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ABSTRACT 

 
IMPACTS OF INTERNAL AUDIT ON FINANCIAL PERFORMANCE OF 

COMMERCIAL BANKS IN MALAYSIA  

  

It has been widely accepted that an internal audit is a simple administrative function that 

involves reviewing documents, calculating assets, and reporting to the Board of Directors, 

Management, or External Auditors. Due to a lack of personnel and management support, as 

well as inadequate training and development, Malaysia suffers from significant Internal 

Audit deficiencies. Yet there hasn't been an in-depth examination of the above concerns with 

a focus on the fundamental causes of successful internal auditing, notably in commercial 

banks. Therefore, the current study examines the impacts of internal audits on the financial 

performance of commercial banks in Malaysia. In this regard, a descriptive research approach 

will be employed to address the research questions
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ABSTRAK  

 
KESAN AUDIT DALAMAN TERHADAP PRESTASI KEWANGAN  BANK  

DAGANGAN DI MALAYSIA  

 

Telah diterima secara meluas bahawa Audit dalaman adalah fungsi pentadbiran yang mudah 

yang melibatkan semakan dokumen, mengira aset, dan melaporkan kepada Lembaga 

Pengarah, Pengurusan, atau Juruaudit Luar. Oleh kerana kekurangan kakitangan dan 

sokongan pengurusan, serta latihan dan pembangunan yang tidak mencukupi, Malaysia 

mengalami kekurangan Audit Dalaman yang ketara. Namun belum ada pemeriksaan 

mendalam mengenai kebimbangan di atas dengan memberi tumpuan kepada sebab-sebab 

asas pengauditan dalaman yang berjaya, terutamanya di bank dagangan. Oleh itu, kajian 

semasa mengkaji kesan audit dalaman terhadap prestasi kewangan bank perdagangan di 

Malaysia. Dalam hal ini, pendekatan penyelidikan deskriptif akan digunakan untuk 

menangani soalan penyelidikan 
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CHAPTER 1  
 

INTRODUCTION  

1.1 Research Background 

Although internal audit is increasingly viewed by organizations as playing a crucial 

function, less study has been done on internal audit than on external audit. This 

perspective is supported by Gendron and Bedardôs (2006) assertion that academics tend 

to ignore internal audits in favor of focusing on external audits as the major control 

function. Many academics have asked for further research into internal audit 

effectiveness, particularly in poor countries where internal auditing might play a large 

role in preventing fraud and corruption. Internal audit effectiveness has not been 

thoroughly explored (Ahmad et al., 2009).  

In prior studies, many techniques were used to examine the effectiveness of internal audits 

(Ahmad et al., 2009). Endaya and Hanefah (2013) adopted the International Standards for 

Professional Practice of Internal Auditing (ISPPIA) as a guideline while others developed 

their techniques to evaluate internal audit effectiveness. Additionally, several studies have 

used various components and techniques for determining efficacy in the literature (Arena 

& Azzone, 2009), and the best framework is still up for debate. Before the early 1990s, 

internal audit effectiveness was not the subject of many studies. Boyle (1993) examined 

six major academic accounting publications for the years 1975 to 1990 and found just 

twenty-one papers on the subject of internal audit, and none of them addressed internal 
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audit effectiveness. This limitation is mostly caused by a lack of focus on the concepts 

that may be utilized to develop a theoretical framework for internal audit effectiveness. 

Adams (1994) asserts that the agency theory contributes to the explanation of the 

existence, nature, and method of internal audit. Additionally, it aids in predicting how 

organizational reorganization and rationalization may affect internal auditors. According 

to Mihret et al. (2010), the link between ISPPIA compliance and corporate target 

achievement may be used to evaluate the success of internal audits. 

Following large accounting scandals, deliberate misrepresentations, and fraudulent 

actions by some companies, such as Enron, WorldCom, and Satyam, which led to 

accounting failure, internal auditing has gained increased significance as a critical 

corporate governance instrument (Carcello, Hermanson & Raghunandan, 2005). Due to 

these accounting mistakes, the US Congress passed the Sarbanes Oxley Act of 2002. 

(SOX, 2002). This has a significant effect on several issues with corporate governance 

and financial reporting. It promoted placing more focus on internal audits and controls in 

general. As a result, likely, many companies are currently concentrating on internal 

audits. The Public Accounting Oversight Board's (PCAOB) standard on auditing internal 

controls, according to the organization, also urges companies to invest in competent and 

unbiased internal audit operations. Furthermore, data shows that internal audit expenses 

and staff numbers rose by almost 10% in the US between 2001 and 2002 (Carcello et al., 

2005).  

Similar to external audits, internal auditing has become a crucial component of global 

organizations. It is crucial to the organization's internal control and risk management 

system (Anderson et al., 2012). Internal auditing is carried out by people working for or 

against the corporation in a range of legal and cultural circumstances within organizations 
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of various sizes, goals, and structures (Fadzil, Haron & Jantan, 2005). In research by the 

Malaysian Institute of Corporate Governance (MICG), the Institute of Internal Auditors 

Malaysia (IIAM), and Ernst & Young, it was discovered that internal auditors are in the 

best position to comprehend and describe the business processes of the firm. To lower 

risk, they also serve as advisors. The main objectives of an internal audit are to protect 

investors' rights and interests. Internal auditing may help a business achieve its goals or 

improve overall performance by examining governance, control, and risk management 

(Carcello et al., 2005). 

For the current study, it is important to take into consideration the audit committee's 

independence, expertise, diligence, and tenure. The presence of independent members on 

an audit committee boosts the committee's effectiveness in discharging its oversight 

duties, according to agency theory and resource dependency theory. Independent audit 

committee directors are viewed by the market as informed participants willing to offer 

advice and help (Mohammed et al., 2011). Ali and Handayani (2018) contend that audit 

committee members with experience in financial accounting may improve the standard 

of financial reporting. The accounting credentials of the audit committee's members 

enhance their ability to prevent management from engaging in activities designed to 

conceal self-interest. Additionally, it is thought that the regularity of audit committee 

meetings encourages financial reporting transparency (Singh & Newby, 2010). Finally, 

audit committee members who have served for a shorter amount of time tend to perform 

oversight tasks more successfully since they are expected to question management 

choices (Barua et al., 2010). 

To improve corporate governance and the firm's financial reporting perspective, the 

Securities and Exchange Commission (SEC) has called attention to the significance of an 
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effective audit committee and internal audit system. Academic research has also 

addressed this topic (Zain & Subramaniam, 2007). An effective internal audit system that 

includes statements about control, a third-party assessment of accounting systems and 

procedures, and risk and fraud analysis supports the audit committee (Hermanson & 

Rittenberg, 2003). Internal auditing is a useful tool that the audit committee employs to 

fulfill its obligation to create financial reports (Ali & Handayani, 2018). On the other 

hand, the audit committee is responsible for reviewing the internal audit strategy and 

making sure that the internal audit activity has an appropriate scope (Zain, Subramaniam, 

& Stewart, 2006). In addition, it is claimed by Carcello et al. (2005) that an audit 

committee must exercise some control over the internal audit function for the system to 

effectively monitor and assist the audit committee in carrying out its duties. One approach 

to achieve this is to manage the resources the organization has allotted for internal audits. 

It has been widely accepted that an internal audit is a simple administrative function that 

involves reviewing documents, calculating assets, and reporting to the Board of Directors, 

Management, or External Auditors. This is no longer true (Friedberg & Lutrin, 2005). Yet 

a combination of events has led to a silent revolution in the industry. As well as 

demonstrating efficiency in service delivery, organizations must be responsible in their 

use of shareholder cash. A high degree of knowledge and skill is now demanded from 

internal auditors. Limited resources must be used more efficiently to reduce and manage 

risks. As technology advances, it becomes possible to collect and analyse data at ever-

faster speeds, necessitating the need for internal audit departments to provide sound 

advice to businesses. Internal auditing differs from one business to the next, and 

transitioning to contemporary internal auditing may be a major task. More than just 

organizational adjustments are required to transform simply maintaining compliance with 

rules and regulations into providing benefits. Employees in many banks are underpaid 
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and uninspired, ethical standards are inadequate, and governance processes are 

inefficient, resulting in the mismanagement of assets (Ramamoorti, 2003). 

Most internal audit experts believe that a strong internal audit function leads to better 

financial results. An effective internal audit service, according to Ondieki (2013), can 

help reduce overhead, identify ways to improve efficiency, and maximize exposure to 

possible losses from inadequately safeguarded company assets, all of which can have a 

significant impact on an organization's financial performance. An internal audit, 

according to the author, is a beneficial management tool for enhancing performance. 

Internal auditors, according to Fadzil, Haron, and Jantan (2005), assist a firm function 

more efficiently and effectively to maximize shareholder value. Similarly, Barua, Rama, 

and Sharma (2010) claimed that having a good internal audit function is linked to better 

organizational performance. 

The phrase "audit effectiveness" refers to gathering sufficient and appropriate audit 

evidence to make a reasonable judgment about the financial statements' adherence to 

generally accepted accounting principles (Ljubisavljevi & Jovanovi, 2011). A successful 

internal audit system assists in the achievement of performance, profitability, and revenue 

loss prevention. Internal audit plays a critical role in strengthening the reliability of the 

internal control system, improving the risk management process, and, most significantly, 

fulfilling the needs of internal users.  

Internal auditing aids the executive directors' and workers' accountability mechanisms to 

the owners and other stakeholders (Eighme & Cashell, 2002). Internal audit departments 

provide a dependable, objective, and neutral service to management, the board of 

directors, and the audit committee, while stakeholders care about return on investments, 
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long-term growth, strong leadership, and accurate reporting on a company's financial 

performance and business practices. Several studies on the function of internal audits in 

achieving business goals have been undertaken (Ljubisavljevi & Jovanovi, 2011). Internal 

audit guarantees the accuracy and dependability of financial and operational data from 

various sub-units, allowing for appropriate decision-making at all levels. 

Blagica, Olivera, Vesna, and Georgieva (2015) investigated the efficacy internal audit in 

the banking sector in Macedonia, a nation in transition, and found that internal audit was 

usually effective in terms of audit report quality and independence (free of influence) in 

banks. The study's research included both quantitative and qualitative approaches, as well 

as the methodology of instrument analysis (questionnaires). 

Epure and Lafuente (2012) studied the performance of Costa Rican banks in the face of 

risk from 1998 to 2007. The findings revealed that regulatory reforms lead to improved 

performance, and that risk explains disparities in bank performance. Non-performing 

loans reduce efficiency and return on assets, but a high capital adequacy ratio boosts the 

net interest margin. 

Board characteristics' effects on Kuwaiti company performance, as well as the 

relationship between internal audit and organizational performance, was investigated by 

Al -Matari, Homaid, and Alaaraj (2016), who noted that whether the relationship is direct 

or indirect, there is always a moderating effect of some other variable. Ljubisavljevi and 

Jovanovi (2011) investigated the link between internal audits and company performance 

in Serbia. According to the findings, there was no relationship between internal audit and 

company performance. The Malaysian scenario might produce diverse outcomes. Some 

studies have focused on internal auditing issues in established nations such as the United 
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States and the United Kingdom, but there is limited data in emerging markets. The link 

between internal (audit experience and accounting qualification) audit and business 

performance (ROA) with development possibilities and audit committee independence in 

Malaysia was investigated by Hutchinson and Mat Zain (2009). Future studies could 

explore other factor models that might impact the quality of internal audits and improve 

corporate governance, according to the authors. As a result, the current study investigates 

the impact of internal audits on the financial performance of Malaysian commercial 

banks. 

1.2 Statement of Problem 

As a result of a rise in ethical business practises, transparent financial reporting, precise 

cost management, and corporate responsibility, businesses today are continually 

strengthening their internal control, risk management, and corporate governance systems. 

Internal audit is crucial to businesses because it provides management services like 

evaluating internal controls, avoiding fraud, and ensuring adherence to legal requirements 

and corporate policies. The internal audit department, however, receives the least amount 

of attention from certain businesses since they see it as a nonprofit. Therefore, it is critical 

to determine how much internal audit is required and how much money should be set 

aside for internal audit tasks (Diamond, 2002). 

The essential need for thorough internal audits in both the public and commercial sectors 

is demonstrated by the increasing instances of business mismanagement and failures in 

Malaysia (Al-Dhamari, Almagdoub, & Al-Gamrh, 2018). Examples include Tai Kwong 

Yokohama, Genting Malaysian Berhad, and Transmile group Berhad. In 2007, Ali, Chen, 

and Radhakrishnan drew attention to the substantial flaws and limitations of internal 
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auditing in Malaysian businesses. They contend that both public and private businesses 

lack skilled internal audit staff and resources, and that the Malaysian government is 

unable to effectively support and promote internal audit initiatives. 

Claessens, Djankov, and Lang (2000) found that family members and their descendants 

held 67.2% of the shares in 238 Malaysian companies. Family members would therefore 

likely be used in the selection of audit committee directors who are less likely to question 

their judgement, as indicated by Kets de Vries et al (2006). Another comment made by 

Sori et al. (2007) is that Malaysia's audit committees are still evolving and need more 

time and effort to win the confidence of all stakeholders. They go on to say that the audit 

committee's inability to carry out its regular duties, to keep up with accounting 

technology, and to address other issues pertaining to the psychology of the internal audit 

profession are the causes of its inefficiency. According to Mohammed et al. (2011), many 

audit committees in Malaysia merely serve as a "rubber stamp" and are simply present to 

satisfy Bursa Malaysia's mandate that all publicly traded businesses have an audit 

committee. Additionally, Malaysian businesses must disclose their 2009 internal audit 

budgets (Mohammed et al., 2011). The Malaysian context is excellent for a full 

investigation of the link between audit committee characteristics and investment in 

internal audit because information on the internal audit budget is easily accessible and it 

is unclear how well the audit committee monitors the internal audit function. 

Corporate governance has received a lot of attention from the public and the authorities 

as a result of the effects of corporate scandals and the global financial crisis. Thornton 

(2004) claims that in order for firms to proactively identify, analyse, and control risks, 

stakeholders' expectations of internal audit operations have changed significantly in 

recent years and that the emphasis has shifted from financial control to compliance role. 
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According to Sarbanes (2002), increased accounting and corporate governance 

requirements and standards were prompted by global financial scandals. Due to scandals 

like World.com and Enron, in which investors lost a combined $180 billion, the United 

States passed the Corporate and Auditing Accountability and Responsibility Act in 2002. 

(Sarbanes, 2002). Weak internal control systems, particularly poor corporate governance, 

were to blame for a number of significant financial crises, which the Sarbanes-Oxley Act 

of 2002 sought to rectify. 

Malaysia has serious internal audit shortcomings as a result of a lack of staff and 

managerial support, as well as poor training and development. Many of these companies 

have internal audit departments or divisions that are unable to operate effectively due to 

a significant personnel shortage and a lack of audit expertise among the workforce (Ali 

et al., 2007). Since the National Audit Department (NAD) cynically uses internal audit 

units as training grounds for its staff needs, this has an impact on the effectiveness and 

credibility of internal audit units in all commercial institutions (Ali et al., 2007). However, 

there hasn't been a thorough investigation of the aforementioned issues that focuses on 

the underlying reasons for effective internal auditing, particularly in commercial banks. 

Additional questions concerning the independence of the audit committee's members are 

raised by the fact that the controlling management, which governs Malaysian 

corporations, chooses its members (Abdullah et al., 2010). Academic experts have serious 

reservations about how the independent members of the audit committee are chosen 

(Norziaton & Muharam, 2021). Furthermore, only 40% of the audit committee members 

in Malaysian enterprises that Mohamad Naimi, Rohami, and Wan-Hussin (2010) studied 

had experience in accounting and finance. A Malaysian company's audit committee meets 

frequently, but the quantity of work performed during those meetings is not recorded 
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(Sori, Ramadili, & Karbhari, 2009). These characteristics seriously put into question the 

efficiency of AC in Malaysian businesses. 

 

1.3 The Objectives of this study/research are as follows: 

The objectives of this study/research are as follows: 

 

1. To determine the impacts of internal audit competence on the financial 

performance of commercial banks in Malaysia 

2. To determine the impacts of internal audit independence on the financial 

performance of commercial banks in Malaysia 

3. To determine the impacts of top management support on the financial 

performance of commercial banks in Malaysia  

4. To determine the impacts of audit committees on the financial performance of 

commercial banks in Malaysia  

 

1.4 Research Questions 

1. What are the impacts of internal audit competence on the financial performance 

of commercial banks in Malaysia? 

2. What are the impacts of internal audit independence on the financial performance 

of commercial banks in Malaysia? 
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3. What are the impacts of top management support on the financial performance of 

commercial banks in Malaysia? 

4. What are the impacts of audit committees on the financial performance of 

commercial banks in Malaysia?  

 

1.5 The Study Hypothesis 

H1: There is a positive and significant relationship between internal audit competence 

and the financial performance of commercial banks in Malaysia 

H2: There is a positive and significant relationship between internal audit independence 

and the financial performance of commercial banks in Malaysia 

H3: There is a positive and significant relationship between top management support and 

the financial performance of commercial banks in Malaysia 

H4: There is a positive and significant relationship between audit committees and the 

financial performance of commercial banks in Malaysia 

 

1.6 Scope and Limitation of Study 

Internal audit's impact on financial performance in Malaysia's banking sector will be 

investigated in this study. Due to time and financial constraints, the investigation would 

be confined to bank headquarters in Malaysia's capital. This means that if the nature of 
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the initiatives performed differs considerably from those in the banking sector in the 

capital, the findings will be less generalizable. 

1.7 Significance of Study 

Understanding and expertise in internal audit effectiveness will aid bank management, 

even the board of management, in running the business operations of the company. The 

findings might be used by government agencies and policymakers to develop good 

national policies based on a relevant and sensitive framework that will guide internal 

audits. The findings will aid in the professional expansion of current information about 

the impact of internal audits on bank financial performance. It can be used as a reference 

by researchers and students who are working on a similar project.  

 

1.8 Definition of Key Terms 

1.8.1 Internal Audit  

The Institute of Internal Auditors (IIA) (2009) defines an internal audit as an independent, 

material, and consultative activity that adds value and improves an organization's 

operations. It aids the firm in accomplishing its objectives by systematically and 

disciplined analyzing and improving the efficacy of risk management, control, and the 

management process. 
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1.8.2 Financial Efficiency 

A company's financial performance is a monetary assessment of the effectiveness of its 

policies and practices. indicator of the long-term financial health of an organisation. 

Companies' financial performance may be judged in several ways. A company's ability 

to generate revenue from its primary mode of operation may be measured by its return on 

investment (ROI), return on assets (ROA), return on equity (ROE), and value-added, 

among other things (Mishkin, 2007).  

 

1.8.3 Banking Sector 

Banks are financial institutions that offer clients banking and associated services, such as 

accepting deposits, providing loans, and changing foreign currency, among other things. 

The banking industry has traditionally tried to spread its risks by investing as broadly as 

possible, as this reduces the danger of a single loan failure sinking the entire institution 

(Power &Gendron, 2015). Commercial banks are financial institutions that accept 

deposits, lend money to businesses, and provide other services. X 

 

1.9 Conclusion/Summary 

This chapter has presented an introduction to internal auditing in commercial banks. 

Specifically, it has presented the research background, statement of the problem, research 

objectives, research questions, study hypothesis, the scope and the limitations of the 

study, the significance of the study, as well as the definition of terms.    
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CHAPTER 2  
 

LITERATURE REVIEW  

 

2.1 Introduction  

Banks are financial institutions that offer clients banking and associated services, such as 

accepting deposits, providing loans, and changing foreign currency, among other things. 

The banking industry has traditionally tried to spread its risks by investing as broadly as 

possible, as this reduces the danger of a single loan failure sinking the entire institution 

(Power &Gendron, 2015). Commercial banks are financial institutions that accept 

deposits, lend money to businesses, and provide other services. 

2.2 Theoretical Review  

2.2.1 Lending Credibility Theory  

Following the Lending Credibility Theory, audited financial statements can improve 

stakeholders' confidence in management's stewardship of the company. Regulated 

financial reporting responsibilities have an impact on or affect many businesses in the 

corporate sector today. In addition to them are shareholders and management as well as 

creditors as well as workers, the government, and several other organizations. Individual 

shareholders as well as large corporations such as banks and insurance firms are the major 

recipients of annual reports. In many cases, their judgments are based on financial reports 
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and management performances, which have a responsibility to act in the best interests of 

investors, which is the goal of financial statements. 

The auditor is chosen by the company's shareholders, who subsequently submit his 

findings to the company's customers. As a result of the auditor's report, the firm's financial  

status and performance are assessed. Investors will be reassured that their money is safe, 

and the use of fraudulent accounting practices to depict the company in a more favourable 

light will be curtailed as well. Auditors examine financial statements to determine 

whether or not they are accurate (Armstrong, 2009).  

A close analysis of the lending credibility concept indicates that it is scientific. It contains 

a significant amount of fallacy since various scholars have identified ways to disprove 

the theory's assertions. The theory also contains a lot of internal contradictions, but its 

three primary models give it a lot of organizational power.  

2.2.2 Agency Theory 

An agency relationship is a legal arrangement between a company's owner(s) and senior 

management. The owners have delegated some decision-making authority to the 

managers, who work together with the company as their agents to carry out 

responsibilities on their behalf. This authority might be abused by managers for personal 

gain. Therefore, having audit committees, external auditors, and internal auditors on staff 

will help the business improve performance and ensure that management carries out its 

objectives in line with procedures (Adams, 1994). The board, audit committee, and senior 

management are just a few of the internal audit clients who use internal auditors as agents 

and monitors (Endaya & Hanefah, 2013). Agency problems may occur when the board 
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or its audit committee is ineffective; as a result, senior management is likely to have a big 

impact on internal audits. Due to this complex network, internal audit faces a dilemma by 

nature: how can it supervise management if it is ineffective itself?  

Internal auditors regularly evaluate the performance of top management, but they also 

speak for the board and audit committee, who have confidence in their capacity to do so. 

However, for a variety of reasons, such as financial compensation from managers, close 

personal ties with them, and the capacity of senior management to influence internal 

auditors' future positions and salaries, internal auditors may act contrary to the interests 

of the board of directors and its audit committee. In such a setting, internal auditors would 

have the incentive to shape information flows, which raises fresh concerns for the board 

and audit committee concerning their faith in the neutrality of the internal auditors. To 

address these dangers to the internal auditors' objectivity, the board and audit committee 

must take action (Endaya & Hanefah, 2013). 

Internal auditors are required to execute audit processes on a professional level as agents, 

which calls for education, professional certifications, experience, and other competencies 

to do their jobs successfully (Sawyer, 1993). If they had internal auditors who satisfied 

these requirements and there were internal auditor training programs, the board and audit 

committee would feel more confident in the competence of internal auditors. By proving 

that their work was done to high quality, internal auditors can refute claims that they 

neglected their duties. 

The internal audit department's activities are managed by the chief audit executive, who 

is mostly in charge of creating the internal audit strategy, conveying internal audit results, 

and putting internal audit recommendations into practice. The internal audit department 
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is a resource that members of the company use to evaluate the internal control system 

(Pickett, 2010). Throughout this investigation, internal auditors should collect sufficient 

and reliable evidence to support their assessment of the internal control system. If there 

is such proof, the organization's members will have more trust in the work of the internal 

audit. As a result, for organization members to perceive internal auditors as actors, the 

effectiveness of the internal audit department is a crucial need. 

Internal auditors rely on them for support in their capacity as representatives of the 

organization's members. Having a robust audit committee in place increases internal audit 

independence and reduces senior management's influence on internal audit scope or 

performance (Fadzil et al., 2005). For example, the issue of senior management's ability 

to influence the future employment and salary of internal auditors would be handled by 

designating an audit committee as the only authority for the appointment and firing of the 

chief audit officer. Another clear indication of the support of the organization's members 

is when senior management urges that all departments implement the internal audit 

recommendations. 

The agency theory suggests internal and external company governance strategies that 

reduce agency costs and manager-shareholder conflicts (Jensen & Meckling, 2019). One 

such corporate governance tool is the audit committee (AC). The audit committee is 

viewed as an essential self-regulatory internal governance structure that provides 

supervision of the whole financial reporting process, including the performance of 

internal control systems and the work of the auditors (Hermanson & Rittenberg, 2003). It 

is expected that the audit committee is informed of the requirements for evaluating 

internal control, including review procedures and data sources (Madawaki & Amran, 

2013). 
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Based on the above discussion, it can be seen clearly that the agency theory is a useful 

theory that can explain the relationship between some variables of the study, and it is 

relevant to be embedded in the development of this research conceptual framework. The 

agency theory aims to allay problems that could arise in agency relationships, particularly 

between owners (such as shareholders) and their agents (for example, company 

executives). As a result of agency theory, principals and agents are unable to verify each 

other's actions, as well as when they disagree on how much risk they are willing to accept 

as a result of their conflicting goals. Since their risk tolerances vary, the principal and 

agent may adopt different actions. 

According to Power and Gendron (2015), agency theory may allow for more in-depth and 

meaningful study in the internal audit domain. Like other intervention mechanisms 

including financial reporting and external audit, agency theory says internal auditing 

helps owners and management maintain cost-effective contracting. A theory of agency is 

used to explain the existence of internal audit in firms as well as some of the 

characteristics of internal audit departments, such as their size and scope of activities, 

such as financial versus operational auditing, in the research. 

The agency paradigm entirely ignores the larger social environment in which the agency 

interactions are anchored. Outside elements (culture, environment, attitudes, and 

individuals) that have a long-term influence on agency relationships are also ignored by 

the idea (Morck& Yeung, 2003). 
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2.2.3 Contingency Theory 

According to the contingency theory of leadership and management, there is no such thing 

as a one-size-fits-all strategy for leading, controlling, and managing businesses. 

Organizations and their activities are influenced by a variety of external and internal 

factors. Audit functions are types of organizations that are impacted by a variety of 

external factors. Because of these features, auditing may be addressed utilizing the 

contingency theory, which acknowledges that changing and contingent components 

impact audit processes and outcomes.  

An audit's goal is to evaluate if a company's data, regulations, procedures, and processes 

are accurate. While independent financial audits may be mandated by law for some 

financial institutions, industry standards may also necessitate audits in other areas, such 

as technology and safety. The business kind, employee skill level, applicable legislation, 

available audit workforce, available technology and systems, and deadlines all have a key 

impact in the audit sub-processes, such as planning and field work (Lenz & Sarens, 2012). 

Daft (2012) defines a contingency as "anything dependent on other things," and 

contingency theory implies "it relies upon." Task-oriented auditing functions might be 

loosely structured. Auditors must carefully manage their inspections and consider 

variables to complete the task because the functions can vary significantly depending on 

the area of a company under audit and the type of business model, In order to fulfil the 

assignment, they must manage their inspections carefully and take many factors into 

account. 
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It is important to the research because banks place a high value on the quality of audit 

reports. When audit teams employ resources based on skill and experience, and when 

auditors are flexible and can adjust to process changes, audit quality and output remain 

ensured. An auditor with experience assessing financial instruments, for example, can be 

useful in an audit of a bank or hedge fund, even if the financial instruments offered by the 

organization do not match the conventional mould (Lenz & Sarens, 2012). 

While contingency theory has certain advantages, it falls short of explaining why some 

leadership styles are effective in some circumstances but not in others. The LPC scale's 

validity is also called into doubt because it does not correlate well with other traditional 

leadership measures. Contingency theory also falls short of completely explaining what 

should be done in the workplace when there is a mismatch between the leader and the 

situation.  

2.2.4 The Stakeholder Theory 

This theory was first advanced by Freeman (1984) in his book Strategic Management: A 

Stakeholder Approach, which identified a corporation's stakeholders as employees, 

customers, suppliers, communities, governmental bodies, political groups, trade 

associations, trade unions, and competitors, with their status derived from their ability to 

influence the firm. Recent scholarly works on the issue of stakeholder theory include 

Donaldson and Preston (1995), Friedman and Miles (1995), and others that epitomize 

research and theories in this field. The descriptive method is used to describe and explain 

company features and behaviour, such as how corporations are managed, how the board 

of directors views corporate constituents, and how managers think about management 

and the firm's essence. The instrumental method looks at empirical data to see whether 
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there are any links between stakeholder group management and business goals being met 

(most commonly profitability and efficiency goals). The normative approach, which 

Donaldson and Preston identify as the theory's foundation, evaluates the corporation's role 

and offers moral or philosophical principles for its functioning and administration. 

Mitchell, et al. (1997) developed a stakeholder typology based on the characteristics of 

power (a party's ability to impose its will in a relationship), legitimacy (socially accepted 

and expected structures or behaviors), and urgency (the stakeholder's claims' time 

sensitivity or criticality). Friedman and Miles look at the ramifications of contentious 

stakeholder-organization interactions by adding compatible/incompatible interests and 

necessary/contingent connections as additional factors to consider when assessing the 

design of these relationships. Phillips (1997) distinguishes between normatively 

legitimate stakeholders (those whose stakeholder status is derived from their capacity to 

influence the organization) and derivatively legitimate stakeholders (those whose 

stakeholder position is derived from their ability to impact the organization).  

Stakeholder Theory is important to my research because it provides insight into how 

businesses operate. It states that any business must generate value for customers, 

suppliers, workers, communities, financiers, shareholders, banks, and other individuals 

with money to be successful. A political philosopher, Blattberg (2004), attacked 

stakeholder theory for presuming that the interests of diverse stakeholders may be 

compromised or balanced against each other at best. He claims that this is due to the 

organization's emphasis on negotiation as the primary form of communication for 

resolving disputes between stakeholder interests. 
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2.2.5 Institutional Theory  

According to institutional theory, organizational structures and practices are changed as 

a result of normative influences from both internal and external sources, such as laws and 

regulations or the professions (Mihret et al., 2010). In a similar vein, Arena and Azzone 

(2007) listed the subsequent external elements that have an impact on both people and 

organizations: Rules and regulations, choices taken by other organizations in imitation, 

consultation with professional bodies, and coercive isomorphism (normative 

isomorphism). 

A viewpoint from the institution has been included in some past internal audit inquiries 

(Al -Twaijry et al., 2003; Arena & Azzone, 2006; Arena & Azzone, 2007; Mihret et al., 

2010). Al-Twaijry et al. (2003) conducted a study on internal audits in Saudi Arabia using 

the isomorphic method, and they utilized the institutional theory to explain their findings 

on internal audit setups and the role of the government in promoting their growth. Similar 

techniques were used by Arena and Azzone (2006) to assess the development of internal 

audits in six Italian companies as a multiple case study. Their studies showed how 

normative, coercive, and mimetic influences impacted internal audit's acceptability and 

expansion. According to a more recent study by Arena and Azzone (2007) that was based 

on a survey of 364 Italian businesses, the isomorphic pressures had a significant impact 

on the firms' support of internal auditing. According to the researchers, institutional 

theory should be the main subject of future research on internal audit efficacy. Mihret et 

al. (2010) suggest that examining the relationship between ISPPIA compliance and the 

accomplishment of business objectives might help determine how effective internal audits 

are. 
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As can be seen from the discussion above, the institutional theory is a valuable theory 

that may explain the link between various study variables, and it is vital to incorporate it 

in the construction of this research conceptual framework. For internal audit effectiveness 

in both rich and developing nations, it is a sound notion. 

2.3 Effectiveness of the internal audit function 

The amount to which the specified objectives, including quality, are met is referred to as 

internal audit effectiveness. The Institute of Internal Auditors (IIA) defines internal audit 

effectiveness as the degree to which an internal audit office fulfils its objectives. While 

Mizrahi and Ness-Weisman (2007) define internal audit effectiveness based on the 

internal auditor's capacity to intervene in the prevention and repair of defects, they finally 

define it as the number and extent of flaws remedied as a consequence of the auditing 

process. 

Although the efficiency and effectiveness of audits in the public sector are more complex 

than in the private sector, an effective internal audit system aids in achieving performance, 

and profitability, and preventing revenue loss, particularly in the public sector (Pilcher, 

Gilchrist, & Singh, 2011). Internal audit effectiveness may be measured in two ways: (1) 

the audit's conformance to a set of universal standards extrapolated from IA 

characteristics; and (2) the audit's conformance to some set of universal standards 

extrapolated from IA characteristics (Cohen & Sayag, 2010). This was given by Sawyer 

(1993), who advanced five internal auditing standards: organizational independence, 

professional competency, the scope of work, audit performance, and internal audit 

department management. (2) Adopts Ransan's (1955) thesis that the efficacy of internal 

auditing is decided by the subjective evaluations ascribed to this role by management, 
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rather than a calculable fact. In other words, the performance of any internal audit can 

only be assessed in terms of the stakeholders' expectations. 

Dittenhofer (2001) devised a questionnaire to collect managerial opinion on each internal 

auditing activity in a firm, and this technique demands the establishment of systematic 

and generally reliable measures to assess the efficacy of IA. The poll covered planning 

and preparation, the quality of the audit report, the timeliness of the audit, and the quality 

of communication among the main actors. An average score for the efficacy of a specific 

auditing assignment was determined based on managers' replies. Internal auditing that is 

done well gives confidence to stakeholders such as regulators, workers, financial 

institutions, shareholders, and those not listed. 

The level of listed companies' commitment to Malaysian financial market norms set by 

The Institute of Internal Auditors was evaluated by Jantan et al. (2008). Researchers used 

the first two questions to assess adherence to professional practice standards for internal 

audit, and the second to analyze the impact of this commitment on the internal control 

system, as well as the descriptive technique to reach this overall aim. The professional 

flexibility and topic parts were found to be important in this investigation. Internal audit 

in Malaysian businesses listed on the stock exchange has a significant influence on the 

efficiency of internal control systems, and the scope of internal audit and professional 

performance in internal audit departments have an impact on communication and 

information characteristics. Internal control system and the environment with the internal 

control system. 

Internal auditing must contribute to value addition and effectiveness for key stakeholders 

for it to demonstrate legitimacy in any firm (Lenz & Hahn, 2015). According to Ridley 



 

25 

 

(2008), internal auditing now focuses on the triple E's of effectiveness, economy, and 

efficiency. Efficiency is the quality of employing the fewest resources possible to produce 

the greatest number of outputs, whereas economy is the acquisition of resources in the 

most practical way, and effectiveness is the accomplishment of desired goals. Although 

efficiency and economy are crucial to the services offered by any institution, the study 

stressed the superiority of effectiveness above the two. Internal audit plays a significant 

role in determining if the operations and procedures of a division, department, or 

organization under audit are adequate (Dittenhofer, 2001). When audit effectiveness is 

maintained constant, audit efficiency, according to Lee and Park (2016), is shown by the 

combined effort for more successful output, including the realization of timeliness and 

audit report quality. 

Internal audit tasks now encompass risk management, internal controls, and fundamental 

business principles in addition to the traditional monitoring of financial transactions 

(Spira & Page, 2003). The efficiency of internal control systems is influenced by internal 

auditors' extensive accounting, finance, and auditing expertise (Lee and Park, 2016). 

Internal auditor effectiveness and added value, according to Lenz & Hahn (2015), are 

interdependent, underscoring the necessity of internal auditors. According to Sarens et al. 

(2012), most senior management are unaware of internal audit activities and do not 

recognize the crucial function internal auditors play in a company. Internal audit 

effectiveness is seen by Lenz and Hahn (2015) as a notion of risk analysis that helps a 

company achieve its goals by positively affecting its basic business principles and 

strategic planning. Internal audit is a service provider to the organization, and research 

indicates that based on the internal audit function structure, it differs from organization 

to organization. 
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There is a difference, according to Dellai and Omri (2016), between a board and 

management that wants the internal audit function to be objective and support the 

achievement of goals and a board or management that unduly influences or restrains the 

internal audit service from effectively carrying out its mandate and potentially uncovering 

issues that they are uncomfortable with or that could harm the organization's reputation. 

The notion is that providing important information to the top management is a gauge of 

internal audit effectiveness (Mihret et al., 2010). They measured the efficacy of internal 

auditing by looking at how well it helps firms achieve their goals. A key way that internal 

auditing may assist a company is by ensuring compliance with laws, rules, regulations, 

and policies in a financial context as well as supporting management in the overall 

attainment of objectives and risk management (Davidson et al., 2005).   

When assessing the IAF, it is critical to acknowledge the significant responsibilities that 

the audit board and senior administration play in deciding the IAF's high standard. This 

is because they are responsible for IAF resource allocation and monitoring tasks (Abbott 

et al., 2010). Therefore, there is a definite need for and potential for more studies into the 

procedures for determining the effectiveness of IAF. In addition, Feng et al. (2015) noted 

that an examination of an organization's real payments may be able to shed light on this 

problem if firms invest more money in creating internal audit tools.  According to Stewart 

and Subramaniam (2010), completing the many sorts of audits that are required calls for 

educated individuals with the relevant specialist certification, experience, and education. 

In addition, the competence of the inside auditors is crucial to ensuring high quality in the 

auditing process. Auditors must have the required abilities to properly carry out their 

tasks. These abilities include knowledge, skills, and other fundamental competencies 

(Conteh 2021). Additionally, the Skills Framework for Internal Auditing (CSIA) 

concentrates on the abilities required to succeed as an internal auditor. 
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The capacity of an internal auditor to advance is highly impacted by their ability to 

communicate successfully in social, attentive, written, and spoken situations (Cohen and 

Sayan, 2010). Similarly to this, Leung and Cooper (2009) contend that the improvement 

of audit treatment rather than the auditors' potential is the goal of developing these skills. 

The success of internal auditors is influenced by their educational background, years of 

experience, adherence to audit standards, and continual efforts to advance their level of 

knowledge (Nagy & Cenker, 2002).  

According to further research, having a department with sufficient manpower and funding 

enhances the probability that internal audit work will be more successful (Alzeban & 

Gwilliam, 2014). It is well-recognized that having a suitable number of workers is 

connected with an Internal Audit Department's (IAD) ability to carry out its duties 

(Alzeban & Gwilliam, 2014). The researcher believes that regional firms will have a 

substantial internal audit team that engages in internal assurance since the size of the 

business and the number of employees in an IAD frequently match. The workload, 

resources, and time allocation are all impacted by the number of employees. The audit 

activity must also have sufficient resources to carry out its audit tasks. This essential 

decision shouldn't be made by the organization being audited since it affects the audit 

activity's capacity to carry out its duties (Cohen & Sayag, 2010). In general, a resource 

may be an effective planning tool that aids internal audit in completing their work swiftly 

and effectively. The most obvious benefit of sufficient resources is perhaps the capacity 

of internal audits to effectively handle their activities and commitments. Businesses may 

be better protected against fraud and other potentially devastating financial risks by 

adopting this. However, a shortage of resources would make it challenging for the public 

sector to fulfill the commitments and tasks associated with internal audit activity (Cohen 

& Sayag, 2010). 
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2.3.1 Professional Competence 

Competency is a measured personal trait linked to professional success. It might be a 

behavioural talent, a technical skill, a personality trait such as intellect, or a mindset such 

as optimism (Lombardo & Eichinger, 2001). The proper staffing of an internal audit 

department, as well as appropriate management of that team, are critical to an internal 

audit's success. An audit requires a team of professionals with the appropriate education, 

training, experience, and professional qualifications to carry out the entire range of audits 

mandated by the mandate (Al-Twaijry, Brierley & Gwillian 2003). Auditors must adhere 

to the IIA's and their respective professional organizations' minimal ongoing education 

requirements and professional standards (2008). According to Bou-Raad (2000), auditors 

must have a high degree of education to be regarded as human resources. According to 

Bou-Raad, the range of abilities necessary poses a significant challenge to professional 

bodies, academic institutions, and management. The few studies that have looked into 

this problem have discovered that the larger the professional qualifications of internal 

auditors in a particular department, as measured by the length of their professional 

training and educational level, the greater the department's efficacy. Auditor experience, 

according to Nanni (1984), has a beneficial influence on internal accounting control 

ratings. 

One of the key skills of internal auditors is their understanding of the organization's 

operational and financial aspects (Gras-Gil et al., 2012). Internal and external auditors 

who are interested in costs and quality cooperate throughout the year (Felix et al., 2011). 

It was acknowledged that coordination would enhance the internal auditors' involvement 

and boost their overall effectiveness. To effectively complete the audit of the financial 

statements, the standards promote cooperation between internal and external auditors 
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(Shamki, & Alhajri, 2017). Seol and Sarkis (2005) state that internal auditors may be 

selected based on behavioral and cognitive characteristics, including technical and 

analytical skills (interpersonal skills and organizational skills). 

Performing auditing work in accordance with internal auditing standards, according to 

Chevers et al. (2016), considerably enhances auditing effectiveness. Ridley and D'Silva 

(1997) discovered that adhering to professional standards is the most important 

contributor to IA's added value in the United Kingdom. The IIA (2008) established 

auditing and audit-related service standards, which include attribute, performance, and 

implementation criteria. According to formal auditing standards, internal auditors 

perform services relating to information other than financial reports. Internal audit 

activity will use a methodical and disciplined approach to analyze and contribute to the 

development of risk management, control, and governance, as they need auditors to 

perform their duties objectively and in compliance with recognized professional practice 

norms. This is required not just to meet legal requirements, but also because an auditor's 

tasks may involve analysing areas that need a high level of judgment, and audit results 

may have a direct impact on management's decisions or actions (Bou-Raad, 2000). Higher 

quality IA work, defined as adherence to formal standards as well as a high level of 

efficiency in the planning and implementation of the audit, has been demonstrated to 

improve the audit's efficacy. 

In the risk assessment process, internal auditors are essential (Stewart & Subramaniam, 

2010). To provide management with a reasonable level of assurance that the controls are 

operating as intended, a risk assessment and internal control monitoring strategy should 

be developed. The plan should also be used to determine whether internal control 

adjustments are required by taking into account recent events, modified practices or 
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processes, planned projects or programs, and other company developments that could 

represent additional risks. Internal audit operations include risk assessment, control 

assurance, and compliance work, all of which enhance organizational 

performance (Gramling, 2004). Competent internal auditors are better equipped to 

evaluate the risk of fraud and how the business tackles it. They must have the skills 

required to do the responsibilities assigned to them, including knowledge of the main 

information technology risks, controls, and readily available technology-based audit 

techniques. 

Sarens and De Beelde (2006) discovered that internal auditors play a critical role in 

enhancing enterprises' risk assessments and internal control systems through their 

examinations of businesses with Belgian and US roots. Internal auditor proficiency is 

crucial to assessing controls or analyzing risks for the company and preventing any 

financial concerns. One crucial subject is the examination of the financial statements' 

constituent parts. The internal auditor should have accounting knowledge to examine and 

investigate the entries in the different ledgers of the business trial balance. In their 

exploratory research of the knowledge and qualifications of internal auditors and the firm 

performance of Malaysian firms, Hutchinson and Zain (2009) found a significant 

association between internal audit quality and organizational performance. 

Internal auditors play a key role in fraud detection given how frequently frauds are found 

through the internal audit function (Kiragu, 2016). Coram et al. (2008) found that 

companies with competent internal audit staff were more likely than those without to 

discover and report incidents of fraud. The number and amount of errors requiring repair 

by external auditors were much lower for firms with efficient internal audit units, they 

said. Internal auditors should be adequately knowledgeable about organizational 
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procedures to assist with both fraud detection and audit testing even if it is not their job 

to detect fraud. Kasiva (2012) concluded that increasing the internal auditing staff would 

increase transparency and accountability while focusing on high-risk areas, which would 

enhance financial performance, in her study on the relationship between risk-based 

auditing and financial performance. 

Since they have in-depth knowledge of the bulk of a company's operations, internal 

auditors may be extremely successful in discovering phony financial reporting (Menon, 

& Williams, 1994). Internal auditors play a crucial role in preventing misleading financial 

reporting and reducing the substantial costs associated with such acts (Church et al., 

1998). The organizational structure, audit procedures, and internal audit team 

characteristics have all been found by Arena and Azzone (2013) to affect how successful 

internal auditing is. In their research, Church et al. (1998) showed that firm-specific 

factors, such as inherent risk and control risk, affect how internal auditors evaluate fraud 

to account for fluctuations in receivables. The following study by Church et al. (1998) 

revealed that internal auditors were alert to factors that may produce false financial 

reporting. When internal auditors come across such features, they could be more likely to 

create tests to hunt for fraud, which can increase the likelihood of detection. Beasley et 

al. (2000) found that fraud enterprises were less likely to have an internal audit department 

than non-fraud companies in their research of corporate fraud.  

Effective communication talents, such as social, focused attention, dental, and composing 

skills, are a critical component of an internal auditor's potential for growth, according to 

previous research on interaction skills (Cohen & Sayan, 2010). Leung and Cooper (2009) 

point out that rather than boosting the auditors' ability, the improvement of these abilities 

is meant to elevate the quality of the fruits and vegetables that are examined. The 
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competence of internal auditors is assessed concerning experience, educational 

attainment, adherence to audit standards, as well as their efforts to maintain their 

professional development (Nagy and Cenker, 2002). The public sector has a plentiful 

supply of qualified professionals, which is consistent with the aforementioned internal 

audit quality dimension and allows internal auditors to carry out their duties efficiently. 

How organizational staff perceives the competence of audit specialists has an impact on 

the effectiveness of audits as well (Fernando et al., 2010). Perception is the act of being 

conscious and is the intuitive identification of experience when one is aware of the 

elements of the environment (Arena & Azzone, 2009). To work well, internal auditors 

and their clients must both recognize the importance of internal audit responsibilities.  

The prerequisites for auditor proficiency state that auditors must have the skills, 

knowledge, and other qualifications required to perform their job (Sakour & Laila, 2015). 

The organization can provide financial support as needed, and the auditors should be 

enthusiastic about enrolling in courses to increase their professional standing, such as 

becoming certified internal auditors. Since audit work requires knowledge and experience 

in a wide range of systems and operations, it is crucial to employ auditors with strong 

professional capabilities and to improve their skills via continual professional training 

and development. Given the high rate of employment with temporary workers, it is 

evident that finding and keeping auditors with the necessary technical skills is difficult.  

The auditors think the office hasn't received enough attention in terms of people (Ab 

Ghani et al., 2019). Continuous skill improvement is another factor that needs 

concentration to achieve a high level of technical proficiency. The wide staff expertise, 

the soundness of the service scope, and the effective planning, execution, and 

communication of the audit committee are all potential aspects that might affect the 

audit's quality.  
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The competence of the employees has a significant impact on the effectiveness of internal 

audit activities (Al-Twaijry et al., 2004). The International Standards for the Professional 

Practice of Internal Auditing (ISPPIA) (ISPPIA, Standard 1210) emphasize the need for 

an internal audit team to have the skills necessary to perform their job (Abdollahi & 

Aghaei, 2017). To provide value and improve an organization's operations, internal 

auditors must possess the necessary training, experience, education, and professional 

qualifications (Endaya & Hanefah, 2013). Additionally, internal auditors require strong 

interpersonal skills in communication, persuasion, teamwork, and critical thinking to 

complete their responsibilities effectively (Abdollahi, & Aghaei, 2017). Additionally, 

external auditors consider competencies as a crucial component when evaluating the 

performance of IAs (Al-Twaijry et al. 2004). Previous studies have shown that the skill 

of internal auditors has a substantial impact on their effectiveness. Al-Twaijry et al. 

(2004) pointed out that the internal audit staff's acceptable level of abilities in terms of 

training, experience, knowledge, and professional qualifications has a beneficial 

influence on the efficacy of IA in the Saudi environment. In addition, Amare (2016) 

highlighted the staff experience, the proportion of certified personnel, the auditor 

education levels, and the number of training hours per internal auditor as some of the 

most important elements in the performance of internal audits. Al-Twaijry et al. (2004) 

found that the professional expertise and training of internal auditors had a favorable and 

significant influence on the creation of the annual auditing plan in Taiwan. 

Successful internal control systems display reliable financial results and a competent 

assessment of earnings quality (Costello & Wittenberg-Moerman, 2011). An indication 

of the organization's operational effectiveness and a key component of excellent financial 

performance is a strong internal control system. Internal auditors have a responsibility to 

provide independent assurance to the board and top management on the effectiveness of 
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internal controls and to provide guidance on internal controls (Al-Matari et al., 2016). 

Effective internal controls reduce incidents of theft, fraud, and cash mismanagement, 

which increases the profitability of the business. A company's operational efficacy, which 

plays a significant role in its financial success, may be determined by looking at its 

internal control system. Internal auditors have a responsibility to provide independent 

assurance to the board and top management on the effectiveness of internal controls and 

to provide guidance on internal controls (Al-Matari et al., 2016). Effective internal 

controls reduce incidents of theft, fraud, and cash mismanagement, which increases the 

profitability of the business. Both informal and official internal audit reports include 

details on the advantages and disadvantages of the control system as well as 

recommendations for improvements. The company would declare in public that any 

internal control shortcomings deemed to be significant vulnerabilities would negatively 

affect the internal control framework (Lin et al., 2011). Businesses may have less 

attractive financing options, unfavorable stock market reactions, and greater equity costs 

as a result of bad internal control system results (Hammersley et al., 2008). According to 

Fadzil et al. (2005), the monitoring component of Malaysia's internal control system is 

significantly impacted by the professional competency of internal auditors. 

2.3.2 Organizational Independence 

Organizational independence is defined by the Institute of Internal Auditors (IIA) as the 

absence of excessive pressure from any fair and impartial source (Shamki, & Alhajri, 

2017). Three main factors were used by the researcher to assess an organization's 

independence: impartiality, the legal system, and finally, policies and procedures. 

Objectivity is the capacity of an auditor to do his tasks competently and objectively 

(Alzeban & Gwilliam, 2014). The framework establishes the internal auditors' authority 
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and control through the structure and design of the auditing activities (Masika, 2013). The 

key rules that regulate the auditing sector are policies and procedures (Shamki, & Alhajri, 

2017). 

The role of IA in companies is complicated. According to Van Peursem (2004), the 

connection between internal auditors and management is problematic since internal 

auditors are tasked with both helping managers carry out their duties and conducting an 

unbiased assessment of management's efficacy. Despite having a duty to protect their 

employer's interests, internal auditors sometimes hesitate to disagree with management 

for fear of the consequences. The ability of an IA department should be evaluated in terms 

of its independence from management and operational responsibilities, claims Bou-Raad 

(2000). The American Institute of Certified Public Accountants (AICPA), the IIA, and 

other organisations all emphasise the necessity of organisational independence for the 

long-term viability of the internal audit function. When combined with impartiality, 

organisational independence contributes to the accuracy of the auditors' work and gives 

employers trust in the findings and report. The three dimensions of independence outlined 

by Hylton are programming independence, investigative independence, and reporting 

independence (1964). In the work of internal auditors in US towns, the last of the three 

was discovered to be crucial. Montondon (1995) distinguished between organisational 

independence, which is based on organisational support, and individual independence, 

which is based on personal attributes. They contend that organisational independence, 

which shields internal auditors from pressure or intimidation and improves the objectivity 

of their work, is more crucial to internal auditors' performance. Courtemanche identified 

four impartial and objective auditing characteristics: access to information or people, 

objectivity, freedom, and responsiveness of the system (1991). According to Van 

Peursem's 2005 research, which was based on interviews with Australian internal 
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auditors, management independence is a crucial component of effective auditing 

programmes. The most powerful auditors in this regard seem to be those who can set their 

own agendas since they may decide what to audit and when based on assessments of 

senior management as well as evaluations of them. The independence of the internal audit 

department and the level of authority to which the internal audit staff reports are the two 

most important criteria affecting the objectivity of their work, according to Clark, Gibbs, 

and Shroeder (1981). Therefore, organisational independence will increase the 

effectiveness of the internal auditor. This independence gives auditors a supportive work 

environment where they may do their duties objectively and without pressure, as well as 

reducing the conflict between employer loyalty and attachment to particular management. 

Despite having a duty to protect their employers' interests, internal auditors may be 

hesitant to criticise management out of concern for the repercussions, according to Bett 

(2014). Organizational independence is more crucial for internal auditor performance 

because it shields the auditor from pressure or intimidation and improves the impartiality 

of the auditing process. Structures for management control are established to meet 

compliance and control requirements (Christopher et al., 2009). The internal audit 

function, employed by the board and management to fulfil obligations in line with social 

expectations, is a crucial part of the management control structure. 

The way governance is carried out generally is greatly influenced by management. The 

board of directors, internal audit department, and operations are impacted by senior 

management (Claybrook, 2004). Sarens and De Beelde (2006) discovered that 

management must raise the role of the internal audit function to make up for a loss of 

control brought on by an increase in organisational complexity. According to Drent 

(2002), the majority of senior management sees internal auditors as employees of the 
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company, and reporting to the audit committee is seen as a formality to satisfy corporate 

governance obligations. The claim that the internal audit function must support 

management while being neutral and providing reliable information to the board is where 

the problem stems from (Van Gansberghe, 2005). 

According to Choi et al. (2004), the primary goal of an internal auditor is objectivity, 

which can only be attained if the position of the function within the organisational 

structure is appropriate. He also argued in favour of giving complete control over the 

audit's requirements to the internal audit function. According to Bariff (2003), allowing 

internal audit functions to concentrate on strategic issues strengthens their independence. 

Alzeban and Gwilliam (2014) stressed the importance and complexity of the relationship 

and interaction between senior management and internal auditors as well as the internal 

audit job. By affecting the resources allotted to the internal audit function, senior 

management may have a significant negative impact on the internal audit strategy and the 

functions (Christopher et al., 2009). 

There are no substantial misstatements in the financial reports, according to Mzenzi and 

Gaspar (2015), who observed that the internal audit function is used by the company to 

enforce responsibility. They also argued in favour of maintaining the independence of the 

audit function inside the organisational structure. This implies that management might 

have an indirect impact on internal auditors' career prospects as well as the budget and 

planning for the internal audit function. Internal audits conducted in a close setting with 

senior management face the danger of lacking independence from management influence, 

according to Van Peursem's (2005) evaluation. She advised internal auditors to exercise 

caution so as to prevent a conflict of interest between their line of work and the interests 

of their superiors. 
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According to Cohen et al. (2008), management's interference with internal auditors' work 

affects their objectivity in reporting and may lead to inaccurate revenue recognition, 

exaggerated asset acquisition costs, and other financial irregularities that have an impact 

on the organization's overall picture. One of the barriers to internal auditors' objectivity 

that (Mutchler et al., 2001) noted is economic interest, which can arise from incentive 

payments or from examining the work of someone who has the authority to affect the 

internal auditor's position or compensation. There hasn't been much research on the 

effects of reporting to senior management more frequently, such as the CEO, and how 

that can affect the objectivity and independence of internal auditors (Stewart and 

Subramaniam, 2010). 

Internal auditors can demonstrate integrity, objectivity, impartiality, and a lack of conflict 

of interest when they are independent. In this context, self-reliance means that auditors 

must be open to public and external observation (Zain et al., 2006). To do their duties 

effectively and without interfering, auditors must be independent or have no other ties to 

the individuals they are supposed to examine. Through self-direction and objectivity, the 

accuracy and integrity of auditors' work are improved, and stakeholders are given the 

assurance that they can trust in their records and outcomes as a result (Cohen & Sayag, 

2010). Internal auditors' ability to maintain their independence is significantly impacted 

by the function and environment they play within a corporation. Internal audit efficacy is 

increased since it enables them to work impartially and independently. 

Most government auditors are unrestricted in their choice of the programme, function, or 

activity to be audited and are free from management's interference or influence (Drogalas 

et al., 2015). Government auditors have the power to carry out audits without 

management's permission, compel testimony from witnesses in support of their findings, 
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and publish reports on their findings. The government auditor is able to assess the 

procedures objectively and report independently to parliament and the general public 

thanks to this extremely high level of independence. The professional government auditor 

follows the ethics and norms of professional auditing while carrying out this task (Feng 

et al., 2015). Internal auditors in the government routinely deliver reports to management. 

Their main responsibility is to support management by putting in place efficient internal 

control systems and advancing procedures. Internal auditors need the support of the 

highest levels of government leadership to be effective. The people they are auditing must 

also be held to a high standard of accountability in order for them to collaborate (Abbott 

et al., 2010). 

According to Lin et al(2011) .'s investigation of the auditors' independence, the stability 

of the auditor's report depends on independence. Because if they don't present their 

findings and opinions objectively, sponsors and investors won't take them seriously and 

their report won't be reliable. The underlying assumptions of independence in idea and 

appearance underlie the dependability and value of their warranty services. Since internal 

audits strengthen information integrity, adopt a practical perspective, uphold objectivity, 

and thus call for independence, they also cover the complete management process 

(Goodwin & Yeo, 2001). Hutchinson and Zain (2009) conducted their investigation to 

ascertain the association between internal audit effectiveness and self-reliance, corporate 

performance, and potential for future growth. There are 60 financial and service-related 

Malaysian businesses included in this. The study discovered a link between excellent 

performance and opportunities for career growth. The results, however, revealed a tension 

between audit committee effectiveness and internal audit self-reliance as well as internal 

audit efficiency. The results of the study indicate that while not all freedom was found to 

be beneficial, appeals for increased independence may be misplaced. 
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In their study, Al-Matari et al. (2014) were interested in how internal audit freedom 

affected internal audit quality. Internal audit quality was defined in this study as the 

utilisation of both qualitative and quantitative efficacy and efficiency indicators. 

According to the research study, the department that keeps an eye on all businesses with 

a connection to the market is internal auditing, which is regarded as the cornerstone of 

organisational bookkeeping. Since the financial records provide it with high-quality 

information, the internal audit division's effectiveness contributes to the development of 

the company's operations. The efficacy of the internal audit group was shown to be 

significantly and favourably impacted by the internal audit group's self-direction. This 

demonstrates that when the findings of the internal audit team become more distinct from 

the consequences 

Good worker monitoring is necessary for an operation to be reliable and effective. To 

complete the vast array of audits that are necessary, a qualified team with the necessary 

training, expertise, and certifications is required (Stewart & Subramaniam, 2010). To 

achieve high quality in the audit treatment, internal audit expertise is also required. The 

required information, skills, and abilities must be had by auditors in order to efficiently 

carry out their duties (Goodwin & Yeo, 2001). The skills required to be a trustworthy 

internal auditor are also highlighted by the capacity structure for internal audit (CSIA). 

The independence of internal audit and the objectivity of internal auditors were found to 

have a substantial impact on the effectiveness of internal auditing by Ahmad, Othman, 

and Jusoff (2009) in a Malaysian study. Organizational independence is defined as the 

absence of significant pressure from any unbiased and fair sources (Shamki, & Alhajri, 

2017). Three factors were used by the researcher to assess an organization's 

independence: impartiality, the legal system, and finally, policies and procedures. Internal 

auditors cannot separate themselves from management, but in a perfect world, their 
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independence would be based on how they approach their work and how objective they 

are (Alzeban & Gwilliam, 2014). Internal auditor independence is a critical component 

that must exist, according to a 2003 Saudi Arabian study by Al-Twaijry et al., for the 

internal auditors to offer a fair judgement without any undue influence from any quarters 

when giving the management important and value-adding information. Alzeban and 

Gwilliam (2014) stressed the need for auditors to avoid circumstances that cast doubt on 

their objectivity and independence. Due to their position within the organisational 

hierarchy, internal auditors should be shielded from reprisals for objectively reporting on 

the state of the organization's affairs. 

Ngugi (2020) makes a connection between the degree of independence and the financial 

resources given to the division in his study "Fraud and Chief Executives." The internal 

audit unit's resources should be sufficient to enable successful operation and not obstruct 

its ability to carry out in-depth and thorough audit work. According to the International 

Standards for Professional Practice of Internal Auditing (Shamki, & Alhajri, 2017), 

consulting and advisory services are prioritised above all other management activities in 

a corporation. These guidelines highlight the necessity of an audit team's independence. 

They also emphasise how important it is for the head of an internal auditing team to have 

full access to upper management. 

According to financial literature, objectivity or independence are essential components 

for guaranteeing IAD effectiveness in public sector organisations (Ahmad et al., 2010). 

Independence is one of the most valuable assets and a cornerstone of the accounting 

profession, according to the president of the American Institute of Certified Public 

Accountants (AICPA) (Mohd Noor et al., 2017). Despite the fact that corporations 

regularly use internal auditors, Alzeban and Gwilliam (2014) stress the importance of 
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their independence and objectivity. They claimed that the greatest barrier to effective 

internal audit performance in many developing nations was a lack of independence 

(Alzeban & Gwilliam, 2014). One instance is the South African public sector, where 

Yusof et al. (2018) found that the country's internal audit initiatives had issues since 

internal audit independence was lacking. The data shown above demonstrates the 

importance of IAD's independence in preserving its efficacy within public sector entities. 

It is now recommended that the IAD not be positioned hierarchically beneath areas of the 

organisation that are already subject to internal audit's inspection in order to preserve its 

independence and, consequently, impartiality. To establish independence, it is advised 

that IAD have a reporting line that separates it from management (Yusof et al., 2018). 

The independence of the internal audit department is essential for a productive working 

relationship between internal and external auditors. External auditors frequently use the 

work of internal auditors to perform their responsibilities (Yusof et al., 2018). The 

effectiveness and efficiency of the internal audit function determines the extent of the 

position and the significance of the systems and procedures. For instance, a badly 

implemented internal auditing system could result in increased non-value-added costs, 

hours of resource waste, and ultimately the collapse of the institution's assurance system. 

The chief internal auditor must also coordinate their efforts to ensure that every issue is 

dealt with correctly and that any potential rework is carried out at the lowest level (Singh 

et al., 2021). The association and outside partners have long acknowledged the 

importance of collaboration and participation between internal examiners and external 

inspectors as a benefit of internal audit. In order to build amazing audits that prevent 

unnecessary adjustments, examples include collaborative planning and sharing of 

information, including reports, opinions, and facts (Mousa, 2015). Internal and external 

auditors should cooperate on information sharing and operational planning as part of their 
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relationship, according to ISPPIA standards guidelines. Applying these standards requires 

effective communication between internal and external auditors, which will also assist 

internal auditors in achieving their objectives and providing top-notch services. 

Information obtained by internal auditors would undoubtedly enhance the audit 

impression in the eyes of external auditors, and possibly efficiency can advance in some 

circumstances when external auditors can rely on the work of internal auditors (Mousa, 

2015). 

2.3.3 Top management support 

The amount of time management spends weighing cost and potential, evaluating plans, 

and keeping an eye on results is known as top management support (Lenz & Hahn, 2015). 

The variable was evaluated in light of commitment, management, and funding. Users and 

strengthening systems must provide senior management's commitment to their whole and 

undivided attention (Mihret et al., 2010). Monitoring is the ability of senior management 

to periodically assess and track efforts and results (Alavi & Leidner, 2001). Money is the 

organization's capacity to access financial and human resources, which isn't the least 

important factor (Dittenhofer, 2001). Top management support is necessary for any 

business structure to identify and accept internal audit services (Dellai Omri, 2016). 

According to Ngugi (2020), internal auditors should have the support of the highest levels 

of the administration and the owners of business entities to carry out their responsibilities 

and mandates in accordance with the engagement norms. Sufficient funding should be 

allocated to the internal audit division to guarantee the efficient functioning of their 

activities and projects (Al-Twaijry et al., 2003). Internal audit effectiveness is correlated 

with top management's commitment to internal audit (Mihret et al., 2010). The 

commitment might include allocating adequate employees, resources, and necessary 
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equipment like cars, laptops, desktops, internet, etc.  The senior management established 

the organizational rhythm that ensures the audited parties' cooperation with the internal 

audit to make sure that internal auditors are given the necessary support and cooperation. 

The level of coordination has an impact on whether internal audit objectives are achieved 

successfully (Al-Twaijry et al., 2003). 

The management literature shows that senior management support is critical to the 

success of nearly all initiatives and procedures inside an organization. Based on a 

thorough literature analysis, Fernandez and Rainey (2006) stated that top management 

support and commitment to change are important for organizational renewal since senior 

managers can mobilize the critical mass required to carry out the efforts of one or two 

visionary thinkers. Top management support for quality has been proven to be a major 

element in its improvement in some empirical investigations. Quality management 

techniques have also been linked to top managers' attitudes and behaviours (Flynn, 

Schroeder & Sakakibara, 1994). According to a survey of high-quality firms, 89 percent 

had CEOs who visited the factory floor regularly, engaged in training programs, and 

attended company-wide quality-improvement activities. Given this, it's no surprise that 

management approval and support for internal audit has long been seen as crucial to the 

function's effectiveness (Sawyer, 1973). Several recent studies have shown that senior 

management support for internal auditing is a key driver of its success (Schwartz, Dunfee 

& Kline 2005). Of course, funding is an essential indicator of such support: IA 

departments must have the funds necessary to hire the proper number of high-quality 

employees, stay current on training and development, and buy and maintain physical 

resources such as computers, among other things. Cooper, Leung, and Wong (2006) 

concluded that chief audit officers in Australia are usually pleased with the performance 

of internal auditors. They regarded themselves as an important member of the 
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management team, with the ability to influence decisions, maintain a high degree of 

impartiality, honesty, and competence in their work, and give excellent assistance to their 

employees. More importantly, they see upper management's assistance as critical to their 

role's performance. Sarens and De Beelde (2006) reported on the emergence of a similar 

mindset in Belgium, where the internal audit function is now receiving greater attention 

and support from boards and management as a result of recent changes in national and 

international corporate governance rules. As previously stated, the internal audit staff's 

connection with the company's management is critical in establishing the internal 

auditor's independence and objectivity (Dova, 2020). Management support for IA is thus 

critical, both in the abstract (managers must regard audit department activities as 

legitimate) and in terms of ensuring that IA departments have the resources they require 

to accomplish their tasks. 

The most critical condition for every financial institution's strength and growth is 

competent management (Balasundaram, 2008). (Balasundaram, 2008). Management 

quality, according to Echeboka et al. (2014), is the ability of managers to recognize and 

control the risks related to a bank's operations and to uphold legal compliance throughout 

the efficient performance of banking activities. It makes sense that management 

efficiency is viewed by many as an important component of the CAMEL rating system 

given that management is typically responsible for making significant decisions within 

an organization as well as setting the vision and objectives that direct a company's 

activities (Altan et al., 2014). According to Muhmad and Hashim (2015), management 

competency, which is defined as managers with high integrity, professional competence, 

and quality of service, may lead to consistent profit for commercial banks. 
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Even though it is typically shown subjectively, managerial effectiveness may be 

evaluated using financial ratios as a proxy for elements including the efficient use of 

resources, income maximization, and decreased operating costs (Sangmi & Nazir, 2010). 

The operational profit to total income (revenue) ratio, according to Mohiuddin (2014), is 

a typical metric that shows how much money management creates as well as the ratio of 

operating expenses to total assets, which is projected to have a negative impact on bank 

profitability. Sufian and Kamarudin (2012) claim that the ratio can provide details about 

a bank's non-interest costs, including the number of employees and salaries paid, as well 

as the price of upkeep for branch and office facilities. Cost savings are an indication of 

efficient management and boost profitability for commercial banks. The literature also 

lists additional ratios such as the credit-to-deposit ratio, asset utilization ratio, 

diversification ratio, earnings per employee ratio, and expenditure per employee ratio 

(Echeboka et al., 2014). 

According to Nasserinia et al. (2014), bad management increases a bank's chance of 

collapse, and the findings of several studies appear to confirm this notion. Ongore and 

Kusa (2013) concluded that management effectiveness, as determined by the operating 

profit to total income ratio, has a significant influence on the efficiency of commercial 

banks. The ratio of operating expenses to total assets, which is a measure of management 

effectiveness, has a positive correlation with profitability metrics, according to research 

by Nasserinia et al. (2014) on commercial banks in Japan. They noted that low bank 

returns can be a sign of poor management practices. Athanasoglou et al. (2008) found that 

operating expenses had a strong negative correlation with profitability, showing how cost 

management decisions affect the performance of Greek banks. Nsambu (2014) conducted 

a study on banks in Uganda and found that operating expenses had a negative impact on 
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profitability, highlighting the necessity of efficient cost management for banks' financial 

performance. 

Mihret et al. (2010) claim that management has the power to decide on the legal 

framework that will enable internal auditing to gain credibility and authority, obtaining 

the consent and cooperation of those being audited. Soh and Martinov-Bennie (2011) 

claim that when assessing the contributions of internal audit functions to the caliber of 

financial reporting, chief audit executives' assessments are clear that an effective internal 

audit service is significantly related to the resources at its disposal. Employing internal 

auditors full-time may enhance both the auditors' capacity to detect errors and their ability 

to self-report fraud (Coram et al., 2008). Alzeban and Gwilliam (2014) claim that 

management support is a measure of internal audit performance and that it might be raised 

by recruiting a team of highly skilled internal auditors and providing them with adequate 

financing. According to Ahmad et al. (2009), senior management's support has a long-

term impact on the performance of any internal audit unit by ensuring that it has access 

to appropriate human and financial resources. 

Since the audit process is heavily dependent on senior management's commitment and 

complete cooperation, it should be strictly under their control. This is because senior 

management is viewed as a crucial success factor (Cohen & Sayag, 2010). According to 

Igbaria et al. (2014), senior management support is essential to enhancing the 

organization's eco-system through targeted sustainable initiatives that support the 

expansion of the audit team and its activities. In their investigation, they found a link 

between the collaboration and dedication of senior management and the effectiveness of 

internal auditing. Top management becomes aware of fraudulent audit reports, which 

prompts them to create practical mitigation plans and strengthen systems and processes 
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(Mihret et al., 2010). Mihret and Yismaw (2007) state that determining the required 

resources and expertise is a vital step in completing adequate background checks before 

the commencement of any audit engagement. It allows for the alignment of skills and 

responsibilities with the knowledge and experience of the on-hand audit experts 

(Badara, 2015). Furthermore, specific performance criteria set down the exact 

responsibilities and offer a mechanism for senior management to instantly start providing 

the necessary help to the internal audit division.  

Every day, a company's management collaborates closely with internal auditors. When 

performing their job, internal auditors require the support, commitment, and expectations 

of management (Soh & Martinov-Bennie, 2011). Similarly to this, management wants 

internal auditors to provide value to decision-making processes by acting as the 

cornerstone for improving internal rules and risk management systems and by offering 

enough monitoring and information. Senior management within a corporation supports 

the internal audit team with financial and other logistical support for the Internal Audit 

Function (IAF) to achieve its objectives. The effectiveness of internal auditing is more 

strongly influenced by management support when internal audit tasks are carried out in a 

friendly atmosphere with a proactive management approach. The internal audit process, 

in this regard, will likely receive support initially from senior management, according to 

auditors. Additionally, a significant component in establishing an internal audit's general 

acceptability and recognition inside a corporation is the support that it receives from the 

whole administration (Sarens & Beeled, 2006). 

In addition, failing to understand this leads to a management perception that internal audit 

is only a roadblock to attaining the production targets. Because of this, there may be a 

negative influence on the effectiveness and efficiency of the internal audit team due to 
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the underutilization of their services and disrespect for their recommendations. When 

staff members see that top management appreciates internal audit activities, they 

cooperate and support the process (Cohen & Sayan, 2010). Internal auditors are more 

encouraged and motivated to perform their tasks when management understands the value 

of audit. According to Sarens and Beelde (2006), study to assess the expectations and 

perspectives of internal auditors and senior management, there is a lack of acknowledged 

neutrality and poor communication among the audit staff when the team of auditors is 

supported by the administration. However, management presumptions affect internal 

audits, and their perception is essential to promoting the value of internal audits inside 

the company and encouraging respect for it.  

The senior management of an organization must support the IAF for it to be recognized 

and respected. ISPPIA standards 1409 and 1609 provide that internal audits must have 

the Board of Directors' and senior management's participation to perform their duties and 

fulfill their commitments. 2016 (Salehi). The internal audit department needs to have 

sufficient funding to improve the effectiveness of its activities. Prior studies have 

demonstrated that for internal auditors to be effective, top management support is 

necessary. Managerial support, according to Arena & Azzone (2009), is the primary 

variable affecting the success of IA in the American private sector. A supportive 

management attitude toward internal auditors encourages the creation of the annual 

auditing plan and, as a result, the effectiveness of IA (Holt & DeZoort, 2009). Internal 

auditors would benefit from any sort of assistance, Ahmad et al. (2010) highlighted in 

their research on the Malaysian public sector. Management support has a substantial 

influence on the implementation of internal audit recommendations. Cohen & Sayag 

(2010) found a strong association between managerial support and the three areas of 

auditing effectiveness in Israeli businesses (auditing quality, audit evaluations, and added 
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value of IA). Alzeban and Gwilliam (2014) found that the success of IA in Saudi Arabia's 

public sector firms was most strongly influenced by managerial support. They said that 

increasing the effectiveness of IA would require hiring skilled, experienced personnel and 

devoting enough resources. In addition, Mihret and Yismaw (2007) found that 

management support was the most important factor affecting the success of internal audits 

in Ethiopia's higher education institutions, second only to internal audit quality. Top 

management must have a complete understanding of the relevance of the role that internal 

audit plays within a corporation to ensure the legitimacy, credibility, and authority of the 

IAF (Sarens & De Beelde 2006). 

2.3.4 Audit Committee 

In the context of corporate accountability, where audit committees are obligated to 

safeguard investors' interests, the audit committee's broad usage as a crucial corporate 

governance tool emphasizes its significance (Zanni & Terrell, 2002). The Securities 

Commission (SC) initially approved the formation of audit committees in 1993. Since 

1994, the Bursa Malaysia has required that a listed company appoint an audit committee 

that complies with some requirements, including the presence of at least three members, 

the majority of whom are independent directors; the presence of at least one member who 

is a member of the Malaysian Institute of Accountants (MIA) or who has sufficient 

accounting experience and credentials to be regarded by the Stock Exchange as 

"financially qualified" (Zanni & Terrell, 2002). 

The audit committee, according to the agency theory, is a crucial check and balance that 

ensures the agent is maximizing shareholder value. In internal corporate governance, the 

audit committee's job is to lessen information asymmetry, which can prevent agency 



 

51 

 

problems. Business financial statements are a more important source of financial 

information for investors. Audit committees are encouraged to have a few important 

characteristics, such as independent members, proper size, expert members, and frequent 

meetings to perform their duties more effectively (DeZoort et al., 2002).  

Several studies have looked at the link between the presence of an audit committee (AC), 

the quality of financial reporting, and the transparency of financial statements (Guo 

&Yeh, 2014). To put it another way, AC research generated high-quality financial 

information for senior management, and it had a favorable influence on governance 

quality before, during, and after the subprime crisis (Zain &Subramaniam, 2007). Indeed, 

corporate monitoring by a high-quality committee can help to prevent financial statement 

fraud and earnings manipulation (Beasley, 1996). Other studies looked at the function of 

the AC in decreasing agency expenses and resolving conflicts of interest as a priority to 

accomplish the goal of enhancing governance quality (Collier & Gregory, 1999). The 

AC's main job is to keep track of FP-related information (Xie et al., 2003). In a similar 

line, Chen et al. (2015) discovered that firms that created ACs without prioritizing 

shareholders' interests had greater opportunities to increase the quality of their benefits. 

However, if the number of auditors is excessive, the firm would have a bad financial 

performance, according to the agency hypothesis. 

Within banks, the air conditioner serves a dual purpose. On the one hand, members are in 

charge of overseeing the production of monetary value, safeguarding bank assets, 

guaranteeing the efficacy of governance processes, and resolving any conflicts of interest. 

On the other hand, it also acts as a governance mechanism that aligns executives' and 

shareholders' interests. The efficacy of the AC in a volatile financial climate is 

jeopardized by a governance issue. Desperately needed, especially following the 
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subprime crisis, is the creation of such an entity inside the banking industry for listed 

firms and banks, the existence of an AC is necessary (Darmadi, 2013).   

Financial performance is influenced by the audit committee's (AC) independence, 

composition, and expertise, which is in charge of assessing the correctness of the 

company's financial records. According to the Chartered Institute of Internal Auditors, 

the Board audit committee should oversee the internal audit function in ways that preserve 

and enhance the independence and objectivity of internal audit (CIIA, 2013). An active 

audit committee should be more likely to identify problems within the company than one 

that is dormant (Choi et al., 2004). They went on to suggest that a board with experience 

in accounting and finance would boost the company's earnings. The audit committees of 

corporate boards of directors have come under increased scrutiny as a result of inaccurate 

financial reporting and the failures of companies like Enron, WorldCom, and Adelphia. 

This occurred as a result of the failure of enterprises built on flimsy financial foundations 

and with dishonest financial reporting, which lost workers and investors their retirement 

savings and investments and resulted in bankruptcy (Suraj, 2017). 

The independence of the audit committees has a big impact on how well the internal audit 

functions work. Mohamad and Sori (2001) contend that an audit committee's 

independence is essential to ensuring that the board effectively carries out its oversight 

role and maintains management's accountability to the shareholders. The independence 

of the audit committee and the quality of internal audit reports are positively 

associated (Krishnan, 2005). In his research on the knowledge of internal audit 

committees, Alzeban (2015) found that audit committee independence and auditing 

competence affected the quality of financial reporting. 
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When audit committees are present, users of financial statements perceive more internal 

audit function independence and more reliable financial reporting. Audit committees may 

elevate internal auditors' status, which would support them in maintaining impartiality 

and independence (Alzeban and Gwilliam, 2014). Turley and Zaman (2007) concluded 

that an audit committee significantly affects how the internal audit function of a 

corporation carries out its responsibilities based on its investigation of a UK financial 

services company. Audit committees may help internal auditing activities. A robust audit 

committee may enhance the internal audit function by providing internal auditors with a 

neutral forum to voice issues that could affect management (Goodwin, 2003). The 

accessibility of internal auditors to the audit committee further enhances its independence. 

In contrast to departments that only report to the audit committee, internal audit 

departments that report to senior management are seen to be less effective in detecting 

financial statement fraud in banks (James, 2003). 

To manage their professional independence, audit committees are seen as internal 

auditors' most important protective measure. A strong relationship between the internal 

auditors and the audit committee (Gramling et al., 2004), provides an efficient 

atmosphere and support system for the audit committee's activities, such as risk 

assessment, control assurance, and compliance work. The audit committee, which also 

approves the internal audit budget, should nominate and dismiss the Chief Audit 

Executive (CAE), and the audit committee chairperson should establish the CAE's 

objectives (Chambers, 2014). Companies with audit committees, made up of independent 

directors and meeting at least twice a year, are less likely to be accused of providing 

inaccurate or misleading information (Abbott et al., 2004). They continued by stating that 

the revenue, management, and investor perspectives of a firm are all impacted by the audit 

committee's independence. Every member of the audit committee, according to De Zoort 



 

54 

 

and Salterio (2001), needs to be competent in financial statement analysis, audit decision-

making, and handling significant inaccuracies. According to Baxter and Cotter (2009), an 

audit committee's independence is seen as a crucial quality that determines the 

committee's efficiency in regulating the financial reporting process. They claimed that 

high accounting knowledge on the audit committee frequently has a significant impact on 

returns on equity and return on assets, and therefore, organizational performance. Spira 

& Page (2003) discovered that firms with higher levels of profitability are more likely to 

have audit committee members with accounting expertise.  

Numerous academics have placed the audit committee's usefulness in various contexts. It 

primarily depends on managerial support, organizational climate, and cooperation 

between internal and external auditors (Arena and Azzone, 2009). It is focused on 

information technology, performance, objectivity, and competence (Deribe & Regasa, 

2014). The effectiveness of an audit is dependent on the audit's quality, the knowledge of 

the auditing team, their independence, and management support (Drogalas et al., 2015). 

As seen above, there is a lack of consensus among academics about the aspects of audit 

effectiveness that are crucial to a multi-sectoral approach.  

Commercial banking forms the backbone of the country's economy where they are active. 

This renders it impossible to call into question the effectiveness of the audit committee in 

commercial entities. A healthy financial sector would be made possible by the audit 

committee's performance (Umar & Umar-Dikko, 2018). As a result, it will promote the 

compilation of reliable financial reports, safeguard the bank's assets, and guarantee legal 

and regulatory compliance (Umar & Umar-Dikko, 2018). Businesses that respected moral 

standards and principles were able to avoid paying major fines and penalties, which 
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helped them perform better, according to Turley & Zaman's (2007) analysis of the 

influence of ethical behavior on competitiveness.  

Al -Matari et al. (2017) revealed that better internal control systems inside banks, which 

increased bank performance, were positively correlated with audit committee features 

such as technical knowledge, composition, and size. Drogalas et al. (2015) discovered a 

significant relationship between organizational success and audit effectiveness in their 

study on the factors determining IA effectiveness in the Greek corporate context. Arena 

& Azzone's 2009 study on the effect of ethical behavior on the performance of the German 

banking industry found that ethical behavior produced a favorable work environment for 

employees with little involvement from regulatory agencies. According to Lufthans 

(2012), the ethical effects of the bank audit team had a substantial impact on the attitudes 

and perceptions of employees.  

The composition of the committee greatly affects its effectiveness. It is essential to have 

participants with the required knowledge, independence, and discretion. For the audit 

committee to function effectively, their level of commitment and availability is also 

crucial. Diverse perspectives and ways of thinking enhance the quality of audit committee 

talks and benefit companies and shareholders, especially global enterprises. Committee 

membership must prioritize independence, financial expertise, significant business or 

leadership experience, and succession planning if a corporation is to be held accountable 

(Turley & Zaman, 2007). 

A bank must evaluate the expertise of the audit committee members in light of the 

company's strategy and risk profile for the present and the foreseeable future. The ideal 

balance is crucial and will alter as circumstances change (Turley & Zaman, 2007). Align 
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the agendas and materials for audit committee meetings with priority areas to account for 

the capacity for cooperation, to question judgments credibly, and prevent "groupthink." 

Prioritizing crucial topics in advance materials and on the agenda, including and 

discussing items for review and comment, presenting compliance concerns, standard 

reports, and informational items after advance materials packages and meetings, and 

following the meeting, procedures are all examples of this (Robinson et al., 2012).  

The ability of the audit committee to present meaningful findings and recommendations 

serves as the benchmark for audit quality, which is the foundation of audit effectiveness. 

The audit committee must prove its value to the organization and create a strong 

reputation there. The audit committee is required to evaluate its performance and make 

ongoing service enhancements. The extent to which audits are properly planned, 

executed, and reported will rely on the level of staff knowledge, employee technical 

abilities, the breadth of services provided, and other criteria (Fontaine et al., 2016). It is 

vital to instruct and educate the audit committee members on the foundations and 

principles of their role as committee members for them to carry out the outputs of the 

duty required of them successfully and efficiently. Previous research has supported the 

effect of knowledge and experience on the exercise of independent judgment by audit 

committee members. For instance, in an auditor management dispute involving an 

accounting policy, experienced audit committee members who are also familiar with 

audits are more likely to support the auditor (i.e., substance over form) than audit 

committee members who have prior experience as an independent board director and 

senior member of management (DeZoort and Salterio, 2001). 

The audit committee needs qualified individuals on staff who can work together to 

execute the full scope of audits required by its purpose. To sustain efficient governance, 
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auditors must follow the basic continuing education requirements established by their 

professional organizations and standards. The head of the audit activity must be able to 

successfully hire, retain, and manage a highly skilled staff. The chief audit executive 

should also be an informed spokesperson for auditing operations (Mugwe, 2018). Ideal 

qualities for audit committee members are honesty, a sense of responsibility, and a proven 

track record (Ng & San, 2013). Some key abilities they ought to possess are leadership, 

strategic thinking, organizational experience, and financial literacy. Most essential, they 

must be able to act objectively and demonstrate a high level of dedication to the business 

and its board.  

The audit committee should consider a continual education and training program, 

according to Almagdoub (2016), to ensure that its members have the required education 

and experience and are up to speed on the most recent developments in accounting and 

finance. The audit committee members should regularly assess their knowledge and 

experience, as well as their advantages and disadvantages. Good profit management 

monitors are audit committee members who have academic and professional backgrounds 

in financial organizations. The experience of the members of the audit committee is often 

seen as a critical element of its effectiveness. The expertise and experience of audit 

committee members in accounting and/or financial management are positively connected 

with the accuracy and timeliness of financial reporting. The audit committee's regular 

accounting education frequently has a significant impact on returns on equity and returns 

on assets, and as a result, on the efficiency of the company. Similarly to this, Dhaliwal et 

al. (2010) assert that audit committee members with accounting expertise are more likely 

to work for firms with higher earning quality.  



 

58 

 

Studies show that the members of the audit committee help auditors more when there are 

disagreements between the auditors and management about materiality decisions the 

more financial reporting knowledge and experience they have (DeZoort et al., 2003). 

Recent studies have examined the connection between the expertise of the audit 

committee members and the standard of the company's financial reporting. According to 

Marzuki et al. (2019), compared to a matched sample of non-fraudulent organizations, 

fraud firms had much less financial professionals on their audit committees (defined in 

the study as those with accounting or related financial management expertise; a person 

who is or has been a senior corporate officer with financial oversight responsibility).  

Businesses that have financial experts on their audit committees are less likely to 

experience fraud or restate financial statements (Abbott et al., 2010). Financial experts 

(i.e., those with employment experience or professional certification in 

accounting/finance) tend to focus more on activities that their experiences suggest are 

connected with quality concerns, like restatements, whereas financial literates (i.e., those 

who can read and understand basic financial statements) focus more on activities that 

their experiences suggest are connected with compliance concerns. In other words, 

financial specialists may become distracted by financial specifics that are less crucial to 

the overall accuracy of the reporting. The professional literature implies that boards of 

directors are closely examining the composition of their audit committees, which is 

consistent with the empirical facts.  

The audit committee is responsible to the rest of the board and the shareholders, and its 

charter describes the duties that shareholders may expect the committee members to 

undertake. Even when the audit committee diligently carries out the duties defined in its 

charter and has a strong charter in place, changing circumstances may call for frequent 

review and change. According to Mugwe (2018), the best audit committee charters are 
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living, breathing documents. An effective audit committee may enhance the accuracy and 

efficacy of the audit process, the internal control system, and financial reporting. The 

audit committee is a crucial part of accountability and governance. It is essential for the 

integrity of the entity's financial data, internal control framework, and management and 

staff members' moral and legal behavior.  

According to Mugwe (2018), meetings must be scheduled long in advance to fulfill the 

audit committee meetings' strict deadline for creating the company's intermediate and 

final financial reports. To cover all of the issues covered by its terms of reference over 

several years, the audit committee may additionally want to organize meetings with other 

departments and subsidiaries. According to Dobija (2015), depending on the scope of 

their responsibilities and the size of the company, the majority of audit committees have 

two to four meetings scheduled each year. 

 

2.4 Conceptual Framework 
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Figure 1: The conceptual framework 
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CHAPTER 3  
 

CONCEPTUAL FRAMEWORK AND METHODOLOGY  

3.1 Introduction  

This chapter presents the research methodology that underpins the research problem. It 

includes the research design, research population, sample, data collection procedure, as 

well as ethical considerations.   

3.2 Research Design 

A research design is a conceptual framework that outlines how a study will be carried out. 

A research design, according to Kelly and Lesh (2012), entails defining and articulating 

the overall research method or strategy used for the project. A descriptive research 

approach will be employed since it has worked well in previous studies of this type. 

Descriptive research is a statistical approach that involves several types of surveys and 

fact-finding inquiries (Pierce, Smith-Walter, & Peterson, 2014). The research is based on 

a census. A census survey is a survey in which the whole target population is measured.  

3.3 Research Population and Sample 

There are numerous sampling methods, which may be classified as probability sampling 

or non-probability sampling. In probability (random) sampling, one can start with a full 

sampling frame of all eligible persons from whom the sample is drawn. This will improve 

the study's capacity to generalize its findings and provide each eligible participant a 
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chance to be included in the sample. Probability-sampling procedures, in general, take 

longer and cost more money than non-probability sampling approaches. Because while 

utilizing, one may not begin with a full sample frame. As a result, sampling error cannot 

be anticipated, and there is a strong likelihood that the sample will be unrepresentative, 

and the results will be ungeneralizable. Non-probability sampling approaches, on the 

other hand, are frequently less expensive and more practical, and they are useful for 

exploratory research and hypothesis formulation.  

On the other hand, a population, according to Otzen and Manterola (2017), is a well-

defined collection of people, services, elements, and events, as well as a group of items 

or homes that are being studied. The study's target population will be Malaysiaôs licensed 

commercial banks. The study is to focus on each bank's top audit officer or senior auditor. 

Because the majority of these banks have their headquarters in Kuala Lumpur, it will be 

feasible to receive replies in a fair amount of time.  

The sampling frame is a list of all the population units from which the sample will be 

drawn (Ritchie, Lewis & Elam, 2013). There are 27 commercial banks in Malaysia 

(including 19 licensed foreign banks), 11 investment banks, 18 Islamic banks, and non-

bank financial entities. Therefore, the current study will adopt all 27 commercial banks 

in Malaysia using the censuring technique. The study will also consider the commercial 

banks that have their headquarters in Kuala Lumpur. 

3.4 Data Collection Procedures 

Questionnaires are a core instrument for survey research, according to Saris and Gallhofer 

(2014). Data from both primary and secondary sources will be used. If the respondents 
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agree, primary data on the efficacy of internal audits will be obtained using structured 

questionnaires and interviews.  

Financial performance data will be taken from Malaysiaôs commercial banks' audited 

financial accounts. The audited statement of financial position and the statement of 

comprehensive income in the form of annual profit before tax, total assets, current assets, 

non-current assets, current liabilities, and sales/turnover for each year of study from 

published accounts for the last five years (2016-2021). 

The study surveys will be prepared based on the study variables and presented in the form 

of a 5-point Likert scale. The first section will present information related to the 

respondentsô demographic data, which include gender, age, level of education, and 

experience in their current profession. The subsequent sections will present data on the 

study variables. The surveys will be self-administered to the respondents.  

3.5 Data Analysis 

The surveys will utilize a Likert scale rating, and the data will be analyzed using a 

Multiple Linear Regression model with Return on Equity as the dependent variable and 

the efficiency of internal audit in the banking sector as the independent variable. The 

Cronbach (Alpha-model) will be calculated to determine data dependability. According 

to Trizano-Hermosilla and Alvarado (2016), Cronbach's alpha reliability coefficient for 

the utilized scale is 0 to 1. To establish correlations between the variables in the study, a 

Pearson product-moment correlation will be used.  
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3.6 Ethical Considerations 

Since the study involves human elements as respondents, the universities Ethics 

Committee must provide authorization to the researcher. Before beginning data 

collecting, a letter from the university will be required, which will detail the researcherôs 

details as well as the purpose of the study. Respondents will also be informed about the 

study's duration and benefits. They will be assured of the secrecy, privacy, and security 

of the information collected, and they will be advised not to put their names on the 

questionnaires. The researcher will notify the participants that the study will only be used 

for academic purposes. Finally, the participantsô information sheet will be provided to 

participants in advance. The researcher will also inform the participants that participation 

in the study was purely voluntary, and one would opt out without any problem. 
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CHAPTER 4  
 

FINDINGS AND ANALYSIS  

 

 

4.1 Introduction  

The study's findings are presented in this chapter. The research's findings are provided in 

tables as the study deems acceptable. In addition, descriptive and inferential statistics are 

provided. 

4.2 Reliability Analysis  

Cronbach's Alpha, a measure for determining internal consistency, was used to assess the 

questionnaire. The alpha coefficient is a statistic that ranges from 0 to 1 and may be used 

to assess the consistency of components produced from multi-point scales or structured 

questionnaires at the 0.5 significance level. The poll included things on a Likert scale. 

Cronbach's alpha was calculated using SPSS (version 26). A higher number suggests that 

the scale you've constructed is more reliable. Cooper and Schindler (2008) determined 

that a dependability level of 0.7 is acceptable.  

Table 4-1 shows that internal audit independence had the greatest reliability (Ŭ = 0.949), 

followed by internal audit committee (Ŭ =0.925), audit committee (Ŭ =0.783), and lastly, 

top management support (Ŭ =0.753). This demonstrates that the internal consistency of 

the study items was reliable in all of the study variables.  
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Table 4-1 Reliability Results 

 

The Study Variable  Cronbach's Alpha 

Internal Audit Competence .783 

Internal Audit Independence .949 

Internal Audit Committee .925 

Top Management Support .753 

 

 

4.3 Descriptive Analysis  

The study censured 26 Malaysian commercial banks, and each bank was presented with 

a single questionnaire to be filled out. the study achieved a 100% response rate as all 

questionnaires were successfully filled. 

4.3.1 Internal Audit Independence 

The majority of commercial banks surveyed agreed that their organizations allow internal 

audit employees to participate in training and development programs that help them 

maintain their skills and stay current in the field and that adequate participation in these 

programs has allowed employees to update their skills and increase internal audit. This is 

demonstrated by the fact that the mean is 3.96 and the standard deviation is 1.22 (see table 

4-2). According to a similar opinion, internal audit personnel has suitable and adequate 

auditing education, allowing them to audit all of the organization's systems (financial, 

operational, logistical, and computerized). The sentiments were backed up by a high mean 

of 3.11 and a low standard deviation of 1.45 (Table 4-2). According to a small number of 

unbiased respondents, internal audit personnel has relevant and adequate auditing 

expertise, allowing them to audit all of the organization's systems (financial, operational, 

logistical, and computerized). To do this, the researcher must get comments from the 

whole internal audit team on the necessity of adequate internal audit education, which is 
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a strong predictor of internal audit and financial performance. As a result, this subject 

creates a knowledge gap that has to be filled by future studies in this discipline. Internal 

audit personnel participates in training and development programs to increase their 

abilities, according to Mahadeo et al. (2012) and Almajali et al. (2012). According to 

Chevers et al. (2016), doing auditing work in compliance with internal auditing standards 

significantly improves auditing effectiveness. In the United Kingdom, Ridley and D'Silva 

(1997) discovered that following professional standards is the most important contributor 

to IA's added value. Auditing and audit-related service standards were created by the IIA 

(2008), which included attribute, performance, and implementation requirements. 

Internal auditors provide services for information other than financial reports, according 

to formal auditing requirements. Internal auditing will use a thorough and disciplined 

approach to assess and contribute to the development of risk management, control, and 

governance since auditors must execute their tasks objectively and follow established 

professional practice norms. This is necessary not just to comply with legal requirements, 

but also because an auditor's responsibilities may include analyzing areas that demand a 

high level of judgment, and audit conclusions may have a direct influence on 

management's decisions or actions (Bou-Raad, 2000). It has been established that higher 

quality IA work, defined as adherence to formal standards as well as a high level of 

efficiency in the design and implementation of the audit, improves the audit's efficacy.  
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Table 4-2 Internal Audit Independence 

 

 

Study Item  N Mean Std.Dev 

Internal audit workers are allowed to engage in training and 

development programs that assist them to retain their skills and 

stay current in the profession. 

27 3.96 1.22 

Internal audit workers have received appropriate and adequate 

auditing education, allowing them to audit all of the 

organization's systems (financial, operational, logistical, and 

computerized). 

27 3.11 1.45 

Valid N (listwise) 27   

 

 

4.3.2 Internal Audit Independence 

During the poll, the majority of respondents said they had a frequent and direct working 

connection with the chairman of the internal audit committee. A higher mean of 3.41 and 

a low standard deviation of 1.39 demonstrate this (Table 4-3). A high mean of 3.33 and a 

low standard deviation of 1.54 indicate that the majority of respondents agreed that they 

had frequent and direct working contact with the general manager and the management 

team. Although the majority of them agreed that discontinuing internal audit work needed 

the agreement of the internal audit committee, the board of directors, and/or the head of 

civil service, some disagreed with this assertion. As a result, further study is needed in 

this area since the termination of internal audit work is a critical variable that affects 

efficacy, and the same might affect financial performance.      

The majority of respondents agreed that internal audit employees should have unrestricted 

access to the organization's information and data, with no constraints on where they may 

work (M = 3.56; SD = 1.26), however, some disagreed (M = 3.56; SD = 1.26). It remains 

an open question about the extent to which the organization's restricting information and 

data affects internal audit and/or financial performance. The majority of respondents (M 
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= 3.30; SD = 1.54) indicated that internal audit does not have access to all of the 

organization's data pools. Nonetheless, as seen by a high mean of 3.37 and a low standard 

deviation of 1.57, the majority of replies stated that all organizational data pools could be 

retrieved and evaluated by internal audit.  

The study also looked at whether specific budget suggestions and information on 

personnel are included in the internal audit's yearly work plan, and found that the majority 

of respondents agreed that this is the case, as evidenced by a high mean of 3.30 and a low 

standard deviation of 1.32. The fact that internal audit personnel is periodically rotated to 

enable them to cover a range of engagements was viewed as neutral by the majority of 

respondents, as demonstrated by a high mean of 3.37 and a low standard deviation of 

1.42. Because internal audit personnel is believed to be involved in a range of tasks during 

the internal audit process, the response raises a concern that merits additional 

investigation. As a result, it is critical to comprehend how such acts affect efficacy and 

financial success.  

Internal auditors conduct various operations that are not designated as their direct duty, 

according to the majority of respondents (M = 3.52; SD = 1.19). However, researching 

particular tasks that are not recognized as internal audit direct responsibility is critical to 

determine the extent to which they impact the effectiveness and financial success. A 

considerable number of replies indicated that internal auditors participate in the design of 

systems in the organization to control their operations on a limited basis, as evidenced by 

a high mean of 3.44 and a low standard deviation of 1.25. As seen by a lower of 3.15 and 

a matching low standard deviation of 1.43, the majority of respondents reject that internal 

audit acts independently and may audit any issue it considers important and can access 

any material considered essential, including classified information. It suggests that 
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internal auditors are company workers and hence aren't 'purely' autonomous in their 

decision-making, a point that reduces their efficacy. These findings are consistent with 

those of Shukeri et al. (2012) and Tepalagul and Lin (2015), who indicated that 

organizational independence with internal auditors exists in most organizations, albeit it 

is absent in many others. Management independence, according to Van Peursem (2005), 

is a critical component of successful auditing programs. Auditors with the ability to set 

their agendas tend to be the most influential in this respect, since they may include top 

management evaluations and assessments in their selection of what to examine and when. 

The independence of the internal audit department, as well as the degree of authority to 

which the internal audit staff reports, are the two most essential elements impacting the 

objectivity of their work, according to Clark, Gibbs, and Shroeder (1981). As a result, 

organizational independence can be said to boost the internal auditor's effectiveness. This 

independence avoids the tension between employer loyalty and loyalty to particular 

managers, as well as provides auditors with a supportive work environment in which they 

may do their duties objectively and without pressure. 

 

Table 4-3 Internal Audit Independence 

 

 

The Study Item  N Mean Std. Dev 

You deal with the chair of the internal audit committee on a 

regular and direct basis. 
27 3.41 1.39 

You work with the general manager and the management team 

on a regular and direct basis. 
27 3.33 1.54 

Internal audit work must be terminated with the consent of the 

internal audit committee, the board of directors, and/or the head 

of civil service. 

27 3.04 1.43 

Internal audit personnel has unrestricted access to the 

organization's information and data, as well as to its website. 
27 3.56 1.28 

Internal audit has access to all of the organization's data pools. 27 3.30 1.54 

Internal audits can download and evaluate all of the 

organization's data pools. 
27 3.37 1.57 



 

70 

 

The internal audit's yearly work plan includes detailed budget 

suggestions and staffing details. 
27 3.30 1.32 

Internal audit staff is rotated regularly to allow them to handle a 

wide range of engagements. 
27 3.37 1.42 

Internal auditors are also responsible for a variety of tasks that 

aren't directly related to their job. 
27 3.52 1.19 

Internal auditors do not participate in the creation of systems to 

control an organization's activities regularly, although they do so 

on occasion. 

27 3.44 1.25 

Internal audit is self-contained and may investigate any issue it 

deems important, as well as access any material considered 

relevant, including classified information.  

27 3.15 1.43 

Valid N (listwise) 27   
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4.3.3 Internal Audit Committee  
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The influence of the internal audit committee on the financial performance of 

commercial banks in Malaysia was also investigated. The survey found that a slim 

majority (M = 3.26; SD = 1.35) believed that their audit committee gains a grasp of the 

economic content of anomalous transactions. The study's findings also revealed that a 

slim majority (M = 3.22; SD = 1.37) said their audit committee examines the financial 

institution's internal audit report. Furthermore, the data revealed that a small majority of 

respondents (M = 3.22; SD = 1.55) said their audit committee considers financial and 

non-financial information. In addition, a minority of those polled said that their audit 

committee made recommendations based on our sustainability data (M = 2.96; SD = 

1.22). A slim majority of respondents believed that their audit committee ensures that 

their financial institution's internal audit function is sufficiently staffed (M = 3.41; SD 

= 1.39). A tiny majority of respondents (M = 3.41; SD = 1.47) reported their audit 

committee evaluates information on corporate social responsibility. A slim majority of 

respondents felt that their audit committee has the financial skills to analyze business 

financial information (M = 3.37; SD = 1.45). A small majority of respondents (M = 

3.18; SD = 1.51) said their audit committee evaluates any severe control failures 

detected by the internal auditor. Finally, a slim majority of respondents believed that 

their audit committee organizes meetings to coordinate internal and external auditors 

(M = 3.00; SD = 1.21). Table 4-4 summarizes the findings. 
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Table 4-4 Internal Audit Committee 

The Study Item  N Mean Std. Dev 

Our audit committee works to have a better grasp of the 

financial implications of anomalous transactions. 
27 3.26 1.35 

This financial institution's internal audit report is reviewed by 

our audit committee. 
27 3.22 1.37 

Our audit committee examines both financial and non-

financial data. 
27 3.22 1.55 

Our sustainability information is reviewed by our audit 

committee, which provides suggestions. 
27 2.96 1.22 

Our audit committee guarantees that this financial 

institution's internal audit function is suitably staffed. 
27 3.41 1.39 

Information on corporate social responsibility is reviewed by 

our audit committee. 
27 3.41 1.47 

Our audit committee has the financial competence to examine 

the financial statements of the company. 
27 3.37 1.45 

Any serious control flaws detected by the internal auditor are 

reviewed by our audit committee. 
27 3.18 1.51 

Meetings of our audit committee are held to coordinate the 

work of internal and external auditors.  
27 3.00 1.21 

Valid N (listwise) 27   

 

 
 

  

4.3.4 Top Management Support  

The majority of respondents believed that top management gives anticipated assistance 

to an internal audit, while a minority percentage disagreed (M = 4.00; SD = 1.27). As 

demonstrated by a high mean of 3.33 and a low standard deviation of 1.47, the majority 

of respondents also revealed that top management has permitted internal audits to employ 

a suitable number of internal audit professionals. A high mean of 3.59 and a low standard 

deviation of 1.25 also indicate that management is well aware of internal audit 

requirements.    

Although the majority of respondents felt that internal audit had been given an appropriate 

budget to execute its operations, a small percentage of respondents disagreed, showing 

that budget adequacy has been conspicuously neglected in certain institutions (M = 3.30; 
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SD = 1.59). Budget adequacy is an important determinant of the internal audit function 

and financial performance that must be carefully monitored. Since different opinions were 

obtained (M = 3.48; SD = 1.50), a similar remark was made with the statement that 

management has provided enough support and encouragement for the training and 

development of internal audit professionals. Some banks agreed that enough training and 

development assistance and encouragement existed, while others dismissed the notion. 

Furthermore, as evidenced by a high mean of 3.37 and accompanying low standard 

deviation of 1.39, the majority of replies favored the fact that internal audit attracts top 

management's attention and concentrates it on issues audited by internal audit. These 

findings are consistent with those of Alzeban and Gwilliam (2014), Roussy (2013), and 

Sarens et al. (2012), who showed that internal auditors performed better when they had 

senior management assistance.  Top management support and commitment to change, 

according to Fernandez and Rainey (2006), are vital for organizational renewal because 

senior managers can organize the critical mass necessary to carry out the efforts of one or 

two visionary thinkers. In some empirical studies, top management support for quality is 

a key factor in its improvement. The attitudes and behaviors of senior managers have also 

been connected to quality management practices (Flynn et al., 1994). According to a 

survey of high-quality companies, 89 percent had CEOs who regularly visited the factory 

floor, participated in training programs, and participated in company-wide quality-

improvement efforts (Flynn et al., 1994). It's no wonder, therefore, that management 

approval and support for internal audit has long been seen as critical to the function's 

success (Sawyer, 1973). According to several recent studies, top management support for 

internal auditing is a critical factor in its effectiveness (Schwartz, Dunfee& Kline 2005). 
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Table 4-5 Top Management Support 

The Study Item  N Mean Std. Dev. 

Internal audit has the necessary backing from top 

management. 
27 4.00 1.27 

Internal Audit has been able to hire a necessary number of 

internal auditors thanks to top management's support. 
27 3.33 1.47 

Internal audit demands are well-understood by 

management. 
27 3.59 1.25 

Internal audit has been given sufficient funding to execute 

its operations by management. 
27 3.30 1.59 

Management has given enough support and encouragement 

for internal audit personnel training and development. 
27 3.48 1.50 

Internal audit attracts top management's attention and 

concentrates it on internal audit's audited concerns. 
27 3.37 1.39 

Valid N (listwise) 27   

 

 

4.4 Results of Regression Analysis 

 

4.4.1 Model Summary  

 

Table 4-6 Model Summary    

Model R R Squared 
Adjusted R 

Squared 
Std. Error of the Estimate 

1 .892 .825 .807 .42107 

 

Predictors: (Constant), internal audit competence, internal audit independence, internal 

audit committee, and top management support.  

The correlation coefficient (R), which shows a substantial positive relationship of 0.892 

between the study variables, illustrates the association between the research variables. 

Internal audit predictor variation in financial performance is explained by the R-squared 

(the coefficient of determination). Internal audit (internal audit competence, internal audit 






















































