order of their per-
ceived importance (i.e., organizational factors could
receive a larger share of available resources for their
development and implementation). Likewise, personal factors
could receive more emphasis than environmental factors. It
should be noted, however, that any decision concerning
development and implementation of factors examined in this
study should be made in light of the additional considera-
tions discussed later in this chapter.

In Tables 2, 3, and 5 are statistics which report the
perceptions of college and university auditors regarding the
importance of selected factors associated with operational
auditing. Forty-four of 50 factors studied had a mean score
of between 3.00 and 5.00, indicating an overall perceived
importance that ranges from average to extreme. The
remaining six factors (reporting to a vice-president, prior
public accounting work experience, prior managerial work
experience, requirement of professional certification as a
condition of employment, prior higher education administra-
tion work experience, and a college degree in higher educa-
tion administration} achieved a mean score of less than
3.00, indicating an overall perceived importance of below

average for these factors.
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Chapter V also includes rankings of all attributes and
rankings of attributes according to their respective domains
{organizational, personal, or environmental). As discussed
in that chapter, a total of six attributes achieved means
scores of more than 4.00, indicating an overall perceived
importance that exceeds above average importance. The
remaining eight attributes achieved mean scores ranging from
3.00 to 3.99, indicating an overall perceived importance
ranging from average to above average.

Some of the factors examined in this study deal with
auditing methodology and, in that sense, are technical. For
example, in the area of audit program, the three factors
examined deal with auditing methodology concerning
(a) evidence accumulation, (b) evidence evaluation, and
(c) sampling, which are all technical in nature. To the
extent that the factors studied in this research are techni-
cal, their importance may be evaluated using the mean scores
achieved and implemented according to the perceived impor-
tance indicated in the respective tables. Their interpreta-
tion requires no further elaboration. However, other areas
examined in this study are conceptual in nature, and their
interpretation may require further elaboration.

With respect to independence, as discussed in
Chapter V, this study used the reporting status of auditors
as a surrogate for independence. 1In that context, reporting

directly to the audit committee is perceived to enhance
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independence the most. Reporting to a vice-president is, on
the other hand, perceived as the least favorable reporting
status. This finding is especially interesting in view of
the fact that 62% of the auditors surveyed currently report
to a vice-president (see Table 10, Appendix G). Based on
this finding, institutions of higher education may wish to
consider changing the reporting status of their auditors
from reporting to a vice-president to reporting to the audit
committee, where possible. In the absence of an audit com-
nittee at some institutions, the auvditors may need to report
directly to the president [which was perceived to be the
second-most favorable reporting level (see Table 2)]. This
change in reporting status is perceived to improve auditors'
independence.

In the area of continuing education, attendance at
professional conferences and seminars appears to be superior
to attendance at inhouse programs or formal courses offered
by colleges and universities. One possible explanation may
lie in the educational quality of professional conferences
and seminars. Of course, an alternative explanation for
this preference is that auditors may welcome opportunities
to escape from their usual surroundings for a short period
of time. Whatever may be the reason for such preference, it
seems that institutions of higher education may need to
consider the auditors' preferences in planning for

continuing education programs.
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As for the type of training, it appears that auditors
perceive external training programs in operational auditing
for colleges and universities to be superior to inhouse
training programs or training programs in operational
auditing for nonprofit entities. To that extent, institu-
tional resources may need to be allocated in greater amounts
for training programs in operational auditing at colleges
and universities, especially for those programs that are
offered by professional organizations or other independent
entities.

With respect to maintaining the objectivity of audi-
tors, those surveyed perceived both freedom from operating
responsibilities, as well as reassignment of auditors in
situations in which a conflict of interest (whether in fact
or appearance) is present to be more important that the
periodic rotation of auditors among assignments. The lesser
perceived importance of the latter may be a response to the
lack of human resources and the fact that most internal
audit departments do not have a sufficient number of audi-
tors to achieve a periodic rotation of auditors among
assignments. However, to insure the objectivity of audi-
tors, institutions of higher education may need to prevent
their audit staff from accepting operating responsibilities
and arrange for reassignment in situations of conflict of

interest.
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In the area of technical competence of auditors, the
different areas of expertise covered were perceived to have
relatively equal importance among those surveyed. Profi-
ciency in computer information systems and proficiency in
nonprofit accounting achieved the highest and lowest scores
of importance, respectively. However, none of the profi-
ciency areas studied achieved a score high enough to indi-
cate a perceived importance ranging from above average to
extreme. One possible explanation of the relatively average
perceived importance of the proficiency areas covered in
this research may be the existence of other topics with more
relevance to the practice of operational auditing. This
possibility, of course, may be explored by a survey of per-
ceptions of college and university auditors regarding the
importance of selected topics in meeting their professional
responsibilities. 1In the meantime, however, institutions of
higher education may require their auditors to be proficient
in the areas identified in this study.

As for the importance of prior work experience in oper-
ational auditing, financial and compliance audit work expe-
rience was perceived to be superior to other alternatives,
such as public accounting work experience or prior manage-
rial experience. The favorable perceptions of auditors
toward the relevance of financial and compliance audit work
eXperience may be explained as follows: (a) many areas of

operational auditing overlap financial and compliance
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auditing and (b) in most cases, the same auditors respon-
sible for operational auditing are also responsible for
financial and compliance auditing and, consequently, may
view all these types of audit as interrelated. Considering
this finding, institutions of higher education may need to
emphasize financial and compliance auditing work experience
over other alternatives.

With respect to the importance of professional certi-
fication in operational auditing, although 68% of the
respondents held professional certification, their perceived
importance favored attainment of professional certification
after employment over its requirement as a condition of
employment. This favorable perception may be explained in
light of the fact that unlike public accounting, in which
certification is a license to practice, the practice of
internal auditing does not require such licensing. With
respect to the choice between CPA or CIA certification, the
latter was perceived more favorably, even though 44% of the
respondents were CPAs {compared to only 22% who were CIAs).
The implication of this perception may be that CIA certifi-
cation is more appropriate for internal auditing. The mean
scores on all factors associated with professional certifi-
cation are less than 4.00, indicating their relative per-
ceived importance to be less than above average. Based on
these findings, it may be concluded that institutions of

higher education may not be taking additional risk in hiring
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noncertified auditors, as long as they encourage their audi-
tors to attain professional certification.

With regard to interpersonal skills, findings of this
research suggest that respondents perceived both of the
factors aimed at improving human relations to be of rela-
tively high importance. One possible explanation of this
favorable perception may lie in the proposition that
auditees, in general, have negative attitudes toward inter-
nal auditors and that the effectiveness of operational
auditing depends upon the existence of a positive, construc-
tive relationship between auditors and auditees (see
Chapter III, p. 47). Whatever may be the explanation, a
positive attitude seems to improve the auditee-auditor rela-
tionship. Auditors may need to encourage auditees to
develop and to recommend solutions for deficiencies revealed
during the audit, as well as to avoid negative language in
the audit report.

Finally, regarding the importance of the knowledge and
understanding of a higher education environment in opera-
tional auditing, this study measured the relative importance
of specific items that were presumed to provide different
degrees of familiarity with the environment of higher educa-
tion. Most of the subjects surveyed perceived the items
which were assumed to provide the highest degree of famili-
arity with the environment of higher education (e.g., a

college degree in higher education administration) to be the
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least important. Paradoxically, a college degree in
accounting {(i.e., one that may provide the least familiarity
with the higher education environment) was perceived to be
the most important. The reason for this response may be
twofold. First, most of the auditors surveyed had
accounting education backgrounds, which might have biased
their answers. Secondly, a knowledge and understanding of
environment may be obtained through means other than a col-
lege degree in higher education administration, such as
training programs and the like, and gaining such a knowledge
may not require any specialized degree or prior specialized
work experience. Based on these findings, colleges and
universities may need to familiarize their auditors with the
unicgue characteristics of the higher education environment
through training programs or other types of short-duration
educational programs, rather than seeking individual
auditors with a college degree in higher education adminis-

tration or similar fields.

Secondary Purpose of Research

Regarding the secondary purpose of this research, a
total of 14 hypotheses were developed and tested to deter-
mine whether perceptions of certified auditors differ sig-
nificantly from those of noncertified auditors. Of the 14
hypotheses tested, there were no significant differences

between perceptions of the two groups concerning the
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importance of 11 attributes: independence, audit plan,
audit program, audit supervision, continuing education,
training, audit follow-up, objectivity, technical compe-
tence, prior work experience, and interpersonal skills.
Additionally, the independent t-test of the individual fac-
tors within these attributes did not reveal any significant
difference between the perceptions of the two groups, with
the exception of two of the factors under the supervision
attribute which are discussed below.

With respect to the importance of audit supervision in
operational auditing (see Table 9), there was a strong rela-
tionship between the professional certification status of
the respondents and the perceived importance of this
attribute. Certified auditors perceived the importance of
audit supervision more favorably than did noncertified
auditors. The result of independent t-tests on factors
within this attribute reveal that certified auditors per-
ceived the importance of reviewing audit reports and audit
working papers more favorably than did noncertified
auditors.

One possible explanation for this significant differ-
ence between the two groups may be that the certified audi-
tors might have evaluated the importance of these factors in
a context of an independent audit environment, in which case
the review of audit report and audit working papers may have

a considerable effect on auditors' legal liabilities.
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Another possible explanation may be that the review of audit
report, as well as the review of audit working papers, may
have equal applicability to operational auditing, even in
the absence of auditors' potential legal liability consid-
erations. A more definitive answer to this issue requires
further investigation. 1In the meantime, institutions of
higher education may wish to rely on auditing, as well as
internal auditing, literature (both of which emphasize the
importance of these factors) to determine the need for audit
review in particular applications.

The consensus among certified and non-certified
auditors may be explained by the following reasons:

1. The auditors surveyed were well educated (53% with
a bachelor's degree and 43% with either a master's degree or
a doctorate). Almost 87% of these degrees were in
accounting (see Table 10, Appendix G).

2. Almost 75% of the respondents had more than 3 years
of college and university auditing experience (see Table 10,
Appendix G).
Whatever may be the reason(s) behind the consensus, these
findings imply that both certified and noncertified auditors
are equally aware of the importance of the attributes
mentioned above.

As for attributes that deal with audit report and pro-

fessional certification (see Table 9), certified auditors
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perceived these attributes to be more important to opera-
tional auditing than did their noncertified counterparts.
The certified group's favorable perceptions are to be expec-
ted, considering the emphasis placed on both audit report
and professional certification by the professional organiza-
tions (see Chapter III, pp. 41-45, for a detailed
discussion).

With respect to audit report, the results of indepen-
dent t-tests on individual factors within this attribute
reveal that certified auditors perceived the importance of
good communication skills more favorably than did noncer-
tified auditors. The importance of effective communication
should be obvious to professionals, and accordingly, audi-
tors surveyed in this study perceived its importance to be
relatively high (see Table 2).

However, as noted earlier, the perceived importance of
this factor was significantly different between certified
and noncertified auditors. It appears that the more favor-
able perception of certified auditors toward the importance
of effective communication may be due to the emphasis that
is placed on this area by their professional organizations,
namely, the American Institute of Certified Public
Accountants, and the Institute of Internal Auditors. Thus,
institutions of higher education may need to further
emphasize the importance of effective communication skills,

especially among their noncertified auditors.
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With respect to professional certification, the results
of independent t-test on individual factors within this
attribute reveal that certified auditors perceived the
importance of all factors in this category more favorably
than did noncertified auditors. However, as discussed pre-
viously, the overall perceived importance of these factors
among all respondents was relatively low (with the possible
exception of the factor dealing with encouraging attainment
of CIA certification status, which achieved a rating close
to above average importance). Notwithstanding that one
exception, it may be concluded that the relatively low
ratings on factors in this area may indicate the lack of
relevance of professional certification to operational
auditing. Thus, any significant difference between certi-
fied and noncertified auditors may be attributable to the
prejudice of certified auditors in favor of professional
certification.

With regard to the importance of a knowledge and under-
standing of the higher education environment (i.e.,
knowledge of characteristics uniquely identifiable with
institutions of higher education) to operational auditing,
certified auditors perceived this attribute less favorably
than did noncertified auditors. The less favorable percep-
tions of certified auditors concerning the importance of
this attribute support the general position of auditors (as

advocated by Phyrr (1969), see Chapter III] that because
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internal auditors audit the business aspect of the opera-
tion, they need to be experts only in auditing.

The results of independent t-test on individual factors
within this attribute reveal that noncertified auditors
perceived the importance of a college degree in higher edu-
cation administration more favorably than did certified
auditors. One possible explanation for this result may be
that the certified auditors believe that the knowledge of a
higher education environment may be obtained through means
other than obtaining a college degree'in higher education
administration. Therefore, as discussed previously, a col-
lege degree in higher education administration may not be
necessary in operational auditing.

The results of independent t-tests on the individual
factors are generally consistent with the results of the
tests of the hypotheses on their respective attributes.
While, when tested independently, some of the individual
factors do not show a significant difference between the
perceptions of the certified and noncertified auditors,
their variances pooled together with the variances of other
factors in the same attribute produce a significant dif-
ference in the attribute level,

Independent t-tests of individual factors did not
reveal any instances in which the differences in the
perceptions of the two groups were significant at the factor

level and not significant at the respective attribute level.
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This lack of difference is consistent with the proposition
that the factors for each attribute are valid measures of

that attribute.

Recommendations

For Institutions of Higher Education

As discussed in Chapter I, perceptions are individual
mental processes which determine both the actual angd poten-
tial responses of college and university auditors in the
field. Thus, institutions of higher education should use
the findings of this study and their interpretations as a
basis for modification or reinforcement of the perceptions
of their own auditors. The modification of perceptions is
particularly important for noncertified auditors in areas in
which their perceived importance was significantly different
from that of certified auditors (such as audit supervision
and audit report). This modification of perception may
require institutions of higher education to inform their
auditors of the importance of those areas according to the
professiocnal literature.

Additionally, the results of this study can be used to
develop and implement those conditions that are perceived to
be important by college and university auditors, thus
enhancing effectiveness and efficiency of operation.

However, the limited availability of resources may prohibit
&

by

institutions of higher education from developing and
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implementing all importantly perceived conditions. In such
a case, a choice should be made based on the relative impor-
tance of each condition, as evidenced by its mean rating.

The development and implementation of these conditions
should be pursued in light of a cost-benefit analysis. That
is to say, the costs of such implementation should not
exceed its potential benefits. For example, in the area of
professional certification, the surveyed respondents
perceived encouraging the attainment of professional certi-
fication to be more important than its requirement as a
condition of employment (see Table 3). Thus, it seems
logical that institutions of higher education may wish to
hire certifiable auditors at a lower cost and encourage them
to attain certification after employment, rather than insis-
ting on paying higher salaries to auditors who are already
certified.

Furthermore, it should be noted that implementation of
some of the conditions studied in this research {e.g.,
changing the reporting status of the auditors) may have
pervasive organizational or political ramifications. There-
fore, such organizational or internal political issues
should also be carefully evaluated before any condition is

implemented.




113

For Further Research

The current research was the first study of its kind in
the area of the identification and analysis of conditions
perceived to be important in operational auditing for insti-
tutions of higher education. Therefore, it was exploratory
research., Due to the limited scope of this research, it
appears that there are two lines of research that are
logical extensions of this study.

First, even though the results of this study represent
the perceptions of college and university auditors
concerning the importance of various factors associated with
operational auditing, they do not determine the actual
impact of these factors on performance. It is believed that
one future extension of this study should center around
building a quantitative model to measure the impact of
factors perceived as important in this research on actual
performance in operational auditing.

Another extension of this research should center around
studying the current practice of operational auditing in
colleges and universities in order to identify which of the
conditions addressed in this study are actually used. The
identification of the current status of operational auditing
is a necessary condition for determination of its future
direction. Both of these studies would make positive con-

tributions, not only to the operational auditing literature,
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but also to society at large, through enhancing effective-

ness and the efficient use of resources.
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PERCEPTIONS OF COLLEGE AND UNIVERSITY AUDITORS

QUESTIONNAIRE
PART |

INSTRUCTIONS: Please circle the number to the left of each statement which indicates your opinion of how important
that item is to operational auditing assignments. For the purpose of completing this questionnaire ‘‘operational auditing”
is defined as a systematic evaluation technique to promote effectiveness, efficiency, and economy of operation. And
“operational auditor’ is any college and university internal auditor performing operational auditing tasks. The following
guideline is presented to aid you in your rating.

1 ... No importance

2 ... Below average importance
3 ... Average importance

4 . Above average importance
5 ... Extreme importance

INDEPENDENCE
Operational auditors should report direcily to:
1. the Audit Committee, where possible.

=* No
N RO N N N Importance
Importance

W oW W oW W
A b oA A

the Board of Trustees or equivalent.

a vice president.

the president.

operationat auditors shouid be able to report all matters of significance.
AUDIT PLAN

1 O Extreme

oA W

The operational audit plan should:
6. establish the objective(s) of the audit.
7. establish the areas, the timing of the audit, and the estimated time required to perform the audit.
8 establish the number of auditors and the knowledge, skilis, and expertise required to perform the audit.
8. provide the background information about the activities 1¢ be audited and identify areas for audit emphasis.
10. encourage auditee’s participation and include their relevant recommendations.

AUDIT PROGRAM
Each operational audit program should establish the detailed steps for:

_.
(25 TN S BEE G B S T N
W oW oW W W
PO N N
Mo ;o ;

12345 1. ewvidence accumulation.
12345 12 evidence evaluation.
12345 13 sampling technigues.
AUDIT SUPERVISION
Operational auditors should:
12345 14. receive complele instructions at the beginning of each audit assignment.

12345 15 beadequately supervised to ensure that assignments are carried out according o the opserational audit
programs.

Operational auditors”:
12345 16 working papers should be reviewed to ensure that they support the audit findings.
12345 17 reports should be reviewed for objectivity, clarity, constructiveness, and timeliness.
CONTINUING EDUCATION

To remain informed about current operational auditing procedures and techniques, operational auditors should
periodically participate in:

12345 18 in-house continuing education programs.
12345 18 formal courses (on site or correspondence) offered by a college or a university.
12345 20 external professional conferences and seminars.
TRAINING
Operational auditors should participate in:
128345 21 training programs in operational auditing for colieges and universities.
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22. training programs in operational auditing for not-for-profit entities.
23. in-house operational auditing training programs.
24. external operational auditing training programs.
AUDIT REPORT
An operational audit report should:
25, accurately and unequivocally communicate material facts.
26. support conciusions with relevant audit findings.
27. include practical and cost-effective recommendations.
28. discuss the audit report with the auditee before it is formally submitted.
29. have good communication skills including grammar, style, organization, and logic.
AUDIT FOLLOW-UP

30. Operational auditors shouid follow-up audits to ensure that deficiencies revealed in the operational audit
reports are corrected as deemed necessary by management.

31. Organizational pelicy should require that auditees provide timely written response to the operational
audit reports.

OBJECTIVITY

Cperational auditors should be:
32. free from operating responsibilities.

33. rotated among assignments periodically.
34. reassigned in situations where a conflict of interest is present, in fact or in appearance.

TECHNICAL COMPETENCE

Operational auditors should be proficient in applying the following to operational auditing assignments:
appropriate audit techniques consistent with those of external audits.
oral and written communication skills.
computerized information systems techniques.

not-for-profit accounting principles.

8% 988

quantitative methods and techniques.
40. both financial and cost accounting principles.
EXPERIENCE

At least one year of the following type of experience is prerequisite to operational auditing.
41. financial and comptiance auditing experience.
42. operational auditing experience.

43. public accounting experience.
44. managerial experience.
PROFESSIONAL CERTIFICATION

Operational auditors should be required, as a condition of employment, to have or attain within a reasonabie
length of time certification as a:

45. Centified !nternal Auditor.

46. Certified Pubtic Accountant.

Operational auditors should be encouraged to attain certification as a:
47. Certified Internal Auditor.

48 Certified Public Auditor.
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g g g INTERPERSONAL SKILLS
;‘-’E :%_% Operational auditors should:
12345 49 avoid negative language in audit reports.
12345 50 enggurage auditees to develop and recommend solutions for deficiencies revealed during operational
audits.
g E g KNOWLEDGE AND UNDERSTANDING OF ENVIRONMENT
3 _§ z E Operational auditors should:
12345 51. possess a college degree with emphasis in higher education administration.
12345 52. have a formal training program in higher education administration.
12345 53 possessacollege degree with emphasis in accounting.
12345 54 have prior higher education administration work experience.
12345 55 possessa college degree with emphasis in both higher education administration and accounting.
12345 56 completea formal training program in auditing not-for-profit entities.

GENERAL ATTRIBUTES

INSTRUCTIONS: Please circie the number ta the left of each statement which indicates the extent of your
agreement/disagreement with the statement. The fottowing guideline is presented to aid you in your rating.

1 ... Strongly Disagree
2 ... Disagree
e . i ..... Neither Agree or Disagree
5 1 Swongly Agree
B 6 52
12345 57 Operational auditors’ practical independence is of extreme importance to operationat auditing.
12345 58 The operationai audit plan is of extreme importance to operational auditing.
12345 §9. The operationat audit program is of extreme importance to operational auditing.
12345 60 Operational audit supervision is of extreme impartance to operational auditing.
12345 61. Continuing education of operational auditors is of extreme importance to operational auditing.
12345 62 Formal training programs are of extreme importance 1o operational auditing.
12345 63 The operational audit report is of extreme importance to operational auditing.
12345 64 Operationat audit folow-up is of extreme importance to operational auditing.
12345 65 Operaticnal auditors’ cbjectivity is of extreme importance to operational auditing.
12345 66 Operational auditors’' education is of extreme importance to operational auditing.
12345 &7 Operational auditors' experience is of extreme importance to operational auditing.
12345 68 Operational auditors’ professicnal certification is of extreme importance to operational auditing.
12345 69 Operational auditors’ interpersonal skills are of extreme importance to operational auditing.
12345 70 Operational auditors' knowledge and understanding of higher education environment are of extreme

importance to operational auditing.
Part I

Concerning the Scope of Operational Auditing in Your institution

INSTRUCTIONS: Please circle the number to the left of each item below which indicates your opinion of how important
review of each activity is in terms of enhancing operational efficiency and effectiveness. To the right please check (»~)
whether the internal auditing department of your institution curmently reviews each activity. The following guideline is presented
to aid you in your rating.

1 ... No importance
2 ... Below average impartance
3 .. Average importance
® ° 4 ... Above average importance
§ . é 5 ... Extremne importance
E
g
g€ if Yes No
12345 1. Budgeting
12345 2 Capital budgeting
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Na Extreme
Imponiance  tmportance Yes No
12 5 3. Purchasing

Management of insurable risks

Investment

Physical plant utilization

Security
Personnel

4
5.
6
7. Preventive maintenance
8
9

10. Enroliment (Planning, etc)

11. Stores (Bookstore, cafeteria, stc.}

12. Marketing {Student recruiting, efc.)

Academic departments
14.  Academic programs

15, Faculty teaching ioad

16. Faculty research

17. Faculty development

18. Faculty promotion and tenure

18. Computing services
20. Athletic
21. Health services

22. Alumni relations

_.
NN RN RN RN RN N NN R RN DN RN NN RN
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I T T I T N ¢ TS ¢ T S ¢ T S ¢ T S T S R ¢ T O R ¢ 2 )
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23. Student services (piacement,
counseling, etc.}

INSTRUCTIONS: Please list any other aperational activity that is currently reviewed but was not mentioned. Circle the
number to the left of each activity which indicates your opinion of how important the review of that activity is in terms
of enhancing operational efficiency and effectiveness. The following guideline is presented to aid you in your rating.

1 ... No importance
2 .. Below average importance
8 . 3 .. Average impartance
£ ET 4 ... Above average importance
gg EE 5 ... Extreme importance
12345 1.
12345 2.
12345 3.
12345 4.
12345 S.

INSTRUCTIONS: Please list any other operational activity that is not currently reviewed but in your opinion should be
reviewed. Circle the number to the left of each activity which indicates your opinion of how important the review of that
activity would be in terms of enhancing operational efficiency and effectiveness. The fotllowing guidsline is presented to
aid you in your rating.

1 . No importance

° ° 2 ... Below average importance

g P 3 .. Average importance

§_ S 'é 4 ... Above average importance
€ ZE 5 .. Extreme importance
12345 1.
12345 2
12345 3
12345 4
12345 &
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PART 1
Concerning Your Institution

INSTRUCTIONS: Please select the bast answer for sach of the following items.

t.

10.

1.

Student enrofiment in your institution

a. Lsess than 5000 6. 20001 io 25000
b. 500t to 10,000 f.  25001-30000
¢. 10,001 to 15000 g. More than 30,000

d. 15001 to 20,000
Title of person to whom the director of internal auditing reports

Controller
Vice President, please identify
President

Board of Trustees
Audit Committee
Other, please identify

Number of professional staff in your internal auditing department
a. One
b. Two or three

¢. Four or five
d. More than five

~popowp

Does your institution evaluate the success of operational auditing assignments?

a. Yes, by a pubiic accounting firm
b. Yes, by state auditors
¢. Yes, by others, please identify

your institution audited by external auditor(s)? Please respond to one or more of the following:

a. Yes

b. No

How often does your institution evaluate the success of operational auditing assignments?
a. Not applicable

b. Per assignment

c. Twice a year

d. Once a year

e. Other, please identify

s

d. No

Doas your external auditor perform any operational auditing services?
a. Yes

b. No

¢. Not applicable
Type of institution

a. Private
b. Public
Does your institution offer any Masters degree program?
a. Yes
b. No
Does your institution offer any Doctoral degree program?
a. Yes
b. No
Conceming You
Your most advanced educational experience beyond high school
a. Some college
b. College degree
c. Masters degree
d. Doctorate
o. Other, please identify
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14.

5.

16.

18.

19.

20.

21.

Your major area of study

a. Accounting
b. Business (other than accounting)

¢. Education

a¢. Other, please identify
Are you a CPA?

a. Yes

b. No

Are you a CIA?

a. Yes

b. No

Years of higher education administration {other than auditing} experience

None

Some but less than one year
One year to three years
Three years to five years
Mare than five years

sapow

Years of audit experience

Nane

Some but fess than one year
Cne year to three years
Three years to five years
More than five years

sooow

Years of public accounting experience

None

Some but less than one year
One year to three years
Three years to five years
Mare than five years

sapT®

Years of college and university auditing experience

a. None

b. Some but less than one year
¢. One year to three years

d. Three years to five years

e, Moare than five ysars
Years of college and university operational auditing experience

Nane

Some but less than one year
One year to three years
Three years to five years
More than five years

sooTw

Your position title

a. Director of internal audit department or equivalent
b. Audit senior or equivalent

¢. Audit staff or equivalent

d. Other, please identify

Approximate percentage of your department’s time spent on operational auditing tasks

a. Less than 25%
b. 25% to 50%

c. 51% to 75%

d. 76% to 100%

Thank you very much for your particlpation. Please use the self-ackiressed snveiope to retum the
questionnalre.
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4 5 4.
4 5 5.
4 5 6.
4 5 7.
4 5 8.
4 5 9.
4 5 10.
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QUESTICNNAIRE
PART 1

Please circle the number to the left of each statement
which indicates your opinion of how important that item
is to successful performance in operational auditing
assignments. Feor the purpose of completing this
questionnaire "operational auditor®™ gs any college and
university internal auditor performing operatiocnal
auditing tasks. The following guideline is presented to

aid you in your rating.

1 ..... No importance

2 ..... Below average importance
3 ..... Average importance

4 ..... Above average importance
5 iaenn Extreme importance

INDEPENDENCE

Operational auditors must be free tc develop audit
programs without excessive influence from auditees.

Operational auditors must be allowed to obtain access
to relevant confidential matters.

Operational auditors must be able to report all matters
of significance.

Operational auditors must report directly to the Audit
Committee, where possible. .

Operational auditors must repert directly to the Board
of Trustees or equivalent.

Operational auditors must report directly tec high level
management, e.g, Vice President or above.

AUDIT PLAN

The operational audit plan must establish the objective(s)
of the audit.

The operational audit plan must establish what areas to be
audited, the timing of the audit, and the estimated time
required to perform the audit.

The operational audit plan must establish the number of
auditors and the knowledge, skills, and expertise
required to perform the audit.

The operational audit plan must provide the background
information about the activities to be audited and
identify areas for audit emphasis.




No importance

=]

Extreme importance

w»

11.

12.

13.

14.

15.

16.

17.

11,

19.

20.

21.

22,
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The operational audit plan should encourage auditaee’s
participation and include their relevant recommendations.

AUDIT PROGRAM

Each operational audit program must establish the detailed
steps for evidence accumulation.

Each ocperational audit program must establish the detailed
steps for evidence avaluation.

Each operational audit program must establish the detajled
steps for sampling techniques.

AUDIT SUPERVISION

Operational auditors must receive complete instructions at
the beginning of each audit assignment.

The work of operational auditors must be adequately
supervised to ensure that agsignments are carried out
according to the operational audit programs.

The working papers of operational auditors must be
reviewed to ensure that they support the audit findings.

Reports prepared by operational auditors must be reviewed
for objectivity, clarity, constructivenass, and
timeliness.

CONTINUING EDUCATION

Operational auditors must regularly participate in in-
house continuing education programs to ensure they remain
informed about current operational auditing procedures
and techniques.

Operational auditors must periodically participate in a
formal course {on site or correspondence) offered by a
college or a university to ensure that they remain
informed about current operational auditing procedures
and techniques,

Operational auditors must regularly attend professional
conferences and seminars to ensure they remain informed
about current operational auditing procedures and
techniques.

TRALINING

Operational auditors must participate in formal training
programs in all phases of college and university
cperational auditing.




= No importance

U Extreme importance

23.

24.

25,

26.

27,

28.

29.

30.

al.

32.

33,

34.

3S.

Operational auditors must participate in formal training
Programs in all phases of operational auditing for
not-for-profit entities.

Operational auditors must participate in formal in-house
operational auditini training programs such as workshops
and operational audit simulations.

Operational auditors must participate in external
ocperational auditing training programs such as seminars
and conferences offered by variocus professional
organizations.

AUDIT REPORT

An operational audit report must accurately and
unequivocally communicate material facts and support
conclusions with relevant audit findings.

An operational audit report must include practical and
cost-effective recommendations.

Operational auditors must discuss the audit report with
the auditee before it is formally submitted.

Operational auditors must have good communication skills
including grammar, style, crganization, and logic.

AUDIT FOLLOW-UP

Operational auditors must follow-up an audit to ensure
that deficiencies revealed in the operational audit report
are corrected as deemed necessary by management.

Organizational policy must require that auditees provide
timely written response to the operational audit report.

OBJECTIVITY

Operational auditors must be free from operating
responsibilities.

Operational auditors must be rotated among assignments
periodically.

Operational auditors must be reassigned in situations
where a conflict of interest is present, in fact or in
appearance.

TECHNICAL COMPETENCE

Operational auditors must be proficient in applying
appropriate audit techniques to operational auditing
assignments.
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36.

37.

3a.

39.

40.

41.
42.
43.

44,

45.
46.

47.

48,

Operational auditers must be proficient in applying
cral and written communication skills to operational
auditing assignments.

Operational auditors must be proficient in applying
computerized information systems technigues to operational
auditing assignments.

Operational auditors must be Yroficicnt in applying non-
for-preofit accounting principles to operational auditing
assignments.

Operational auditors must be proficient in apglying
quantitative methods and techniques to operational
auditing assignments.

Operational auditors must be proficient in applying both
financial and cost acceounting principles to operational
auditing assignments.

EXPERIENGE

At least one year of financial and compliance auditing
experience is a prerequisite to successful performance
in operational auditing.

At least one year of cperational auditing experience is a
prerequisite to successful performance in operational
auditing.

At least one year of public accounting experience is a
prerequisite to successful performance in operational
auditing.

At least one year of managerial experience is a
prerequisite to successful performance in coperational
auditing.

PROFESSIONAL CERTIFICATION

Operational auditors must be required, as a condition of
employment, to have or attain within a reasonable length
of time certification as a Certified Internal Auditor.

Operational auditors must be required, as a condition of
employment, to have or attain within a reascnable length
of time certification as a Certified Public Accountant.

Operational auditors should be encouraged to attain
certification as a Certified Internal Auditor.

Operational auditors should be encouraged to attain
certification as a Certified Public¢ Accountant.
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49.

50.

51.

52.

53.

54.

55.

56.

57.

58.

INTERPERSONAL SKILLS

Operational auditors must understand the human-relations
aspect of operational auditing and ghow empathy for how
the auditees feel.

Operational auditors must avoid negative language in
operational audit reports.

Operational auditors must encourag. auditees to develop
and recommend solutions for deficiencies revealed during
operational audits.

KNOWLEDGE AND UNDERSTANDING OF ENVIRONMENT

Operational auditors nust have a thorough knowledge and
understanding of operational aspects of the higher
education environment and its administration.

Operational auditors must possess a college degree with
emphasis in higher education administration.

Operational auditors must have a formal training program
in all aspects of higher education administration.

operational auditors must possess a college degree with
emphasis in accounting or auditing.

Operational auditors must have prior higher education
administration work experience.

operational auditors must possess a college degree with
emphasis in both higher education administration and
accounting or auditing.

Operational auditors must complete a formal training

program in auditing all aspects of non-for-profit
entities.

GENERAL TOPICS

Instructions: Please circle the number to the left of each statement

which indicates the extent of your agreement/
disagreement with the statement, The following
guideline is presented to aid you in your rating.

.+... Strongly Disagree

.«.». Disagree

. .... Neither Agree nor Disagree
va... Agree

.+».. Strongly Adree

W
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= Strongly Dilsagree

Concexrning

O Strongly Agree

59.

6Q.

61.

62.

63,

64.

65.

66.

67.

68.

69.

70.

71.

72.

Operational auditors’ practical independence is of

extreme importance to the success of operational auditing
assighments.

The operational audit plan is of extreme importance to the
success of operational auditing assignments.

The operational audit program is of extreme importance to
the success of operational auditing assignments.

operational audit supervision is of extreme importance to
the success of operational auditing assignments.

continuing education of operational auditors is of extreme
importance to the success of operational auditing
assignments.

Formal training prograns for operational avditors are of
extreme importance to the success of cperational auditing
assignments.

The operational audit report is of extreme impertance to
success of the operational auditing assignments.

operational audit follow-up is of extreme importance to
the success of operational auditing assignments.

Operational auditors’ obiectivity‘is of extreme importance
to the success of operat onal auditing assignments.

operational auditors’ education is of extreme importance
to the success of operational auditing assignments.

Operational auditors’ experience is of extreme impertance
to the success of operational auditing assignments.

Operaticonal auditors’ professional certification is of
extreme importance to the success of operational auditing
assignments.

Operational auditors’ interpersonal skills are of extreme
importance to the success of operational auditing
assignments.

Operational auditors’ knowledge and understanding of
higher education environment are of extreme importance
to the success of operational auditing assignments.

mmummnmmmmuxo Instjtutjon

Instructions: Please circle the number to the left of each item helow

which indicates your opinion of how important review of
each activity is in terms of enhancing operational
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= = No importance
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Extreme lmportance
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12.

13.
14.
15.
16.
17.

18.

19.
20,
21.

efficiency and effectiveness.

institution currently reviews e

lowing guideline is presented to

1 ..... No importance

2 ..... Below average importance
3 ..... Average importance

4 ..... Above average importance
& ..... Extreme importance

Budgeting activities

Toc the right please check
V/) whether the intermal auditing department of your

ach activity.
aid you in your rating.

The fol-

Yes

Capital budgeting activities

Purchasing activities

Management of insurable risks

Investment activities

Physical plant utilization activi

ties

Preventive maintenance activities

Security activities

Personnel activities

Enrollment activities {Flanning,

etc.)

Stores activities (Bookstore,
cafeteria, etc.)

Marketing activities {Student
recruiting, etc.)

Academic departments

Academic programs

Faculty teaching load activities

Faculty research activitles

Faculty development activities

Facuity premotion and tenure
activities

Computing services activities

Athletic activities

Health services activitles
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= No (mportance

]

= No {importance

[

Extreme importance

2 345 22.

2345 23.

N NN

NN

Instructions:
Qo
J
c
8
3
[-9
£
Y
E
L)
-
-~
»
5]
4 5 1
4 5 2.
5 3.
S 4.
4 5 5.
4 5 6.
4 5 7.
4 S 8.
4 5 S.
4 5 10.
Instructions:

Alumni relations activities i
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Yes )

Student services (placement,
counseling, etc.)

Please list any other operational area that jis

revieved but was not mentioned. circle the
nupber to the left of each area which indicates your
opinion of how important the review of that activity is
in terms ©f enhancing cgerationnl efficiency and
effactiveness. The foliowing guideline is presented to
aid you in your rating.

1 ..... No importance

2 ..... Below average importance
i I Average importance

4 ..... Above average importance
5 ..... Extreme importance

Please list any operational area that is not currently
reviewed but in your opinion should be reviewed. Circle
the number to the left of each area which indicates your
opinion of how important the review of that activity
would be in terms of enhancing operational efficiency
and effectiveness. The following guideline is presented
to aid you in your rating.

1 ..... No importance
2 ..... Below average importance
3 ... Average importance




=~ No importance
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%

@
4 5 1.
4 5 2.
4 5 3.
4 5 4,
4 5 5.
4 5 6.
4 5 7.
4 5 8.
4 5 9.
4 5 10.
Instructions:

4 ..... Above average importance
5 ..... Extreme importance
PART III

Concerning Your Institution
Please select the best answer for each of the
following items.

Student enrollment in your institution

a.
b.
c.
d.

Less than 5,000 e. 20,001 to 25,000
5,001 to 10,000 £f. 25,001-30,000
10,001 to 15,000 g. More than 30,000

15,001 to 20,000

Title of person to whom the director of internal auditing
reports

Controller
Vice President for Finance

Vice President for Administration
President

Board of Trustees
Audit Committee

Other, please identify
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10.

11.

Number of professional staff in
department

a. One

b. Two or three

c. Four or five

d¢. More than five

Type of institution

a. Private b.
Does your institution offer any
a. Yes b.
Does your institution cffer any

a. Yes b.

Concerning XYou

internal auditing

Public

Masters degree program
No

Doctoral degree program

No

Your most advanced educational experience beyond high school

a. Some college

b. College degree

c. Masters degree

d. Doctorate

e. Other, please identify

Are you a CPA?
a. Yes
b. No
Are you a CIA?

a. Yes
b. No

Years of higher education administration (other than

auditing) experience

a. Less than one year

b. One year to three years
c. Three years to five years
d. More than five years

Years of audit experience

a. Less than one year

b. One year to three years
©. Three years to five years
d. More than five years
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12.

13.

14.

15.

16.

Years of public accounting experience

a. Less than one year

b. One year to three years
€. Three years to five years
d. More than five years

Years of college and university auditing experience

a. Less than one year

b. One year to three years
¢. Three years to five years
d. More than five years

Years of college and university operational auditing
experience

a. None

b. Some but less than one year
Cc. One year to three years

d. Three Kears to five years
e. More than five years

Your position title

a. Director of internal audit department or equivalent
b. Audit senior or equivalent

c. Audit staff or eguivalent

d. Other, please identify

Approximate ﬁercentage of your time spent on operational
auditing tasks

a. Less than 25%
b. 25% to 50%

¢, 51% to 75%

ad. 76% to 100%

Thank you very much for your participation. Please use
the self-addressed envelope to return the guestionnaire.
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APPENDIX C

OUTLINE OF QUESTIONNAIRE DISTRIBUTION PROCEDURES
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Outline of Questionnaire Distribution Procedures

1. Official mailing labels for all members of the
Association of College and University Auditors were obtained
from the ACUA.

2. Because the current mailing list of the ACUA's mem-
bership contained names of professionals other than internal
auditors employed by United States' colleges and univer-
sities, the names of those who were not so employed were
eliminated. Employment status was determined by reference
to position title for each member.

3. Each of the 328 remaining members was assigned an
jdentification number to be used throughout the gquestion-
naire distribution process.

4, On May 6, 1988, 328 packets containing a cover
letter (Appendix E)}, a final questionnaire (Appendix A), a
letter from the ACUA, and a stamped return envelope were
mailed to the people selected from the mailing list.

5. Step 4 was repeated on May 14, 1988,

6. On May 25, 1988, packets containing a final request
letter (Appendix F), a questionnaire, a letter from the
ACUA, and a stamped return envelope were mailed to subjects

who still had not responded.




APPENDIX D

OUTLINE OF QUESTIONNAIRE DEVELOPMENT PROCEDURE
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Outline of Questionnaire Development Procedure

1. A list of 8 organizational attributes was devel-
oped, based mainly on the standards for the Professional
Practice of Internal Auditing (SspPIA) (IIA, 1978).

2. A list of 5 personal attributes was developed,
based mainly on the SPPIA.

3., One environmental attribute was developed, based
mainly on the review of relevant literature and discussions
with college and university auditors.

4. Based on the 8 organizational attributes, 39
guestions/statements were developed for inclusion in Part I
of the preliminary questionnaire.

5. Based on the 5 personal attributes, 25 questions/
statements were developed for inclusion in Part I of the
questionnaire.

6. Based on the environmental attribute, 8
questions/statements were developed for inclusion in Part I
of the preliminary guestionnaire.

7. A list of 23 questions/statements dealing with the
current status of operational auditing in United States
colleges and universities was developed for inclusion in

Part II of the preliminary questionnaire.
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8. A list of 16 demographic questions was developed
for inclusion in Part III of the preliminary questionnaire.
9, A preliminary questionnaire (Appendix B) was
developed by combining (a) the list of questions/statements

dealing with organizational, personal, and environmental
attributes; (b) the list of questions/statements dealing
with the current status of operational auditing in American
colleges and universities; and {(c) the list of questions/
statements dealing with demographic information.

10. A final questionnaire (Appendix A) was developed
after pilot testing by 18 college and university auditors.
The final questionnaire consists of 70 questions and state-
ments in Part I, 23 questions in Part II, and 21 demographic

questions.




APPENDIX E

COVER LETTERS~-FIRST TWO MAILINGS
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May 6, 1988

Dear Auditor:

Will you please take a few minutes of your time to
give me your ideas on the importance of certain factors
associated with performance 1n operational auditing, as
well as your ideas on the current status of operational
auditing at your institution.

You and your fellow auditors at American colleges

and universities are the only individuals who will
articipate in this study, so your response is extremely
important to me. Your answers will help to identify
important factors associated with operational auditing
for colleges and universities. Your answers will also
identify the current status of operational auditing,
which is a necessary condition for determination of its
future direction. Of course, all responses will be kept
in strict confidence.

Please use the enclosed envelope to mail your
completed questionnaire to me by May 13, 1988.

Sincerely,

A. N. Azad
Department of Accounting
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May 14, 1988

Dear Auditor:

Will you please take a few minutes of your time to
give me your ideas on the importance of certain factors
associated with performance 1n operational auditing, as
well as your ideas on the current status of operational
auditing at your institution.

You and your fellow auditors at American colleges
and universities are the only individuals who will
participate in this study, so your response is extremely
important to me. Your answers will help to identify
important factors associated with operational auditing
for colleges and universities. Your answers will also
identify the current status of operational auditing,
which is a necessary condition for determination of its
future direction. Of course, all responses will be kept
in strict confidence.

Please use the enclosed envelope to mail your
completed questionnaire to me by May 21, 1988.

Sincerely,

A. N. Azad
Department of Accounting




APPENDIX F

COVER LETTER--FINAL MAILING
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May 25, 1988

Dear Auditor:

On May 6 and May 14, T mailed copies of the enclosed
questionnaire to you and some other auditors at American
colleges and universities. So far, an overwhelming majority
of the questionnaires have been completed and returned.

would you please complete the qguestionnaire and return
it to me? If not, would you please check the appropriate
response below? I would appreciate hearing from you by
June 2, 1988.

Sincerely,

A. N. Azad
Department of Accounting

I am not an auditor at an American college or
university.

I am an auditor at an American college or university,
but I do not wish to participate in this study.
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Table 10

Demographic Data

Demographic N %
gize of institution in terms of enrollment
< 5,000 students 27 17.2
5,001 - 10,000 students 42 26.8
10,001 - 15,000 students 23 14.6
20,001 - 25,000 students 14 8.9
25,001 - 30,000 students 11 7.0
> 30,000 students 22 14.0
Total 100 100.0
Number of professional internal audit staff
at institution
One 53 33.8
Two or three 43 27.4
Four or five 21 13.4
More than five 40 25.5
Total 157 100.0
Practice of evaluating success of operational
auditing at institution
Does evaluate success 54 34.4
Does not evaluate success 103 65.6
Total 157 100.0
Frequency of evaluation of success
Per assignment 40 25.5
Once a year 14 8.9
Twice a year 2 1.3
Not applicable 94 59.8
Others 7 4,5
Total 157 100.0

(table continues)
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Table 10--(continued)

Demographic

12
oP

Practice of external audit at institution
By public accounting firm7245.9
By state auditors4729.9
By both public accounting firm and
state auditors2515.9
By other types of external auditorsl12 7.7
No external audit 1 0.6

Total 157 100.0

Practice of operational auditing by external

auditors at institution
Is performed4126.1
Is not performed 11271 .4
Not applicable 4 2.5

Total 157 100.0

Type of institution
Publicly funded 11975.8
Privately funded3824.2

Total 157 100.0

Educational background of auditors
Some college 5 3.2
Bachelor's degreeB8352.9
Master's degree6440.8
Doctoral degree 3 1.9
Other 2 1.2

Total 157 100.0

Auditors' years of higher education
work experience
None 0 0.0
Some, but < 1 year 1 0.6
One-Three years 9 5.7
Three-Five yearsl13 8.3
> FPive years 134 85.4

Total 157 100.0

(table continues)




147

Table 10--(continued)

Demographic N %

auditors' years of public accounting

experience
None 69 43.9
Some, but < 1 year 9 5.8
One-Three years 36 22.9
Three-Five years 26 16.6
> Five years 17 10.8
Total 157 100.0

Auditors' years of college and university

auditing experience
None 0 0.0
Some, but < 1 year 0 0.0
One-Three years 34 21.6
Three-Five years 23 14.7
> Five years 100 63.7
Total 157 100.0

Auditors' years of college and university

operational auditing experience
None 0 0.0
Some, but < 1 year 0 0.0
One-Three years 45 28.6
Three-Five years 29 18.5
» Five years 83 52.9
Total 157 100.0

Auditors' position title
Director of Internal Audit Department 89 56.7
Internal audit senior 28 17.8
Internal audit staff 40 25.5
Total 157 100.0

(table continues}
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Table 10--{continued)

Demographic N %

Time spent on operational auditing at

institution
< 25% 46 29.5
25% - 50% A8 30.8
51% - 75% 46 29.3
> 75% 17 10.4
Total 157 100.0

Auditors' reporting status
Controller 4 2.5
Vice-President 62 39.0
President 45 29.5
Audit committee 19 12.0
Board of trustees 6 4.0
Dual reporting 10 6.0
Others 11 7.0
Total 157 100.0
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Table 11
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T-Values and Two-Tailed Probabilities for
Factors Within All Attributes

Hypothesis Attribute Means Pooled Variance Estimates
Certified Non- T-Value Two-Tailed
auditors Certified Probabilities

Auditors
Independence

1. Report to the audit

committee 4,05 4,27 -1.16 0.248 ns
2. Report to the

president 3.90 3.82 0.45 0.655 ns
3. Report to the

board of trustees 3.66 3.76 -0,50 0.615 ns
4. Report to a

vice-president 2,85 3.00 -0.70 0.482 ns

audit Plan

5. Establishing

objectives 4.85 4,49 0.69 0.491 ns
6. Establishing the

areas, timing, and

estimated time

needed 4,13 4,00 0.91 0.364 ns
7. Providing background

information 3.87 3.82 0.26 0,792 ns
8. Establishing mumber

of auditors, knowl-

edge, skills, and

expertise needed 3.71 3.51 1.28 0.203 ns

audit Program

9, Establishing steps

for evidence accumu-

lation 4.13 4,08 0.33 0.739 ns

(table continues)
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Hypothesis Attribute Means Pooled Variance Estimates
Certified Non- T-Value Two-Tailed
Auditors Certified Probabilities
auditors
10. Establishing steps
for evidence
evaluation 3.81 3,90 ~0.53 0.595 ns
11. Establishing steps
for sampling 3.54 3.76 -1.30 0.197 ns
audit Supervision
12, Review of audit
reports 4,71 4,43 2.51 0.013 *
13. Review of working
papers 4,66 4,43 2,00 0,048 *
14, Adequate supervision
during audit 4,43 4,18 1.84 0.068 ns
15. Badeguate instruction
at beginning of
audit 3.95 3.96 -0,05 0,960 ns
Continuing Education
16. Professional
conferences and
seminars 4,27 4.12 1.17 0,243 ns
17, Inhouse programs 3.59 3,76 -0.68 0.495 ns
18, Formal oourses
offered by colleges
and universities 3.51 3.53 -0.12 0.904 ns
Training
19, Training in
operational auditing
for colleges and
universities 4,02 4,16 -0,98 0.331 ns
20. External training
programs 3.75 3.69 0.46 0.650 ns
21. Inhouse training
programs 3.42 3.45 -0.,17 0.863 ns

5
by

{table continues)
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Table 11--{continued)

Hypothesis Attribute Means Pooled Variance Estimates
Certified Non~ T-Value Two-Tailed
auditors Certified Probabilities

Auditors

22, Training in opera-
tional auditing for
nonprofit entities 3.27 3.51 -1,45 0.149 ns

Aaudit Report

23, Accurate and
unequivocal com-
munication of

material facts 4,72 4.69 0.36 0.718 ns
24, Supporting conclu-

sions with findings 4.71 4,67 0.56 0.575 ns
25, Discussing report

with auditees 4.76 4,57 1.88 0.062 ns
26. Good communication

skills 4,73 4,47 2.60 0.010 *

27. Providing practical
and cost—effective
recommendations 4,61 4,45 1.42 0.158 ns

audit Follow=-Up

28, Auditee's timely

response to the

audit report 4,46 4,35 0.00 1.000 ns
29, audit follow-up to

ensure corrective

action was taken 4,33 4,33 0.93 0.355 ns

Objectivit

30. Freedom from operat-

ing responsibilities 4,64 4,45 1,44 0.151 ns
31. Reassignment in

certain situations 4.61 4,43 1.34 0.181 ns
32. Rotation among

assignments 3.77 3.78 0.07 0,945 ns

{table continues)
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Hypothesis Attribute

Pooled Variance Estimates

Certified Non- T-Value Two-Tailed
Auditors Certified Probabilities
auditors
Technical Competence
33, Proficiency in
computer informa-
tion systems 3.80 3.90 -0,.83 0.407 ns
34. Proficiency in
financial and
cost accounting 3.80 3.86 -0,43 0.665 ns
35. Proficiency in
external auditing
techniques 3.77 3.86 -0.51 0.611 ns
36. Proficiency in
quantitative method
and techniques 3.63 3.74 -0.78 0.437 ns
37. Proficiency in
nonprofit accounting 3.56 3.74 -1.,20 0.232 ns
Experience
38. Financial and com-
pliance auditing
experience 3.69 3.82 -0,.84 0.403 ns
33. Managerial work
experience 3.01 2,92 0.58 0.562 ns
40, ©Public accounting
work experience 2.72 2.63 0,50 0.618 ns
Professional Certification
41, Encouraging
attainment of CIA
certification 4,09 3.61 2,99 0.003 *
42, Encouraging
attainment of CPA
certification 3,54 2.90 3.23 0.002 *
43, Requiring CIA
certification as
a condition of
employment 3.28 2.72 2.72 0,007 *

(table continues)
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Hypothesis Attribute Means Pooled Variance Estimates
Certified Non- T-Value Two-Tailed
auditors Certified Probabilities

Auditors

44, Requiring CPA

certification as

a condition of

employment 2,90 2,21 3.53 0,001 *

Interpersonal Skills

45, Encouraging

auditees to develop

and recommend

solutions for

deficiencies 4,36 4,25 0.89 0,376 ns
46, Avoiding negative

language in the

audit report 3.84 4,00 -0.98 0.330 ns

Knowledge and Understanding of Environment

47. College degree in

accounting 3.83 4,10 -1.84 0,068 ns
48. College degree with

emphasis in both

higher education

administration and

accounting 2.93 3.14 -1.14 0.254 ns
49, Prior higher educa-

tion administration

work experience 2.76 3.00 -1.35 0.178 ns
50, College degree in

higher education

administration 2.56 3.10 -3.24 0,001 *




APPENDIX I

STANDARDS FOR THE PROFESSIONAL PRACTICE

OF INTERNAL AUDITING!

1Corpyriqhted in 1978 by the Institute of Internal
Auditors. Reprinted by permission of the author.
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PLEASE NOTE:

Copyrighted materials in this document have
not been filmed at the request of the author.
They are available for consultation, however,
in the author’s university library.

These consist of pages:

156-165, Appendix I Standards for the Professional Practice of
Internal Auditing
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Standards for the Professional
Practice of Internal Auditing™*

Introduction

tuternal auditingg is an indepeadent apprisisal
Lunctiose estabhshed within an onganization te
evannne and evaluate its aclivities as i sevice to
the vrganization. The objective of internal wudit-
i i to assist inebers of the ongaizadion in the
ellective discharge of theie vesponsiladities, Tn
this e, mternal auditing turnishes them with
analy ses. appraisals, recammendations, connsed,

and indnrmation concerning the activ
viewel.

e wembera of the organiztion assissed by
mternal auditing include those in management
andd the board of directors. Enternal auditors owe
a responsibility to bath, providing them withs in-
tormation about the adequacy and effectiveness of
the organization’s system of internal control and
the quality of pedurnance. The information fur-
nished to each may ditfer in format and detail, de-
pending upon the requirements and requests of
management and the board.

The internal auditing department is an integral
part of the organization and functions under the
policies established by management and the
bourd. The statement of purpose, authority, and
responsibility (charter) for the internal auditing
depurtment. approved by managenent and ac-
cepted by the board, should be consisteut with
these Standards for the Professional Practice of
{nternal Auditing.

*Thuy extract meludes pages 3 and 1081 to 500-3 of the Stun-
durds.

The charter shoufd nutke clear the pirgoses of
the internal auditing depractiment, specily the na-
restricted seopae of its work. and declave hat au-
ditars are to lave no aathority or responsbility
tor the activities they awdit,

Throwghout the workd inteenab auditing is per-
tormed in diverse envirowineuts and within or-
gonications which vary in purpuse, sice, and
structure. 1 addition, the Llaws aud custons witli-
in varions countries differ frome one another.,
These dittevences smy adivet the practice of inter-
nal auditing e each covioament, The -
plementation of these Standards, therefore, will
be governed by the enviromnent in which the in-
ternal auditing departinent carries out its as-
signed respinsibilities. But compliance with the
concepts enuuciated by these Standirdy is essen-
tiul hefore the responsibilities of internal awditors
can be et

“Independence,” us used in these Standards,
requires clarification. Internal auditors wmust be
indepeudent of the activities they audit. Such in-
dependence permits interaal auditors to perform
their work freely and objectively. Without inde-
pendence, the desired results of internal auditing
canntot be realized.

In setting these Standards, the following de-
velopments were considered:

1. Bouaeds of directors are being held increas-
ingly accountahle for the adequacy and effective-
ness of their organizations’ systems of internal
control and sjuality of performance.

2. Mewmbers of inanagement are demonstrat-

156




ing increased acceptance of internal auditing as a
means of supplying objective unalyses, apprais-
als. recommendations, counsel, and information
on the organization’s controls and performance.

3. External auditors are using the results of
internal audits to complement their own work
where the internal auditors have provided suita-
ble evidence of independence and udequate, pro-
fessional audit work.

[n the fight of such develuopments. the pur-
poses of these Standards are to:

1. Impart an understanding of the role and
responsibilities of internal auditing tu all levels of
management, boards of directors, public bodies,
vaternad auditors, and related professional oegani-
wations.

9. Establish the basis for the yuidance and
measurement of internal auditing performance.

3. Improve the practice of internal auditing.

The Standards differentiate wmong the varied
responsihilities of the organization, the internat
auditing department, the director of internal an-
diting. and internal auditors.

The five general Standards ase expressed in
italivized statements in upper case. Following
each of these general Standards are specific
standards expressed in italicized statements in
lower case. Accompanying each specific standard
are guidelines descnibing suitable means of meet-
ing that standard. The Standards cacompass:

I, The independence of the intermal anditing
department from the activitios andited and the
ohjectivity of internal auditors,

2. The proficiency of internal auditors and
e professicual care they should exercise.
3. The seope uf internal auditing work.

4. The performance of internal auditing as-
signments.

A Fhe msnagement of the witernad andiling

depisetonent.

The Standards and  the  accompanying
smidelines employ three terms which have heen
given specific meinings. These are as fullows:

The term hoard includes hoards of directors,
audit committees of such boards, heads of agen-

cies or legislative bodies to whom internal au-
ditors report. boards of governors or trustees of
nonprofit organizations, and any other designated
governing bodies of organizations.

The terms director of internal auditing and di-
rector identify the top position in an internal au-
diting department.

The term internal auditing department in-
cludes any unit or activity within an organization
which performs internal auditing functions.

100 INDEPENDENCE

Internal auditors should be independent of the
activities they audit.

.0t Internal auditors are independent when
they can carry out their work freely and objec-
tively. Independence permits internal auditors to
render the impartial and unbiased judgments es-
sential to the proper conduct of audits. It is
achieved through organizational status and objec-
tivity.

110 Organizational Status

The organizational status of the internal audit.
ing department shonkd be sufficient to permit the
accomplishment of its audit responsibilities.

.01 [nternal auditors should have the support
of management and of the board of directors so
that they can gain the cooperation of auditees and
perfori their work free from interference.

1 The directar of the internad auditing de-
partment shonld be responsibile to an indli-
vidial in the organization with sufficient au-
thority to promete independence and to en-
sure broad andit coveraee, adequate consider-
ation ot it copaorts, and appropriate action
unaudit reconmnendations.

2 The director should have direct com-
mmnmication with the mard. Regular communi-
cation with the Doard helps assure indepen-
dence aned provides aomeans for the bosod aml
e divevtor 1o keep cach other inforsned on
matlers of sl interest,

.3 independence is enlunced when the
lward concurs in the appointment or remaoval
of the director of the internal anditing depart-
ment. '

.4  The purpose, authority, and responsi-
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“bility of the internad anditing  department
should be defined in a tonnal writteu docu.
meut (chaster). The director should seek ap-
prosal of the chacter by masagentent as wellas
acerptanee by the aed, The charter should
w) estalstish Hie depactinent’s position within
the onganization, (M autherize access toores
cords, persounet, and physical propectivs rele-
vaat to the pertormauce of audits; and (¢) de-
fine tle scope of internat auditing activities.

5 The dircetor of internad auditing should
suhunt asunially to management for approval
ancl to the board fur ity intornetion a smmmary
of the departumcant’s audit work schedule, staf-
ting plan, and fnancial Ducget. The director
should also submit ol sigaificant  interim
changes Tor approval wnd intormetion. Andit
worh schednles, stalfing plans, and Fiancial
budgets should inform management and the
twoard of the scope of internal auditing work
and of any lintitations placed on that scope.

.6 The divector of interal anditing shoidd
subnuit activity repurts to management arl to
the board annually or more frequently as nec-
essiry. Activity reports should highlight signife
icant audit findings and recommendations and
ssonld inform wanagemeut ind the Tward of
any significant deviations from approved audit
work schedules, staffing plans, and fAnuncisl
hudgets, and the reasons for then.

120 Objectivity

Internad auditors should be objective in per-
forming audits.

.01 Objectivity is an independent mental at-
titude which internal auditors should maintain in
performing audits. Internal auditors are not to
subordinate their judgment on audit matters to
that of athers.

.02  Objectivity requires internal auditors to
perform audits in such a manner that they have
an honest belief in their work product and that no
significant quality compromises are made. Inter-
nal auditors are not to be placed in situations in
which they feel unable to make objective profes-
sional judgments.

.1 Staff assignmeats should be made so
that potential and actual conflicts of interest

and hias are avoided. The director shonkl
perivdically olstain teoin the andit staffinforma-
tion concerning poteutial contlicts of intesest
and Dias.

2 tuternal awditors shoukl vepart to Use
dircetor iy sitnativns in which a vonflictol'in-
“herest or bias is present or may reasiably be
interred. The director should then reassign
such auditors.

3 Stalt wssignments of internal auditors
should s rotated perixlically whenever it s
practivabile to do so.

4 lnternasl aclitors shoulll not assune
uperating vesponsibilities. But i on occasion
management direets internal awditors to per-
forn nanandit work., it should e understomd
it they ave not fenctioniug as pdernal ane
ditars. Moreover, objectivity is presumed to
e impaired when internal auditors gudit any
activity for which they had authority or respon-
sibifity. This impairment should he cousidered
when reparting andit results.

5 Perssus tramsterred to or temporarily
engaged by the mternal auditing department
should not hie assigned to audit those activities
they previously performed until a reasonabile
perind of tinwe bay clapsed. Sucs asiguments
are presunted to impair objectivity und should
be cowsidered when supervising the audit
work and reporting audit results.

.6 The results of internal audit work should
he reviewed betore the related andit report is
released to provide reasonubife assurance that
the work was performed abjectively.

.03 The internal auditor’s objectivity is not
adversely affected when the auditor recommends
standards of comtrol for systems ur reviews proce-
dures before they are implemented. Designing,
installing, and operating systems ure not audit
functions. Also, 1he drafting of procedures for sys-
tems is notan sudit function. Performing such ac-
tivities is presutued to impair zudit objectivity.

200 PROFESSIONAL PROFICIENCY

Internal audits should be performed with pro-
ficiency and due professional care.,

.01 Professional proficiency is the respousi-
bility of the iutermal auditing department and
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cach internal auditur. The depariment should as-
sign to each audit those persons who collectively
possess the necessary knuwledge, skitls, and dis-
ciplines to conduct the audit properly.

The Internal Auditing Department
210 Staffing

The intermad anditing department should pro-
vide asstrance that the techaical proficiency and
educational ickground of intermald anditors are
appropriate b the qudits to be performed.

.01 The director of interna} auditing should
establish suitable criteria of education and experi-
ence for filling internal ancliting positions, giving
(llll' ('llll‘il‘(ll'r-lt san hey seope lll‘ wol i |"|(| ll'\l’f'l "l‘ re-
sporssbility.

02 Reasonable assurance should be obtained
as to cach prospective auditor’s qualitications and
proficieney.

220 Knowledge, Skills, and Disciplines

The internal anditing department should pos-
sesy or should obtain the knowledwe. skills, and
diseiplines needed to carrv out steandit responsi-
Inlities

1 the itermad acliting stall could vollee-
tivedy possess the knowledize and skalls essential
ta the practice ofthe profession within the organi-
satiom. These attributes include proticusiey inap-
phing intermal ancliting stanchuals, proceduores,
and teclmigues.

02 The internal anditing departsient shoukl
have cinplovees or nse consubtants who are qual-
l‘i\('iplillt'\' an

lied m such aevatntiug,

coamomies. lisanee, skahistus ededhoniv data

|n-H'|'\\m|.L rngim-rriug. Lanad i, '.mll luw s

necded o meet udit respousibilities. Fach

member of U depactment, however, need not
be epuaditid iu all ut these disciplines.

20 Nupervision
the interoad anditng departinent shedd pro-

vide axsurance that internad andits are properly
sttpervised,

A The director of aternal auditing is re-
sprnsilde for providing appropriate sudit super-
vision. Supervision is 4 contivuous process, be-

ginning with planning and ending with the con-
clusion of the audit assignment,

.02 Supervision includes:

.1 Providing suitable instructions to subsor-
dinates at the outset of the audit and approving
the andit program.

.2 Seeing that the approved audit program
is carried out unless deviatious are hotls jus-
tified and authorized.

.3 Determining that audit working papers
adequately support the audit findings. conclu-
sions, and reports.

.4 Making sure that audit reports are accu-

rate, ohjective, clewr. concise, constructive,
andl timely.

.5 Determining that aadit objectives are
lreing met,

03  Appropriate evidence of supervision
should be documented and retained,

.04 The extent of supervision required will
depend on the proficiency of the internal anditors
and the difficulty of the audit assignment.

05 Allinternal anditing assigments, whether

performed by or for the internal andliting degat-

mend, reavain the respensibility of its director,

The Internal Auditor
240 Compliance with St ds of Conduct

foternad anditors shoudd connply with profes-
stennitd stanelareds of condiet.

01 The Code of Ethics of The Institute of In-
teenal Awditors sets Forth standards of eoncluct
anl provades o basis for entarevnunl anwng ils

siemters The Code calls Tar el staandacds ol
lLonesty, oljectiviy, chiligenee, and Sovalty to
whicl internal suditaes shoukl contoro.

250  Knowledge. Skills, and Disciplines
totenaal aeaditons shordd possess the Aenns!
cdve, shitle, audl disciplines eaentrad to the per-
formance of internid andits.
.01 Fach internal avditor shondd possess cer-
tain knowledge amd skills as follows:

A Proliciency in applying internal audit-
ing standards, procedures, ad techniques is
required in perdoeming internal audits. Profi-
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creney means the ability to apply knowledge to
situatious likely to he encountered and to ded
with thetn without extensive recourse to tech-
meal researeh and assistance.

2 Proficiency inswceountmg prineples ad
techuigques s regened of anditors swho work

entensn els sl Broancsal records and tspants.

23 Ao understanding of inanagement pria-
ciples s rrquirt'll o recognice aid evaluate the
materiality wul significance of deviations from
g‘nu{ [T reacliee. in uullvrxl.nuling
namans e abnhity soappls broad kins lelse e
sitiations lihely to be euconntered, i tecog-
mze sigiticant deviations, and to be able to
carry ot the reseurch necessury to arnve at
reasonable solutions.

A An appreciation is regquired of the fun-
damentals of such subjects as accountivg,
ceonamics, congnercial law, taxation, finance,
quantitative methods, wl computerized intor-
maticit systems. An apprecistion ieans the
abulity to recognize the eastence of prohilens
ur pntvnti.tl pmhlvun and to determine the
turther research to be undertaken or the assist-
ance to be obramed.

260 Human Relations
Internal auditors should be skilled m dealing
with people and in communivating effectively.

ind Cominunicalions

01 [nternal  auditors  should  understand
hutman relations and maintain satisfactocy re-
Latonships with auditees.

02 Internal auditors should be skilled in vral
and written communications so that they can
clearly and effectively convey such matters as
audit objectives, evaluations, conclusivns, and
recommendations.

270 Continuing Education

Internal auditors should maintain their tectns-
il competence through continuing education.

.01 Internal auditors ure responsible foe con-
tinuing their education in order to maintain their
proticiency. They should keep informed about
improvements and current developments in in-
ternal auditing standards, procedures, and tech-
niques. Continuing education may be obtained
through membership and participation in profes-
simal societies: attendance st conterences, semi-

nars, college courses, and in-house teaining pro-
graws: aud participation i resvarch projects.

280 Due Professionad Care
ftcrsnd aanhitors shoaled evercise duc prodes-
sl e i petforning el aodis

AL e plllh‘\\nm;ﬂ e calls o e apphi-
cation of the care aed skilf expeeted of o
reasonalsty prodeat and competent internal -
ditor 1 the sane or similaar aresimstanees, Pro-
(esstoaal care should, therefore. heappropsie to
the comuplenitees o the andit howeg perhomell 1a
cavrensing due pratessissal e, mteonal achitons
shonsdd be alert to the posasdbility of intentional
wrongdaing, crrors and omissions, jnefhiciency,
waste, ineffectiveness, and conflicts of interest.
They should alse be alett tu those conditions and
activities where rrregularitios are st likely to
wenr, In addion, they shonld identidy  iu-
adecquate controls and recommend inprove-
ments b promate compliance with acreptable
procedures and practices.

02 Due care implies reasonable care and
competence, ot infullibility ot extravredinury
pertormance. Due care tequires the anditor to
conduct ewsninations ad verifications to a
reasosable eatent, but does not require detalesd
audits of sll trassactions. Accordingly, the interual
auditor canuot give absolute assurance that non-
vomnpliance  or irregularities do not exist,
Nevertheless. the passibility of material ir-
regularitivs or noncatnphance should be consid-
ered whenever the internad anditor undertakes sn
mternal anditing axsignment.

.03 When an internal anditor  suspects
wrongdoing. the wppropriate authoritics within
the orgauizition should be mtormed. The intes-
aal anditor may recommend whatever investifa-
tion is considdered necessary i the cireumstancrs.
Therewfter. the auditar should follow up o wee
that the mternal auditing dt‘purtlllt'tit‘s TEMHINN-
bilities have been met.

84 Exercising due professionad care s
using reascnable audit skill and Juelgment in per-
forming the aucdit. To this end, the internal au-
ditor should consider:

.1 The eatent of audit work needed to
achieve st objectives,

2 the relative materality or saniticance
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ot matters to which andit proclures are ap-
plied.
.3 The adeqquacy and effectiveness of inter-
nal controls.
A The costof anditing in relation to poten-
tiul benetits.
05 Due professi
establnhied operating standards and determining
\\'II(‘[}'Il'r lhﬂ\'(' ‘-l-l"(l-lr(ls aret il('('f'plilllif‘ .ltl(' AT

nal care includes evahiating

heing wet. When sueh standards are vague, t-
thoutittiv
ternal anditors are rt-quirl:d to interpret or select

interpretations shaald he sowghit. in-

aperating standards. they shonld seek agreement
witl andlitees as to the standards needed to meis-
wre operatimg perdorisance.

30 SCOPE OF WORK

The scope of the internal audit should encom-
pass the examination and evaluation of the ade-
quacy and effectiveness of the orgunization v s s-
tem of internad comtrol and the geality of per-
formance in carrving out assigned responsibili-
tres.

01 The scape of internd auditing work, as
specified in this standard, cnconmasses what
andit work shoald he perfarmed. Tt is recognized,
howeser, thal management and the hoard ol di-
rectors prroy e eeneral direchion as to e scope

ot work and the activities to be audited,

2 The porpose ol the review fueadeguaes of
the syslem ol iaternad conlrol s 1o ascertain
whetheer the system established provides reason-
able asstrinee that the ::ru.ll:iz.llinn's ul:jl'cliw"i
andh goals will be met eHiviestiy and economi-
villv.

A3 The puanpose of the revies for eHeetive-
wss ol the sydtea of internad contrad is 1 aseer-
ning as in-

taine whether the system is functi
tended.

.04 The purpuse of the review toe quality of
perlorasance is laaseertain whether the ongniza-

tose s obyectivesand voals I heeen ahicved.

A5 The pamars obnechives ol ilenal control
Jare toensare,
AU The rediahilty and integrity ol tlorm-
f1an
2 Camplimee with policies, plins, proce-
dures, Lews, and segulations,

3 The safeguarding of ussets.

.4 The economical and cflicient use of re-
sonrce's.

.8 The accomplishiment of established ob-
Jectives and goals for operations or programs.

310 Reliability and Integrity of Infarmation

tnternal anditors should review the refiability
and integrity of Bmancidd and operating informa-
tion and the meins uved to identili, measare.
chssifi, and report such inforantion.

01 Information systems provide dita for de-
cision making, controt, awd compliance with ex-
ternal requirements. Therefore, internal auditors
should examine information systems and, as ap-
propriite, ascertain whether:

.1 Financial and opeeating records and re-
ports contain accurate, reliable. timely, com-
plete, and useful information.

.2 Controls mer record keeping and re-
partingare adequate and etfective.

320 Compliance with Policies, Plans, Proce-
dures, Laws and Regulations

Internal auditors shonld review the sustems es-
tiblished to ensure compliance with those poli-
cies. plans, procedures, s, and regelations
wiich conddd have a significant impact on opera-
tions andd re FLUZ AN ated should determine whether
the e ganization i in complfiane.

O Mansagement is cosponsible for estabtish-
ing the systemns designerd to ensare connpliancee
with sucl requireinents s pelivies, plaas, proce-
dures, wl applicable Lw s and regulations. lnter-
wil anditons are responsible for determining
sohiether e systems ace adeguate and ellective

anal whether the aetivitus anslaed e l‘ulilpl\ Y
withahe appropriate regairements.

330 Safeguarding of Assets

fecter il aneditors shondd veview the mcans of
wtlogrding assets and, as appropriate, veriy the
evistenoe of such asvets,

01 Iuternal anditors should  review  the
iveins msed o safesscerd assets Frimvarions bepes
ol losses snch as those resolting leam thelt, five,
improper or illegal activities, and exposure to the

clements,
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02 Luternal anditors, when verifving the
caistenive of assets, shuukd nse gppropenate andit
procedures.

3 Frovemical and Efficient Use of
Roesemirces

Teterread atseditons shoubd apprane the coonn
and efficrency wath which resources are cmn-
ploved.

JAH Management s respoasible oy setting
aperating standarels 1o measure e actinoty's eeo-
nosnead sl ellicient nse ol resomees Inlernal
auhtors e responsible doe deternmng
whiether:

1 Operabing stundards Tave Treen ostab-
lishesH i socasuring ceanamy end efficieney.

3 Etablished operating staudassds are an-
derstoodand are bemg met,

23 Deviations haw operating stanclards are
identitied, anadyzed. and commumicated e
those responsible tor correctivas action,

4 Corrective action lias been taiken.

02 Audits related to the economical and efi-
cnnt wse of rosources should identity such condi-
tionsas,

A Undenstihzed faelsties,
.2 Nonproductive work,
3 Procedures which are not cost justified.

4 Overstatting or understafting.

150 Accomplishment of Established Objectives
and Goals for Operations or Programs

Intermad auditors should review operations or
programs to ascertain whether results are consis-
tent with established objectives and goals and
whether the operations or programs are heing
carried out us planned.

01 Management is responsible for establish-
ing operating or program objectives and goals,
developing and implementing control proce-
dures, and accumplishing desired vperating or
program resuits. Internal auditors should ascer-
tain whether such objectives and goats conform
with those of the organization and whether they
are heing met.

.05 Internal auditors can provide assistance

1o managgers whoe are llrvt-hlpilu.'. ohijertives,
ponls, aad systenas by determining whether the
underlying assiuptions are appropriate, whether
acenrate, current, ad relevant information »
|le‘i||1.'_ el amd whether ainpbaldes controls have
bren meorporated miln the oprrations o jo-

JURTITES

400 PERFORMANCE OF AUDIT WORK

Sudit work should include planning the audit,
cramining and evaluating information,  com-
mermiesding vosedts. and following up.

01 The nteenal auditor is yesponable tor
plariing sl condncting the sudit assignment,
subject tosispervisary review ad approval.

410 Planuing the Aeelit

taternad asedstors should plan cach andit.

01 Plaming should e docnmented wd
should include.

A Establishing audit objectives and scope
ofwork.

.2 Obtwming  background  information

abunt the activinies o be andited.
3 Determining the vesoarees neeessary fo
pertoria e auhi,

4 Conumunicating, with all who need 10
know about the andit.

5 Perfuruing, as appropriate, as on-site
survey to bevome familiar with the activities
and cantrols o be audited, to identify areas for
audit enephasis, wd to iovite anditee con-
mentsand suggestions.

& Wating the awsdit prograsn.
.7 Detenmining how, whien, aud to wliom
aclit resnlts well be caommunicated.

.8 Obtaining approval of the andit work
plan.

420 Examining and Evalualing Information

Tutermal anditors should collect, anafyze, mter-
pret, and document information to support audit
results.

01 The process of examining und evaluating
informmation is as tollows:
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1 Information should be collected on all
matters related to the audit uhjectives and
scope of work.

.2 Information should be sufficient, com-
petent, relevant. and useful to provide a sound
hasis for andit findings and recommendations.

Suflicient information is factual, ade-
quate, and convincing s that a prdent,
informed person wonkd reach the same
conclusions as the auditor,

Competent infornutiom is veliable and
the hest attainabie throngh the ase of ap-
propeiteandit technigpues.

fiedevant information supports aadit
finclings and  recotamenditions andl s
consistent with the objectives for the
audit.

Usefn! information hetps the organiza-
tion meet its goals.

3 Audn |}I‘{K‘l'lllll'l‘\, wiclnding the testing
andd sarpting techuigues enplined, shauld he
wlocted in wdvance, where practicable, and
capanded or altered i ciremnstauces warrant.

A The process of collecting, auadyzing, in-
terpreting, el dnenmentiog information
onld he supervised to provide reasoualde as-
arrance that the auditor's obyectivity is main-
tained and that goalsare aet.

A Warhnig papers that dovament the
anei sbonld be prepared Ty the saditor and re-
viewed by nunagement of the internal andit-
ingg department. These papers shoald record
the wdunmation obtained amb (he anabyses
yade aned shomld sapspt the bases for the Sl -
s b e wameeclidaons fa be u-|uu'lu|.

430 Cummunicating Results

Intornaf anditors shondd coport the vesults of

theer aerdit win k.

A sivned, witten seport shoukd Tae s
aniedl iy the andit evaminatise is completed
Tnleran reporis may e written o orad al nay
be teansruitted tarmally or inforaally.

2 T nteonad anditor shionld diseuss con-
clusions and reconnnendidions at appropriate
levals of paaagement hefore issuing finad writ-
ten cepuoels,

.3 Reports should be objective. clear, con-
cise, constructive, and timely.

.4 Reports shonld present the purpose,
scape. and results of the audit; and, where ap-
prapriate, reports should contain an expres-
_sion of the auditor’s opinion.

.5 Reports may include recommendations
for potential improvements and acknowledge
satisfactory performance and corrective action.

6 The auditee’s views about audit conclu-
sions or recommendations may be inclided in
the audit repurt.

T The director of internal auditing or de-
signee should review and approve the final
audit report before issuance and should decide

to whom the report will be distributed.

440 Following up

Inteenal anditoes should flow up to ascertin
that appropriste aetion iy taken on re pearteet inadit
findings.

1 faternal anditing should determine that
correctives action wins taken and is achieving the
desired resnlts, or that management or the board
s assumed the risk of not taking corrective ac-
tion on reported udings,

500 MANAGEMENT OF THE INTURNAL
AUDITING DEPARTMENT

The director of internal auditing should prop-
orly manage the internal auditing department.

01 The director of internal auditing is re-
spotsilites fue property wanaging the department
wrlhiat

A Awdi work GBS (e general purposes
arl respennibiilitios approved by numigenwnt
and wecepted by the board.

2 Resourees of the internal auditing de-
partment are cificieutly amd cifectivels cme-
i!“l\ "ll.

A wuld work comlorms ta the Stadaeds
tor the Profissional Practice of Tnternad Audit-
g

510 Purpose. Authority, and Responsibility

The director of internal auditing should have a
statement of parpose, authority, and responsibili-
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6 or the intennad anditing departinent.

A The direetor of wiernal anditnng is e
sponsible for secking the appeoval of neoage-
nent and the aceeptanee I the baad ol o lormal
wotten docnaentwhanien o the inteenal aadhit-
me depaninent

320 Planning

The divector of internal anditing shouwld estiab-
Ik plans to carmy ot tesponsibilities of the inter-
u.ir‘.unhrr’nu(I’r','l\n‘mu'nf

At I hese |1|.|||\ sl b comesastent sl Hae
mlesnal andhting depatmeat s charler aeal wiatl
the goaks ob the orgamzation.

02 The plamung process iwvalves establish-
.
’ ‘.‘11.!1\

2 Andiwork sehedides

3 statling plans andHinane! budeets

A Activity repiets

A3 The goals of the mterna auditinng depart-
wient shiould bee capable ol heing aceomplishied
withan speafied opeeatisng plins el bidgets and,
to the exteut pussible, slould he meassrable.
They shnald be aecompased by incasnrement
erteriaand targeted dates ol accomplishinent.

U4 dadit work sehedudes should include (@)
what activities are to be audited. () when they
will be audited. und ) the estinated time re-
quired, taking into accauat the scope of the audit
woark planned wwl the wature and extent of aulit
work pertormed by others. Matters to e consid-
in establishing  audit work  schedule
prorities should include (a) the date and results
of the last audit, (b) financial exposure; (¢) poten-
tial loss and risk; (d) requests by management; (e)
major changes in operatious, programs, systenm;
and controls; (I} opportunities to achieve operat-
ing, benefits, und (g) changes to and capabilities of
the audit stufl. The work schedudes should be suf-
ticiently flexible to cover unanticipated demands
o the internal anditing departinent.

l"rl"ll

05 Staffing plans and Binancial budgets, in-
cluding the number of auditors and the knowl-
edge, skills, and disciplines required to perform
their work, should be determined from audit
work schedules, administrative activities, educa-

tion el trinning reanirctnents, wiel mlit ree-
searchiand develapment cllonts,

06 Aetis ity reports shonhb he subuitted
peviodicadly - asmagement and o the hoard
'Illll'\l' I'I'|Nll|\ \hl”lhl |'i|t|l|¥.ll'l' [ ;H'l'll”"l-”lll'
with thee keptment’s woabs and aadig wonh
solicdules awl Jn 1'\|u'|||||t||||'\ wilthh hinane il
Ladgets. Ui shouhi caplans e teasons ton
e sarianees asl indicate any action taken or
needed.

330 Policies and Procedures

Phe ehten ton ol snterial aechting tamked Jru
vice sugstten pediones aud provedures ds guade the
avedst stadl,

1 The toran onl content ol watten pohcies
anel procedurss shonkd b appropriote ts tue size
and stractugas ol the dernad awditing elepar Linent
audd b vmllplr\l!_\ ol its work. Foranad alnans-
trative wnd 1echnical aodit mauals may not e
necded Iy bl internal anditing departinents. A
suiell internal wnditing departent iy be man-
aged informally. Tts andit stat may be directed
aadl amtrdiod dirorgeh daily, close supervision
and werittes senoranda fn e large nternal andit-
g departinent, mare tormal and comprelicnsive
policies wnd procedures are essential to guide (e
anlit stdF uecthee consstent complianee with Hie
department’s standardis of pevfornnce.

540 Personnel Munagement and Development

The director of internal auditing shonkd estals-
lish & program for selecting and devedoping the
hewan resausees of the intermal auditing depart-
et

0L The progrim should provide tor:

A4 Developing written job descriptina for
cachlevelof the endit staff,

-2 Selecting qualitied and competent indi-
viduals.

.3 Training aud providing continuing edu-
cational opportanities for esch internal au-
ditur.

A Appraisang each internal auditor's per-
formance at least annually.
.3 Providing counsel to internal auditors

on their performance and professional de-
velopment.
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556 External Auditors

The director of internal anditing should coordy-
rate internal and external audit eforts.

01 The intermal and external andit work
shonld be coordinated to ensure adequate andit
coverge and to minimize duplicate efforts.

02 Coordination ofaudit ¢ Fort invalves:

.1 Periodic meetings to discasy matters of
arutial interest.

2 Aceess to each nther's audit programs
el working papers.

.3 Exclange of audit reports and manage-
ment letters,

4 Conmon wwlensbtueding of it tech-
niggaes, methoels, awntl ternnnolagy .

560  Quality Assurance

The director of internal anditing shinild estab-
fish and maintiain 3 qeeadity assheanee program to
ovidite the operations af the intermad anditing
:l':‘fl.nfmf'nf.

A The purpase of this prograns is to provide
ceasonable assuranee that andit work contorins
with these Standirds, the internal auditing de-
partment’s charter, and other apphicable stan-
dierds. A quadity asswrance program should in-

clude the following elements:

.1 Supervision.
.2 laternal reviews.
.3 External reviews.

02 Supervision of the work of the internal a-
ditors should be earried out continually to assure
conformance with internal anditing standards,
departmental pulicies, und andit programs.

03 Internal reviews should be perdvemed
periodically hy members of the internal auditing
staff to appraise the quality of the audit work per-
formed. These reviews should be performed in
the same manner as any other intermal audit.

04 Extermal reviews of the intermal auditing
department should be performed to appraise the
quality of the department’s nperations. These re-
views should be performed by qualified persons
who are independent of the organization and who
do not have either a real or an apparent conflict
of interest. Such reviews should be conducted at
least onee every three vears. On completion of
the roview. i foraval, written report shosdd be is-
sued. The report should express an opinion as to
the departiment’s compliance with the Standlards
for the Professional Practice of Internal Auditing
ancl, as appropriate, should include recommen-
dations for improvement.

165




REFERENCES

Adelberg, A. H. (1975, November/December). Auditing on the
march: Ancient times to the twentieth century. The
Internal Auditor, 35-47.

Allport, G. W. (1967). Attitudes. In Martin Fishbein
(Ed.), Readings in attitude theory and measurement
(pp. 6-13). New York: John Wiley and Sons.

American Council on Education. (1968). College and
university business administration (rev. ed.}.
Washington, DC: Author.

Arens, A. A., & Loebbecke, J. K. (1984). Auditing: An
integrated approach (3rd ed.). Englewood Cliffs, NJ:
Prentice-Hall.

Association of College and University Auditors. (1980).
Internal auditing for colleges and universities.
Washington, DC: NACUBO.

Baker, Donald. (1976, October). The importance of internal
auditing in state higher education. The Internal
Auditor, 58-63.

Berryman, G. (1977, October). How to report after
correcting a condition. The Internal Auditor, 83-84.

Bigg, W. W. (1951). Practical auditing. London: H.F.L.
Publishers.

Bradt, J. D. (1969, July/August). Effectively presenting
an audit. The Internal Auditor, 43-483,

Briston, R. J. (1980, February). The changing role of the
internal auditor. The Internal Auditor, 23-28.

Brown, R. B. (1976, December). Disclosure in operational
auditing. The Internal Auditor, 79-81.

Cadmus, B. (1964). Operational auditing handbook. New
York: The Institute of Internal Auditors.

Cadmis, B. (1960, March). Operational auditing. The
Internal Auditor, 28-39,

166




167

Campbell, J. P.; & Pritchard, R. D. {1976). Motivation
theory in industrial and organization psychology. 1In
M. D. Dunnette {(E4.), Handbook of industrial and
organizational psychology (pp. 63-130). Chicago: Rand
McNally College Publishing.

Campfield, W. L. (1978, April). Management auditing:

Pathway to efficient, economical operations. The
internal Auditor, 33-39.

casler, D. J.; & Crockett, J. R. (1982). Ogerational
auditing: An introduction. Altamonte Spring, FL: The
Institute of Internal Auditors.

Choi, J. T. (1971, March/April). Operational auditing,
part 1. The Internal Auditor, 6-26.

Churchill, G. N., Jr. {1976). Marketing research:
Methodological foundation. Hinsdale, IL: The Dryden
Press.

Churchill, N. C., & Cooper, W. W. (1965, October). A field
study of internal auditing. The Accounting Review, 6(4),
267-281.

Cirtin, A. (1977, February). Network analysis and internal
auditing. The Internal Auditor, 27-31.

Clanecy, D. K., Collins, F., & Real, S. C. (1980, June).
Some behavioral perceptions of internal auditing. The
Internal Auditor, 50-56.

Clavelli, A. M. (1970, November /Decenber). Positive
reporting. The Internal Auditor, 27-31.

Clover, V. T., & Balsey, H. L. (1974). Research methods.
Columbus, OH: Grid.

Committee on Basic Auditing Concepts. (1973). A statement
of basic auditing concepts. Sarasota, FL: Author.

Daniel, W. W. (1975). Nonresponse in sociological survey--
A review of some methods for handling the problem.
Sociological Methods and Research, 3{3), 295.

De Marco, V. F. (1982, June). A case for independence.
The Internal Auditor, 24-25,

Dew, S. C. (1971, May/June). Are you communicating the
results of your audit? The Internal Auditor, 10-19.




168

Drucker, M. (1975, July/August). The importance of
internal auditing for higher educational administration.
The Internal Auditor, 57-63.

Dumm, J. H. (1971, December). Auditing for colleges and
universities. The Interpal Auditor, 57-63.

El Badry, M. A. (1956). A sampling procedure for mailed
questionnaires. The Journal of the American
Statisticians Association, 51, 209-227.

Evans, E. R. (1969, March/April). Some benefits of
operational auditing. The Internal Auditor, 42-49,

Fama, E. F. (1980). Agency problems and the theory of the
firm. Journal of Political Economy, 88(21), 288-307.

Fama, E. F. (1983). Agency problems and residual claims.
Journal of Law and Economics, 31, 327-349,

Fitzgerald, R. F. (1973, September/October). Influential
reports: Technical skills, not personal style. The
Internal Auditor, 44-50,.

Grove, K. D., & Savich, R. S. (1979}, Attitude research in
accounting: A Model for reliability and validty
considerations. The Acounting Review, 54, 522-537.

Hallinan, A. J. (1974, January/February). There is no
escape from follow-up except . . . . The Internal
Auditor, 31-38.

Helmstadter, G. C. (1964). Principles of psychological
measurement. New York: Appleton-Century-Crofts.

Henke, E. O. (1972, June). Performance evaluation for non-
profit organizations. The Journal of Accountancy, 51-55.

Higgins, J. A. (1973, May/June). The effective audit
report--Our most important product. The Internal
Auditor, 44-49.

Holmes, A. W., & Overmyer, W. S. (1972}. Basic auditing
principles. Homewood, IL: Richard D. Irwin.

Ibrahim, M. M. (1985). An examination of an integrative
expectancy model for auditors' performance behaviors
under time budget pressure. (Doctoral dissertation,
North Texas State University, 1985). Dissertation
Abstracts International, 46, 1341A.




169

Institute of Internal Auditors, {1978). Standard for the
Professional practice of internal auditing, Altamonte
Spring, FL: Author.

Jenson, M. C., & Meckling, w. H. {(1976), Theory of the
firm: Managerial behavior, agency costs and ownership
structure. Journal of Financial Economics, 3, 305-360.

Kirschling, W., & Staaf, R. (1975). Efficiency and
productivity: a behavioral view. 1In R. Wallhaus {(EQ.),
Measuring and increasing academic Rroductivity: New
directions for institutional research (No. 8) (pp. 61).
San Francisco, Jossey-Bass.

Lamperti, F. A., & Thurston, J, B. (1953}, Internal
auditing for management, Englewood Cliffs: Prentice-
Hall,

Lembke, v. c., Smith, J., & Tidwell, v, H.  (1974).
Continuing education: A must for Professional internal
auditors. fThe Internal Auditor, 55-62.

Leonard, w. p, (1963). The management audit, Englewood
Cliffs: Prentice-Hall.

Levin, H. M. (1971). Concepts of economic efficiency ang
educational production. pale Alto, CA: Stanford
University.

Lundberg, G. a. (1941). sociail research. New York:
Longman's Greene.

Lyman, H, B. (1971). Test Scores and what they mean.
Englewood Cliffs, NJ: Prentice-Hall.

Evanston, IL: Association of College and University
Auditors,

Manahan, R. a. {1975, October), The importance of internal
auditing in state higher education. The Internal

May, D. w. (1971, November/December). Audit reporting--The
functional approach. The Internal Auditor, 64-67.

McKee, T. E. (1986, October). Auditor professionalism ang
certification, The Internal Auditor, 31-33,




170

Miller, R. O, (1974). A review of the status of
operational auditing in state supported colle es and
universities, Unpublished doctoral dissertation, Georgia
State University, Atlanta.

Mints, F. E. {(1972). Behavioral patterns in internal audit
relationships (Research Committee Rep. No. 17).

Altamonte Apring, FL: The Institute of Internal Auditors.

Mints, F, E. (1954, June). Operational auditing. The
Internal Auditor, 32-36.

National Committee on the Preparation of Manual on College
and University Business Administration. (1952). College
and_university business administration (vol. 1).
Washington, DC: The American Council on Education.

Newton, B. N. (1979, August). Postaudit review: A
procedure for credibility. The Internal Auditor, 45-47.

Norbeck, E. F. (1969). Operational auditing for management
control. New York: American Management Association.

Oppenheim, A, N. (1966). Questionnaire design and attitude
measurement. New York: Basic Books.

Pattern, R. J. (1971, November /December). What auditors
and managers will be expected to know in the '70s. The
Internal Auditor, 26-31.

Philips, B. S. (1971). Social research: Strategy and
tactics (2nd ed.). New York: MacMillan.

Phyrr, P. A, (1969, May). Operational auditing: A run for
daylight. Financial Executive, 19-20.

Purnell, H. (1967, April). Operational auditing.
Accountin ers of The Twenty-Sixth Annual Conference
of Accountants {p. 49). Tulsa, OXK: University of Tulsa.

Rabinowitz, A. M. (1985, August). Audit futures. The
internal Auditor, 37-40.

Sawyer. L. B. (1981). The practice of modern internal
auditing., Altamonte Spring. FL: The Institute of
Internal Auditors.

Sawyer, L. B. (1979, December). Internal auditing:
Yesterday, today, and tomorrow. The Internal Auditor,
23-32.




17

Saywer, L. B. (1974, May/June). What's the internal
auditor's responsibility for preventing and detecting
fraud, grandfather? The Internal Auditor, 69-74.

Sawyer, L. B. (1973, March/April). Just what is
management auditing? The Internal Auditor, 10-21.

Seigel, S. (1958). Nonparametric statistics for the
behavioral sciences. New York: McGraw-Hill,

Seiler, R. E. (1972, January/February). Our changing
information technology and its impact upon the internal
audit function. The Internal Auditor, 40,

Sellitz, C., Wrightsman, L. J., & Cook, S. W. (1976).
Research methods in social relations (3rd ed.}. New
York: Holt, Rinehart, and Winston.

Skousen, K. F. (1987). An introduction to the SEC.
Cincinnati, OH: South-Western Publishing.

Smith, N. A, (1970, May/June). Achieving the objectives of
internal auditing. The Internal Auditor, 65-73,

Smith, N. W. (1971, April 15). New outlook on internal
audit: 1--Aims and objectives for a constructive
approach. The Accountant, 488.

Smith, T. J. (1970, March/April). The merits of
certifying internal auditors. The Internal Auditor, 14-
23.

Smith, W. F. (1971, May/June). Total audit communication:
The inside-out view. The Internal Auditor., 24.

Smith, W. S. (1972}, November/December). Certification--A
giant step. The Internal Auditoxr, 10-19.

Stettler, H. F. (1956}. Auditing principles. Englewood
Cliffs, NJ: Prentice-Hall.

Wallace, Wanda . (1980). The economic role of the audit in
free and requlated markets. Unpublished manuscript,
University of Rochester, Graduate School of Management,
Rochester, NY.

Watts, R. L., & Zimmerman, J. L. (1983). Agency problems,
auditing, and the theory of the firm: Some evidence.
Journal of Law_and Economics, 26, 613-633,




