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ABSTRACT: The purpose of this research is to investigate the effects of internal audit
independence and objectivity on internal audit effectiveness in the Malaysian context. A
quantitative method was applied based on a questionnaire which has been distributed to the
internal auditors who are members of the Institute of Internal Auditors Malaysia (IIAM). A
valid 119 responses have been collected. A Structural Equation Modeling technique (SEM)
was employed using SmartPLS 3 to analyze and interpret the data. The findings revealed that
internal audit independence was positively affecting internal audit effectiveness. However, the
effect of internal audit objectivity does not appear in the relationship with internal audit
effectiveness. This study provides useful information to both academics and practitioners of
internal auditing in highlighting the importance and the effect of internal audit characteristics
in improving the effectiveness of internal auditors.
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INTRODUCTION

Traditionally, internal audit has been viewed as just a financial compliance function and
assistant tool for accounting department aims to safeguard the organizations’ assets (Arena,
2013). Currently, it has become one of the major elements for companies by recognizing its
place, roles, responsibilities, and contributions to the main internal and external stakeholders
(Erasmus and Coetzee, 2018). The scope of internal auditing also has grown significantly in
the recent years to cover more important functions within organizations such as risk
management and internal control (Alzeban and Gwilliam, 2014). Therefore, a primary concern
has appeared among the managers of the firms over the effectiveness of internal audit
department and its role in improving the governance processes. According to Dittenhofer
(2001), the effectiveness of internal auditing can be determined by its contribution to the
effectiveness of the internal audit’s customers and to the whole of an organization. This concept
has become one of the main issues of the modern internal audit function and its targets. The
previous literature revealed that effectiveness is still a relatively unexplored area in internal
audit research; and thus deserve more attention from researchers (Sarens, 2009; Cohen and
Sayag, 2010; Lenz, Sarens and Hoos, 2017). This phenomenon was the main motivation for
conducting this study.

In the Malaysian context, although internal auditing has evolved rapidly over the last years, the
recent events have shown that internal audit in Malaysia is still facing some problems which
would negatively affect its effectiveness. For example, Ahmad, Othman, Othman and Jusoff
(2009) attempted to discover the main problems of internal auditing in the Malaysian public
sector. They concluded that the internal auditors do not have full support from top management,
and there is a lack of the independence of internal auditing. Moreover, the management failure
of some projects of MARA was due to the ineffective audit reports which required to be
enhanced in the future (FMT, 2015; The Sundaily, 2015). This could be explained that the
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internal audit in Malaysia probably still in the nascent stage as stated by Ferry, Zakaria, Zakaria
and Slack (2017). Earlier, Ahmad et al. (2009) suggested future studies to investigate the
relationships between the problems facing the internal audit function in Malaysia and the
effectiveness of internal auditors. Although there were few studies have addressed this issue,
there still a lack of academic research on internal audit effectiveness in this context. In
particular, addressing the role of the professional characteristics of internal auditors in
improving the effectiveness of this function. The current study, therefore, aims to examine
internal audit effectiveness from this point of view. Thus, the main problem of this study is
pertaining to addressing the effect of internal audit characteristics which is referred to
independence and objectivity on internal audit effectiveness. As well as highlighting the
similarities and the differences between the independence and the objectivity in terms of their
measurement and their relationship with internal audit effectiveness.

The rest of this paper is structured as follow: the next section presents a review of previous
research and some empirical studies regarding internal audit effectiveness, independence and
objectivity. Then, discuss the research methodology employed in this study, the population as
well as the data analysis. The last section presents the results of the study and discusses the
main findings followed by the conclusion.

LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT
Internal Audit Effectiveness

The concept of internal audit effectiveness has received growing attention in the recent years
and has been taken seriously by several academic studies. This importance made the
effectiveness of internal auditors an indispensable topic and prominently positioned in the
studies conducted by researchers and professional bodies. The effectiveness is defined by
Dittenhofer (2001) as the achievement of internal auditing objectives and goals. The institute
of internal auditors (IIA) also defined the effectiveness as “the degree (including quality) to
which established objectives are achieved” (ITA, 2010). Latest studies also adopted a few
definitions of internal audit effectiveness which evaluate this concept as a degree to which the
established goals are achieved (Badara and Saidin, 2013; Khalid, Haron and Masron 2017).
Most authors agree that any plan of internal audit can be efficient if its outcomes are in line
with its goals. All the above definitions described the effectiveness of internal auditing in terms
of achieving the objectives of this function. Based on the official definition of internal auditing,
the ultimate goals of an effective internal audit function can appear in the value added to the
organizations by helping management to achieve organizational objectives and improving the
effectiveness of risk management and internal control system. Further, George, Theofanis, and
Konstantinos (2015) underlined that an effective internal audit function is one of the major
conditions for the business success.

Prior studies have identified and addressed different factors that are perceived to be relevant to
internal audit effectiveness and its measurement. For instance, Sterck and Bouckaert (2006)
pointed out that the internal audit function needs the availability of some key factors to operate
effectively such as good strategy for the development of audit competency, a central unit for
the advancement of this function and the top management support. Mihret and Yismaw (2007)
further examined the internal audit effectiveness by determining the impact of some factors
within the large public sector higher education in Ethiopia. According to their model, these
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factors are internal audit quality, management support, organizational setting; and auditee’s
attributes. They focused on the interaction of which factor will result in internal audit
effectiveness. Additionally, Arena and Azzone (2009) discussed in a related study internal
audit effectiveness based on the influence of some concepts. The findings of their study
established that the effectiveness of internal auditing increases when realized four main factors:
first, the ratio between the number of internal auditors and employees grows, second, the Chief
Audit Executive is affiliated to the 1lA, third, the company adopts control risk self-assessment
techniques, and last, the audit committee is involved in the process of internal audit activities.

Finally, it can be argued that the previous literature revealed that there are some determinants
that can affect and measure the internal audit effectiveness, these factors can be provided by
the management of organizations such as hiring competent internal audit staff, the adequate
support for the internal audit activities, provide sufficient resources and the responding to the
internal audit recommendations; or it can be provided by the internal audit unit itself such as
the quality of internal audit activity and the commitment to audit standards, as well as the
independence and objectivity of auditors

Internal Audit Characteristics

Internal audit characteristics are essential advantages for internal auditors and critical factors
for the success of an internal audit function. This study focuses on the notions of independence
and objectivity as two main characteristics of internal auditing and its nature. According to the
I1A Glossary (2012), independence and objectivity are closely related concepts. However, it
can be distinguished between them in terms of the level of processing these characteristics
whether in the individual, functional or organizational level.

Internal Audit Independence

The assurance services provided by the internal auditors derive their credibility and value from
the essential presumptions of independence of mind and independence in appearance (Stewart
and Subramaniam, 2010). The capability to function and act with independence is a long-
standing challenge for the internal auditors and the internal audit function, this challenge gained
a renewed attention in the development of the role of internal auditing in corporate governance.
Independence is an unavoidable condition for internal auditors (Vanasco, 1994). The II1A
defined the independence in terms of the freedom from the conditions that threaten the ability
of internal auditors to carry out the responsibilities of internal audit function in an unbiased
manner (I1A, 2012). This definition also highlighted the importance of the chief audit executive
in achieving a high degree of direct and unrestricted access to the board and senior
management. This can be realized via having a dual-reporting relationship between the parties.
Moreover, the standard 1100 of the ISPPIA stated by the 11A described the internal auditing as
an independent function and asserted that the internal audit activities should be independent of
management. Independence of internal auditing has long been seen as a key driver of the role
of internal auditors and an essential element of the success of internal audit function (Alzeban
and Gwilliam, 2014). According to Stewart and Subramaniam (2010), the independence of
internal auditing is considered as a state of affair that allows the internal auditor to operate
objectively with an impartial attitude.

Many research and professional bodies have raised concerns regarding the lack of
independence and its consequences on internal audit function (Schyf, 2000; Ahmad et al., 2009;
[1A, 2012). Van Peursem (2005) in a case study in six New Zealand organizations concluded
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that the independence of internal auditors from management is a critical feature of a successful
internal audit program. To guarantee the desired independence, the CAE should report
regularly and functionally to the highest level within an organization. This also leads to ensure
that corrective actions will be taken to implement the recommendations of an internal audit
department. Thus, the concept of the independence of internal auditing is very important for
this function and can affect its quality and performance.

Internal Audit Objectivity

Obijectivity is a crucial element for any person who attempts to provide a professional judgment
or opinion. Without objectivity, this judgment or opinion may lose its meaning and value. In
general, it is obvious that the need for objectivity is an important condition in any function,
especially in the professions that depend on the human thinking to provide an opinion or make
a decision. In the context of internal auditing, objectivity is one of the most important elements
for internal audit function and for internal auditors which can help them to perform their duties
properly. Internal audit objectivity is defined as an unbiased mental attitude that allows internal
auditors to perform their responsibilities without compromising the quality of their work (l1A,
2012). This requires that internal auditors must have an impartial and objective attitude in order
to avoid the inappropriate effects on their assessments and decisions as well as avoid any
conflict of interest which can undermine their credibility. Mutchler (2003) also defined
objectivity as a state of mind and a desired characteristic of individual or group who make the
necessary choices and decision regarding the assurance services. According to Stewart and
Subramaniam (2010), being objective means that the internal auditors must exhibit the greatest
level of professional objectivity during performing their jobs.

Several previous studies have deemed the objectivity as a crucial factor for internal auditing
(Goodwin and Yeo, 2001; Schneider, 2003; Stewart and Subramaniam, 2010; Endaya and
Hanefa, 2016). In these studies, objectivity has been treated and measured based on the
organizational status of the internal audit function or based on the threats that exist at the
individual level. Despite the variety of methods that evaluate internal audit objectivity and its
related factors, there is a consensus among researchers and professional bodies that the business
environment and the scope of internal audit function contain various risks that may impair this
important characteristic for internal auditors. For example, Haas (2001) argued that the
pressure on the internal auditors exerted by the top management to execute multiple tasks can
decrease their ability of internal auditor to remain objective. Also, Mutchler (2003) evaluated
internal audit objectivity by identifying the impact of a number of factors including self-review,
social pressure, familiarity, personal relationship, and economic interest. In the Malaysian
context, Kertali and Tahajuddin (2018) adopted the same previous characteristics to evaluate
the objectivity in terms of addressing the effect of the level of internal auditors’ involvement
in ERM process on internal audit objectivity. They further suggested that internal auditors
should not engage in the inappropriate activities, especially those activities that fall under the
management responsibility. Earlier, Sawyer, Dittenhofer, and Scheiner (2003) asserted that
internal auditors should not perform some high management responsibilities including
designing, installing and operating systems because conducting may impair their objectivity.
Therefore, it is clear that the concept of objectivity is one of the greatest perceptions in the
context of internal auditing.
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The Effect of Internal Audit Characteristics on Internal Audit Effectiveness

As already mentioned in this research, internal auditing must be an independent function and
internal auditors need to remain objective in performing their duties. The review of the previous
literature indicates that there is a growing body of evidence to suggest that internal audit
independence and objectivity have a positive and great impact on internal audit effectiveness.
First, internal audit independence considered as one of the critical elements for the success of
internal audit function. Without the attribute of independence, internal audit function may lose
its ability to provide a fresh perspective and becomes a part of the management team (Yee,
Sujan, James, and Leung, 2008). Several studies concluded that internal audit independence is
a key factor that can positively affect internal audit effectiveness (Hung and Han, 1998; Al-
Twaijry, Brierley, and Gwilliam, 2003; Alizadeh, 2011; George et al., 2015). Furthermore,
Cohen and Sayag (2010) in a study about internal audit effectiveness in the Israeli context
found that greater organizational independence of internal audit function was significantly
related to internal audit quality and auditees’ evaluation which were key dimensions of internal
audit effectiveness. Similar findings were reported by Alzeban and Gwilliam (2014) when they
confirmed that a higher perception of internal audit effectiveness was related to a greater
independence of internal audit function in the Saudi public sector. However, a latest study
conducted by Khalid et al. (2017) in Bahrain found that internal Shariah audit independence
has no positive and significant association with the effectiveness of internal Shariah audit.

Equally importantly, the objectivity of internal auditors is considered as an essential factor that
can contribute to improving internal audit effectiveness. Objectivity is a key determinant for
internal audit effectiveness (Schneider, 2003). The professional definition of internal auditing
highlighted the importance of objectivity to the internal audit function and its effectiveness.
Internal auditors should exhibit an objective and impartial attitude which permits them to
provide a proper opinion regarding the audit activities. Soh and Martinov-Bennie (2011) stated
that the internal audit effectiveness could be contributed by ensuring the objectivity which is
considered as an important subject for internal audit function. Further, Dukic and Dordevic
(2014) stated that the effectiveness of internal auditing is properly determined by the objectivity
of internal auditors. Dellai and Omri (2016) found that the objectivity of internal auditors is
positively related to internal audit effectiveness according to the point of view of the chief audit
executives. Further, a study conducted by Endaya and Hanefah, (2016) also revealed that
internal auditors’ characteristics including objectivity are significantly affecting internal audit
effectiveness.

In fact, it is doubtless that internal audit independence and objectivity are extremely crucial
elements of the internal audit function and driving its effectiveness. As such, the above
discussion leads this study to argue that independence and objectivity have a positive and
significant relationship with internal audit effectiveness. In other words, internal auditors
would be more willing to act effectively when they maintain their independence and
objectivity. This leads to the following hypotheses:

H1: Internal audit independence will positively affect internal audit effectiveness.

H2: Internal audit objectivity will positively affect internal audit effectiveness.
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Figure 1: Research Framework
RESEARCH METHOD

This section provides explanations regarding the methodology employed in this study as well
as a description of the development of the research instruments, followed by a presentation of
the population of the study and data collection procedures. For the research design, a
quantitative research method was selected to perform this study. This approach is an
investigation of an acknowledged issue by examining the relationships between the variables
of the study, as well as measure and analyzes them through values and several statistical
techniques (Kumar, Abdul Talib and Ramayah, 2013). Thus, this method was employed based
on a cross-sectional survey to gather the necessary data.

Instruments Development

The questionnaire used in this study comprises of questions regarding the demographic profile
of the respondents and closed-ended questions using a five-points Likert-scale to measure the
variables of the study. First, internal audit effectiveness is determined in this study by
evaluating such concepts based on the perceptions of internal auditors regarding the quality
and the performance of internal audit activities. As mentioned earlier, several methods have
been employed to address and measure internal audit effectiveness. for the current study,
internal audit effectiveness is measured based on some concepts such as the value added to
organizational performance, evaluating and improving enterprise risk management and internal
control; the compliance with the policies and regulation; and the recommendations of internal
auditing. Consequently, eight items are adopted from the studies of Cohen and Sayag (2010);
and Alzeban and Gwilliam (2014) to measure the internal audit effectiveness.

Secondly, to measure independence and objectivity, the study takes into consideration the
concepts provided by the 1A regarding the commitment to their personal characteristics and
the audit standards; as well as the threats to independence and objectivity that can appear at the
individual and organizational levels. As for independence, six items were adopted from
Alzeban and Gwilliam (2014); and George et al. (2015). These items are pertaining to examine
the status and the freedom of internal audit function such as the reporting to the highest level
within organizations and the relationships with senior management and the boards.
Simultaneously, internal audit objectivity is measured by six items adopted from Endaya and
Hanefah (2016). They developed some indicators provided by Mutchler (2003) in identifying
and measuring internal audit objectivity such as self-review, social pressure and economic
interest. However, the measurement scale of objectivity differs from the scale of independence
due to the nature of each concept. The participants were asked in this part some questions
regarding the extent of the influence of some concepts on internal audit activity; where values
of the measurement scale were expressed as follow: 1= Not influence at all, 2= Limited
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influence, 3= Moderate influence, 4= Substantial influence; and 5= Total influence. The
advantage of using this scale is to avoid the response bias of internal auditors when they answer
questions regarding their personal objectivity.

Participants and Data Collection

The target population of this study is the internal auditors who are currently working in both
private and public sectors’ organizations in Malaysia, narrowly, focussing on the internal
auditors who are members of the Institute of Internal Auditors Malaysia (IIAM) in order to
observe their compliance with the recommendations and the standards of their institute. The
questionnaire was distributed randomly to the internal auditors by email with the assistance of
the IIAM. A probability simple random sampling was utilized in order to provide each member
an equal chance of being selected as a subject in the survey (Kumar et al., 2013). After two
weeks, a valid 119 responses have been collected.

DATA ANALYSIS AND RESULTS

Data obtained from the questionnaire was analyzed and interpreted based on Structural
Equation Modeling technique (SEM). According to Hair Hult, Ringle, and Sarstedt (2014),
Partial Least Square (PLS) based SEM can be applied as a preferred approach compared to Co-
Variance based (CV-SEM) when the objectives are predicting the key target construct; and
when the sample size is relatively small. Thus, PLS-SEM was chosen for this study due to its
advantages and consistency. SmartPLS 3 was used in order to carry out the necessary statistical
tests.

Profile of Respondents

Table 1 presents the demographic profile of respondents. From the first glance, it can be shown
that the number of males was slightly more than females. As for age, the great majority of
respondents (86.6%) were under 50 years old while 13.4% were 50 years old or above. The
table also shows that almost all respondents are well educated and more than the half of them
possess at least a bachelor degree. Regarding the field of study, the slight majority of the sample
(65.5%) were specialists in accounting. The remaining has studied economics, finance,
management and other courses. The number of participants who have a professional certificate
was relatively big (roughly 70%). This includes Certified Internal Auditors (29.4%), Certified
Public Accountant (16%), Certified Management Accountant (5%); and ACCA Qualifications
(10.1%). Also, a simple majority of participants (72.3%) are working in private sector
organizations. In terms of the professional experience, 14.3% of the sample has less than 1 year
of experience. 60.5% have experience between 1 and 10 years, and approximately 25% have
over 10 years of experience. Finally, all participants of the survey were members of the IAM.
The previous characteristics of the respondents qualify them to be relevant to the objectives of
the study.
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Table 1: Profile of Respondents

Classification Frequency Percentage %
Gender Male 62 52.1
Female 57 47.9
Age 20 — 29 years old 30 25.2
30 — 39 years old 49 41.2
40 — 49 years old 24 20.2
50 years and above 16 13.4
Education Level SPM 29 24.4
STPM or Diploma 12 10.1
Bachelor Degree 70 58.8
Master Degree 8 6.7
Field of Study Accounting 78 65.5
Management 14 11.8
Economics 10 8.4
Finance 11 9.2
Others 6 5.0
Professional Certificate Certified Internal Auditor 35 29.4
Certified Public Accountant 19 16.0
Certified Management Acc. 6 5.0
ACCA Qualification 12 10.1
Other Prof. Certificate 11 9.2
No Prof. Certificate 36 30.3
Job Sector Private Sector 86 72.3
Public Sector 33 27.7
Years of Experience Less than 1 year 17 14.3
1 -5 years 39 32.8
6 — 10 years 33 27.7
11 - 15 years 12 10.1
16 — 20 years 7 5.9
More than 20 years 11 9.2
Total 119 100%

Measurement Model

The evaluation of the measurement model can be done by assessing two main factors in general,
reliability and validity (Sarstedt, Ringle and Hair, 2018). This is a critical test to ensure that all
indicators are measuring the constructs accurately. Concerning the relationship between the
construct and the indicators, there are two main types of measurement model: reflective model
and formative model. As for the current study, all constructs were treated as reflective where
each construct causes and explains its indicators (Diamantopoulos and Winklhofer, 2001).
Figure 2 presents the measurement model of the study. In brief, this study contains two
independent variables: (1) Internal Audit Independence, and (2) Internal Audit Objectivity.
And one dependent variable: Internal Audit Effectiveness. According to Hair, Hult, Ringle and
Sarstedt (2017), the examination of the measurement model requires some statistical tests
including internal consistency, indicator reliability, convergent validity and discriminant
validity.
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Figure 2: The Measurement Model

Using SmartPLS 3, the analysis of PLS algorithm has been carried out by running 5000 random
subsamples. First, table 2 reports the results of factors loading, Composite Reliability (CR) and
Average Variance Extracted (AVE). In order to reach satisfactory indicators’ reliability, Items
with low loadings have been removed from the model in accordance with the rule of thumb
suggested by Ramayah Cheah, Chuah, Ting and Memon, (2018). The standardized estimates
of all items were found to be acceptable. Specifically, the factor loadings of the items that
explain internal audit effectiveness range from 0.668 to 0.795. Factor loadings of the items of
internal audit independence range from 0.776 to 0.880. And finally, factor loadings of the items
that explain objectivity range from 0.696 to 0.812. The findings of the construct reliability and
validity test also revealed that composite reliability (CR) ranged between 0.855 and 0.916
which exceeds the recommended threshold 0.7 (Hair et al., 2014; Chin, 2010). These values
indicated a good internal consistency of the model and all constructs are reliable. In a similar
way, convergent validity is considered favorable when the Average Variance Extracted (AVE)
of each construct equals or exceeds (0.5) which is consistent with the result of this study. This
indicates that all items converge between them in estimating the construct and thereby provide
evidence for a good convergent validity of the model (Hair et al., 2014; Chin, 2010).

62
Print ISSN: 2053-4086(Print), Online ISSN: 2053-4094(Online)


http://www.eajournals.org/

European Journal of Accounting, Auditing and Finance Research
Vol.6, No.7, pp.54-69, October 2018
Published by European Centre for Research Training and Development UK (www.eajournals.orq)

Table 2: Construct Reliability and Validity

Construct Items Loading CR AVE
Internal Audit | IA_EFF1 0.744 0.902 0.536
Effectiveness IA_EFF2 0.670
IA_EFF3 0.716
IA_EFF4 0.716
|IA_EFF5 0.753
IA_EFF6 0.783
IA_EFF7 0.668
IA_EFF8 0.795
Internal  Audit | IA_IND1 0.888 0.916 0.687
Independence IA_IND2 0.875
IA_IND3 0.785
IA_IND4 0.776
IA_IND5 0.812
Internal Audit | IA_ OBJ1 0.743 0.855 0.541
Objectivity IA_OBJ2 0.735
IA_OBJ4 0.696
IA_OBJ5 0.759
IA_OBJ6 0.742
Table 3: Discriminant Validity (Fornell-Lacker Criterion)
IA. Effectiveness IA. Independence IA. Objectivity
IA. Effectiveness 0.732
IA. Independence 0.617 0.829
IA. Objectivity 0.457 0.728 0.735
Table 4: Heterotrait-Monotrait ratio (HTMT)
IA. Effectiveness IA. Independence IA. Objectivity
IA. Effectiveness
IA. Independence 0.655
IA. Obijectivity 0.488 0.827

Second, Discriminant validity is evaluated to prove that any construct in the model is truly
distinct from other constructs by empirical results (Hair et al., 2014). According to this, the
assessment of discriminant validity in this study includes Fornell-lacker criterion and the
Heterotrait-Monotrait ratio (HTMT). The result of Fornell-Lacker criterion shows that each
square root value of any construct was higher than its correlations with other constructs (Fornell
and Lacker, 1981; Chin, 2010) (see table 3). Similarly, table 4 shows that there are no values
regarding HTMT ratio approached or exceed 1.0. This indicates that the discriminant validity
is not violated (Henseler and Hubona and Ray, 2016). Finally, the evaluation of this test
indicates that the overall reliability and validity of the research model was satisfactory.

Structural Model and Hypotheses Testing
After ensuring the reliability and the validity of all constructs by testing the measurement

model, it is necessary to evaluate the structural model of the study in order to test the
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significance of the hypotheses. This step of analysis includes assessing the path coefficient, the
coefficient of determination (R? value) and the predictive relevance (Q? value) (Hair et al.,
2014; Ramayah et al., 2018). Therefore, the bootstrapping test has been carried out using
SmartPLS 3 by re-sampling 5000 random subsamples. The results are illustrated in table 5.

Table 5: Result of Hypotheses Testing

Relationships Std. Std. T- Decision R? Q?
Beta Dev. Statistics

Hi: IND --->| 0.607 0.117 5.168* | Supported 0.381 0.289

EFF

H.:. OBJ --->| 0.015 0.143 0.103" | Not 0.381 0.289

EFF Supported

Notes: IND: Internal audit independence; OBJ: Internal audit objectivity; EFF: Internal audit
effectiveness. * P-value < 0.05; ns P-value > 0.05.

As presented in table 5, T-statistics values can explain the significance of the path coefficient
which indicates whether the hypotheses were statistically supported or not. Specifically, the
values of T-statistics should be equal or higher than 1.96 to consider the hypothesis is supported
(Garson, 2016; Ramayah et al., 2018). As for this study, the results show that Hi found to be
supported where the statistical estimation for this hypothesis was significant with T-statistics
=5.168. This indicates a positive relationship between internal audit independence and internal
audit effectiveness. However, Hz found to be statistically not supported. Surprisingly, the
statistical estimation for this hypothesis found not significant with T-value = 0.103 and P-value
higher than 0.05. This indicates that there is no positive association between internal audit
objectivity and internal audit effectiveness.

The coefficients of determination (R?) and the predictive of relevance (Q?) are important tests
to measure and evaluate the predictive accuracy and the predictive relevance of the research
model (Hair et al., 2014). First, the value of the coefficient of determination (R?) must be
ranged from O to 1; where the highest value indicates a greater predictive accuracy of the model.
Hair et al. (2017) recommended that (R?) values of 0.75, 0.5 and 0.25 respectively indicate
substantial, moderate and week levels of predictive accuracy. For the present study, the (R?)
value was 0.381 which can be described as satisfactory for the interpretation proposes. This
means that independence and objectivity together explain 38.1% of internal audit effectiveness.
Second, the predictive relevance (Q?) can be applied by running the blindfolding procedure in
order to test the predictive power of the model (Sarstedt et al 2018). They further suggested
that the value of (Q2) is larger than zero indicates that the model has a predictive relevance.
Table 5 shows that (Q?) is 0.289 indicating that the predictive relevance of the model is
acceptable.

DISCUSSION AND CONCLUSION

This study proposed a research model to provide some useful insight concerning the
relationship between internal audit characteristics and internal audit effectiveness. Particularly,
highlight the role of independence and objectivity in improving the effectiveness of internal
auditors. The results of testing the measurement model indicate that the reliability and validity
of each construct, as well as the overall model, were good. Meanwhile, the results of the
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hypotheses testing procedure showed two different findings. The result of hypothesis 1
indicated that there is a positive relationship between internal audit independence and internal
audit effectiveness. Whereas the result of hypothesis 2 pointed out that internal audit objectivity
was found not to have a significant relationship with internal audit effectiveness. These
findings can provide beneficial discussions and argumentations.

First, it can be argued that internal audit independence was the most important factor that
affects internal audit effectiveness in the current study with t-value = 5.168. In other words, the
effect of internal audit independence on internal audit effectiveness was significant. In fact, the
results of the present study collaborate with other findings reported by prior studies in this
regard. Cohen and Sayag (2010) concluded that the organizational independence of the internal
audit function was positively associated with the quality of internal audit function. Alizadeh
(2011) also found that the organizational independence is a key indicator in improving internal
audit effectiveness in the Iranian context. As mentioned earlier, latest studies likewise detected
that internal audit independence can contribute to perceive a greater effectiveness and
performance of internal auditors (George et al., 2015; Alzeban and Gwilliam, 2014).
Consequently, the result of this study provides additional support to claim that internal audit
independence is a necessary factor for the success of internal audit function and its
effectiveness. This finding is in line with the ISPPIA standards (I1A, 2012) which consider
internal audit independence as one of the main factors of the effectiveness of internal auditing.

On the other hand, the findings of the study indicate that the second hypothesis is rejected. This
means that internal audit objectivity has no significant effect on internal audit effectiveness in
the context of the current study. The result observed in this study is quite surprising due to that
the expectations in the theory considered internal audit objectivity as a key factor for internal
audit effectiveness. It has been revealed that items such as self-review, economic interest,
familiarity, social pressure, cognitive bias; as well as racial, cultural and gender bias are
reflecting internal audit objectivity; but the effectiveness may not be perceived through these
mentioned items. In other words, the internal auditors in Malaysia perceived that the
compliance with the recommendation of the 11A would maintain internal audit objectivity by
considering its importance, but they did not perceive its significance to internal audit
effectiveness.

The result of this relationship is inconsistent with the most previous literature in this regard.
For instance, a study conducted by Abdolmohammadi (2009) in the Anglo-culture countries
concluded that objectivity is positively related to an effective use and compliance of the 1A
standards. Earlier, Mutchler (2003) defined objectivity as a key element of internal audit
effectiveness. In the Malaysian context, Baharuddin Shokiyah and lbrahim, (2014) established
that there is a positive relationship between the independence and objectivity of the internal
audit function and its effectiveness. However, the result is consistent with the notions that
emphasize the importance of maintaining internal audit objectivity (Goodwin and Yeo, 2001,
Ahlawat and Lewe, 2004). Thus, the result of this study suggests that the literature on the
relationship between internal audit objectivity and internal audit effectiveness may still
inconclusive. Therefore, this result suggested that internal audit objectivity was the lowest
factor in terms of its effect on internal audit effectiveness compared to internal audit
independence.

The findings of the study provide important implications regarding the effects of internal audit
independence and objectivity on internal audit effectiveness. Moreover, the analysis presents
empirical evidence regarding the substantial difference between independence and objectivity
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in terms of their relationships with internal audit effectiveness. While independence found to
be positively related to internal audit effectiveness, objectivity, on the contrary, found to be not
a critical factor in this relationship. This evidence is supporting the propositions of Stewart and
Subramaniam (2010); and Goodwin and Yeo (2001) concerning the similarities and the
differences between the concepts of independence and objectivity. Therefore, the result of this
study would extend the existing literature of internal auditing especially in the context of
Malaysia.

Despite the contribution made with regards to the effectiveness of internal auditing and its
association with its characteristics, this study shows some limitations and opportunities to be
considered for future research. First, the research model proposed in this study is relatively
small in terms of addressing all characteristics of internal auditing and their effects on internal
audit effectiveness. Future studies can extend the research framework by adding other
characteristics such as internal auditors' proficiency, skills and effective communication.
Second, this study collected the data through a survey technique. However, the analysis was
applied based on a modest sample size (119). Although SmartPLS can treat and generate the
data of small sample sizes, obtaining more responses would provide more statistical power to
the findings. Thus, future studies are recommended to cover a large sample size of internal
auditors in addressing this issue.
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