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CHAPTER I

PURPOSE AND OVERVIEW

Introduction

Both institutions of higher education and private busi-
ness enterprises are faced with a multitude of complex prob-
lems regquiring sound ménagement decisions. Senior management
must continually evaluate the activities of every segment of
their organizations to determine whether the goals and ob-
jectives of the organization are being accomplished. In many
large organizations independent staff departments have been
. established to evaluate the activities of the organization as
d service to management. This study is concerned with this
independent appraisal staff function in institutions of higher
education and how it compares with similar staff functions in
private business corporations.

Chapter I is devoted to: an introduction to the staff
functions of internal auditing and institQFional research; a
statement of the research problem; the qu;ose of the study;
the primary hypotheses to be tested; the method of investiga-

tion; and the significance of the study.



Internal Auditing end Institutional Research
Internal auditing is one of the fastest growing sectors
of the accounting proféssion. From a membership of twenty-
four in 1941; the Institute of Internal Auditors (IIA) has
grown to a membership in excess of 24,000 in 1981.1 The IIA
has been instrumental in helping its members meet the generally
accepted criteria of a profession by:

1. Adopting a Code of Fthics.

2. Approving a Statement of Responsibilities of
Internal Auditors (Revised 1971).

3. Establishing a program of continuing education.
4. Developing a Common Body of Knowledge.

5. Instituting a certification program (1974).

6. Adopting Standards for the Professional Practjce
of Internal Auditing (1978).

A second organization of internal auditors that is impor-
tant to this study is the Association of College and dhiversity
Auditors. - This association was formed in 1958 and has a
current institutional membership of 400 members.3

Since World wWar II higher education has expanded its
role and scope to accommodate unprecedented numbers of stu-
dents. In 1940 there were 1,494,200 students in institutions
of higher education.l This number increased to 2,659,000 in
1950, to 3,583,000 in 1960, to 7,920,000 in 1970, and to
11,500,000 in the fall of 1979.4 During the late 1960's and
the entire decade of the seventies, external pressures forced
universities to examine their internal structures more care-

fully than ever before. These pressures started with the



student unrest of the 1960's and were extended into the
seventies by the spiraling costs of higher education, by a
slowing down of the growth in enrollments, and by some signi-
ficant changes in the enrcllment natterns of studénts.?

During the 1960's and 1970's institutional research in
higher education became a significant tool for self-examination,
accountability, and institutional improvement. The disci-
pline of institutional research had its beginnings in the
1940's and 1950's, yet it was not until 1957 that any interest
was shown at the ngtiohal level concerning formal offices
of institutional research. And, it was not until 1966 that a
national organization, the Association for Institutional
Research (AIR), was formed. By 1969 there were over 800 in-
dividual members of the AIR representing more than 450 insti-
tutions.6 Today the AIR is an international organization with

7 The

over 1800 members representing over 900 institutions.
AIR holds an annual meeting and publishes the proceedings as
well as a quarterly newsletter. The statad purposes of the
AIR are "to benefit, assist, and advance research leading to
improved understanding, planning, and operation of institutions
of higher education.“8

The purpose of the first part of this section has been
to establish the existence of two relatively new staff functions
found in organizations. Operationally, internal auditing is
a function common to both profit and non-préfit organizations.

Institutions of higher education make up only a small sub-set

of the total number of organizations with this staff function.



On the other hand, institutional research is a staff function
unique to institutions of higher education. Both functions
are young and have experienced tremendous growth over the
past fifteen years.

The purpose of the second part of this section is to
establish, by reference to the literature of internal auditing
and of institutional research, that many similarities exist
between these two.

The IIA states that internal auditing is "an independent
appraisal function established within an organization to
examine and evaluate its activities as a service to the
organization. The objective of internal auditing is to
assist members of the organization in the effective dis;harge
of their responsibilities. To this end, internal auditing
furnishes them with analyses, appraisals, recommendations,
counsel, and information concerning the activities reviewed."9

Unlike the IIA, the AIR has not adopted an acceptable
uniform definition of institutional research.10 They have
nonetheless formulated a statement of the purpose of their
organization, and in the literature of institutional research
several definitions of institutional research can be found
that are similar to the AIR's statement of purpose.

Institutional research is defined by Mason as "the sys-
£ematic appraisal and evaluation of the processes and opera-
tions of institutions of higher education; it includes the

whole spectrum of research in higher education from the more

'‘basic' research on learning processes and behavior to



applied fact finding research of an administrative nature.
Further, the role of institutional research in the resources
allocation process ought to be that of evaluating the effec-
tiveness of the use of resources toward the fulfillment of

institutional goals, objeci.ves, and priorities."11

Secondly,
Dressel states that “"the basic purpose of institutional research
is to probe deeply into the workings of an institution for
evidence of weakness or flaws which interfere with the attain-
ment of its purpose or which utiiize an undue amount of
resources in sc¢ doing.. In the search for flaws, no function,
individual, or unit or activity should be regarded as off

limits."1?

Finally, Tetlow, Wheeler, and Testerman in their
dissertations on the subject of institutional research, define
institutional research in the following ways:

Institutional research is a form of institutional

self-study consisting of data collection, analysis,

and reporting which is designed to provide decision-

influencin? information for institutions of higher

education.I3

Institutional research is a tool for investigating

problems, for relating effects of solutions to Ero-

blems, and for maximizing resource utilization. 4

Institutional research is those research activities

of an educational institution which provide analysis

of data and accommodations essential to effective

communication.

The similarities between the definitions of the two func-
tions are apparent. Both functions are internal to the or-
ganization, conduct appraisals of the organization, and
collect data about the activities of the organization as a
service to management. In the literature of the two functions

similarities are also found in the delineation of the functions.,



duties, and objectives of each; in each office's position

in the organizational structure and reporting responsibilities:
and in the training and qualifications of the personnel
employed. '

A final indication that similarities exist between these
two staff functions in the managemeht of colleges and uni-
versities is found in a 1979 research study funded by the
National Association of Accountants. The study, entitled
Planning and Control in Higher Education, examined the current
and prospective applicétion of management accounting in higher
education, The findings of the study were based on interviews
conducted with financial administrators at sixteen U.S.
colleges and universities. The group interviewed included
business officers, members of their staff, and in several
instances members of the Officerf Institutional Research.16

The first part of this section established the existence
of two new and distinct staff functions found in institutions
of higher education. These functions are internai auditing

and institutional research. The second part of this section

identified several similarities between these two functions.

Statement of the Problem
The general problem which this study addresses

deals with the belief apparent in the literature of higher
education and of accounting that the available information
systems and the degree of management control over operations
in institutions of higher education lag behind that which is

found in the private business sector. For example, Anthony



and Herzlenger'point out that one of the basic characteristics
of a non-profit organization is a tradition of inadequate

management controls.17

Furthermore, Gambino concluded that
"institutions of higher educaticn could increase their
accountability by developing better measures of outcomes and

‘performance evaluation techniques.“18

Referring to the lit-
erature available in the field of cost analysis in higher
education, a major study by the American Council on Education
concluded that "there is a logical and mutually supportive
relationship between the literature of a field and the
educational programs for training in that field., Few academic
administrators, institutional research officers, or business
officers.are trained in a setting where technology is applied
to higher education, and the lack of academic program activity
in higher education (specifically cost analysis) is related

to problems with the literature."19

Two specific problems will be addressed in this study.
The main problem relates to the status of the indefendent
appraisal function in institutions of higher education. A
1975 questionnaire study of the internal audit function at
238 colleges and universities reached two major conclusions:
they were:

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

2. "wWhere 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.“20
The above study was conducted at a time when there were
no official standards for evaluating the independent appraisal
staff function in organizations. 1In Juﬁe, 1978, the IIA's
Board of Directors resolved the problem of no official stan-

dards by adopting the Standards for the Professional Practice
of Internal Audjiting (SPPIA}. These standards were the cul-

mination of three years of study by the IIA's Professional
Standards Committee. Although standards for internal auditors
had been developed previously by other organizations and
individuals, the IIA's efforts marked the first such stan-
dards issued by the IIA. The IIA states that the standards
are "meant to serve the entire profession in all types of
businesses, in various levels of government, and in all
other organizations where internal auditors are found.“21
The standards are intended to represent the practice of
internal auditing as it should be. Thus, they are goals that
an internal audit department should strive to achieve. These
goals are embodied in five general standards of internal
auditing and twenty-five specific standards.

Of special importance to this study are the Scope of
Work general standard and the five specific Scope of Work
standards. Also of importance is the position taken that
the SPPIA apply to any unit or activity within an organization
whichl performs internal auditing functions. Finally, the

Standards apply to independent units within the organization



rather than external agencies.22 (The terms "internal audit

function" and "independent appraisal function" are used inter-
changeably in this paper.) .

The second specific problem of this study involves the
apparent lack of awareness between the functions of internal
auditing and of institutional research at institutions of
higher education. Very little evidence is found in the lit-
erature of the two functions of an awareness that the two
staff functions are possibly performing similar functions
and duties; that they ﬁave similar goals; and that they over-
lap or complement each other's activities in institutions
of higher education. To illustrate that this problem exists,
reference is made to two letters which were received in res-
ponse to the researcher's letter céncerning this possible
relationship between these two functions in institutions of
higher education. ' In the reply from the Executive Secretary
of the Association for Institutional Research, the following
statement is made. "It would be unusual for an office of
institutional research to be classified with an interpal
auditing department; some would actively try to avoid such

q
identification."->

Additionally, in the reply from the
President of the Association of College a... University Auditors
hé states that "while it has never occurred to me that there
might be anything complementary between the two distinct
entities of research and internal auditing, perhaps a project

in this area would be enlightening and worthwhile."24



Primary Hypotheses To Be Tested

Three primary hypotheses will be tested in this re-
search project. Each one involves statistical tests of
data gathered concerning the independent appraisal function
in colleges and universities with enrollments in excess of
15,000 students, and the independent appraisal function in
a randomly selected group of private business corporations
of similar size {(number of emplovees) to the universities
studied. The first primary hypothesis is:

. Hypothesis #1. Tﬁere is no difference between the

proportion of institutions of higher education that have
an internal auditing department responsitkls for performing
the five SPPIA Scope of Work standards and the proportion
of private corporations, of similar size to the institu-
tions of higher education, that have an internal auditing
department responsible for performing the five SPPIA Scope
of Work standards.

Having determined the number of institutions of higher

education and the number of private corporations that have

10

formally established an independent internal auditing depart-

ment within their organizations, the final two primary hypo-

theses will be tested. These two hypotheses are:

Hypothesis #2. There is no difference between the
proportion of total expenditures devoted to the five SPPIA
Scope of Work standards by offices responsible for con-
ducting internal independent appraisals in institutions of
higher education and the proportion of total expenditures
devoted to the five Scope of Work standards by the internal
audit department in private corporations of similar size to
the universities studied.

Hypothesis #3. There is no difference between the
proportion of full-time equivalent employees devoted to
the five SPPIA Scope of Work standards in offices respon-
sible for conducting internal independent appraisals in
institutions of higher education and the proportion of
full-time equivalent employees devoted to the five Scope
of Work standards by the internal audit department in pri-
vate corporations of similar size to the universities
studied.
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Data to test the three primary hypotheses was obtained
via a mailed questionnaire survey method. Also, in the pro-
cess of gathering information to test the three primary
hypotheses of the study, other data was obtained which proved
extremely beneficial and interesting. This supplemental
data included the following information:

a. The reporting level in the organization of the

independent appraisal departments in the two
test groups.

b. The individuals or groups that réutinely receive
activity reports from the independent appraisal
departments in the two test groups.

c. The academic and professional backgrounds of the
professional independent appraisal staff in the
two test groups.

d. The resources devoted to staff training and other
continuing educational activities by the indepen-
dent appraisal departments in the two test groups.

e. The time devoted to non-SPPIA Scope of Work
activities by the independent appraisal depart-
ments in the two test groups.

f. The division of the total effort devoted to the
SPPIA Scope of Work standard between the five
specific Scope of Work standards.

Method of Research

Relevant literature on internal auditing in both univer-
sities and private business enterprises was examined and
reviewed, with specific emphasis on the official pronounce-
ment of the Institute of Internal Auditors, Inc. Also, the
historical background of the growth of the function of internal

auditing and the relevant literature on institutional research

in universities were investigated. Special emphasis was also
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placed on prior studies of the independent apptaisal function
in colleges and universities and any comparison of this func-
tion with the independent appraisal function in private cor-

porations.

After the literature review, the basic steps in the
research methodology were determined. the first step in the
research design is a procedure to determine what offices or
departments have a primary or significant secondary respon-
sibility for conducting independent appraisals within the
universities and privaée businesses being studied. 1Initial
literature research indicates that in private business enter-
prises the office of internal auditing has this independent
appraisal responsibility, and in institutions of higher educa-
tion both the office of institutional research and the in-
ternal auditing office have this independent appraisal res-
ponsibility.

To accomplish this first step, a short questionnaire was
sent to the chief operating officers of twenty universities.
The chief operating officers were provided with the IIA's
official definition of the internal audit function and a
list of the five Scope of Work standards. The chief operating
officers were then asked to name the independent appraisal
units within their organizatioﬁ that have either a primary
or significant secondary function similar to the IIA's defi-
niticn.

The second phase of the project was a questionnaire sur-

"vey to determine the resources devoted to the five SPPIA
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Scope of Work standards by offices responsible for conducting
internal independent appraisals in universities. To accom-
plish this step a questionnaire was sent to»the directérs of
institutional research and directors of internal auditing at
all fou;-year degree granting colleges and universities in
the United States with enrollments of over 15,000 students.
The .enrollment limitation is required because a comparison
will be made between the data gathered from these universities
and data gathered from similar-sized private business enter-
prises. By surveying 6rganizations of approximately ‘similar
size, any extraneous variables caused by significant size
differences were held to a minimum.

The third step was to survey 177 private business
enterprises headquartered in the United States. The private
businesses were simila; in size to the universities based on
the number of employees. The directors of internal auditing
at the private enterprises were asked to respond to the same
questions as their counterparts at the universities. Next,

the three primary hypotheses were statistically tested.

Significance of the Study and Limitations
This study updates the 1975 study performed by Meyer Drucker,

and ktr making a direct comparison of the internal independent
appraisai functions at universities and private enterprises,
the study will help prove or disprove his conclusion that

educational institutions lag far behind private industry in
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using internal auditing as a tool for controlling and improving
operations. Tt should be noted that when he conducted his
study there were no official ITA standards to measure perfor-
mance nor to determine officially what functions an internal
audit department should be performing.

A second benefit of the study is that it will help
determine if the institutional research office, or any other
internal office, is performing part of the Scope of Work
function that internal audit departments in most organizations
traditionally perform.' Institutional research isban office
unique'to colleges and universities and, from researching
literature, there is no evidence that anyone has noted or
investigated the similarities between institutional research
and internal auditing. This initial investigation should
answer the question of possible similarities between institu-
tional research and internal auditing in universities and be
beneficial to administrators of institutions of higher educa-
tion. Finally, the study could lead to later research in-
volving the other four SPPIA general standards as they relate
to universities and the total population of organizaticns,

The results of the study will not be used to make value
judgments concerning whether universities should be devoting
more or less resources to this independent appraisal function.
There are a multitude of factors to be considered in deter-
mining the total resources that '"should" be devoted to this
specific activity by any organization or category of organiza-

tions. The purpose of this initial study is only to determine
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if there is, or is not, a significant difference between the
total resources devoted to the five Scope of Work standards

by offices responsible for conducting internal indépendent
appraisals in institutions of higher education and the total
resources devoted to the same standards in private business
enterprises. To determine where institutions of higher educa-
tion should rank in a comparison with other categories of

organizations is left to future research.
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CHAPTER II

REVIEW OF THE LITFERATURE

Introductijon
The purposes of a review of the literature zre: (1) to
explain and clarify the theoretical rationale of a problem,

and (2) to identify what research has and has not been con-

1

ducted on a problem. This review of the writings in the

field attempts to provide a logical presentation which inte-
grates the subjects of internal auditing and institutional
research. This chapter is divided into four sections:

1. A history of internal auditing and a review
of events leading to the publication of the
Standards_for the Professional Practice of

Internal Auditing (SPPIA).

2. A review of two evaluation procedure documents
that have been issued since the publication of
the SPPIA.

3. A review of three studies which evaluated the
internal audit function in colleges and uni-
versities.

4. A history of institutional research and a
review of several studies of the institutional
research function in colleges and universities.

[
o
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History of Internal Audjiting

The Control Function

With the growth of corporate business during the twentieth
century, many business organizations became so large that many
of the duties of top and middle management had to be divided
into areas of specialization. 1In both profit and non-profit
organizations the functions of planning, staffing, directing,
and controlling had to be segmented, and in many cases spe-
cialized departments within organizations were established
to carry out all or part of a specific management function.2

In all organizations, except possibly the smallesﬁ,
there is a management process called control. Two of the
important activities in which all managers engage are (1)
planning and (2) control. Planning is deciding what should
be done and How it should be done, a2nd control is assuring
that the desired results are obtained. Control is exerted
to correct deviation from the path that leads to organizational
objectives and goals and to remove from those paths whatever
prevents efficient, economical, and effective performance.
So the functions of planning and control are linked. Planning
provides goals and standards. Control measures and eQaluates
performance to determine whether the goals have been reached
‘and the siandards have been met.3 .
Many standard management textbooks identify two'types of

control; (1) operational control and (2) management control.

In general, operational controls consist of rules, procedures,
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forms, and other devices that govern the performance of
'specific tasks. Operational control is the process of
assuring that specific tasks are carried out effectively

and efficiently. Management control, on the other hand, does
not involve the detail operating decisions that are the focus
of operational control; rather, it seeks to assure that the
strategic plans for the organization are carried out properly.
Management control is deéined as the process by which manage-
ment makes sure the organization carries out its strategic
plans effectively and éfficiently.4

It seems obvious that the different forms of control
will overlap, ahd it may be difficult to tell when operational
control becomes management control. What is important is
that ccntrol cannot exist in a vacuum. 1Its primary function
is to see that some objective or goal will be met.

One of the specialized independent functions established
within an organization for control purposes is internal audit-
ing. The official definition of the internal auditing func-
tion states that internal auditing is “an indepehdent appraisal
function established within an organization to examine and

5 Also,

evaluate its activities as a service to management."
the Special Advisory Committee on Internal Accounting Control
»f the American Institute of Certified Public'Accountants re-
cognized the importance of internal auditing in a control

conscious environment when it said:
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An effective internal auditing function
can serve as a high-level organizatiomal con-
trol, as well as a constructive and protective
link between policy-making_.levels and operating
levels of an organization. ‘

The development of the internal audit function and the estab-
lishment and growth of the Institute of Internal Auditors,
Inc. is an outgrowth of the need for a control process within

organizations.

Development of Internal Auditing

Internal auditing. is a recently developed management
control technique. 1In fact, it is so recent that as late as
1940 no book related to internal auditing and little other
material which dealt with the subject had been published.

Even though internal éuditing was not widely practiced before
1940, it is one of the faster growing sectors of the account-
ing field today.

In the modern era (19th and 20th centuries), the rail-
road companies were probably the first to recognize the need
for internal auditing. Because their activities were widely
sc;ttered, the railroads adopted internal auditing as an
essential means for controlling their geographically dispersed
operations. These auditors were concerned with the accounting
for revenue from ticket salass and the compliance with company
regulations. Internal auditing departments were later estab-
lished in other companies conducting operations in more than

one location. 1In addition, departments were established in

companies after fraud had been committed. Examples of
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businesses that adopted internal auditing at an early date
are chain stores, public utilities, o0il producing and oil
distributing companies, and iron and steel‘manufagturers.7
The degree of auditing or the similarity to present standards
was, to some extent, dependent upon the company and its
operating problems. Lloyd F. Morrison, in his observation
of internal auditing as practiced in 1939, comments:
In public accounting in 1939, we encountered

traveling auditors who performed detailed clerical

work. Most of the work they did was so routine

and detailed that.it had very little effect uvon

our audits. The fact that the o0ld traveling auditor

has worked into a top level management assistant is

almost inconceivable to me in view of the work I

observed him doing.8

It therefore appears that internal auditing was first
established primarily for the detection and prevention of
fraud. That is not to say that the functions of internal
auditing were limited to a mere checking function. Reginald
Davenport, writing in 1912, explains that the internal
auditor's work should not be confined to a mere mechanical
audit of the accounts, but that it is his duty to observe
and report on the welfare of the company he represents.9

The first major work on internal auditing for business
was completed by Victor %. Brink in 1941. Brink notes that
there had been a growing interest in internal auditing during
the preceding twenty~five years as business executives gave
increased recognition to this aid for more efficient operations

within their organizations. As greater reliance on internal

control was deemed desirable, separate internal auditing
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departments came into being.lo

The Ingtjtute of Internal Auditors
Modern internal auditing in the United States started
in 1941. It was ﬁhe year the Institute of Internal Auditors
(IIA) organized, and it was also the year Victor Z. Brink
wrote the first text on the subject. The IIA was organized
by internal auditors of leading corporations in recognition
of the need for an exchange of ideas, experiences, and prac-
tices relating to this. emerging corporate function. The
association was incorporated formally in November, 1941, under
the laws of the state of New York. The original charter con-
sisted of twenty-four members.11
The establishment of the IIA was important, yet the
profession of internal auditing still had a lopg journey
before it. The accomplishments of the IIA from its founding
to the present are significant. The first Statement of
Responsibilities of Internal Auditors, published in 1947,
says that internal auditing “"deals primarily with accounting
and financial matters but may also properly deal with matters
of an operating nature." Accounting and financial matters
supplied the IIA its primary sustenance. Ten years later .
(1957) a new Statement of Responsibilities of Internal Auditors
reflected new approaches being taken by some companies. The
1957 Statement says: "Internal auditing is an independent

appraisal activity within an organization for review of

accounting, financial, and other operations."12
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Operational auditing was coming into importance, but it
was still a part, and the lesser part, of accounting and
~ £inancial auditing. The emergence of internal auditing as
an overview of all operations was solidified in the 1971
Statement which says: '"Internal auditing is an independent
appraisal activity within an organization for the review of

nl3 The words

operations as a service to management.
"acéounting" and'"financia;" were dropped. The 1971 Statement
articulates the internal auditors' apparent equal concern
with every aspect of tﬁe organization's function. The 1971
IIA statement regards "operations" as embracing both the
financial and non-financial activities of the entity. The

definition of internal auditing issued by the IIA in the

Standards for the Professional Pract.ce o Internal Auditing

in 1978 is essentially the same as the 1971 Statement except
that the phrase "service to management" is replaced by
“service to the organization." This change reflects the
internal auditors’ responsibility not only to management but
to the governing body of the organization.

The IIA also has taken several steps to help its members
meet the generally accepted criteria of a profession. These
steps include the development of a common body of knowledge,
a code of ethics, a growing body of literature, a board of
regents, and an examination and certification process leading
to the designation of Certified Internal Auditors (CIA).

The £irst CIA examination was-given in 1974 when 647 indivi-

duals sat for the examination, and 122 became Certified
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Internal Auditors. By 1981 the number of individuals taking
the CIA examination had grown to 3,120.14 The current scope
of the internal auditing function is indicated by the subjects
covered in the examination: principles of internal auditing;
internal auditing techniques:; prin;iples of ﬁénagement; and
disciplines relating to auditing, accounting, economics, law,
finance, computer systems, and quantitative methods.l5
In 1974 the IIA undertook a major project of significant
importance to this study and to the development of internal
auditing as a distinciiprofession. In that year the Pro-
fessional Standards and Responsibilities Committee was

organized. The Standards for the Professional Practice of

Internal Audjting (SPPIA) was the culmination of three years

of study by the committee, and was officially adopted by the
IIA's Board of Directors in June, 1978.16

Although standards for internal auditors had been devel-
oped previously by other organizations and individuals, the
ITA's efforts marked the first such standards issued by the
IIA. The IIA states that the standards are "meant to serve
the entire profession in all types of businesses, in various
levels of government, and in all other organizations where

internal auditors are found."17

In setting the SEEiA the
committee recognized that (1) boards of directors are being
héld increasingly accountable for the adequacy and effective-
ness of their organizations' systems of internal control

and quality of performance: (2) members of management are

demonstrating increased acceptance of internal auditing as a
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means of supplying objective information and recommendations
on the organization's controls and performance; and (3)
external auditors are using the results of internal audits
to complement their own wnrk,

In the light of such developments, the purposes of the

SPPIA are to (1) impart an understanding of the role and

responsibilities of internal auditing to all levels of manage-
ment, boards of directors, public bodies, extérnal auditors,
and related professional organizations; (2) establish the
basis for the guidance.and measurement of internal auditing
performance; and (3)Iimprove the practice of internal
auditing.18

The standards are intended to represent the practice
of internal auditing as it should be. Thus, they are goals
that an internal audit department should strive to achieve.
Thiese goals are embodied in f£ive general standards of internal
auditing and twenty-five specific standards providing details
for the five areas. The five general standards are:

1. INDEPENDENCE (Standard 100) - Internal auditors

should be independent of the activities they
audit.

2. PROFESSIONAL PROFICIENCY (Standard 200) -
Internal audits should be performed with
proficiency and due professional care.

3. SCOPE OF WORK (Standard 300) - The scope of
the internal audit should encompass the exami-
nation and evaluation of the adequacy and
effectiveness of the organization's system
of internal control and the quality of per-
formance in carrying out assigned responsi-
bilities. ’
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4. PERFORMANCE OF AUDIT WORK (Standard 400) -
Audit work should include planning the audit,
examining and evaluating information, com-
municating results and following up.

5. MANAGEMENT OF THE INTERNAL AUDITING DEPARTMENT
(standard 500) - The director of internal
auditing should properly manage the internal
auditing department,.l9

Of specific importance to this study is the Scope of
Work general standard and the five specific Scope of Work

standards. The five specific Scope of Work standards are:

310 Reliability and Integrjity of Information -

Internal auditors should review the reliability
and integrity of financial and operating in-
formation and the means used to identify,
measure, classify and report such information.

320 Compliance with Policies 1 ocedures
Laws, and Requlations - Internal auditors
should review the systems established to en-
sure compliance with those policies, plans,
procedures, laws, and regulations which could
have a significant impact on operations and
reports, and should determine whether the
organization is in compliance.

330 Safequarding of Assets - Internal auditors
should review the means of safeguarding assets
and, as appropriate, verify the existence of
such assets.

340 Economic and ‘Efficient Use of Resources -
Internal auditors should appraise the economy
and efficiency with which resources are
employed. .

350 Accomplishment of Establjished Objectives and

Goals for Operations or Programs - Internal
auditors should review operations or programs

to ascertain whether results are consistent
with established objectives and goals and
whether the operations or programs are being
carried out as planned.?
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Of additional importance to this study is the IIA's
position that the SPPIA should apply to any unit or activity
within an organization which performs internal auditing func-
tions and that the standards apply to independent units within
the organization rather than external agencies.21 In 1980-81
alone the IIA received over 32,000 requests for copies of
the SPPIA.

From an initial membership of twenty-four in 1941, the
Institute cof Internal Auditer§ has grown to a membership of
over 24,000 in 1981. éhe IIA has 154 chapters in forty-six

states and thirty-five countries outside the United States.22

Evaluation Procedure Documents Published

as a Response to the SPPIA
Responding to the publication of the SPPIA, two organi-

zations have published reports dealing with evaluation pro-

cedures for internal audit departments. These two documents
were issued primariiy as a result of Standard 560 which deals
with quality assurance. Standard 560 states: “The director
of internal auditing should establish and maintain a quality
assurance program to evaluate the operations of the internal

23

auditing department.” The two publications issued are: A

Framework for Evaluating an Internal Audjt Function by Alan S.
Glazer and Henry R. Jaenicke, published by the Foundation for
Auditability Research and Education, Inc., (FARE); and Does
Your Internal Audit Department Measure Up?, published by Price
Waterhouse and Company.

The FARE study is the more comprehensive of the two
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studies. The FARE report suggests a two stage evaluation
process. The first step requires assessing the role of
internal auditing in the enterprise. That role, established
by either management or the board, may not encompass all
areas included in the Scope of Work section (Standard 300)

of the SPPIA. Thus, the first step of the evaluation process

should be to compare the enterprise's internal auditing

charter with the Scope of Work section of the SPPIA. Enter-
prise management and the governing board are concerned with
how well the internal audit function performs the role actually
assigned to it. The second step of the FARE evaluation pro-
cess addresses these concerns. The performance of the in-
ternal audit function would then be compared to the four other
standards: independence! gfpfessional proficiency, perfor-
mance of work, and management of the department.24

An evaluation conducted in the manner suggested by the
FARE study is not intended to measure directly the quality
of an internal audit function. The scope of an evaluation
using the gquidelines suggested in this report is limited to
a comparison of the internal audit function with the SPPIA
to qetermine the extent to which the company is conforming
to the SPPIA.

Thé Price Waterhouse study is a guide for the thoughtful
examination of the internal audit function by executive manage-
ment and audit committee members. The study is presented in
non-technical language and is divided into five épecific
sections. Each of the five sections cortains questions to be

'asked in the evaluation process.25
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Both the Price Waterhouse and the FARE study emphasize
that, before proceeding to other aspects of the evaluation,
the internal auditing department's role should be clearly
defined. There is an obvious relationship between the scope
of‘the,work assianed to the internal audit departmént and
the strengths of personnel and sophistication of department

procedures.

Internal Auditing in Colleges and
Universitjes

Internal auditing'in colleges and universities has only
recently been recognized as an important function. The 1935

publication, Financial Reports for Colleges and Universities,

contains only one reference to audits. This reference
simply suggests that: "The accounts of every college and
university should be audited at least annually by independent
w26

accountants properly qualified for such work. No reference

is made to internal auditing. Some seventeen years later,
College and University Business Administration, published in
1952, considered internal auditing a protective activity

largely concerned with the detection and prevention of fraud.27

By 1974, College and University Business Administration states
that "internal auditing is a staff function that serves manage-
ment by reviewing and appraising the business activities of
the institution, the integrity of its business records, and

28

the general effectiveness of operations."

It would appear that the internal audit function in
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colleges and universities gained significant importance be-
tween 1952 and 1974. To some extent the Association of College
and University Auditors was responsible for this development.
The Association was formed in 1958 by auditors who were ser-
ving educational institutions in an internal auditing capacity
and who sought to improve and expand their ability and skills.
From the original thirteen charter institutions, the group

has grown to a 1981 membership of 350 scﬁools.

Three specific studies have been conducted which deal
with internal auditingjin colleges and universities. 1In 1966
Streetman studied, through detaiied field work, the internal
audit function at five major private universities. He also
studied by means of a questionnaire the internal audit funﬁ-
tion at forty-three other major private universities. 1In his
dissertation Streetman points out that "even though univer-
sities are not operated to earn a profit, many of their
organizational problems parallel those of a typical business
firm. Administrators of universities and colleges must be
responsible for the maximum utilization of the resources en-
trusted to their management.“29 He also emphasizes the role
internal auditors have in performing operational or management
audits. He defines these audits as "a review of all the
activities under the control of some given management function."30
Streetman raises the following five research questions

in his study. They are:

1, Is an internal auditor included in the organiza-
tional chart of typical commercial enterprises?
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2. What is the scope of the activities of the modern
internal auditor?

3. Do the majority of the large colleges and uni-
versities have an internal auditor?

4, 1Is the majority of the work being performed
by university internal auditors essentially
the same as that of their commercial coun-
terparts?
5. If the practice of univérsity internal auditors
is not comparable to that found in a commercial
enterprise, what are the apparent reasons for
these differences?31
In answering questions one and two, Streetman relies
exclusively on unofficial ITIA studies and his review of the
literature. Answers to questions three, four, and five are
based on the results of the questionnaire survey of forty-
three private colleges and universities.
Five relevant conclusions of S:reetman's study are that:
(1) adequate and effective management cohtrols are given
minor attention in the majority of the institutions reporting:
(2) colleges and universities have not included the internal
auditor in the organization plans to the same extent that
commercial enterprises have; (3) internal auditors' respon-
sibilities, as described b&nthe IIA, are not in agreement with
the majority of the internal audit functions at the univer-
sities studied; (4) the internal auditors' duties seem more
limited at colleges and universities than in commercial enter-
prises; and (5) many internal auditors in universities have
difficulty convincing administrators of the advantages of

their services,

A problem in Streetman's study noted by this researcher
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is that he contrasts the internal audit function at the uni-
versities against ITA unofficial standards, yet in his con-
clusions, he compares the universities to commercial enter-
prises. He cites no evidence that the commercial enterprises
are meeting IIA.unofficial standards.

The second study of internal auditing in higher educa-
tion is by Professor Meyer Drucker; published in 1975. He
addresses the problem of efficient utilization of resources
by colleges and universities and points to evidence of pres-
sures for increased acéountability and better institutional
management. Drucker indicates that educational institutions
should partially justify their existence on the basis of
efficient operations. He points out that independent appraisal
activities within educational institutions for the review of
accounting, financial, and management operations are in their
infancy. Drucker emphasizes the role of the internal auditor
in performing independent appraisals, and he points to the
significant benefits from operational or management audit
activities.32

In his study of internal audit practices in higher educa-
tion, Drucker surveyed 237 full and 136 associate members of
the Association of College and University Auditors. Of the
237 respondents, 152 had internal audit departments, and 111
of those with internal auditing departments conducted per-

formance and management review audits. Forty-one respondents

conducted only £iscal and/or legal compliance audits. Twenty-two
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percent of the departments reported to the governing board

or chief administrative vfficer, 66 percent reported to the
chief financial officer, and the remaining 12 percent reported
to a lower ranking officer. Only.25 percent reported that all
academic departments were audited periodically. Other res-
ponses revealed that 83 percent of the internal audit depart-
ments had five or fewer professional staff.33 Drucker's
conclusions are that:

1. Educational institutions lag far behind pri-

vate industry, in using internal auditing as
a tool for controlling and imprecving operations.

2. Internal auditing used in colleges and univer-

sities often is not sufficiently independent
of the reviewed activity to be of service to
the governing body and administrative officials.

3. Many educational institutions are realizing the

value of this important tool and establishing
Internal Auditing Departments or strengthening
their existing department,34

Drucker recommends that an internal review process should
be established in institutions of higher education and that
a properly functioning internal auditing department will
help pinpoint areas for potential revenue improvement and
cost reductions.

An apparent significant weakness of Drucker's study is
that he did not survey the internal audit activities of
similar size private businesses before he concluded that insti-
tutions of higher education lag far behind private industry
in internal auditing. Thus, his primary conclusion is not

necessarily supported by his research. Furthermore, even

though Drucker did not evaluate the internal audit departments
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in universities against any established standards, such an
evaluation would be beneficial if official standards existed.
The third study of internal auditing in higher education
was conducted in 1974 by Roger O. Miller. The primary pur-
pose of his dissertation was to determine whether the scope
of internal auditing in sfate supported colleges and univer-
sities has been‘exténded to include operational auditing
techniques (1) in reviewing allocation of and utilization of
resources and (2) in evaluating managerial controls and per-
formance. A secondary’purpose is to determine whether there
is a relationship between the scope of operational auditing
in universities and (1) the size of the institution and (2)
the reporting level of the internal auditor in the university's
organizational structure.35
Questionnaires were sent to the directors of internal
auditing at 116 member institutions of the Association of
College and University Auditors. Only public supported in-
stitutions with enrollments exceeding 5,000 were included in
the survey; sixty-six questionnaires were returned and in-
cluded in the final tabulation.3®
Miller finds that mosi institutions have expanded the
scope of their internal audits to inélude some operational
unit tests. Of the sixty-six institutions responding, fifty-
three indicated they were engaged to some degree in operational
audits. However, Miller found that only about half the audit

tests were béing performed. Based on the results of che

su' vey, he affirms a relationship between the size of the
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institution and the reporting level of the internal auditor.
Miller finds that the extent of operational auditing is
greater for institutions with student enrollments of between
10,000 and 30,000 than for institutions with student enroll-
ments of less than 10,000 or more than 30,000. Finally, the
scope of operational auditing is more extensive in those
instances where the internal auditor reports to the vice
presidential level than when he reports to a person below or
above that level.>’

Before proceeding to the next section, a short discussion

of the Survey of Internal Auditing 1979 issued by the IIA

seems appropriate. To determine what is being done in the
field of internal auditing and how it is being accomplished
have been the purposes of the surveys the IIA conducted in
1957, 1968, 1975, and 1979. These surveys gather a tremen-
dous amount of statistical data concerning the internal audit
function in organizations. However, the 1979 data ara of
only minor usefulness to this study because no attempt was
made to gather significant data about the internal audit func-
tion in colleges and universities. In fact only seven univer-

sities responded to the survey. Furthermore, specific ques-

tions about the SPPIA Scope of Work standards were not asked.
Finally, respéndents were placed into categories of small
firms, medium firms, and large firms based upon the number
of internal auditors in the organization. TFicms were not
categorized either by number of employees, operating ekpen-

ditures, nor sales.38
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History of Institutional Research, and a
Review of the Ingtitutional
Research Literature

Historv of Instjtutional Research

The birth of institutional research as a separate staff
function in institutions of higher education occurred in the.
middle 1950's. Prior to then, iﬁstitutional research efforts
" had been intermittent and typically stimulated by external
agencies.

Tn 1974 the Carnegie Cornoration gave a grant of $375,000
to the American Council on Education (ACE) to assist it in
providing and generating improved data about higher education.
In 1957 the ACE sponsored a national meeting on the subject
of institutional research. At that time there were less
than a dozen colleges and universities which had an estab-
lished office or bureau of institutional research. One result
of the national meeting was the circulation of eighteen Reports
on Current Institutional Research which were issued between
May 1958 and January 1961. Then in the summers of 1959 and
1960, two regional interstate higher educational compacts,
the Wgstern Interstate Commission on Higher Education and the
Southern Regional Education Board, sponsored special institutes
on the subject of institutional research. The 1959 meeting
attracted one hundred fifty college and university officials,
and the 1960 meeting had an attendence of over one hundred.

The WICHE institute in 1959 began with lectures on the back-

ground and organization of institutional research and then
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followed with "how-to-do-it" lectures on student studies,
faculty studies, budgetary and program énalyses, and space
and campus planning. The 1960 meeting was a four-day
specialized institute on students.39
The early workshops and institutes were considered in-
formal sessions and not sufficiently detailed for the limited
number of persons actually and regularly engaged in institu~
tional research. Consequently, a decision was made to hold
annual national institutional research forums commencing in
1961. The first two-dﬁy forum had as its topic areas faculty
workload studies, the cost of college attendance and impli-
cations for financing, and the curriculum and instruction,
The forums became an annual event attended by an ever in-
creasing number of college and university personnel. Atten-
dance grew from forty-six in 1961 to 201 by 1965.40
At the 1965 meeting the constitution of the new Asso-
ciation for Institutional Research (AIR) was adopted and on
February 7, 1966, the articles of incorporation as a non-profit
organization were approved under Michigan law. By 1966 6ver
one hundred offices of institutional research had been estab-
lished in the nation's colleges and universities. By 1969
there were over 800 individual members of the AIR representing
more than 450 institutions.41 Today the AIR is an international
organization with over 1800 members representing over 900
schools, It holds an annual meeting and publishes these pro-

ceedings in addition to a quarterly newsletter. The stated

purposes of the AIR are "to benefit, assist, and advance
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research leading to improved understanding, planning, and

operation of institutions of higher education.“42

Review of Institutional Research
Literature

The review of the literature of institutional research
is limited to those studies that have dealt with the role
and scope of the institutional research function. Stickler's
1959 study, Institutional Research Concerning Land-Grant
Institutions and State Universities, focuses on ninety-three
institutions. The stuéy consists of a questionnaire survey
concerning the organization and administration of the insti-
tutional research function, and a representative bibliography
of institutional research studies at each institution over
an eighteen month pericd. Stickler reports (1) a growing
interest in institutional research; (2) a trend toward cen-
tralized administration of institutional research; (3) a
need to commi£ resources to the institutional research effort:;
and (4) a tendency toward focusing on immediate, specific
problems of a local nature.43

Another 1959 study by Sprague, Institutional Research in

the West, deals with types of studies being conducted. He
reports that 24.0 percent of the tofal studies are concerned
with students, 15.7 percent with faculty, 15.5 percent with
curriculum, 8.3 percent with enrollment, 11.4 percent with
physical plant, 7.8 percent with administration, 6.5 percent
with teaching methods, 5.3 percent with admission policies,

4.5 percent with finance, and 0.8 percent with other agencies



40

or institutions. Other early studies were conducted by
Johnson (1962), and Rourke and Boggs (1968) dealing with

institutional research in junior colleges. Rourke and Brooks

in The Managerial Revolution in Higher Education (1966)

devote a chapter to the growth and development of the field

of institutional research.44

Several dissertations published in the 1970's deal with
institutional research. In 1972, Wheeler's "Institutional
Research Among the Member Institutions of the National Asso-
ciation of State Universities and Land Grant Colleges" up-~
dated the 1959 Stickler study. Wheeler studied organiza-
tional patterns, functions, trends, and specific studies
of offices of institutional research., Significant findings
are that:

1. Seventy~five percent of colleges have an
officer responsible for coordinating the
institutional research function.

2. Fifty-one percent of the offices report to
either the president, provost, or executive
vice president.

3. Seven percent of the offices report to the
vice president for business.

4. The average size of the staff of the office
is two for institutions of less than 10,000
students, four for institutions with 10,000 -
20,000 students, and six for institutions
with over 20,000 students.

5. The research effort includes the following
distribution: 23.1 percent student studies;
22,5 percent faculty studies; 19.9 percent
administrative studies; 10.9 percent physical
plant; and 15.1 percent instruction or cur-
riculum. Financial studies were included
in each area because they are not confined
to a given area.
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6. Time devoted to various functions shows: 25
percent to data analysis and presentation in
meaningful form; 24.6 percent to routine data
gathering; 20.1 percent to preparing routine
reports; 13.8 percent to performing trend
analysis; and 9.6 percent to investigating
problem areas.4
Finally, Wheeler notes a trend toward institutional
reseérch offices placing a greater emphasis on administrative
decision making and management than on academic activities,
and that nearly all the institutional research personnel
surveyed felt the trend toward increased f£iscal account-
ability would,influenéé the function of institutional research
more than any other factor.,46
"Institutional Research: The Emergence of a Staff
Function in Highe: Education " (1973), by Tetlow, is a study
based on telephone interviews of approximately forty minutes
in length with eighteen of the leaders in the field of insti-
tutional research. Tetlow finds almost unanimous agreement
that the primary or sole emphasis in most institutions is
on central administrative issues. He also discovers agreement
on a definition of the role of the office of institutional
research. The role should (1) consist of data collection,
analysis and reporting; (2) provide useful factual information
for the decision making process;-and (3) focus on improving
the understanding, planning, and opsration of an institution
of higher education,.47
Tetlow's data focuses on the increased emphasis on
studies dealing with planning and coordination, finance,
administration, and operations. Also noteworthy is a decline

in studies of curriculum and téaching areas.
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A dissartation by Testerman is entitled "The Role of
Institutional Research in Higher Education" (1972). Testerman
sent questionnaires to both the presidents and directors of
institutional research at all colleges and universities in
Louisiana. Perhaps his most important finding, as it relates
to this study, is that his respondents agreed on which in-
stitutional research functions ranked highest in importance:
that is, the highest ranked functions were fiscal and admin-
istrative studies aﬁd faculty studies.48

The last dissertéfion examined is a 1978 study by Ezell
entitled "Institutional Research and Academic Planning:

A Study of the Administrative and Hierarchical Organization

of These Functions and How They are Performed in Public Four-
Year Colleges and Universities Accredited by the Southern
Association of Colleges and Schools." The study attempts

to discover whether there are any significant differences
between institutional research and academic planning functions,
and to discover what the hierarchical and o;ganizational
structures and relationships are. Ezell finds that most of
the institutions had at least an institutional research

office, while some had a combination of both, and a few had

a separate planning office. Also of some significance are

his findings relating to academic degrees held by institutional
research officers and types of studies being conducted.
Individuals had master's and doctor's degrees in the areas

of higher education administration, math, economics, business

administration, and the natural sciences, and one was & CPA.
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Ninety percent of the offices reported directly to the presi-
dent, provost, or academic vice president. Studies conducted
included space studies, cost studies, budget studies, faculty

studies, and student studies.4g

Summary
The purpose of this chapter has been (1) to clarify the

theoretical rationale of a study relating to the -internal
auditing function in colleges and universities, and (2) to
identify the research that has been done on this subject.
The chapter focuses on the historical development and tre-
mendous growth of two management control staff functions:
internal auditing and institutional research. Internal
auditing is common to all types of organizations, and insti-~
tutional research is unique to institutions of higher educa-
tion.

A review of the literature in the fields of internal
auditing and institutional research reveals similarities in
the type of work performed by each function. There is evi-
dence that although internal auditing in colleges and uni-
versities has been criticized as lagging behind internal
auditing in private industry, no consideration had been given
to the possibility that the two staff functions in higher
education could be performing the egquivalent work of the
internal auditing function in private business enterprises.

Finally, the significance of the 1978 publication of

the Standards for the Professional Practice of Internal

Auditing is emphasized. The importance of the SPPIA is
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threefold. First, prior to the publication of the SPPIA
there were no official standards to use in evaluating an
internal audit function. Second, the IIA émphasizes that

the SPPIA apply to all independent staff functions within

an organization performing internal auditing functions.
Finally, the studies critical of the internal audit function
in institutions of higher education have all been conducted

prior to the publication of the SPPIA. Thus, all conclusions

drawn were based on a comparison with unofficial performance

standards for an interﬁal auditing function.
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- CHAPTER III
RESEARCH DESIGN AND METHODOLOGY

Introduction

The purpose of this chapter is to present the fesearch
design and methodology used in the study. The first section
of this chapter is dev;tea to a statement of the primary
hypotheses and secondary objectives of the study. The second
section deals with the research method selected to test the
hypotheses and fulfill the secondary objectives of the study.
In addition, a chronological development of the three question-
naires used in the stu. is presented along with data collec-
tion techniques and response rates. The third section of the
chapter is a detailed presentation of the data analysis method
used to test the primary hypotheses. A discussion of the
research constraints, its limitations, and a justification of

the research method used conclude the chapter.

Primary Hypotheses and Secondary
Objectives of the Study

Chapter I highlighted the apparent similarities between
the independent staff functions of internal auditing and
instiéutional research. Chapter I also confirmed thal prior

research-has yvyielded no evidence that these two staff functions

48
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as found in institutions of higher education could both be
performing the Scope of Work functions outlined in the SPPIA.
The literature review further highlighted two prior studies
(Streetman, Drucker) critical of the internal audit function
in institutions of higher education. A basic conclusion of
both studies was that the function of internal auditing in
institutions of higher education lagged far behind internal
auditing in private industry. However, as was emphasized in
Chapter II, these two studies were (1) performed prior to the
publication of the §ggié; (2) did not consider the work per-
formed by independent staff departments other than internal
auditing; and (3) did not make direct statistical comparisons
between the internal audit function in universities and the
internal audit function in private business enterprises.
Thus, the primary objective of this study is to update
the Streetman and Drucker studies and develop a research
design which will (1) evaluate the internal audit function

in institutions of higher education based on the SPPIA Scope

cf Work standard, (2) consider all independent staif functions

in universities that could also be performing SPPIA Scope of

Work functions, and (3) allow for statistical comparisons

between the resources devoted to thé SPPIA Scope of Work stan-

dard in institutions of higher education and the resources
devoted to the same standard in private business enterprises.
The three primary hypotheses to be tested are stated as

follows in the null form.
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Hypothesis #1. There is no difference between the
proportion of institutions of higher education that have
an internal auditing department responsible for performing
the five SPPIA Scope of Work standards and the proportion
of private corporations, of similar size to the institutions
of higher education, that have an internal auditing depart-
ment responsible for performing the five SPPIA Scope of Work
standards.

After this study determines the number of institutions
of higher education and the number of private corporations
that have formally established an independent: intsrnzsl auditing
department within their organizations, then the final two pri-
mary hypotheses will be. tested. These two hypotheses are:

Hypothesis #2. There is no difference between the
proportion of total expenditures devoted to the five SPPIA
Scope of Work standards by offices responsible for con-
ducting internal independent appraisals in institutions of
higher education and the proportion of total expenditures
devoted to the five Scope of Work standards by the internal
audit department in private corporations of similar size to
the universities studied.

HBypothesis #3. There is no difference between the
proportion of full-time equivalent employees devoted to
the five SPPIA Scope of Work standards in offices respon-
sible for conducting internal independent appraisals in
institutions of higher education and the proportion of full-
time equivalent employees devoted to the five Scope of Work
standards by the internal audit department in private cor-
porations of similar size to the universities studied.

Both the second and third primary hypotheses relate to
resources devoted to ﬁhe five Scope of Work standards.
Hypothesis #2 is based on the actual expenditures as a percent
of total expenditures that the indevendent appraisal depart-
ments make in order to accomplish the five Scope wi Work
standards. In universities, thié percentage is calculzsted as

follows, 2%%%2 X 100 = PTUR, where:
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Total expenditures, for the most recently
completed accounting year, made by internal
independent appraisal departments in per-
forming the five SPPIA Scope of Work stan-
dards.

Total university expenditures for the most
recently completed accounting year. .Total
expenditures include expenditures for the
current operating budget, capital expendi-
tures, and expenditures for auxiliary enter-
prises and other service units.

Proportion of total university resources
devoted to accomplishing the five SPPIA
Scope of Work standards.

In private business corporations this percentage is cal-

culated as follows,

TEIAR =

TEPC

]

PTPCR

Because

TEIAR
TEPC

Total expenditures for the most recently
completed accounting year made by the
internal audit department in performiag
the five SPPIA Scope of Work standards.

X 100 = PTPCR, where:

Total expenses for the most recently com-
pleted accounting year for all operating
expenses including factory labor and over-
head.

Proportion of total private corporation
resources devoted to accomplishing the five
SPPIA Scope of Work standards.

the generally accepted method of accounting used

in universities is not identical to the generally accepted

method of accounting uced in profit-oriented organizations,

the calculation of TUE is not identical to the calculation of

TEPC. Universities typically do not record depreciation

expense in their system of accounting. Thus, TUE is cal-

culated using total expenditures for the current operating

budget plus expenditures for capital items such as buildings

and equipment. TEPC is based on total accounting expenses
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which does include depreciation expense. This difference in
the denominator in the two calculations is not considered a
significant difference since a large number of responses were
received from both test groups. Depreciation expense repre-
sents a partial write off of the unamoxfized costs of capital
expenditures of prior years. The total capital expenditures
of all the universities surveyed would tend to represent an
amount similar to total depreciation expense, except for any
differences caused by the inflated cost of replacing capital
assets.

The third hypothesis is based on the number of full-time

equivalent (F.T.E.) professional staff employed in the inde-

pendent appraisal departments to perform the five SPPIA Scope
of Work standards. This number will be compared to the total
number of F.T.E. employees in the organizations being surveyed,
and the number of'F.T.E. professional staff performing the
five SPPIA Scope of Work standards for each one thousand F.T.E.
employees will be computed.

The calculation of expenditures devoted to the five SPPIA
Scope of Work standards as a percent of total expenditures
was not used in any of the prior studies reviewed. The cal-
culation of number of profeséionals per one thousand employees
is the method that has been used by the IIA in their Surveys
of Internal Auditing. For example, in the Survey of Internal
Auditing 1979, this calculation was made and it was the only
measure involving a relationship between the total resources

(employees) of a company and the resources (number of internal



53

auditors) devoted to the internal audit function. The ratio
of auditors to total employees was made by industrial class
and ranged from 1:1037 in the multiple industry classification

of paper, rubber and textiles, to 1:970 in the retail and

1

wholesale classification. In the 1975 survey, the range was

from 1:1000 in the electronics industry to 1:83 in the banking,
savings and loan classification.z» The range in the 1968 sur-

vey was from 1:1087 in the food and beverage classification

to 1:945 in the miscellaneous_category.3

In the process of éathering data to test the primary
hypotheses, other data were obtained in order to provide
additional insight. This supplemental data includes:

a. The reporting level in the organization of the
independent appraisal departments in the two
test groups.

b. The individuals or groups that routinely receive
activity reports from the independent appraisal
departments in the two test groups.

c¢. The academic and professional backgrounds of
the professional independent appraisal staff
in the two test groups.

d. The resources devoted to staff training and
other continuing educational activities by
the independent appraisal departments in the
two test groups.

e. The time devoted to non-SPPIA Scope of Work
activities by the independent appraisal
departments in the two test groups.

f. The division of the total effort devoted to
the SPPIA Scope of Work standard among the
five specific Scope of Work standards.
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The Sample Groups, Development of the

Questionnaires, and Procedures
Used to _Gather the Data

The procedure followed to identify the sample groups,
test the hypotheses, and gather the supplemental data is
divided into the following six chronological steps.

Step 1. 1Identify the population of the higher
’ education test group.

Step 2. Develop a procedure to verify the initial
findings that both the internal audit de-
partment and institutional research depart-
ment are performing SPPIA Scope of Work
activities.

Step 3. Design and pre-test the questionnaire to
mail to the higher education test group.

Step 4. Distribute the higher education test group
questionnaire.

Step 5. Select the private corporation sample test
group.

Step 6. Desigh a questionnaire to be sent to the
private business corporation test group
and mail the questionnaire.

These six steps are detailed in the following sections.

Higher Education Test Group

The first research design step was to identify the uni-
versities to be included in the questionnaire survey. After
considering several factors, all four-year U.S. colleges and
universities with enrollments exceeding 15.000 students were
selected as the Higher Education Test Group. The study is
limited to four-year colleges and universities for two reasons.
First, the prior studies by Streetman, ﬁrucker, and Miller

included only four-year schools. Second, junior colleges were



55

not included because this researcher felt the homogenity of
this test group would be significantly reduced by their
inclusion.

The minimum enrollment limitation of 15,000 students is
required becau#e a comparison will be made between the data
gathered from the university test group and the data gathered
from the test group of similar sized private corporations.
Surveying organizations of approximately the same size (based
upon some variable) reduces the likelihood of any extraneous
variable caused by sighificant size differences in the two
test groups. Furthermore, setting the minimum enrolliment at
15,000 increases the probability the institutions surveyed will
have foémal offices of institutional research and internal
auditing, rather than have these functions combined with
another office or department.

The Educationa;,Dirgcto;y, Colleqges and Universities,

1980-81, published by the National Center for Educational
Statistics is the document used to identify the population

of the Higher Education Test Group. One hundred seventeen
four-year colleges and universities with enrollments exceeding
15,000 students were identified (Appendix A). Since the total
population amounted to only 117 schools, every school was
included in the questionnaire survey and the director of
institutional research and the director of internal auditing

at each school were sent a questionnaire.
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Empirical Investigation to Verify
Literature Review Finding

Having identified the population of the Higher Education -
Test Group, the next step was to perform an empirical study
to determine what independent departments within institu-
tions of higher education have a primary or significant
secondary responsibility for conducting independent appraisals
as described in the SPPIA. 1In both Chapter I and II evidence
is presented that the internal audit department has this
responsibility in private industry, and that both the internal
audit department and the institutional research office appear to
have this independent appraisal responsibility in institutions
of higher education. To verify this conclusion concerning
colleges and universities, a letter and one-page questionnaire
(Appendices B and C) were sent to a random sample of twenty-
five of the Higher Education Test Group schools. The letter
and questionnaire were sent to the executive vice president
of the university or to the president, when no executive vice
president was listed in the Educational Directory, Colleges
and Universities, 1980-81, a directory which lists the names,
titles, and position codes for forty-five administrative
positions within a university.4

Nineteen responses were received and the results are
presented in Table 1. This field test verified the findings
of the literature review, and a decision was made to send
questionnaires to both the directors of internal auditing and the
directors of institutional research at the Higher Education

Test Group schools.



TABLE 1

RESULTS OF QUESTIONNAIRE SENT TO EXECUTIVE
VICE PRESIDEMTS AND PRESIDENTS AT SELECTED
HIGHER EDUCATION TEST GROUP SCHOOLS

Internal Audit Institutional Research
Department Performing | Department Performing
SPPIA Scope of SPPIA Scope of Other Departments
Work Standards Work Standards Performing SPPIA
: - Scope of Work
Number No No Standards
Respondent Responding Yes | No | Response Yes | No] Response
President or Execu-
tive Vice Presi-
_dent 4 4 0 0 1 1 2 1
Functional Vice
President 9 8 1 0 1 7 1 None
Director, Internal
Auditing 5 5 0 0 0 1 4 None
Director, Institu-
tional Research 1 0 1 0 1 0 0 None

LS
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Design of Higher Education Test
L OU] uestionnajres

The next step in the process is the designing of two
questionnaires to be sent to the directors of internal
auditing and directors of institutional research at the 117
Higher Education Test Group schools. A fourteen-question
questionnaire was designed and pre-tested at two universities.
Mr. Ed Glcver, Directcr of Internal Audits, Oklahoma State
University and Mr. John Eckert, Director of Internal Auditing,
University of Oklahoma, pre-tested the questionnaire. In
addition to completing the questionnaire, they identified
(1) questions they considered difficult due to vagueness
or (2) questions for which data would be hard to gather.
Their suggestions were also solicited concerning adding ques-
tions they deemed important, re-wording specific questions,
or deleting unnecessary questions.

Each reviewer made constructive suggestions to improve
the survey instrument and a fihalbfourteen-question question-
naire was developed (Appendix D). This questionnaire emphasizes

the following eight key interest areas:

a. The direct operating expenditures of the internal
audit department (Question 14).

b. The total expenditures of the university (Question 13).

c. The percent of available professional time in
the internal audit department devoted to the
SPPIA Scope of Work standard (Question 10 (a)).

d. The division of the professional time devoted
to the SPPIA Scope of Work standard among the
five specific Scope of Work standards (Question 11),
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e. The number of employees in the university (Question
12), and the number of employees in the
internal audit department (Question 4).
£. The reporting level of the internal audit
department within the-organization (Questions 3,
7, and 8).
g. The percent of available professional time
devoted to staff training, continuing edu-
cation, and professional development
(Question 10(b)).

h. The academic degrees and professional certifi-
cates held by the professional staff (Question 6).

Both reviewers believed the revised questionnaire could
be answered in thirty éo forty-five minutes, and they felt
that most institutions would gladly participate in the
project.

After developing the internal audit questionnaire, an
eleven-question questionnaire was developed for the directors
of institutional research at the Higher Education Test Group
schools (Appendix E). The only difference between the two
questionnaires is that questions 12, 13 and 14 of the internal
audit questionnaire were deleted from the institutional re-
search questionnaire. These three questions deal with uni-
versity-wide data which would be gathered in the internal
audit questionnaire. Thus, by shortening the institutional
research questionnaire, an increase in the response rate was
anticipated. One other subtle change wes made in the institu-
tional research questionnaire. 1In the five specific Scope of
Work standards, the term "internal auditors should" was removed

and replaced with the term "the independent appraisal function
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should." Since the SPPJA apply to any independent appraisal
function within an organization, such a change seemed appro-
priate and could reduce the possible prejudging of the
questionnaire by the directors of institutional research.
The institutional research questionnaire was not pre-tested
since its questions were almost identical to the internal
audit questionnaire.

Distribution of Higher Education
Test Group Questionnaires

Personalized lettérs of transmittal (Appendices F and G)
were mailed with the questionnaires. Names and mailing
addresses were obtained from the membership directory of the
Association of College and University Auditors and the
Educational Directory, Colleges and Universities, 1980-81.
When individual names could not be obtained, the letter was
addressed to either the Director of Internal Auditing or the
Director of Institutional Research at the institutions. The
letters of transmittal also stated that the questionnaires
should be returned if there was not a formal office of internal
auditing or institﬁtional research at the surveyed school.

Usable responses were received from eighty-one internal
audit departments and from ninety institutional research de-
partments of the 117 universities surveyed., The percentége
response rate was 69.2 percent for internal auditing depart-
ments and 76.9 percent for institutional research departments.

The schools that responded to the questionnaires are identified
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in Appendix A. Responses were received from both departments
in the case of sixty-nine schools. With very few exceptions
.the returned questionnaires were usable. Most respondents
answered all the questions, and many indicated an interest

in receiving a copy of the final report. The accuracy of

 the responses is almost entirely dependent upon the person

answering the questionnaire. However, the directors of the
departments surveyed are in the best position to provide
accurate answers to the questions. There were no indications
among the respcnses tha£ the directors had encountered diffi-
culties in answering the questions and providing the data

requested.

Selection of Sample of Private
Corporation Test Group

The next step was to survey 177 private corporations
headquartered in the United States. The private corporations
are similar in size to the Higher Education Test Group, based
on number of full-time equivalent employees. Difficulties
arise in attempts to equate private business enterprises with
non~profit organizations, but the number of employees would
appear to provide a way of equating private enterprises and
universities in terms of size. Furthermore, the objective
is not to select universities and businesses of identical
size; it is to select universities and businesses of similar
size to eliminate any extraneous differences caused by sig-
nificant size differenceg.5

In the selection of the sample units of this test group,



62

stratification was used to control the variation in the size
(number of employees) of these sample units as compared to
the size (number of employees) of the sample units in the
Higher Education Test Group. The numbér of employees in the
universities that responded to the survey ranged from 1,100
to 23,600, However, since there was a lower enrollment limit
but no upper limit, the distribution of schools was positively
skewed. This distribution is presented in Table 2.

As indicated by the three primary hypotheses presented
in Chapter I, one of the primary objectives of this study is
to determine if there is a difference between the proportion
of total resources devoted to the internal audit function in
universities as compared to the same proportions in similar
sized private corporations. The objective is nét to determine
the actual proportion of total resources devoted to the
internal audit function in either population. Thus, it was
determined that the test group of private corporations should
be comparable to the Higher Education Test Group based on
number of employees. As noted in the above paragraph, the
range of number of employees in the Higher Education Test
Group was from 1,100 to 23,600 with a specific distribution
pattern as presented in Table 2. The actual distribution of
the total population of the private corporations with employees
in the 1,000 to 24,000 range was not known.

Since the primary purpose of the tests of the hypotheses
is tc statistically compare universities with corporations of

similar size; random selection of corporations using strati-
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TABLE 2

NUMBER OF FULL TIME EQUIVALENT (F.T.E.) EMPLOYEES
AT UNIVERSITIES RESPONDING TO HIGHER
EDUCATION TEST GROUP QUESTIONNAIRE

Number of Percent of
Range of Universities Universities
F.T.E. Employees in Range in Range
1,000~ 3,000 12 l6%
3,001- 5,000 ) 13 18%
5,001- 7,000 15 21%
7,001- 9,000 9 12%
9,001-11,000 5 7%
11,001-13,000 5 7%
13,001-15,000 6 8%
15,001-17,000 3 4%
17,001-24,000 -] 1%
TOTAL 73* 100%

*Not all universities responded to the question
concerning number of university employees.
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fication based upon the employment strata of the surveyed
universities was selected. It is realized that such a
stratified random selection method is not the same as a
simple random sample as called for in the statistical tests
used later in this study. How close the actual sample taken
is to a simple random sample is dependent upon how similar
the actual distribution of private corporations (based on
number of employees) is to the actual distribution of the
Higher Education Test Group (based on number of employees).
The Standard and Poors Register of Corgorationé,
Directors and Executives 1981 Volume I was used to select
the Private Corporation Test Group firms. Volume I of the
directory provides the name and address of the corporation,
number of employées, key officers. gross sales, and product
lines. The directory also identifies corporations that are
divisions or subsidiaries of larger corporations. Only
autonomous business units were selected. No subsidiaries
nor divisions of larger business units are included in this
test group. A table of random numbers was used to select
page numbers in the directory. If a firm with to?al employees
in ﬁhe 1,000 to 24,000 range was found on the selected page
it was included in the initial mailing. This procedure was
repeated until a total of one hundred seventy-seven firms
had been selected. 1In selecting firms for each employment
stratum, the stratum of 1,000 to 3,000 was completed first.
The remaining strata were completed at approximately the same

point ii the sample selection process with the exception of
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the 11,001 to 13,000 and 13,001 to 15,000 ranges which took
longer to £ill. The number of f£irms selected for each em-
ployment stratum is presented in Table 3.

The selection of one hundred seventy-seven ffrms to
survey was an arbitrary decision. As Deming points out, the
size of a sample is no criterion of its precision, its ac-
curacy, or its usefulness. The choice of the sample unit
and the formulas prescribed for estimations.are more impor-
tant than size in the determination of precision. Once
these features are fixéd, then as the size of the sample is
increased, precision is gained but the point of .diminishing
returns comes rapidly.6 This number, one hundred seventy-
seven, is fifty percent larger than the initial higher educa-
tion mailing.

The letter of transmittal that accompanied the question-
naire was addressed only to the Director of Internal Auditing.
To increasé the possible response rate, a letter of endorse-
ment for the study was obtained from the president of the
Oklahoma City Chapter of the Institute of Internal Auditors,
Inc., (Appendix H). A copy of this letter wés included with
the initial mailing of the questionnaire to this test group.
The firms selected for the Private Corporation Test Group

are listed in Appendix I.

Design, Pre-Testing, and Distribution of
the Private Corporatjion Questionnaire

The Private Corporation Test Group questionnaire is

patterned after the Higher Education Test Group questionnaire
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TABLE 3

DISTRIBUTION OF PRIVATE CORPORATION TEST
GROUP FIRMS BY NUMBER OF EMPLOYEES

Range of Number of Firms Percent of Test
Employees in Each Range Group from Each Range
1,000~ 3,000 28 16%
3,001~ 5,000 34 . 19%
5,001~ 7,000 35 20%
7,001- 9,000 25 14%
9,001-11,000 11 6%
11,001-13,000 ) 15 9%
13,001-15, 000 13 72
15,001-17, 000 7 4%
17,001-24,000 _9 __5%

' TOTAL 177 100%
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for the internal audit department. The only major change
involves the question concerning the firm's total expenses.
Each firm was asked to provide the total selling, adminis-
trative, general, factory overhead and direct labor expenses
for its most recently completed accounting year. The res-
pondents were spécifically instructed not to include the cost
of raw materials, merchandise purchases, interest charges,
provision for income taxes, and extraordinary gains or losses.
The total expenses requested in the questionnaire was an
amount that céuld be,eéuated to the total expenditures of
a university. The expenditures of a university are very
similar to those of:any other organization with the exception
that a university does not tyvically have raw material costs,
income taxes, or interest expense. However, a university
does provide various types of services and does produce a
product, student credit hours. Universities do have direct
lébor, overhead, administrative, selling and general expense.
The questionnaire.was pre-tested at four firms head-
quartered in Oklahoma City, Oklahoma. The four firms were
Kerr-McGee Corporation, 10,855 employees; Anta Corporation,
3,998 employees; Oklahoma Gas and Electric, 3,504 emgployees:
and Oklahoma Publishing Coﬁpany, 2,600 employees. The sug-
gestions made by these directors of internal auditing were
taken into consideration, and the final draft of the Private
Corporation Test Group questionnaire was completed (Appendix J).

A total of ninety-six usable responses were received repre-

senting a response rate of 54,2 percent. Appendix I
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identifies the firms that responded to the questiomnaire.

Statistjcal Method to Test Primary
Hypotheses of the Study

The choice of an appropriate statisticai procedure for
analyzing research data depends on the objectives of the
research, the types of data to be analyzed, the way the
hypothesis is stated, and whether the data represents a
population or a sample. As practiced by researchers, many
statistical methods are potentially useful when the data can
be treated as interval or ratio scaled measures of informa-
tion. The choice of an appropriate technique becomes more
restricted when observations can only be ranked or classified
into ordinal categories. In cases where the data represents
a sample, both descriptive as well as inferential statistics
are required.7

In this study two distinct populations are being examined.
The first population is all four-year institutions of higher
education in the United States with enrollments exceeding
15,000 students. This population totals 117 institutions,
and the full-time equivalent employees in these institutions
ranges from 1,100 to 23,600 employees. The other test group
consists of all private corporations in the United States
with full-time equivalent employees in the 1,000 to 24,000
range. The total number of firms in this group is 2,247.e
The responses from both test groups were sufficiently large
to justiff the conclusion that a statistically large sample

had been obtained from both test groups.
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The statistical method used to test Hypothesis #1
is one that involves a difference between two sample pro-
portions where large samples are obtained. For large samples
the normal approximation to the binomial distribution is used

as a basis for such a test.9 The following notations are

used.
Test Group I Test Group II
Universities Corporations
Population size Nl N2
Sample size . n, n,
Number of respondents
in each test group
that have an inde-
pendent internal X X
auditing department 1 2
Proportion of respondents
in each test group that
have an independent Xy X,
internal auditing o .
department 1l 2
True population pro-
portions P Py
Thus, the sampling distribution of the difference between
the sample proportions (?l)_ (?g) is approximately a normal
n n
1 2

distribution with mean py - Py and standard deviation

[Py (1-py) , P2 (1-p,)
"1 "2

The hypothesis tested is the null hypothesis Ho' which
states that there is no difference between the proportions
of the two populations. The alternative hypothesis H1 is
that there is a difference between the true population pro-

portions. That is:
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Null: P; = Py
Alternative: Py # Py

The alternative hypothesis does not specify direction; thus,
a two tailed test is used. This hypothesis will be tested
at the 0.01, 0.05 and 0.10 alpha levels of significance,
Thus, the probability of a "Type I" error is either .01,
.05 or .10. A "Type I" error is one in which the null hypo-
thesis is rejected when in fact it is correct. Also, the
actual probability of a "Type I" error will be computed based
on the actual dafa tested.

Since Py and p, are not known, the sample data are
pooled to provide an estimate of their common value p. The

~

estimator of p is p = X1 4+ xz . The estimator of the stan-

s )
dard deviation of the sampling distribution is equal to
N N n N n
- ~ AN =1 1 2 -2
@ py - Dy = pu-p)—(—-——-)+(_) (—_—)
1~ Py nl)Nl-l n,| \N, - 1
The procedure used to obtain estimates of p and the standard

deviation is justified provided that H° is true.10

The test statistic used to determine if Hy is accepted

or rejected is

(X1) -<X2)
n n
VR LTY, _
N n / N n
- A M\ (M- 1) (Y2 - P2
PP (51-) (W) i \;‘-2-) (Nz -1 )

The values of 2 vhich would result in the rejection of Ho

depend upon the form of the alternative hypotheses and the



71

level of significance. In this study the alternative hypo-

thesis Hy is Py # Pyi thus, a two tailed test is used at the
.01, .05, and .10 levels of significance. Hy is accepted at
the .01 level of significance if -2.58 < 2 < 2.58; at the .05
level of significance Ho is accepted if -1.96 < Z2 < 1.96; ‘

and at the .10 level of significance H_ is accepted if

-1.64 <2 < 1,64, In the Z computation above the N, - n1)

. N, -1
1 /
and NZ - n%) are finite correction factors. This factor
N2 -1
corrects for the size 6f the sample n relative to the size of

the population N.ll

Hypothesis Number 1 deals with the proportion of units
in each sample group that have an established independent
internal auditing department. Having tested this hypothesis,
the remaining two hypotheses involve data obtained from the
units in each test group that have an independent appraisal
function. The statistical method used to test hypotheses
Number 2 and Number 3 also involves a difference between two
sample proportions where large samples are obtained. The
null and alternative hypotheses and the‘alpha levels of sig-
nificance are the same as presented for hypothesis Number 1.
However, a ratio estimate method will be used to determine
the sample proportions in each test group.

The distribution of the ratio estimate has proved
annoyingly intractéble because both the numerator (x) and
denominator (y) vary from sample unit to sample unit. The

principal results of the ratio estimate are stated as follows
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without proof. The ratio estimate is consistent, and it is
biased although the bias is negligible in large samples. The
limiting distribution of the ratio estimate, as n becomes
very large, is normal. 1In samples of moderate size the dis-
tribution shows a tendency to positive skewness in the kinds.
of populations for which the method is most often used. There
is an exact formula for the bias, but for the sampling variance
of the estimate, an approximation is valid in large samples.
These results amount to saying that there is no difficulty
if the sample is large.enough so that (a) the ratio is
nearly normally distributed and (b) the large-sample formula
for its variance is valid. As a working rule, the large-
sample results may be used if the sample size exceeds 30 and
is also large enough so that the coefficients of variation
of X and ? are both less than 10 percent.12 The following
notations are:
Total operating expenditures,
or total number of F.T.E. pro-
fessionals, devoted to the five
SPPIA Scope of Work standards
for a given sample unit. i
Total operating expenditures,
or total number of F.T.E.
employees, for a given sample
unit, ¥y

Number of sampling units., n

Total population of each
test group. N

An estimate of the ratio of operating expenditures devoted
to the -five SPPIA Scope of Work standards to total expenditures

or the ratio of F.T.E. professionals devoted to the five SPPIA
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Scope of Work standards to total F.T.E. employees can be

n
obtained by the calculation § _ iél x'._ji The variance
n y. =°
R
i=1
of R is then computed as — ' —_
- 7 n
n z 5 2
Var (R) = '-i;LlL‘ =1 g = Ry
n 2 n -1
nf{ T Y.
PlLE Vi |
L - - -

so that the standard error is computed as
s.e, = QVar(R) . _
— -
B 7] n A
N1

S.e., = T .\

n n-1
&; Ly \
i=1

n ~
The I (xi - Ryi)2 is a sample estimate of the population
i=1

n-1
N : 2
- variance g (xi,‘ Ryi) This estimate has a bias of
i=1 ‘
N

Letting Var(RE) equal the variance of the ratio of educational

L
n.

institutions and Var(RB) equal the variance of the ratios for
businesses, then the next step is to determine if there is a

significant difference between RE and R Assuming the ratios

B.
are independent, then

Var(ﬁE - R.) = Var(ﬁE) + Var(ﬁ

B) B) !

and the standard error is

_ s.e, (RE - RB) = dVar(RE) + Var(RB)
The test statistic used to determine if Ho is accepted

or rejected is
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Z = RE _ RB

dVar(ﬁE) + Var(ﬁB)

'Ho is accepted at the .01 level of significance if -2.58 < 2
< 2.58; at the .05 level of significance Ho is accepted if
-1.96 £ 2 < 1.96; and at the .10 level of significance Ho

is accepted if -1.64 < 2 < 1.64.

Research Constraints, Limitations and

Justification of Research Method

A hajor constraint of this study is that it cannot be
used to determine whether universities should be devoting
more or less resources to the independent appraisal function

as described in the SPPIA. A multitude of factors need to

be considered in determining the proportion of total resources
that "should" be devoted to this specific activity by any
organization or category of organizations. The purpose of
this initial study is only to determine if there is, or is
not, a significant difference between the proportion of total
resources devoted to the five Scope of Work standards by
offices responsible for conducting internal independent
appraisals in institutions of higher education, and the pro-
portion of total resources devoted to the same SPPIA standards
by the internal audit department in private business enter-
prises. To determine where institutions of higher education
should rank in comparison with other categories of organiza-
tions is left to future research.

An additional limitation is that the study examines in-

puts to the independent appraisal function rather than out-
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puts. There are two reasons for this approach. First, both
the FARE study and Price Waterhouse study state that the
first step of an evaluation of the independent appraisal func-
tion must start with an evaluation of the inputs to that pro-
cess. Second, inputs can be measured quantitatively much
more easily than the quality of outputs. 1In many cases,
generalizations can be made about the quality of the outputs
of a system by examining the amount and -quality of the inputs
into the system.

A final cohstrainé is the problems that might be caused
by not considering the non-respondents to the questionnaire
in each test group. The crucial factor to be resolved is
not whether the characteristics of the non-respondents in
each test group are identical to the respondents in that test
group. It is whether the differences, if any, of the non-
respondents (when compared to the respondents in each test
group) are parallel. If these differences are of a similar
nature in both test groups, then they should not bias the
testing of the three primary hypotheses of the study. This
problem is addressed, discussed, and documented in Chapter IV.

The study does assume that no other office other than

the internal audit department is performing SPPIA Scope of
Work activities in private businesses. Since no evidence was
found in the literature review to indicate there were-any
other departments performing this function, no preliminary
questionnaire was sent to the chief operating officers of

the businesses surveyed to determine if there are departments



other than internal auditing performing the SPPIA Scope of
Work standard. Furthermore, a question was included in the
Private Corporation Test Group questionnaire asking if any
other independent department was performing SPPIA Scope of
Work activities, and as documented in Chapter IV, there were
only a few instances where any other department was listed.

The research methodology used is hypothesis testing
survey research. In evaluating possible research methods,
three seemed appropriate to the genegal problem of this study.
These three are: hypoéhesis testing field study, éxploratory
field study, and hypothesis testing survey research.

Field studies are ex-post facto scientific inquiries
based on direct observations of events by the researcher at
the scene of the action. They are aimed at discovering re-
lationships and interactions among variables in real social
structures. Field studies are divided into two broad types:
hypothesis testing and exploratory. A hypothesis testing
field study is aimed at discovering relationships and yields
precise descriptive statements about large populations.13
This type of field study could have been used to test the
hypothesis of this study. The method, however, was rejected
for one basic reason and that is the expenses associated with
visiting the colleges and businesses to gather the data to
test the hypotheses. Although survey research, whether it be
via a mailed questionnaire or telephone interviews, is not as

reliable as field interviewé, it is much more economical.

The exploratory field study seeks what is, rather than
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predicts what relations may be found. This type of study
normally consists of a limited number of on site visits and
has three basic purposes: to discover significant variables
in the field situation, to discover relations among §ariables,
and to lay the ground work for later, more systematic and

rigorous hypothesis testing.14

This type of field study is
more qualitative than quantitative, and it does not yield
precise descriptive statements about large populations. Any
conclusions drawn are only suggestive rather than definitive.15
In the case of the problem presented in this study, much of
the exploratory work has already been conducted. The reviewed
dissertations on institutional research were descriptive in

nature; the SPPIA was the result of considerable indepth field

work, as was the FARE study. Thus, significant variables
have already been identified, leaving the impregsion that the
exploratory field research has been largely coméleted.
Hypothesis testing is the next logical step.

Having determined that the objective of the study is to
test the hypotheses presented at the beginning of this chapter,
and having concluded that & field study or telephone survey.
were too expensive a procedure to test these hypotheses, a
mailed questionnaire survey research method was chosen for
this study. Survey research studies large or small popula-
tions by selecting samples chosen from the poﬁulation to
discover the relative incidence, distributions, and inter-

16

relations of sociological and psychological variables.

In conducting survey research via a mailed questionnaire,
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several inherent weaknesses have to be addressed and over-
come in order for the research to be successful. The first
problem with a mailed questionnaire is the understandability
of the questions asked. This problem can be resolved, to a
great extent, by pre-testing the questionnaire on selected
resésndents. A second major problem is a possible low res-
ponse rate, in many cases less than fifty percent. In this
project it was felt that the response rate should exceed
fifty percent, based on the following considerations. First,
the researcher obtained an endorsement for the study from the
Oklahoma City Chapter of the Institute of Internal Auditors,
Inc. Next, the number and difficulty of the questions were
held to a mirimum. Lastly, follow-up requests by mail were
used to increase the response rate.

The primary advantage of survey research methodology
is its relative low cost, particularly with a population
which is geographically disbursed. Survey research has the
advantage of wide scope, yet it does not penetrate deeply
below the surface. In this initial study, indepth data is
not being sought. Only one of five general standards of
internal auditing is being examined. It is a quantitative
rathef than a qualitative standard. The quesﬁionnairé is
designed to solicit facts about inputs rather than outputs,
and is only the first step in a total evaluation of the

internal independent appraisal function within organizations.



79

Summary

Four major topics have been covered in this research
design and methodology chapter. The primary hypotheses of
the study were presented first along with six supplemental
areas of investigation. The second part of the chapter was
devcted to the cbronclcgical development of the three
questionnaires used in the study along with the data collection
techniques used and the actual response rates. The third
section dealt with the étatistical method selected to test
the primary hypotheses.of the study. A discussion of the
research constraints and justification of the research method

selected concluded the chapter.
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CHAPTER IV
RESEARCH FINDINGS

Introdugtion

This‘chapter is divided into three separate sectiomns.
The first section contains the results of the test procedure
used to determine the bias, if any, of not considering the
non-respondents to the survey questionnaires. The second
section presents the results of the statistical tests of the
three primary hypotheses. The third section presents and
discusses the other research findings from the three ques-
tionnaire surveys. These other research findings are pre-
sented in terms of frequencies, percentages and other forms

of descriptive statistics.

Non-Respondent Tegt Procedures

As discussed in Chapter III, a potential problem can
result from not considering the non-respondents to the ques-
tionnaire in each test group. The important factor to be
resolved in this study is not whether the characteristics of
the non-respondents in each test group are identical to the
respondents in that test group; it is whether the differences
between the non-reépondents and the respondents in each test

group are similar between test groups. The three primary

81
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hypotheses involve tests of significance between certain data
éathered from the two independent test groups. In this study
no attempt is made to determine or forecast the exact propor-
tion of financial or manpower resources devoted to the five

'~ SPPIA Scope of Work standards. Thﬁs, the fact that there may
be a difference between the proportion of resources devoted

to this standard by the non-respondents as compared to the
proportion of resources devoted to this standard by the res-
pondents is not critical to the research questions raised. It
is important, however,'to determine the characteristics of the
non-respondents in each test group as compared to the respon-
dents in each group and to determine if the differences between
the respondents and non-respondents are consistent between
test groups.

In the review of the questionnaires and letters of trans-
mittal used, there appeared to be nothing in these documents
which would cause the recipients in one test group to respond
more readily than the recipients in the other test group.
Someone might not respond to the questionnairé because his
firm's interest and commitment to the internal audit function
was minimal or because his firm was reluctant to disclose this
minimal commitment. This type of recipient would be found
in both test groups, not just in one. Thus, if the commitment
to the independent appraisal functidn of the non-respondents

"in each test group was lower than that of the respondents,

_ this difference would somewhat "cancel out" and not bias the

results of the study.
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Each test group was mailed an initial questionnaire;
after one month all non-respondents were mailed a second
-copy of the questionnaire and a follow-up request lgtter.
The data from the respondents to the first questionnaire and
from respondents to the second questionnaire were separated
for the purpose of this test. It was assumed that the res-
pondents to the second questionnaire were in fact non-respon-
dents to the initial questionnaire. An analysis of the data
from the first and second respondents is presented in Table 4.
Three groups of data are presented in Table 4. The data
in the first two columns are from the usable responses to
the Higher Education Test Group questionnaire. The middle
two columns contain data from all the usable responses to
the Private Corporation Test Group questionnaire. The final
two columns reflect data from the usable responses to the
Private Corporation Test Group data, excluding the data from
the six public utilities that return a usable questionnaire.
The data from the Private Corporation Test Group ques-
tionnaire revealed public utilities' unusual ratio of resources
committed to the independent appraisal function. They had
a very high ratio of F.T.E. professional auditors to total
F.T.E. employees, yet a Qery low percent of total operating
expenditures for internal auditing. These six companies had
a combined ratio of F.T.E. professional auditors devoted to
the five SPPIA Scope of Work Standards per one thousand F.T.E.
employees of 2.60, and a percent of total operating expendi-

tures devoted to the five SPPIA Scope of Work standards of



TABLE 4

RESULTS OF SELECTED RESPONSES TO FIRST
AND SECOND MAILINGS OF THREE
PRIMARY QUESTIONNAIRES

Higher Education |Private Corporation{ Private Corporation
Test Group Test _Group Test Group-Adjusted
Item First Second First Second First Second
Requests | Requests | Requests }| Regquests |JRequests | Regquests

Number of usable responses 38* 18* 50 30 49 25
Percent of total in each

test group 67.9% 32.1% 62.5% 37.5% 66.2% 33.8%
Number of FTE professionals

devoted to five the SPPIA .

Scope of Work Standards 234.68 118.65 330.83 258.56 312.43 163.22
Percent of total in each

test group 66.4% 33.6% 56.2% 43.8% 65.7% 34.3%
Number of FTE professionals

devoted to the five SPPIA

Scope of Work Standards

per each 1000 FTE employees®* .853 .729 .793 .858 .758 .621
Operating expenditures devo-

ted to the five SPPIA Scope

of Work Standards ($000) $6,063 $3,243 $9,163 $7,2717 $8,747 $5,158
Percent of total in each

test group 65.2% 34.8% 55.8% 44.2% 62.9% 37.1%
Operating Expenditures devo-

ted to the five SPPIA Scope

of Work Standards as a per-

cent of total expenditures*¥ .0007466} .0006730 | .0009884 { .0005444 |.0010154{ .0006710

*A usable response was one where both the university internal audit department and univer-
sity institutional research department responded to the questionnaire.

**The procedure used to compute these percentages is presented on pages 89-90.

¥8
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only .0004475. Only one utility responded to the first
questionnaire, and five responded to the second questionnaire.
Thus, a more meaningful comparison could be made between the
first and second respondents in each test group by excluding
these six public ﬁtility companies from this test. There-
fore, the narrative analysis of Table 4 presented in the

next paragraph will be between the Higher Education Test Group
data and the Private Corporation Test Group-Adjusted data.

The Higher Education Test Group data compared to the
Private Corporation Test Group-Adjusted revealed that the
number of usable responses to the first requests as a percent
of total usable responses in each group is almost identical,
67.9 percent in the Higher Education Test Group and 66.2
percent in the Private Corporation Test Group-Adjusted.
Additionally, the percentage distributions between first and
second respondents of the absolute number of F.T.E. profes-
sionals, and the absolute number of operating expenditures
devoted to the five SPPIA Scope of Work standards in each
test group were similar. The distribution of the total F.T.E.
professionals in the Higher Education Test Group was 65.4
percent first respondents and 33.6 percent second respondents.
In the Private Corporation Test Group-Adjusted it was 65.7
percent and 34.3 percent respectively. The distribution of

total SPPIA operating expenditures in the Higher Education

Test Group was 65.2 percent first respondents and 34.% per-
cent second respondents. These same percentages were 62.9

percent and 37.1 percent in the Private Corporation Test
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Group-Adjusted. Finally, the number of usable responses as
a percent of the initial number of firms or universities sur-
veyed is almost identical. In universities this percentage
is 47.9 percent (56 of 117) and in the Private Corporation
Test Group it is 45.2 percent (80 of 177).

There is a consistent drop in the resources committed

to the five SPPIA Scope of Work specific standards between

the first and second respondents in each test group. 1In the
Higher Education Test Group there is 3 14<5 percent drop

(.853 to .729) in the number of F.T.E. professionals devoted
to the five SPPIA Scope of Work Standards per each one thou-
sand employees. In the Private Corporation Teét Group-
Adjusﬁed data this drop is 18.1 percent (.758 to .621). Also,
in the Higher Education Test Group there is a 9.9 percent
drop (.0007466 to .0006730) between the first and second res-
pondents in the computation of operating expenditures devoted
to the five SPPIA Scope of Work Standards as a percent of
total expenditures. 1In the Private Corporation Test Group-
Adjusted this percentage drop was somewhat larger, 33.9 percent
(.0010154 to .0006710). The drop is consistent between
groups in that the drop in the commitment of resources to

the independent appraisal function is, in all cases, lower

in the responses to the second request as compared to the
responses to the first requests.

To summarize, it does appear that, based on the analysis

.of the data presented in Table 4, the proportion of total

resource commitment to the five SPPIA Scope of Work Standards
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by the schools and firms that did not respond to the first
mailing of the questionnaire is less than that of those

that did respond to the first mailing of the questionnaire.
However, this drop in commitment does appear to be consistent
among test groups. Therefore, the fact that questionnaires
were not obtained from the non-respondents appears not to
have biased the results of the tests of the three primary

hypotheses of the study.

Results of Tests of Primary Hypotheses

Hypothesis #1 states that "there is no difference between
the proportion of institutions of higher education that have
an independent internal auditing department responsible for
performing the five SPPIA Scope of Work standards, and the
proportion of private corporations, of similar size to the
institutions of higher education, that have an internal audit-
ing department responsible for performing the five SPPIA
Scope of Work standards." The statistical test used to test
this hypothesis is presented in Chapter III, pages 69 - 71.

The data used to test this hypothesis are presented as

follows:
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Higher Education Private Corporation
Test Group Test Group
Population size Nl = 117 N2 = 2247
Number of Usable
Responses for
this test (sample _ _
size) m = 81 ny, = 96

Number of respondents
in each test group
that have an indepen-
dent internal audit-

ing department X = 75 Xy = 82
Proportion of respon-

dents in each test

group that have an Xl x2
independent internal - = ,9259 = .8542
auditing department n 2

Applying the statistical calculations described in Chapter III
(pages 69 - 71) to the above data, the Z value computed is
1.93. This calculation is presented as follows. The estima-

tor of p is p and equals %%-f%%%- .8870 and 2z is computed as:

29259 - ,8542

1 {117 - 81 L (2247 - 96
.8870 (1 - .8870) |g% (117 = 1) * %6 (9_247 = 1)

1.93

VA

The Null Hypothesis By, Py = Py is accepted at the 0.01 level
of significance if -2.58 < 2 < 2.58; at the 0.05 level of
significance, Ho is accepted if -1.96 < 2 < 1.96; and at the

0.10 level of significance, H

5 is accepted if -1.64 < Z2 < 1.64.

The conclusion that is drawn from the above test is that
at the 0.01 and 0.05 leyels of significance, the null hypo-
thesis is accepted; however, at the 0,10 level of signifi-
cance the null hypothesis is rejected and the alternative

hypothesis, Py # Py is accepted. The rejection of the null
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hypothesis at the 0.10 level of significance would mean that
there is a ninety percent assurance that the true proportiaon
of universities that have an independent internal auditing
department does not equal the true proportion of private cor-
porations that have an independent internal auditing depart-
ment. The 2 value computed of 1.93 corresponds to an actual
probability of a "Type 1" error, rejecting the null hypothesis
when it is true, of 0.0536.

Hypothesis #2 states that "there is nb difference between
the proportion of total ekpenditures devoted to thé five
SPPIA Scope of Work standards by offices responsible for con-
ducting internal independent appraisals in institutions of
higher education, and the proportion of total expenditures
devoted to the five Scope of Work standards by internal audit
departments in private corporations of similar size to the
universities studied." The statistical test used to test this
hypothesis and Hypothesis #3 is presented in detail on pages
71 - 74 of Chapter III.

Both Hypothesis #2 and #3 involve a computation of total
resources devoted to the independent appraisal function in
either private corporations or institutions of higher educa-
tion. This computation was made in a consistent manner in
both test groups. For example, if a private corporation
indicated in its questionnaire that eighty-five percent of
the available time of the professional staff of its internal
audit department was Jdevoted to the five SPPIA Scope of Work

standards, then the financial and manpower resources of that
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department would be multiplied by .85 to arrive at the
financial and manpower resources devoted to this standard.
In a university, the same type of computation was made for
both the internal audit department and institutional research
department and then the financial and manpower resources
devoted to the five SPPIA Scope of Work standards in each
department were summed to arrive at a university's total
commitment to this standard.

The data used to test Hypothesis #2 are presented as
follows:

Higher Private
Education Corporation

Test Group Test Group

Total operating expen-

ditures devoted to

the five SPPIA Scope

of Work Standards by

all the sample units § 9,232,900 $ 16,440,180

Total operating expen-
ditures of all the
sample units $12,939,651,072 $22,629,376,000

Number of usable res-
ponses for this test
(sample units) 55 49

Population size 117 2247

Estimate of the ratio

of SPPIA Scope of

Work expenditures to.

tctal expenditures (R) .00071354 .00072650

Using the data from tne individual sample units and the
above data, the variance of ﬁE and ﬁB was found to be
.0000000043752 and .000000054941 respectively. The standard

error (ﬁE - ﬁB) = anr(ﬁE) + Var(éB) was computed as .000241487,

and 2 is computed as follows:
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.00071354 —- ,00072650
.000241487

. Z = -,054

The null hypothesis Ho, RE = RB is accepted at all three
levels of significance, 0.01, 0.05 and 0.10. The Z value
computed of -.054 corresponds to an actual probability of

a "Type 1" error, ;ejecting the null hypothesis when it is .
correct, of a very high 0.9564.

Hypothesis #3 states that -"there is no difference between
the proportion of full-time equivalent employees dévg?ed to
the five SPPIA Scope of Work standards in offices resssnsible
for conducting internal independent appraisals in institutions
of higher education, and.the proportion of full-time equivalent
employees devoted tc the five Scope of Work standards by the
internal audit department in private corporations of similar
size to the universities studied." Like Hypothesis #1 and
Hypothesis #2, this hypothesis is also tested at the 0.01,
0.05 and 0.10 alpha levels of significance. The data.used

to test Hypothesis #3 are presented below.
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Higher - Private
A Education Corporation
Test Group Test Group

Total number of F.T.E.

professionals devoted

to the five SPPIA Scope

of Work standards by

all sample units 353.33 539.41
Total number of F.T.E.

employees of all the

sample units 437,780 718,850
Number -of usable responses

for this test (sample units) 56 80
Population size 117 2247
Estimate of the ratio of

F.T.E. professionals

devoted to the five

SPPIA Scope of Work

standards to total

F.T.E. employees .0080710 .0081993

Using data from the individual sample units and the

above data, the variance of RE and ﬁB was found to be

.0000000040577 and .000000026820 respectively. The standard

error (RE - RB) = \lVar(RE) + Var(RB) was computed as

.000175664, and Z is computed as follows:

7 = —=0080710 - ,0081993
.000175664

Z = -.073

The null hypothesis Ho' R, =R

E B is accepted at all three

levels of significance, 0.01, 0.05, and 0.10. The Z value
computed of -.073 corresponds to an actual probability of a
"Type 1" error, rejecting the null hypothesis when it is
correct, of a very hagh 0.9418,

In summary, the results of the test of Hypothesis #1 is
that the null hypothesié is accepted at the 0,01 and 0.05
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alpha levels of significance. At the 0.10 alpha level of
significance the null hypothesis is rejected. Hypothesis #2
and Hypothesis #3 were accepted at all three alpha levels of

significance.

Other Research Findings

In addition to gathering the necessary data to test the
three primary hypotheses of the study, other data were obtained
to provide additional insight into the independent appraisal
function at institutions of higher education as compéred to
this same function at a cross-section of private corporations.
The general conclusion drawn from this supplemental data
(presented in this section of Chapter IV) is that the data
reinforces the results of the testing of the three primary
hypotheses of the study. This supplemental data reinforces
the findings that no significant difference exists between the

independent appraisal function in these two test groups.

Position Title and Reporting Level of
the Independent Appraisal Function

Tables 5, 6 and 7 present data concerning the position
title of the head of the internal audit departments in each
test group, and the position title of the head of the insti-
tutional research function in the Higher Education Test Group.
The title of Director or Manager of Internal Auditing or
Audits was predominate in each test group, 63 percent in
universities and 65.9 percent in private corporations. The
title of Director of Institutional Research was predominate
(51.3 percent) for the head of the Institutional Research

function.
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Tables 8, 9, and 10 present data concerning the position
title of the individual to whom the heads of the internal
auditing and institutional research departments report. In
the internal audit area, 35.0 percent of the university heads
report to the executive vice president or a higher level; in
private corporations this percentaée is 29.9 percent. However,

at the board of directors level or higher, only 7.5 percent

TABLE 5

POSITION TITLE OF HEAD OF
INTERNAL AUDIT FUNCTION-
PRIVATE CORPORATION TEST GROUP

Percent
Title Number Of Total
Director-Manager o:f
Internal Audits 54 65,9
Corporate Audit Manager 8 9.8
Vice President and Auditor 3 3.7
Second Vice President -
Internal Audit 3 3.7
Other Designations 14 16.9
Total 82 100.0%

*Other designations include Manager-Planning and
Control; Supervisor; Director-Audit and Operations
Review; Assistant Treasurer; Director-Audit and Taxes;
Manager-Audit Services:; Financial Auditor, Corporate
Secretary:; Assistant to the Controller; Chief Auditor,
and Director - Internal Control.



Table 6

POSITION TITLE OF HEAD OF
INTERNAL AUDIT FUNCTION -
HIGHER EDUCATION TEST GROUP

Percent
Title Number Of Total
Director of Internal Auditing

or Audits 46 63.0
Chief Campus Auditor 17 23.3
Director of Audits il 2 2.7
Other Designations* : . 8 - 11.0

Total 73 100.0%

*Other designations include, Director, Division
of Organization and Management Analysis; Director,
Accounting, Auditing and Budget; Assistant Budget
Director and Internal Auditor; Director, Operations
Analysis; Assistant Vice President for Administration,
and Director of Internal Audits; Director, Auditing,
Systems and Procedures; Auditor II; and Director,
University Administration.



TABLE 7

POSITION TITLE OF EEAD OF
INSTITUTIONAL RESEARCH FUNCTION -

=T
HIGHER EDUCATION TEST GROUP

Percent
Title Number Of Total
Director of Institutional
Research 40 51.3
Coordinator of Instutional
Studies 7 9.0
Director of Planning and
Analysis 7 9.0

Associate Vice Pre51dent for
Planning and Instltutlonal .
Research "3 3.9
Director of Institutional
Studies and University

Planning 2 2.6
Associate Director,

Institutional Research 2 2.6
Director of Analytical Studies 2 2.6
Other Designations* 15 19.0

Total 78 100.0%

*Other Designations included, Director of Budget
and Institutional Services; Director of Budget; Manager,
Office of Statistics and Reports; Director of Resource
Planning; Director of Administrative Services; Director
of Academic Program Review; Director, Comptroller and
Information Systems; Manager of Planning; Director of
Planning and Budgeting; Director, Office of Analytical
Services and Budget; Institutional Studies and Data
Resource Administration; Associate Director of Budget
and Planning; Associate Vice President, Research and
Special Projects; Assistant Vice President, Budget and
Planning; and Coordinator of Student Affairs Research.
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TABLE 8

cOSITION TITLE OF INDIVIDUAL TO WHOM THE DIRECTOR
OF THE INTERNAL AUDIT FUNCTION REPORTS -
PRIVATE CORPORATION TEST GROUP

Percent
Title Number Of Total
Chairman, Board of Directors 4 4.8
Vice Chairman, Board of

Directors 2 2.4
Audit Committee, Board of

Directors 5 6.0
President . 9 10.7
Executive Vice President 5 6.0
Executive Vice President -

Finance and Administration 12 14.3
Senior Vice President -

Planning and Controlling 3 3.6
Vice President - Finance 16 19.0
Vice President and Controller 8 9.5
Vice President - Treasurer 6 7.1
Vice President - Corporate

Development 1 1.2
Vice President and Secretary 1 1.2
Comptroller 9 10.7
Chief Financial Officer 3 3.5

Total 84 100.0%

Note: Some respondents indicated they report directly
to two separate individuals.



TABLE 9

POSITION TITLE OF INDIVIDUAL TO WHOM
THE DIRECTOR OF THE INTERNAL AUDIT FUNCTION REPORTS -
HIGHER EDUCATION TEST GROUP

Title Number Percent
of Total
Board of Regents 2 2.5
Audit or Finance Committee -

Board of Regents 3 3.7
Secretary to Board of Trustees 1 1.3
President 19 23.8
Executive Vice President 3 3.7
Vice President of Financial

Affairs 19 23.8
Vice President-Finance and '

Administration 7 8.7
Vice President of Administration 6 7.5
Vice President for Operations 2 2.5
Assistant Vice President and

Controller 1 1.3
University Secretary and

Controller 2 2.5
Comptroller 2 2.5
Assistant Vice President for

Finance and Systems Management 4 5.0
Treasurer 3 3.7
Other Designations Below

Assistant Vice President Level __6 7.5

Total 80 100.0%

Mote: Some respondents indicated they report
directly to two separate individuals.



TABLE 10

POSITION TITLE OF INDIVIDUAL TO WHOM THE
DIRECTOR OF THE INSTITUTIONAL RESEARCH -
FUNCTION REPORTS - HIGHER EDUCATION

- TEST GROUP
Percent
Title Number Of Total
Chancellor 5 6.2
President 7 8.6
Executive Vice President - 4 4,9
Provost 6 7.4 .
Vice President, Academic Affairs 13 16.0
Vice President for Administration 10 12.4
Vice President, Finance and
Operations 3 3.7
Vice President and University
Dean for Graduate Studies and
Research 1 1.3
Associate Vice President
for Budget and Planning 10 12.4
Associate Provost 1 1.3
Assistant Vice President Level 7 8.6
Assistant to the President 7 8.6
Other Designation below Assistant
Vice President Level 1 8.6
Total 81 100.0%

Note: Some respondents indicated they reported
directly to two separate individuals.
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of the internal audit directors at the universities report
directly to that level; in private corporations the percen-
tage is 13.2 percent. In the universities surveyed the
institutional research office appears to report to a some-
what lower level of management than does the head of internal
auditing. Only 19.7 percent of the institutional research
heads report to the executive vice president level or higher.
It also appears that institutional researéh is more an academic
staff function than is internal auditing. Sixteen percent of
the heads of this depa;tment reported to the academic vice
president whereas none of the internal audit directors report
to the academic vice president. Noteworthy is the fact that
3.7 percent of the institutional research directors report to
the Vice President, Finance and Operations; and 12.4 percent
report to the Associate Vice President for Budget and Planning.
Both of these ;eportiﬁg levels are obviously outside the

academic area and in the finance and budgeting areas.

Total Employees, Employment Categories,
Academic Backgrounds and Professional

Certifications of Professional Staff

Tables 11 and 12 contain data covering the total number
of employees and the distribution of these totals among
employment categories. As noted in Table 11, fourteen of the
ninety-six'fesponding private corporations did not have an
internal audit department, and the mode employment range was
in the four-six category. Six of eighty-one'universities did
not have an internal audit department, and the mode employment

range was in the four-six category also. Of the ninety



TABLE 11

TOTAL EMPLOYEES IN IMTERNAL AUDIT DEPARTMENTS IN EACH

TEST GROUP AND TOTAL EMPLOYEES IN INSTITUTIONAL

RESEARCH DEPARTMENTS IN HIGHER EDUCATION TEST GROUP

Internal Audit - Internal Audit - Institutional Research -
Corporations Universities Universities
Percent Percent Percent
Total Employees Number Of Total Number Of Total Number Of Total

None - No Department 14 14.5 6 7.4 12 13.3
One - Three 14 14.5 17 21.0 15 16.7
Four - Six 22 22.9 21 25.9 23 > 25,6
Seven - Nine 17 17.7 17 21.0 19 21.1
Ten - Twelve 9 9.4 11 13.6 9 10.0
Thirteen -~ Fifteen 5 5.2 5 6.2 6 6.7
Sixteen -~ Eighteen 1 1.0 1 1.2 2 2.2
Nineteen - Twenty-one 4 4.2 2 2.5 1 1.1
Over Twenty-one 10 10.4 1 1.2 3 3.3

Total 96 100.0% 81 100.0% 90 100.0%
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TABLE 12

TOTAL AND AVERAGE NUMBER OF EMPLOYEES BY EMPLOYMENT CATEGORY IN THE
INTERNAL AUDIT DEPARTMENT IN EACH TEST GROUP, AND IN THE INSTITUTIONAL
RESEARCH DEPARTMENT IN THE HIGHER EDUCATION TEST GROUP

Internal Audit
Department-Corporations

Internal Audit
Department-Universities

Institutional Research
Department-Universities

Employment . Percent Percent Percent
Category Number |Of Total | Average Number | Of Total | Average Number | Of Total | Average
Professional
Auditors. or
Professionals| 797 88.7 9.7 401 71.8 5.4 363 59.6 4.7
Clerical 88 9.8 1.1 65 11.6 0.9 130 21.3 1.7
Part-Time
Assistants 5 0.6 0.06 85 15.2 1.1 93 15.3 1.2
Other 8 0.9 0.1 8 1.4 0.1 23 3.8 0.3
Total 898 100.0% 559 100.0% 609 100.0%

¢oT
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universities that responded to the institutional research
questionnaire, twelive did not have an institutional research
department. Again, the mode employment range is in the four-
six category. The internal audit departmeﬁts in the reséon-
ding private corpdrations have somewhat larger total staffs

as compared to the responding internal audit and institutional
research departments in the universities. Of the eighty-two
private corporations that had an internal audit department,
only 64.6 percent had total employees in ghe one to nine
range. In university internal audit departments this percentage
was 73.3 percent, and in the institutional research office the
percentage was 73.1 percent. The mean number of total em-
ployees in these three groups were: internal audit depart-
ment - corporations, eleven; internal audit department -
universities, seven; and institutional research - universities,
eight. Finally, the range of employees in the private cor-
poration internal audit departments was from one to sixty-six;
in university internal audit departments it was one to forty:
and in institutional research departments it was one to
thirty-eight.

Table 12 presents the total and average number of em-
ployees by employment categories in the three types of de-
partments surveyed. An obvious éonclusion is that univer-
sities employ a much larger number of part-time assistants.
Also, the average number of professionals in each of the
three offices was 9.7 for the internal audit departﬁent in

private corporations; 5.4 for the internal audit department
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in universities; and 4.7 for the institutional research
office in universities.

With respect to the academic degrees of the professional
staff in the responding offices (Tables 13, 14, and 15), the
number of professionals with academic degrees is highest in
the internal audit department in universities. Ninety-
seven percent had at least a bachelor's degree and 21.4 per-
cent had a master's degree. These percentages were 84.1
percent and 15.4 petcent in the internal audit departments
or private corporationé. Although only 83.5 percent of the
professionals in institutiénal research offices had a bachelor's
degree, 57.3 percent did have a master's degree, and 25.9
percent possessed a doctor's degree.

The certifications of the professional auditors in the
internal audit departments surveyed is presented in Tables
16 and 17. 1In private corporations 29.2 pe&cent of the pro-
fessional auditors were CPA's and 5.1 percent were Certified
Internal Auditours. In universities these percentages are
somewhat higher than those for the private corporations.
Thirty-four percent were CPA's and 9.7 percent were Certified
Internal Auditors.

As indicated by the data concerning academic degrees
and professional certifications, the internal audit offices
in the two test groups have somewhat similar percentages.
However, the percentages were slightly higher in all cate-

gories for the university internal audit offices as compared



TABLE 13

ACADEMIC DEGREES OF PROFESSIONAL STAFF IN
INTERNAL AUDIT DEPARTMENTS -
PRIVATE CORPORATION TEST GROUP

Percent Of
Degrees Total Professional
Held Number Auditors (797)
Bachelor's 670 . 84.1
Master's 123 15.4
Doctor's 1 0.1

TABLE 14

ACADEMIC DEGREES OF PROFESSIONAL STAFF IN
INTERNAL AUDIT DEPARTMENTS -
HIGHER EDUCATION TEST GROUP

Percent Of
Degrees Total Professional
Held Number Auditors (401)
Bachelor's 388 96.8
Master's 86 21.4
Doctor's 3 : 0.7

TABLE 15

ACADEMIC DEGREES OF PROFESSIONAL STAFF IN
INSTITUTIONAL RESEARCH DEPARTMENTS -
HIGHER EDUCATION TEST GROUP

Percent Of
Degrees Total Professionals
Held Number (363)
Bachelor's 303 83.5
Master's 208 . 57.3

Doctor's 94 25.9
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TABLE 16

PROFESSIONAL CERTIFICATIONS OF PROFESSIONAL
AUDITORS - PRIVATE CORPORATION TEST GROUP

Percent Of
Total Professional
Title Number Auditors (797)

Certified Public

Accountant 233 29.2
Certified Internal

Auditor 41 5.1
Certified Management

Accountant . 2 0.2
Certified Information A

System Auditor 21 2.6

TABLE 17

PROFESSIONAL CERTIFICATIONS OF PROFESSIONAL
AUDITORS - HIGHER EDUCATION TEST GROUP

Percent Of
Total Professional

Title Number Auditors (401)
Certified Public
Accountant 137 34.2
Certified Internal
Auditor ’ 39 9.7

Certified Management
Accountants 4 1.0
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to the internal audit offices in theﬁprivate corporations

surveyed.

Individual of Grou that Receive
Activity Reports from the Indepen-
dent Appraisal Departments

Tables 18 and 19 present information concerning the
individuals or groups that routinely receive reports of the
findings and recommendations cf all internal audits per-
formed. 1In universities 43.2 percent of the respondents
indicate either the governing board or the audit committee
of the governing board recéi&ed these routine reports. In
private corporations this percentage was 45.7 percent. Al-
though these percentages are almost identical between the two
test groups, at the president and executive vice president
ievels there is an appreciable difference. In universities
the president receives these reports in 54.3 percent of the
schools responding to this question and the executive vice
president in 30.0 percent of the schools. In private corpora-
tions these percentages are 69.1 percent and 72.8 percent res-
pectively. The external auditor receives the results of all
internal audits at 82.7 percent of the responding corporations,
whereas at the responding universities this percentage was
only 44.3 percent. The percentages for the financial vice
president were almost identical in both groups: 91.4 percent
in universities and 86.4 percent in private corporations.

In institutional research offices (Table 20), the reports:

of the findings and recommendations of all reports are trans-
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TABLE 18

INDIVIDUALS OR GROUPS THAT ROUTINELY RECEIVE REPORTS OF
THE FINDINGS AND RECOMMENDATIONS OF ALL INTERNAL AUDITS
PERFORMED -~ HIGHER EDUCATION TEST GROUP

Percent of Usable
Responses to this
Name Number Question (Total 70)

Audit Committee -

Governing Board 19 27.1
Governing Board 13 18.6
Chief Executive Officer - 38 54.3
Executive Vice President 21 30.0
External Auditors 31 44.3

Financial Vice President 64 91.4
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TABLE 19

INDIVIDUAL OR GROUP THAT ROUTINELY RECEIVE REPORTS OF
THE FINDINGS AND RECOMMENDATIONS OF ALL INTERNAL
AUDITS PERFORMED - PRIVATE CORPORATION TEST GROUP

Percent of Usable
Responses to this
Name Number Question (Total 81)

Audit Committee -

Board of Directors 30 37.0
Board of Directors 5 6.2
President : 56 69.1
Executive Vice President 59 72.8
External Auditors 67 82.7

Financial Vice President 70 §6.4
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TABLE 20

INDIVIDUALS OR GROUPS THAT RCUTINELY RECEIVE REPORTS
OF THE FINDINGS AND RECOMMENDATIONS OF ALL
INSTITUTIONAL RESEARCH REPORTS ISSUED -
HIGHER EDUCATION TEST GROUP

Percent of Usable
Responses to this
Name Number Question (Total 63)

Audit Committee -

Governing Board 3 4.8
Governing Board R 8 12.7
Chief Executive Officer 41 65.1
Executive Vice President 32 50.8
Vice President for Academic

Affairs 57 90.5

Financial Vice President 41 65.1
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mitted to the governing board or audit committee of the gov-
erning board at 17.5 percent of the responding schools. 1In
65.1 percent of the schools the president receives these
findings and the executive vice president receives the
reports. at 50.8 percent of the schools responding. These
two percentages are higher for the institutional research
offices than they are for the internal sudit departments at
the responding universities. Interestingly, the vice presi-
dent for academic affairs receives these reports at 90.5
percent of the responding schools, and the financial vice
president receives these reports at 65.1 percent of the res-
ponding schools.

In terms of the individuals or groups that receive a
periodic activity report (at least znnually) highlighting
significant audit or study findings and recommendations
(Table 21), it is fairly obvious that such reports are more
widely used and distributed in the responding private cor-
porations than in the responding universities. Of some
significance is the fact that the university president and
executive vice president received periodic reports from the
institutional research office at 78.3 percent and 46.7 percent
of the responding universities. These same percentages for
the internal audit department at the responding universities
was 53.2 percent and 27.4 percent respectively. Finally, it
is somewhat surprising to learn that in 70.0 percent of the
responding schools, the financial vice president received the

periodic activity report of the institutional research office.



TABLE 21

INDIVIDUALS OR GRCUPS THAT RECEIVE A PERIODIC ACTIVITY
REPORT (AT LEAST ANNUALLY) HIGHLIGHTING SIGNIFICANT
AUDIT OR STUDY FINDINGS

Internal Audit

Department-~Corporations

Internal Audit
Department-Universities

Institutional Research
Department-Universities

Percent Of
Usable Responses
to this Question

Percent Of
Usable Responses
to this Question

Percent Of
Usable Responses
to this Question

Name Number (Total 80) Number (Total 62) Number (Total 60)
Audit Committee -

Board of Directors 68 85.0 24 38.7 1 1.7
Board of Directors 12 15.0 13 21.0 13 21.7
President 58 72.5 33 53.2 47 78.3
Executive Vice

President 47 58.8 17 27.4 28 46.7
External Auditors 55 68.8 26 41.9
Financial Vice

President 62 77.5 48 77.4 42 70.0

<11
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Distribution of Available Time of
Professional Staff in Internal

Audit and Institutional
Research Departments

Tables 22 and 23 present the percent of total available
time of thg internal audit or institutional research staff
devoted to the five SPPIA Scope of Work standards. Inter-
estingly, this mean percentage for the internal audit depart-
ments in the responding universities was 77.6 percent, and
in responding private corporations it was a coﬁparable 79.7
percent. In universities the standard deviation of this
distribution was 11.0 percent, and in private corporations
it was slightly higher, 12.2 percent.

A significant objective of this study was to determine
if institutional research offices in universities were per-

forming the SPPIA Scope of Work standards. . Table 23 presents

the results of this question posed to the directors of in-
stitutional research departments. The answers range from 0
percent (nine schools) to 91-95 percent (two schools). The
average percent of time devoted to the SPPIA Scope of Work
standards was 32.1 percent, and with such a wide range of
responses the standard deviation was a relatively high 24.8
percent.

Table 24 relates to the percent of time the internal
audit departments in the two test groups devote to professional
training and development activities. 1In responding univer-
sities this mean percentage is 7.3 percent, and in respon-

ding private corporations it is slightly greater at 7.6 percent.



TABLE 22

PERCENT OF TOTAL AVAILABLE TIME OF
INTERNAL AUDIT STAFF DEVOTED TO
THE FIVE SPPIA SCOPE OF
WORK STANDARDS

Higher Education Private Corporation
Test Group Test Group
Ranges of Percent . Percent
Percent of Time Number Of Total Number Of Total
41-45% 0 0.0 2 . 2.4
46-50% 3 4.1 1 1.2
51-55% 0 0.0 0 0.0
56-60% 5 6.8 2 2.4
61-65% 4 5.4 8 9.8
66-70% 9 12.2 10 12.2
71-75% 12 16.2 7 8.5
76-80% 13 17.6 13 15.9
81-85% 14 18.9 13 15.9
86-90% 7 9.5 9 11.0
91-95% 6 7.9 14 17.1
96-100% _1 1.4 3 3.6
Total 74 100.0% 82 100.0%
Mean 77.6% 79.7%
Standard Deviatioqﬁ 11.0% 12.2%

PIT
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TABLE 23

PERCENT OF TOTAL AVAILABLE TIME OF INSTITUTIONAL
RESEARCH STAFF DEVOTED TO THE FIVE SPPIA
SCOPE OF WORK STANDARDS

Ranges Of Number Percent
Percent Of Time Of Schools* Of Total

0%
1-~5%
6-10%

11-15%
16-20%
21-25% )
26-30% 1
31-35%
36-40%
41-45%
46-50%
51-55%
56-60%
61-65%
66-70%
71-75%
76-80%
81-85%
86-90%
91-95%
96-100%
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Total
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100.0%

Mean 32.1% Standard Deviation 24.8%

*Schools that have an Institutional Research
Nffice.



TABLE 24

PERCENT OF TOTAL AVAILABLE INTERNAL AUDIT DEPARTMENT STAFF
TIME DEVOTED TO STAFF TRAINING, PROFESSIONAL MEETINGS,
CONVENTIONS AND OTHER TYPES OF CONTINUING
EDUCATION ACTIVITIES

Higher Education Private Corporation
Test Group Test Group
Range Of Number Percent Number Percent
Percent of Time Of Schools Of Total Cf Firms Of Total
0% 0 0.0 1 1.2
1 - 5% 37 50.0 48 57.3
6 -10% 29 39.1 24 29.3
11-15% ' 6 8.1 4 4.9
16-20% 2 2.8 4 4.9
Over 20% _0 0.0 _2 2.4
Total 74 100.0% 82 100.0%
Mean 7.3% 7.6%
Standard Deviation 4.1% 5.2%

911
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Finally, Table 25 presents data concerning the percent of
available internal audit staff time devoted to non-SPPIA
activities and non-continuing professional education activities.
In responding universities this percentage is 15.1 percent,
and in responding private corporations it is 12.8 percent.
The fact that such a low percentage of time is devoted to
non-SPPIA and non-professional education activities is impor-
tant for it challenges a concern that is often expressed in
the literature of internal auditing, that internal auditors
are assigned many dutiés that do not relate to the internal
audit function. The responses received in.this study do not
indicate such a problem exists. In general, internal audit

staffs were performing SPPIA Scope of Work activities and

professional education activities during approximately 86.5

percent of their available time.

Distribution of Available Time Devoted to
SPPIA Scope of Work Standards Among the
Five Specific Scope of Work Standards

The SPPIA Scope of Work standard is divided into five

specific Scope of Work standards. These five specific stan-

dards are:

310 Reliability and Integrity of Information -
Internal auditors should review the reliability

and integrity of financial and operating in-
formation and the means used to identify,
measure, classify and report such information.

320 compliance with Policjes, Plans, Procedures,
Laws, and Requlations - Internal auditors

should review the systems established to en-
sure compliance with those policies, plans,
procedures, laws, and regulations which could
have a significant impact on operations and
reports, and should determine whether the
organization is in compliance.



TABLE 25

PERCENT OF TOTAL AVAILABLE INTERNAL AUDIT DEPARTMENT STAFF TIME
TIME DEVOTED TO NON-SPPIA ACTIVITIES AND NON-CONTINUING
EDUCATION ACTIVITIES

Priva

te Corporation

Higher Education

Test Group Test Group

Range of Number Percent Number Percent

Percent of Time Of Firms Of Total Of Schools | Of Total
0% 15 18.3 6 8.1
1 - 5% 17 20.7 ‘11 14.9
6 -10% 12 14.6 18 24.3
11-15% 15 18.3 9 12.2
16-20% 7 8.5 11 14.9
21-25% 4 4.9 8 10.8
26-30% 8 9.8 5 6.8
31-35% 1 1.2 -3 4.1
36-40% 0 0.0 1 1.3
41-45% 1 1.2 1 1.3
Oover 45% _2 2.5 1 1.3
Total 82 100.0% 74 100.0%
Mean 12.8% 15.1%
Standard Deviation 11.8% 10.9%

811
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330 safequarding of Assets - Internal auditors
should review the means of.safequarding
assets and, as appropriate, verify the
existence of such assets.

340 Economic and Efficient Use of Resources -
Internal auditors should appraise the
economy and efficiency with which resources -
are employed. )

350 Accomplishment of Established Objectives and

Goals for Operations of Problems - Internal
auditors should review operations or programs

to ascertain whether results are consistent

with established objectives and goals and

whether the operations or programs are being

carried out as planned.
One can conclude that Sf the five standards, standards 310,
320, and 330 are more traditional to the internal audit func-
tion, and standards 340 and 350 relate more to operational
auditing activities.

Tables 26 and 27 present the distribution of available

time spent on the five specific SPPIA Scope of Work standards.
As might be expected, the majority of the available time was
spent on standards 310, 320, and 330. 1In fesponding univer-
sities this combined percentage was 76.0 percent, and in
responding private corporations it was 78.4 percent, with
specific standard 320 receiving the highest percentage in both
~groups. In fact, the ranking of time devoted to the five
standards was the same in both test groups. This ranking
from most to least time devoted was for specific standards
320, 310, 330, 340, and 350.

Table 28 presents the same data for the responding in-
stitutional researqh offices. As expected, institutional

research offices devoted a much smaller percentage of their
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TABLE 26

TIME DEVOTED TO SPPIA SCOPE OF WORK STANDARD
DIVIDED BETWEEN THE FIVE SPECIFIC SCOPE OF
WORK STANDARDS AT PRIVATE CORPORATIONS
THAT HAVE AN INTERNAL AUDIT DEPARTMENT

Mean Standard
Standard Percentage Deviation
310 30.1 16.1
320 31.2 14.4
330 17.1 8.3
340 12,3 10.2
350 9.3 9.5
Total 100.0%
TABLE 27

TIME DEVOTED TO SPPIA SCOPE OF WORK STANDARD
DIVIDED BETWEEN THE FIVE SPECIFIC SCOPE OF
WORK STANDARDS AT SCHOOLS THAT HAVE AN
INTERNAL AUDIT DEPARTMENT

Mean Standard
Standard Percentage Deviation
310 23.1 13.2
320 34.9 18.1
330 18.0 11.9
340 12.4 9.9
350 11.6 10.1
Total 100.0%
TABLE 28

TIME DEVOTED TO SPPIA SCOPE OF WORK STANDARD
DIVIDED BETWEEN THE FIVE SPECIFIC SCOPE OF
WORK STANDARDS AT SCHOOLS THAT -HAVF AN
INSTITUTIONAL RESEARCH OFFICE PERFORMING
SPPIA SCOPE OF WORK ACTIVITIES

Mean Standard

Standard Percentage Deviation
310 27.6 23.8
320 18.1 20.4
330 1.1 2.3
340 28.3 24.8
350 24.9 21.8

Total 100,0%
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time to standards 310, 320, and 330 (46.7 percent) and a
large percentage of their time (53.3 percent) to standards
340 and 350. Specific standard 330 received the lowest
allotment (1.1 percent). The rankings from highest to lowest

time devoted were for standards 340, 310, 350, 320, and 330.

Other Private Corporation Departments
Performing SPPIA Scope of Work
Standard Activities

As discussed in Chapter III no other department other
than the internal auditing department was surveyed in the
Private Corporation Test Group. This decision was made be-
cause no evidence was found in the literature review to
indicate there were any other independent departments per-
forming this function. A question was included, however, in
the Private Corporation Test Group questionnaire asking if
any other independent department was performing SPPIA Scope
of Work activities. 1In response to this question there were
seventeen yes answers and sixty-eight no responses. Of the
seventeen yes answers, no department was mentioned more than
twice. The five departments mentioned twice were Corporate
Controller, Industrial Engineer, Financial Analysis, Security,
and Quality Control. Other departments mentioned once in-
cluded Corporate Planning and Development, Corporate Treasurer,
Internal Systems Department, Rate Department, Organizational
Control, Systems Review, Legal, Procurement, and Mill Services.

Two conclusions are apparent. First, of the departments men-

tioned above, very few fit the category of an independent
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appraisal department., Second, since no department was men-
tioned more than twice, there obviously is no other depart-
ment common to most corporations performing SPPIA Scope of
Work activities. Thus, the decigion to survey only internal
audit departments in the Private Corporation Test Group

appears to be justified.

Summary

In the first section of this chapter the test procedure
used to determine the bias, if any, of disregarding the non-
respondents to the survey questionnaires is presented. The
results of this procedure revealed that although it can be
expected that the non-respondents in each test group were
probably less committed to the internal auditing functions
than the respondents, this drop in commitment appears to be
consistent in both test groups. Therefore, it was assumed
that the testing of the three primarv hypotheses was not
biased by not considering the non-respondents in the two test
groups.

The results of the tests of the three primary hypotheses
are presented in the second section of this chapter. Hypothesis
#1 deals with the proportion of universities and private
corporations that have an internal audit'department and was
tested at the 0.01, 0.05 and 0,10 levels of significance.

The null hypothesis was accepted at the 0.01 and 0.05 levels.
However, the proportion of universities that have an internal
audit department is sufficiently higher than the proportion

of private corporations so that the null hypothesis was
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rejected at the 0.10 significance level. Hypothesis #2 and
Hypothesis #3 deal with the financial and human resources as

a percent of total resources devoted to the independent
appraisal function in the two test groups. " Both hypotheses
were tested at the O.Ql, 0.05, and 0.10 levels of significance
and the null hypothesis was accepted in all cases. In fact,
the probability of rejecting the null hypothesis when it is
correct was in excess of ninety percent for both Hypothesis #2
and Hypothesis #3,

The final section‘of the chapter presented descriptive
statistical data concerning the responding internal audit
departments in both test groups and the responding institu-
tional research offices in the higher education test group.
This supplemental data supports the results of the test of
the three primary hypotheses. A basic conclusion that can
be reached from the tests of the three primary hypotheses is
that the independent appraisal function in universities is not
behind the independent appraisal function in private corpora-
tions in terms of resources committed to this function. The
data presented in the third section of the chapter confirmed
that in most other areas of importance - such as the propor-
tion of time devoted to the §gg;A'Scope of Work standards:
the academic degrees and professional certification of the
audit staff; and the professional educational activities, the
departments in the two test groups were quite similar. This
section also presented data relating to the institutional

research offices in universities. This data confirms that
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institutional research offices are spending a siénificant

part of their available time (32.1 percent) performing SPPIA
Scope of Work standard activities. Also, this office possesses
many characteristics similar to an internal audit department.
The institutional research offices do tend to be somewhat

more concerned with the academic area and more involved in

the operational audit area (specific standards 340 and 350)

as opposed to the more traditional financial audit areas.



CHAPTER V
SUMMARY, CONCLUSIONS, AND LIMITATIONS

Summary of the Study

This study consisted, in part, of an evaluation and
analysis of the independent appraisél function iﬂ institu-
tions of higher education. A significant part of this study
also compared this independent appraisal function in univer-
sities to the same function in similar sized private business
enferprises. The main thrust of this comparison tested three
primary hypotheses which dealt with (1) the commitment to
establish an independent appraisal function and (2) the pro-
portion of total financial and manpower resources devoted to
this function.

A final pufpose of this study was to identify the inde-
pendent staff departments that perform this independent apprai-
sal function in universities and private corporations. The
initial review of the literature indicated that the internal
auditing department performed this function in all types of
organizations. However, in institutions of higher education
an additional department, the office 6f institutional research,

also appeared to perform this independent appréisal function.

125
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The Institute of Internal Auditors, Inc. (IIA) defines
internal audiﬁing as an independent appraisal function estab-
lished within an organization to examine and evaluate its
activities as a service to the organization; Many definitions
of institutional research are quite similar to this official
definition of internal auditing. 1In essence, both staff func-
tions are internal to the organization, both conduct apprai-
sals of the organization; and both collect dafa about the
activities of the organization as a service to management.

In June, 1978, the Standards for the Professional Practice

of Internal Auditing (SPPIA) were adopted hv the Board of

Directors of the IIA. These standards, the first official
document issued with the intent of representing the practice

of internal auditing as it should be, are meant to serve the
entire internal auditing profession - in all types of busi-
nesses and organizations. Five general standards and twenty-
five specific standards were issued. Of distinct importance

to this study were the Scope of Work general standard and the
five specific Scope of Work standards. Also of importance

is the IIA's position that the SPPIA apply to any unit or
activity within an organization which perforis internal auditing

functions, and that the SPPIA apply to independent departments

within an organization rather than external agencies.

Three factors which influenced the decision to conduct
this study grew out of two prior studies of the internal
audit function in institutions of higher education (Streetman,

Drucker) which were critical of the commitment of universities
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to internal auditing. Each study had concluded that univer-
sities lagged behind privéte industry in using internal
auditing as a tool for controlling and improving operations.
However, these two studies: (1) were conducted prior to the
publication of the SPPIA when no official IIA standards
existed against which to measure performance; (2) did not
survey similar sized private corporations to determine their
commitment to this function; and (3) did not consider the
commitment of any other department, specifically the insti-
tutional research depa}tment, to this independent appraisal
function.

A mailed questionnaire survey procedure was used to
gather the necessary data to test the three primary hypo-
theses and obtain the supplemental data used in the study.
Questionnaires were initially mailed to the directors of
internal auditing and directors of institutional research at
everf four-year United States university with an enrollment
of 15,000 or more. A similar questionnaire was mailed to the
directors of internal auditing at 177 private United States
business corporations of a size similar to that of the res-
ponding universities. Responses were received from: 81
university internal audit departments, repressnting a sample
size of 69.2 percent of the total population; 90 institutional
research departments, representing a sample size of 76.9
percent of the total population; and 96 private corporation

internal audit departments, representing 4.3 percent of the
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total population of private corporations with total em-
ployees in the 1,000 to 24,000 range.

Hypothesis #1, stated in the null form, statistically
tested the difference between the proportion of univer-
sities and the proportion of private corporations that had
made a decision to establish an internal auditing department.
The statistical method used to test this hypothesis was one
that involved a difference between two sample proportions
where large samples were obtained. Hypothesis #2 and Hypo-
thesis #3 were also sféted in the null form. Hypothesis
#2 essentially stated that there was no difference in the
proportion of financial resources devoted to accomplishing
the five SPPIA Scope of Work standards in universities as
compared to the proportion of financial resources devoted

to the five SPPIA Scope of Work standards by private cor-

porations. Hypothesis #3 involved the same comparison as
Hypothesis #2 except the proportion of financial resources

was replaced by the number of F.T.E. employees devoted to N
accomplishing the five SPPIA Scope of Work. standards as'a
percent of total F.T.E. employees. A ratio estimate method
was used to test Hypotheses #2 and #3. Other data obtained
in the questionnaires were used to make additional comparisons
between the responding university internal audit offices and
institutional research offices, and the responding private

corporation internal audit offices.

Conclusions

1. In the surveyed universities that had an internal
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auditing department, 77.6 percent of the total available pro-

fessional staff time was devoted to the five SPPIA Scope of

Work specific standards. In the responding universities that
had an institutional research department, 32.1 percent of the
total available professional staff time was devoted to the
five SPPIA Scope of Work standards. In the responding pri-
vate corporations 79.7 percent of the total available pro-
fessional staff time was devoted to the five SPPIA Scope of
Work standards. Also, no other independent office common to
the majority of the reéponding corporations was found to be
devoting significant amounts of time to the five SPPIA Scope
of Work standards. Thus, it can be concluded that in the
responding universities, two separate independent staff de-
partments are devoting a significant portion of their avail-

able time to accomplishing the five SPPIA Scope of Work stan-

dards. These two departments are the internal audit depart-
ment and the institutional research department. In the pri-
vate corporations surveyed only the internal audit depart-
ment devoted a significant portion of its time to the five
SPPIA Scope of Work standards.

2. Of the eighty-one universities responding to the
internal audit questionnaire, seventy-five universities
(92.59 percent) indicated they had an established internal

auditing department performing the SPPIA Scope of Work stan-

dard. Eighty-two of the ninety-six responding private cor-
porations (85.42 percent) had an established internal auditing

department performing the SPPIA Scope of Work standards.
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Using these two proportions, Hypothesis #1 was statistically
tested at the 0.01, 0.05, and 0.10 alpha levels of signifi-
cance. The hypothesis was acceptediat the 0.01 and 0.05
levels of significance. At the 0.10 level of significance
the null hypothesis was rejected. The sample data indicates
that a larger proportion of universities have an established
internal auditing department and one can be 90 percent con-
fident that if data was available from tﬁe total population
of both test groups, this difference in commitment by univer-
sities to an established internal auditing department would
be found to exist.

3. Hypothesis #2 basically stated that there was no
difference between the proportion of total expenditures de-
voted to the five SPPIA Scope of Work standards by offices
responsible for performing internal independent appraisals
in universities, and the proportion of total expenditures
devoted to these same standards by the internal audit depart-
ment in private corporations. The internal audit offices at
the responding private corporations were spending .072650
percent of total financial expenditures in performing the
five SPPIA Scope of Work standards. This percentage was
slightly less for the universities that had an established
appraisal function, .071354 percent. Thése data were tested
at the 0.01, 0.05, and 0.10 alpha levels of significance and
the null hypothesis was accepted in all three tests. The
actual probability of rejecting the null hypothesis when it

is true was found to be a very high 0.9564.
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4. Hypothesis #3 was exactly the same as Hypothesis #2
except the proportion of financial resources devoted to this
independent appraisal function was replaced by the proportinn
of F.T.E. professional staff employees devoted to the inde-
pendent appraisal function. The responding internal audit
departments in the private corporations had .81993 profes-
sional auditors per each 1,000 F,.T.E, employses davoted to
the five SPPIA Scope of Work standards. In the universities
surveyed the total professionals devoted to the five SPPIA
specific Scope of Work standards by the independent appraisal
departments was .80710 per each 1,000 F.T.E. employees. These
data were tested at the 0.01, 0.05, and 0.10 alpha levels of
significance and the null hypothesis was accepted in all
three tests. The actual probability of rejecting the null
hypothesis when it is true was found to be a very high 0.9418.

5. The reporting level of the head of the internal audit
department at the responding universities was some&hat higher
than the heads of the internal audit department in the res-
ponding private corporations. Thirty-five percent of the
. university heads reported to the executive vice president or
a higher level; in private éorporations this percentage was
29.9 percent. However, at the board of directors level the
private corporations had a higher percentage than the uni-
versities, 13.2 percent compared to 7.5 percent. The res-
ponding institutional research offices reported to a some-
what lower management level than did the internal audit

department. Only 19.7 percent of the institutional research

heads repor£ to the executive vice president level or higher.
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6. The average number of professional auditors in each
responding corporation with an established internal audit
department was 9.7. In university internal audit departments
this number was 5.4, and in university institutional research
offices the average numberr of professionals per office was
4.7.

7. In terms of academic degrees and professional certi-
ficates of the professional auditors, the percentages for the
responding university internal audit departments was consis-
tently higher than the'percentages for the responding private
corporations. The professionals in the institutional research
offices at the responding universities had a larger percentage
of individuals with master's and doctor's degrees than did
the internal audit professional auditors in either the res-
ponding universities or corporatidns.

8. The distribution of the reports of studies conducted,
and the distribution cf periodic activity reports by the
internal audit department in the responding private corpora-
tions was more widespread than it was in either the internal
audit office or institutional research Gffices in the res-
ponding universities.

9. The responding university internal audit departments
spend 7.3 percent of their available time in continuing educa-
tion activities and 15.1 percent of their available time per-

forming non—ggglg and non-continuing education activities.
In the responding private corporations.these percentages were

7.6 percent and 12.8 percent respectively.



133

10. The time devoted to the five SPPIA Scope of Work
standards broken down by percent of time devoted tc each
specific standard was very close between the responding
interral audit departments ir the two test groups. This

division was as follows:

Specific University Private Corporation
Standard Percentages Percentages

320 34.9 31.2

310 23.1 30.1

330 18.0 17.1

340 12.4 12.3

350 11.6 9.3

Specific standards 310, 320, and 330 are-more traditional to
the internal audit function and both test groups placed
greater emphasis on them. The responding university insti-
tutional research offices devoted the majority (53.2 percent)

of their SPPIA time to specific standards 340 and 350 which

deal with the economic and efficient use of resources

{standard 340), and the accomplishment of established objgctives
and goals of the organization {standard 350). The responding
institutional research offices devoted 27.6 percent of their

available SPPIA time to determining the reliability and in-

tegrity of information (standard 310) and 18.1 percent of
their time on compliance with policies, plans, procedures,
laws, and regulations (standard 320).

In conclusion, the results of the tests of the three pri-
mary hypotheses and the analysis of the other supplemental
data indicate that the independent appraisal function in
institutions of higher education does not lag behind the in-.

ternal audit function in private business corporations of
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similar size. 1In fact, in almost all instaznces this function

in both test groups appeared to be relatively equal.

Limitations
The major constraint of this study is that it cannot be
used to determine whether universities should be devoting
more or less resources to the independent appraisal function

as described in the SPPIA. The purpose of the study was

only to determine if there is, or is not, a significant dif-
ference between the proportion of total resources devoted to

the five SPPIA Scope of Work standards by offices responsible

for conducting internal independent appraisals in institutions
of higher educaticn and the proportion of total resources
devoted to the same SPPIA standards by the internal audit