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ABSTRACT 

 

The main purpose of the current study is to determine the factors that impact on internal 

audit effectiveness (IAE). In addition, the moderating effect of continuous learning on the 

relationship between internal auditors’ independence, top management support, 

relationship with external auditors, audit committee and auditees, funding and internal 

audit effectiveness is tested using empirical data. The contingency and agency theory are 

used to support the framework of the current research. Data was collected from internal 

auditors of oil and petroleum companies operating in Libya using a self-administered 

questionnaire. The collected data was analysed using SPSS by employing exploratory 

factor analysis (EFA) for selecting items of measurements. After preliminary data analysis 

and EFA, a sample of 126 internal auditors was used to test the proposed hypotheses with 

the help of multiple regression analysis. In addition to that, hierarchical multiple regression 

was employed to test the moderating effect of continuous learning on IAE. The results 

indicate that among the factors, internal auditors’ independence, top management support, 

relationship with external auditors, audit committee and auditees and funding, significantly 

influence IAE. Moreover, continuous learning significantly moderates the relationship 

between relationship with the auditees and external auditors and IAE in Libyan Fully 

Owned Oil and Petroleum Companies. This study contributes to the existing literature in 

the field of IAE and extends the application of the contingency and agency theories in the 

context of oil and petroleum companies. The results of the study can be used to enhance 

IAE, in general, and in oil and petroleum companies, in particular. The chief financial 

officers can use these results to enhance IAE and provide continuous learning to their 

internal auditors. This study provides several suggestions on how future studies can extend 

the current framework to uplift the knowledge related to auditing, especially internal 

auditing.  

 

 

Keywords: Internal audit effectiveness, independence, top management support, relation 

with the external auditors, relation with audit committee, relation with the 

auditee, funding, continuous learning. 
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ABSTRAK 

Tujuan utama kajian semasa adalah untuk menentukan faktor-faktor yang memberi kesan 

kepada keberkesanan audit dalaman (IAE). Selain itu, pengaruh sederhana terhadap 

pembelajaran berterusan mengenai hubungan antara kebebasan juruaudit, sokongan 

pengurusan atas, hubungan dengan juruaudit luar, jawatankuasa audit dan auditee, 

pembiayaan dan keberkesanan audit dalaman diuji dengan menggunakan data empirikal. 

Teori kontingensi dan teori agensi digunakan untuk menyokong rangka kerja penyelidikan 

semasa. Data dikumpulkan daripada juruaudit dalaman di syarikat minyak dan petroleum 

yang beroperasi di Libya menggunakan soal selidik kendiri. Data yang dikumpulkan 

dianalisis menggunakan perisian SPSS dengan menggunakan “Exploratoty Factor 

Analysis (EFA) untuk memilih item-item ukuran. Selepas analisis awal dan EFA, sampel 

daripada 126 juruaudit dalaman digunakan untuk menguji hipotesis yang dicadangkan 

dengan bantuan analisis regresi berganda. Di samping itu, regresi berganda berhierarki 

digunakan untuk menguji pengaruh sederhana pembelajaran berterusan ke atas 

keberkesanan audit dalaman. Dapatan kajian menunjukkan bahawa di antara faktor yang 

mempunyai pengaruh yang signifikan ke atas keberkesanan audit dalaman adalah 

kebebasan juruaudit dalaman, sokongan pengurusan tertinggi, hubungan dengan juruaudit 

luar, hubungan dengan jawatan kuasa audit dan auditee, dan pembiayaan. Seterusnya, 

pembelajaran berterusan secara signifikannya menyederhanakan hubungan di antara 

hubungan dengan auditee dan juruaudit luar dan keberkesanan audit dalaman di syarikat 

minyak dan petroleum Libya. Kajian ini menyumbang kepada literatur yang sedia ada 

dalam bidang keberkesanan audit dalaman dan memperluaskan penerapan teori 

kontingensi dan teori agensi dalam konteks syarikat minyak dan petroleum. Dapatan kajian 

ini boleh digunakan untuk meningkatkan keberkesanan audit dalaman secara umum, dan 

kepada syarikat minyak dan petroleum khususnya. Ketua pegawai kewangan boleh 

menggunakan hasil kajian ini untuk meningkatkan keberkesanan audit dalaman dan 

menyediakan pembelajaran berterusan kepada juruaudit dalaman mereka. Kajian ini 

memberikan beberapa cadangan mengenai bagaimana kajian masa depan dapat 

memperluaskan rangka kerja semasa untuk meningkatkan pengetahuan yang berkaitan 

dengan pengauditan, terutamanya pengauditan dalaman. 

 

Kata kunci: Keberkesanan audit dalaman, kebebasan, sokongan pengurusan tertinggi, 

hubungan dengan juruaudit luar, hubungan dengan jawatankuasa audit, 

hubungan dengan audit, pembiayaan, pembelajaran berterusan. 
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CHAPTER ONE 

INTRODUCTION 

1.1  Background of the Study 

Based on the report by Africa’s corporate governance code focusing on worth of auditing 

especially internal auditing to achieve success in business strategies of the organizations 

(Van Staden, 2014). Old practices of internal audit remained well performing since 

decades. However, due to increase in complexity and fast paced chances in business 

operations create need of refining and focusing on risk and deeply focusing in the 

organization insights. Key stake holders have increasing expectation against value and 

nature of disclosed information produced through internal audit processes (Deloitte, 

2015). 

 

According to Sarens, De Beelde, and Everaert (2009) that debated functions of internal 

audit is a strong support function focused to senior management, stakeholders and board 

of the directors, to get quality inputs for improvement in the organisational processes. 

Moreover, Mihret and Yismaw (2007) added that internal audit assists management by 

providing credible in-house information that facilitates decision-making and control. 

Internal audit also supports management to regulate the internal audit recommendations 

toward more effective external auditing. 

 

Effective internal audit is the core for the success of a business while external audit can 

affect business sustenance.  According to Kantudu and Samaila (2015) that demand of 

internal audit department is increasing and being applied in government agencies and 
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different public organizations, besides public sector organizations are also demanding the 

good governance and accountability. Although the IAD has a crucial role in an 

organisation, nevertheless, scant focus is on this critical issue of internal audit; in fact, 

more focus has been given to external audit (Aburabe, 2015). 

 

A study mentioned that internal auditing is significant feature that support improvement 

in efficiency and effectiveness in any organisation by providing valuable feedback (Cohen 

& Sayag 2010). It also beneficial in terms of providing performance measurement 

matrices and other criteria that can assess the current level of quality, achievement of 

organisational objectives. These are the activities for which the internal auditing is 

established (IIA, 2010). According to Coram et.al (2008); Beasley et .al (2000); and Soh 

and Martinov-Bennie (2011) it has been additionally explained that internal audit should 

be capable to participate for quality and corporate governance with help of its continuous 

role, its growth can be utilized to overcome and monitor situation and for fraud 

minimization it must utilize its worth. 

 

Khlat (2005) explained that the internal audit concept has been refined as per the new 

regulations and has changed from an evaluation to be provided to the organisation to an 

independent consultation that helps to improve business operations. Internal audit was 

previously designed to provide input to top management, direct feedback to employees 

has been added to its function. Internal audit can be a part of external audit activities and 

provide constructive suggestions and input.  Internal audit services have been enhanced 

by including both the constructive and protective services that enable the organisation to 

get proper evaluation and feedback for continuous improvement. These changes in 
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internal audit have made it as a key aspect through which performance of an organization 

can be increased. 

  

Internal audit is effective if its outcomes are productive, as the main function of an internal 

auditor is to find defects and to correct them. Moreover, according to Sawyer (1995) 

internal auditors keep a check and balance effective and efficient firms’ service delivery. 

Van Gansberghe (2005b) conducted study in public sector organizations to see expertise 

of internal auditing and found that resources, improved professionalism, legislation, 

ownership, perception and governance, being important elements that can affect the 

efficiency of internal auditing. Internal auditors also evaluate the operating and financial 

information and give recommendations for its development (Salehi, Arianpoor, & Salehi, 

2013). 

 

Dittenhofer (2001) illustrated that internal audit’s effectiveness is based on organizations’ 

and its auditees’ effectiveness. Xiangdong (1997) also demonstrated the role of internal 

auditors. He explained that internal auditors have an advantage over external auditors as 

they can get information more rapidly. Similarly, Spraakman (1997) enlightened different 

views about internal auditors are very crucial in line with management of an organisation. 

Similarly, other studies have noted that the cooperation of external auditor with internal 

auditors is important to ensure the most suitable coverage of all main systems and 

effective reporting of results (Goodwin, 2004; Haron, Chambers, Ramsi, & Ismail, 2004; 

Li, Lim, & Wang, 2007). Moreover, some others have argued that internal auditing in the 

organisation has a positive relationship with corporate governance (Gramling, Maletta, 
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Schneider, & Church, 2004; Abbott, Susan, Peters, & Rama, 2007; Florea & Florea, 

2013). 

 

Of late, internal auditors have become a crucial entity in the structure of an organisation. 

Based on the studies by Arena and Azzone (2009); At-Twaijry, Brierley, and Gwilliam 

(2003); Bou-Raad (2000): Fadzil ey.al (2005) and Yee, Sujan, James, and Leung (2008) 

stated that internal auditors play a value-adding function in the firm through their 

analytical and consulting services with the support of senior management. Based on the 

study by Tarr (2002) that the worth of the internal audit being acknowledged in different 

legislations such as in Sarbanes-Oxley ACT in United States of America and according 

to Crey, Subramaniam and Ching (2006) in Australian Corporate Law Economic Reform 

Programme Act 2004. Some organisational settings are also important for the 

effectiveness of internal auditing, like procedures and policies, internal organisation 

environment and status of the organisation. Moreover, auditees’ level of collaboration, 

attitude and capabilities are important aspects that can impact on the worth of IA (Mihret 

& Yismaw, 2007). 

 

Definition of internal audit has been published by the Institute of Internal Auditors (IIA) 

as follows: 

 

“Internal auditing is an independent, objective assurance and consulting activity 

designed to add value and make an organization‘s operations better. It helps an 

organization accomplish its objectives by bringing a systematic, disciplined 

approach to evaluate and improve the effectiveness of risk management, control 

and governance processes.” (IIA, 2013) 
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Based on the statement mentioned above, it can be said that internal audit is  value-adding 

activity to organisations in terms of services, like operational audits and assurance offered 

along with consulting. This definition shows the worth of autonomy and fairness of the 

internal audit function, as internal auditors are free to have their view on the financial 

statement of the firm. Internal auditors also add value to the organisations by way of 

suggestions for improvement. This illustrates the growing perception and worth of 

internal audit in the organisation; it shows that internal auditing has changed from a small 

domain that considers designing control features to a wide range that discusses corporate 

governance and risk management (Goodwin & Yeo, 2001; Brody, & Lowe, 2000). 

 

In 1990s, the studies which were conducted to assess IA effectiveness paid more attention 

towards the issue from the view point of auditors from outside. These studies use the 

factors which were mentioned in AICPA including such as objectivity, performance and 

competence of IAD.  These studies, like Schneider (1984); Margheim (1986); Messier 

and Schneider (1988); and Schneider (2009) made an efforts to understand and rank these 

variables as per their level of importance, rather finding relationship between these 

variables (Krishnamoorthy, 2002). till early 1990s, there was lack of research on the 

usefulness of internal auditing. However, during the last two decades, it has begun to 

receive the attention of academicians. 

 

Based on the study by Sarens et al. (2009), the issue of the effectiveness of internal audit 

has not been covered extensively. Arena and Azzone, (2009) added that among the 

researchers and academicians until now there is no agreement on the factors that affect IA 

effectiveness and what is possible way to measure it. There is no unanimous agreement 
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to the difference in perspectives among users of internal auditing. For instance, audit 

committee and external auditors usually interested to make assurance regarding the 

monitoring and control (Hermanson & Rittenberg, 2003). On the other hands, senior 

management wants the internal auditors to assure the quality control and consultation 

(Arena et al., 2006). Previous literature has highlighted a demand for improving the 

functions of internal audit in transition economies and strengthening it in developing 

economies (Diamond, 2002). Ganna’s public sector firms’ internal audit was studied and 

findings in results shows ineffectiveness of functions of internal audit (Onumah & Krah, 

2012) due to weak audit committee functioning, lack of funding, lack of support by 

management with in line with internal audit activities and low professional proficiency of 

internal auditors. Similarly, this scenario has also been observed in Libya where most of 

the time, the function and significance of internal audit is not acknowledged by the 

organisation as it is done in the western countries (Mousa, 2005). 

 

There is a dearth of literature on the independence of auditors and most of them are 

regarding external auditors. Moreover, majority of these studies have been performed in 

European context. Therefore, there is a need to study it in the Libyan context. The 

description of internal auditing in the IIA further states that the independence of internal 

auditors is related to consultancy and assurance services as it helps auditors to work with 

an objective attitude. Therefore, it is worthful at the functional, engagement and individual 

levels (Stewart & Subramaniam, 2010). For having efficiency in performing audit 

responsibilities top management must support the internal auditors. If there is no support 

from executive management, then it will create tension and friction in internal audit 
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operations (Soh & Martinov-Bennie, 2011). In this regard, it is observed that there is less 

support by executive management for internal auditors in Libya (Abu-Azza, 2012). 

 

Several studies have shown that organisations that foster a continuous learning process 

with the audit department perform better. Training programmes for auditors can improve 

their engagement with work and productivity (Chan & Vasarhelyi, 2011). Therefore, this 

factor is important for determining the effectiveness of internal auditing. Researchers have 

also illustrated that the relationships of internal auditors, audit committee and auditees are 

important variables to discuss when aiming on the usefulness of internal auditing, as a 

mutual collaboration of these parties can build confidence and efficiency of internal 

auditors (Soh & Martinov-Bennie, 2011), in addition to funding for internal audit. The 

IAD needs funding to carry out its operations effectively. If there is a lack of funding for 

this department, then the internal auditors and audit committee can lose interest and 

motivation. Lack of funding can affect job performance adversely (Petrovits, 

Shakespeare, & Shih, 2011). Kuta (2008) documented that factors responsible for the 

ineffectiveness of the IAD, include insufficient funds, among others. Without adequate 

funding, audit committees’ members cannot participate in training programmes that can 

enhance their capabilities and enable them to remain as up-to-date auditors (PWC, 2012). 

Through involvement in continuous learning, audit committee members can sharpen their 

skills on audit and learn new approaches to auditing; in this way, they can provide the 

committee with information on the latest practices and approaches in auditing (Chaka, 

2013). 
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Prior studies have looked into factors, like the association between independence of 

internal auditors, top management support, link with external auditors, audit committee 

and auditees and funding and efficacy of internal audit in the context of Libya. Such 

parameters have been taken from IIA standards and some academic researches (Mihret & 

Yismaw, 2007; Zain & Subramaniam, 2007; Al-Twaijry et al., 2003; Lampe & Sutton, 

1994; Dittenhofer, 2001; Gramling et al., 2004; Sarens et al., 2009; Cohen & Sayag, 2010; 

Soh & Martinov-Bennie, 2011; Mihret & Admassu, 2011; Ahmad et al., 2012; McDonald 

& Chambers, 2013). 

 

However, very little evidence has been found about influence of continuous learning 

towards internal audit efficiency and funding. London and Sessa (2006) said that as 

employees’ skills can become obsolete, continuous learning is important as it has an 

impact on the firm’s performance. Studies have neither discussed the purpose of funding 

for internal audit nor its impact towards internal audit efficiency. Many studies have 

examined the impact of the relationship of auditees, outside auditors and audit committee 

and internal audit effectiveness and most of them have been in developed countries 

(Funnell & Cooper, 1998; Krishnan, 2005; Goodwin-Stewart & Kent, 2006; Pop, Bota-

Avram, & Bota-Avram, 2008). 

 

Effectiveness of internal audit play key function in the prosperity of Libyan companies 

(Alaswad & Stanišić, 2016). By pointing out to the senior administration that vital threats 

have been assessed and highlighting where enhancements are essential, internal auditors 

can help the senior administration to show that they are dealing with the firm adequately 

in the interest of their partners. Consequently, internal auditors, as well as official 
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administrators, non-official administrators and external auditors, are essential for any 

firm. There are major risks and complexities involved in any organisation, especially in 

oil and petroleum firms. Internal auditors evaluate these potential risks and threats and 

report to senior management with possible remedies (Hamuda & Sawan, 2014). 

 

Most of the studies have addressed usefulness of internal audit from the perspective of 

external auditors, senior management and the audit committee (Felix Jr & Gramling, 

2001; Al-Twaijry, Brierley, and Gwilliam, 2004; Ho & Hutchinson, 2010). However, this 

research introduces potential variables which can enhance efficacy of internal audit. In 

recent years, internal audit has become significantly important in the organisation. Current 

research has been inclined to focus on external audit rather than internal audit. Gendron 

and Bédard (2006) focused on mandatory controlling functions, while denying internal 

audit. Several researchers such as Al-Twaijry et.al (2003); Mihret and Yismaw, (2007); 

Yee et.al (2008); Arena and Azzone, (2009); Ahmad, Othman, Othman, and Jusoff, 

(2012) have recommended the study on efficacy of internal audit in context of developing 

countries, where it might play an important role as this area has not been studied 

extensively yet. 

 

According to studies like Arena, Arnaboldi and Azzone (2006) and Coran, Fergusan, and 

Moroney (2008) that the recent financial scandals and wave of corporate collapses have 

grown the focus of organisations to the vital aspect of internal audit. IA is beneficial for 

the organisation as it is a cost-effective way to have better internal control and save 

organizational resources that might be wasted (Chung, 2003). According to Yee at.al 

(2008) that the world financial crisis of 2008-2009 made internal audit a vital aspect for 
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confirming that the capital is not lost or devalued and ensuring the rate of returns on 

capital. Of late, the effectiveness of internal audit remained a subject of interest in internal 

audit literature. One difficulty highlighted within that literature relating to the 

effectiveness of internal audit is determining the proper and sound indicators for 

evaluating an IAD's effectiveness (Mousa, 2005). 

 

In Libya, a conference was held in the year 2005 regarding internal control and auditing. 

This conference demonstrated the lack of investigation in the area of internal audit 

effectiveness. Only seven articles were found in this context (Khlat, 2005). According to 

Cohen and Sayag (2010), most of the management research has emphasized more on 

external auditing rather than internal auditing. Therefore, there is dire need to add value 

in the context of internal audit efficacy. Yee et al. (2008) pointed out that there are very 

few studies in this area, especially in the Asian context, the Middle East and Africa. 

Pertaining to the significance of internal auditing, internal auditing is proved to be a 

crucial factor for the development of a firm (Mihret, James & Mula, 2010). Few studies 

like At-Twaijry et.al (2003); Mihret and Yismaw (2007), Mihet et.al (2010) and Ahmed 

et.al (2012) shown few evidences have claimed that efficacy of internal audit varies from 

one country to another and its functions may not be too effective for an organisation .This 

supports prior studies (Cooper, Leung, & Mathews, 1996; Myers & Gramling 1997) 

which have expressed significant dilemmas about the efficacy of internal auditing. 

 

The area of internal audit effectiveness has been less explored despite its importance for 

the effectiveness of organisations and providing inputs for improvement in overall 

performance. In line with this, Gendron and Bédard (2006) documented that academicians 



Universlti Utara Malaysia 

11 

and researchers have focused more on external audit as compared to internal audit; in 

other words, internal audit and its effectiveness have received very little attention. Based 

on the work by Mihret, James, and Mula (2010), there is a much needed to search the 

efficacy of internal audit in firms, which can be helpful to get a insight understanding of 

the extent of its effectiveness. Abu Azza (2012); Al-Kilani (1988), Mousa (2005); Ritchie 

& Khorwatt (2007); Abu-Azza (2014); and Abdelwahab Sassi Sakour (2015) indicated 

the ineffectiveness of internal audit in Libya, in general. But internal audit effectiveness, 

specifically in Libyan oil and petroleum companies, has not been well documented. 

 

The Libyan oil and petroleum sectors are significantly important for the overall growth of 

the country and is a major source of revenue for Libya. In Libya, the involvement of 

external stakeholders requires a high level of transparency in the financial reports of 

Libyan oil and petroleum companies. Sawan and Alzeban (2015) mentioned that auditors 

in Libya lack professionalism and this is due to weakness in the current regulatory 

framework, which leads to ineffectiveness. In addition, audit firms ignore new 

perspectives of audit in the Libyan audit education system and lack proper audit 

knowledge, thus leading to poor quality of audit professionals. 

 

More specifically, in the context of Libya, Aburabe (2015) argued that since 1941, 

development and structure of internal audit must be professional through IIA that has 

played an important role. Furthermore, internal auditing served as critical factor within 

organisation to improve operations and processes but in case of Libya these there is lack 

of professional standards. Moreover, there is non-existence of IIA among the Libyan 

organisations (Abuazza, Mihret, James, Best, & Martinov-Bennie, 2015). 



Universlti Utara Malaysia 

12 

Internal audit is very weak and ineffective, which can be seen from past studies which 

have been conducted in Libya. Many corporate scandals have been highlighted by the past 

studies but there is not much published material available in terms of organisational facts 

and figures in oil and gas companies. Most of the companies do not disclose any financial 

data to the stakeholders which creates lack of trust of external investors and other 

stakeholders. As mentioned by the Libya Corruption Report (2017), there are no reports 

available on the oil and petroleum sector. State-owned companies overwhelm the oil and 

oil petroleum industry in Libya and under public administration of these companies there 

is lack of transparency in oil and petroleum revenues (ICS, 2014). For example, the 

National Oil Corporation do not entertain the request to issue an official report on its oil 

deal which happened in 2013 (BTI, 2016). In mid-2014, the government able to build a 

committee that aimed to investigate the corruption happened in oil industry in terms of 

financial and administrative ways (HRR 2014). No data has been found on 

accomplishments made by this Committee. 

 

The evidence provided by past studies shows the importance of efficacy of internal audit 

and how it can be improved but it has still not been explored fully. The current research 

aims to assess the variables that potentially affect internal audit effectiveness in Libyan 

Fully Owned Oil and Petroleum Companies. 

 

1.2  Problem Statement 

Libya was considered as the poorest country before the discovery of oil (Petersen, 2015). 

Libya started progressing when the crude oil of Libya was exported to many countries 

across the world which increased its per capita income and Gross Domestic Product 
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(GDP). Therefore, Libya’s oil and petroleum sector is still the most dominant industry 

(Ross, 2012). Thus, researchers, industrialists and policymakers are continuously 

focusing on the improvement and development of this sector.  

 

The Audit Bureau reported that USD110 billion was from Libya's oil revenue, while in 

2012 alone, the income was USD46 billion, dropping to USD5 billion. Libya's assets and 

stores are as yet being utilized indiscreetly so no improvement can occur, with continuous 

decrease in foreign currency reserves from USD113 billion in 2013 to USD58 billion in 

the year 2016. The blockade oil fields and shutdown of oil terminals cost Libya USD107 

billion, since Libya depends for the most part on oil income for government spending 

(Libyan Audit Bureau, 2017). The Libyan Audit Bureau (2017) further reported that the 

present ups and downs in the oil production and export brings decrease in its prices 

worldwide, promoting lack of investment expenditure and thus lack of new economic 

cooperation for more development in Libya.  

 

The current oil production in Libya is decreasing year by year due to lack of efficiency in 

managing resources and pull-back of foreign investors, which have caused a huge change 

in production of oil and petroleum. In recent years, there has been a negative change in 

oil production. Table 1.1 shows that during the last decade, oil production fell from 642.8 

to 137.9 million barrels. The decrease in production is almost a 22% change in oil 

production, and this could be the reason for operational inefficiency. Oil reserves are 

continuously being explored but the output received from these available resources is 

insufficient.   
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The decline in oil prices as well as the decline in Libya's crude oil production in recent 

years has led to a deterioration in public finances in the country. Oil production represents 

97% of budget revenues while Libya needs USD30 billion to cover public spending alone 

(Najjair, 2017). The downward economic conditions are the consequences of oil and 

petroleum industry downfall because the Libyan economy is based on oil and petroleum 

production. The major source of revenue is oil, which dominates other income sources. 

 

Table 1.1 

Oil production from Year 2006 to Year 2016 

During (Year) Production 

 % Change in total Total Daily Average 

2006 4.0 642.8 1.8 

2007 1.7 653.8 1.8 

2008 -1.6 643.6 1.8 

2009 -7.9 592.5 1.6 

2010 4.0 616.0 1.7 

2011 -71 178.6 0.5 

2012 -197 530.7 1.5 

2013 -31.7 362.6 1.0 

2014 -51.7 175.2 0.5 

2015 -16.3 146.6 0.4 

2016 -5.9 137.9 0.4 

 

The inefficiency of companies has led to the continued decrease in the amount of oil 

produced and exported during the last five years and hence, decreased the overall revenue 

of Libya.  Based on IIA (2013), internal audit is an independent and consulting service 

that is designed to add value to operations of an organisation and uplift the operating 

efficiency by identifying the areas for improvement. In the past year, the available data 

on the Libyan Auditing Bureau shows that there was a lack of internal auditing efficiency 

during the period of 2007-2009.  It shapes the operations of an organisation by an 

organised and well-managed approach that can expand the effectives of risk management, 



Universlti Utara Malaysia 

15 

control and governance processes. In light of the definition given by IIA (2013), it can be 

positioned that lack of operational efficiency is connected with internal audit 

ineffectiveness in oil and petroleum companies. 

 

In support of the above, the Libyan Auditing Bureau (2013) has mentioned that internal 

audit is weak in the Libyan companies due to inefficiency of Libyan internal auditors. The 

inefficiency is caused by the lack of education and training necessary to perform internal 

audit efficiently. Due to lack of internal control and competency among the internal 

auditors.  Abu-Azza (2012) and Ritchie and Khorwatt (2007) agreed that internal auditing 

can be considered inefficient until it fulfils the objective of providing help to companies 

to gain capital returns or at least, save companies from further losses. As per the results 

of Abu-Azza (2012), internal audit in Libyan companies is ineffective.  

 

Some factors taken into consideration by this study that can influence the effectiveness of 

internal auditing have been studied by prior researchers. For instance, recent studies have 

identified among other factors are the internal auditors’ independence, top management 

support, relationship of internal auditor with external auditor, relationship with auditees 

and relationship with audit committee on effectiveness internal audit  in different 

countries (Yasin & Nelsen, 2012; Saidin, 2014; Alkebsi et al., 2014; Alzeban & Gwilliam, 

2014; Kamau, Nduati, & Mutiso, 2014, Lenz & Hahn, 2015). Prior studies have also 

demonstrated that creative relationship between internal auditors, external auditors, audit 

committee and auditees can improve the efficacy of internal audit functions (e.g., Yasin 

& Nelsen, 2012; Saidin, 2014; Lenz & Hahn, 2015). 
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Additionally, Khorwatt (2015) revealed that internal auditors are ineffective because of 

lack of training in the field of auditing. McDonald and Chambers (2013) identified 

continuous learning as significant factor to enhance the efficacy of internal audit. 

Researchers have shown that if there is no continuous learning in an organisation, then 

employees might not upgrade their skills according to the latest practices, and this can 

lower their market share and allow other companies to capture it (Hart, 2013). 

 

Continuous learning enables internal auditors to learn how to deal with issues of internal 

audit and how to change future audit plans to improve and meet new audit requirements. 

Recognising that improvement in internal audit will increase internal audit efficiency, 

internal auditors must consider continuous learning as a way to improve internal audit 

effectiveness (Vasarhelyi, Romero, Kuenkaikaew, & Littley, 2012).  Moreover, 

continuous learning is needed to deal with increasingly complex and interrelated issues 

and provide auditors with skills on how to handle stakeholders. Continuous learning is a 

means to achieve success (Avlonitis & Salavou, 2007; Bierly & Daly, 2007; Jafari, 

Fathian, Jahani, & Akhavan, 2008; Austin & Harkins, 2008) and this can be applied to 

internal auditing. An organisational competence to continuously acquire, disseminate, 

exploit and store relevant knowledge as a process of organisational learning is crucial for 

the organisation’s better performance (Sampe, 2012), in general, and for effectiveness 

internal audit, in current study context. 

 

The review of literature has identified that a minimal research work have been conducted 

to assess the internal audit effectiveness and the requirement offurther research on the 

effectiveness of internal audit in developing countries, such as Libya, has been highlighted 
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in studies by Al-Twaijry et. al.(2003); Mihret and Yismaw, (2007); Yee et. al. (2008); 

Arena and Azzone, (2009); Soh and Martinov-Bennie, (2011); Ahmad et.al (2012); 

Badara and Saidin, (2013); Endaya and Hanefah, (2013).  

 

The discussion above shows indicate towards a research gap in previous empirical 

research regarding the issues that can potentially influence the efficacy of internal audit. 

In addition, there is no common framework for efficacy of internal audit. More 

specifically, Yee et al. (2008) suggested the need to investigate the role and effectiveness 

of internal audit in other Middle-East, Asian and African nations, because in developing 

countries, internal auditing may contribute key role in increase of internal audit efficacy. 

Specifically, there is a need to focus on developing nations, such as Libya, in which 

internal audit is at initial stages of development as compared to developed countries (Abu-

Azza, 2012). Thus, internal audit effectiveness has remained a dynamic and important 

topic for debate among researchers and practitioners (George et al., 2015). Moreover, Abu 

Azza (2012) reported that internal auditing of Libyan public enterprises is not effective. 

However, no evidence is available from which this can be stated that internal audit in 

Libya is effective or ineffective. Thus, the current study examines internal audit 

effectiveness of Libyan fully owned oil and petroleum companies. 

 

In extension to the above, it has been documented that the Libyan audit system lacks 

professionalism (Sawan & Alzeban (2015). The weak audit regulatory framework has 

paved the way for an ineffective audit system in Libya. In addition, audit firms do not 

consider new perspectives that can enhance the overall effectiveness of audit, which 

include audit education and knowledge of audit rules that can improve the audit 
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significantly. Thus, this current study is among the few empirical studies that determines 

the potential factors that influence internal auditing by examining the consequence of 

independence of internal auditors, top management support, relationship with external 

auditors, audit committee and auditees as well as funding. Moreover, current study 

examines the moderation of continuous learning in the relationship between independence 

of internal auditors, top management support, relationship with external auditors, audit 

committee and auditees and funding and internal audit effectiveness. 

 

1.3  Research Questions 

Based on the above-mentioned problem statement and identified gap the following 

research questions have been posed for this current study. 

1. Does internal auditors’ independence has any significant influence on 

effectiveness of internal audit? 

2. Does top management support has any significant effect on effectiveness of 

internal audit? 

3. Does relationship with external auditors has any significant influence on 

effectiveness of internal audit? 

4. Does relationship with auditees has any significant influence on effectiveness 

of internal audit? 

5. Does relationship with audit committee has any significant influence internal 

audit effectiveness? 

6. Does funding has any significant influence on effectiveness of internal audit? 

7. Does continuous learning moderate the relationship between independence, top 

management support, relation with the external auditors, relation with audit 
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committee and relation with the auditee, funding and effectiveness of internal 

audit? 

 

1.4  Research Objectives 

To answer the above research questions, current study has following research objectives, 

which include: 

1. To explore the influence of independence of auditors on effectiveness of 

internal audit. 

2. To examine the influence of top management support on internal audit 

effectiveness. 

3. To examine the influence of relationship with the external auditors on 

effectiveness of internal audit. 

4. To examine the influence of relationship with auditees on effectiveness of 

internal audit. 

5. To examine the influence of relationship with audit committee on effectiveness 

of internal audit. 

6. To examine the influence of funding on effectiveness of internal audit. 

7. To examine the moderating effect of continuous learning on the relationship 

between independence, top management support, relation with the external 

auditors, relation with audit committee, relation with the auditee, funding and 

internal audit effectiveness. 
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1.5  Significance and Contributions of the Study 

The significance of the current study is two-fold, i.e., from the theoretical and practical 

perspectives. The current study contributes to internal audit literature and practices by 

identifying and addressing research gaps in previous literature. Previously, lesser number 

of research work have been conducted on internal auditing to detect the factors that can 

influence internal audit effectiveness. Also, based on previous literature, very less is 

known about the moderating impact of continuous learning on internal audit effectiveness. 

This current study fills the identified gaps by assessing the moderation of continuous 

learning on the relationship between independence of auditors, top management support, 

relationship with external auditors, audit committee and auditees and funding and internal 

audit effectiveness. 

 

Moreover, Libyan fully owned oil and petroleum companies remained a question mark in 

relation to their financial reporting and information disclosure to stakeholders. As per 

reviewed reports, the Libyan fully owned oil and petroleum companies lack transparency 

and do not share their financial reports with the public or stakeholders.  In prior studies, 

it has been identified that internal audit is responsible for guiding management in the areas 

where a company should improve its operations. Thus, ineffective internal audit hinders 

the transparency and accuracy of the audit report. Therefore, the current research is carried 

out on Libyan fully owned oil and petroleum companies to develop understanding based 

on the elements that can enhance and improve internal audit effectiveness.  Moreover, the 

national audit teams have been identified using conventional audit patterns which have 

also contributed significantly to the lack of effectiveness in the internal audit process. By 

identification of these issues, the current study proposes the moderation of continuous 
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learning on the relationship between independence of internal auditors, top management 

support, relationship with external auditors, audit committee and auditees as well as 

funding and internal audit effectiveness. Therefore, the results of the current research can 

be helpful for practitioners, internal auditors and future researchers to further explore 

internal audit effectiveness. 

 

1.5.1  Theoretical Significance 

Current study research framework is supported by the contingency and agency theories. 

The contingency theory is supported by the inclusion of variables, such as support by 

management, where management should balance and satisfy internal needs. Moreover, 

this theory states that necessary course of action of any organisation is contingent upon 

external and internal situations. The contingency theory narrate that there is no regular 

technique by which corporations can be led, managed or controlled; it is dependent on 

underlying situations. Functions of organisations can be affected by many contingent 

factors. The internal auditor effectiveness can be affected by many factors which could 

be internal or external based on the situation. Therefore, as internal audit is a necessary 

function of an organisation, it is justified to apply this theory in this context. Furthermore, 

in according to Xiangdong (1997) that agency theory explained the vital role of internal 

auditing for the progress of an economy. He further defined that internal auditors have an 

advantage over external auditors in that they can retrieve the information more rapidly as 

compared to external auditors. Moreover, internal auditors can resolve the specific 

problems more quickly. Moreover, in a study, “Agency theory and the internal audit”, 

further it is argued that it is in the interest of top management to align the interest of 

internal auditors with company performance (Adam 1994).  
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According to Institute of Chartered Accountants in England & Wales (ICAEW) report 

published in the year 2005, relates the role of internal audit with the agency theory. 

According to the ICAEW (2005), the agency theory is a resourceful economic theory of 

accountability, which helps to explain the development of the audit. Principals hire agents 

(managers or CEOs) and assign some tasks or bestow few decision-making rights to them. 

Moreover, principals build trust in agents that they will work in the best interests of the 

organisation. However, in the case of lack of trust, principals employ auditors to reinforce 

this trust. Therefore, utilisation of the agency theory is crucial in the context of this study. 

In this current research, the direct role of funding and the moderating role of continuous 

learning are assessed. In addition, the results and new factors (continuous learning and 

funding) in the audit effectiveness framework contribute to existing theories and 

knowledge in the field of auditing. 

 

1.5.2  Practical Significance 

Specifically, the economy of Libya has not been recognised as an emerging economy for 

the past 40 years and one of the main reasons is the users of auditing and accounting 

information have been mostly the state agencies and the state (Abuazza, Mihret, James, 

& Best, 2015). The results from the current study can be significant by showing the main 

factors can affect and improve internal audit effectiveness of oil and petroleum companies 

of Libya. Furthermore, professional bodies, the IIA, internal auditors and oil and 

petroleum companies can use the results to improvise the effeciancy of internal audit 

effectiveness. In addition, the government, top management and policymakers could 

redesign the policies to improvise their internal auditing. In addition, the global IIA can 

use this research to further improve its guidelines. The current study highlighted a 
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growing research area which is relatively less studies in the previous literature on auditing. 

The findings will be helpful for internal auditing educators to provide support to internal 

auditors with required training and education to increase the level of internal audit quality 

in Libyan oil and petroleum companies. 

 

1.6  Scope of Study 

The current research aims to assess the potential factors that can affect internal audit 

effectiveness.  This study assesses the potential impact of internal auditors’ independence, 

top management support, relationship with external auditors, audit committee and 

auditees and funding on internal audit effectiveness. Apart from this, the moderating 

effect of continuous learning is assessed to see relationship between internal auditors’ 

independence, top management support, relationship with external auditors, audit 

committee and auditees and funding and internal audit effectiveness. The data was 

collected from Libyan fully owned oil and petroleum companies which are lacking in 

audit practices and transparency, thus creating issues between stakeholders and other 

companies. The main reason for considering oil and petroleum companies is they are a 

major source of revenue and contribute significantly to the Libyan economy. It contributes 

about 95% of export earnings, 25% of GDP and 80% of government revenue. Figure 1.1 

shows the total exports average 875,000 barrels per day. As shown in the Figure, Europe 

is the major buyer of Libyan crude oil, i.e., 75%. Almost 19% of the oil goes to Asia and 

Oceania and the rest of 6% is exported to America.  
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The rapid decrease in production of oil and petroleum has brought down the level of 

economic prosperity in Libya. The nine oil and petroleum companies are run under the 

supervision of the government and remain a major part of government’s income generated 

from the export of oil and petroleum products. As Libya exports oil and petroleum 

products to different countries across the world, including Germany, Switzerland, Italy 

and Egypt (Ibrahim, Mutalib, & Abdulaziz, 2013), the downfall of this sector has a 

directly adverse impact on the Libyan economy and project expansion. Thus, the current 

study aims to measure internal audit effectiveness of Libyan fully owned oil and 

petroleum companies. 

Figure 1.1 

Libya’s exports of crude oil 

Source: Global Trade Information Services 
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1.7  Organization of the Study 

This thesis is organised into five chapters as follows: 

 

Chapter 1: In Chapter 1, the basic concept of internal audit effectiveness in Libyan fully 

owned oil and petroleum companies is provided to show internal audit effectiveness of 

Libyan fully owned oil and petroleum companies. The problem statement provides key 

issues that are caused by the ineffectiveness of internal audit in Libyan fully owned oil 

and petroleum companies. The objectives and research questions are provided to guide 

the researcher towards the objective of the study. The contribution and scope of the study 

are discussed to position the importance of the current study in current literature on 

internal audit effectiveness.  

 

Chapter 2: This chapter deals with the concept of effectiveness of internal audit and its 

importance. Independence of internal auditors, top management support, relationship with 

external auditors, relationship with audit committee, relationship with the auditees and 

funding are discussed in great length and a comprehensive discussion about effect of these 

variables on internal audit effectiveness is discussed. 

 

Chapter 3: This research methodology chapter discusses the methodologies, data types, 

data collection procedure, data processing and its validity, etc. The data analysis 

techniques were used for answering the research questions is discussed in this chapter. 

 

Chapter 4: Chapter four is on results of data analysis, starting with the descriptive 

statistics of the demographic profile of the respondents.  In the next section, data screening 
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is performed to detect missing values, aberrant values, multivariate outliers and test of 

normality of the data. Preliminary factor analysis is used to confirm the relevant items of 

the factors. The reliability of the instrument is validated, and the assumption of multiple 

regression is assessed before testing the hypotheses. The hypotheses are tested using 

multiple regression and moderation analysis is performed. The last section summarises 

the whole chapter.  

 

Chapter 5: Chapter five is on discussion and recommendations. The first section provides 

a recapitulation of the study and discussion on the results of the current study in the light 

of previous literature. After the discussion of results, this study comes up with some 

implications, including theoretical, policy and practical implications based on the results 

in the context of Libyan fully owned oil and petroleum companies. The boundaries of the 

study are discussed to highlight the suggestions for future research and some future 

research topics. In the last section, a conclusion is made on bases of the findings of the 

current study. 

1.8  Summary of Chapter 

The main job of internal auditors is to find defects in a company and provide effective 

solutions for its rectification. Therefore, the internal auditing effectiveness is crucial for 

the advancement of an organisation. Chapter 1 starts with the study background, in which 

the significance of internal audit and its relationship with other variables (independence, 

training, relationship with audit committee, relationship with external auditors, etc.) is 

discussed accordingly. The problem statement highlights the issues faced by Libyan fully 

owned oil and petroleum companies and how internal audit effectiveness is related to 



Universlti Utara Malaysia 

27 

overall performance of Libyan fully owned oil and petroleum companies. Furthermore, 

research questions, research objectives, scope and significance of the study are presented. 
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CHAPTER TWO 

LITERATURE REVIEW 

2.1  Introduction 

Current chapter looks at the related literature and professional reports and provides a 

broad overview about internal audit effectiveness. It also provides literature review on the 

effectiveness and role of internal audit. The chapter addresses the discussion on some of 

the factors based on previous literature related to internal audit effectiveness. These 

include the independence of internal auditors, top management support, association 

between internal and external auditors, the relationship between internal auditors and 

audit committee, relationship with auditee, funding and continuous learning. In addition, 

this chapter gives an overview of the Libyan economy and audit development in Libya. 

 

The functions of internal audit has become an important function for the organizations to 

keep assets and achieve their goals. Understanding on functions and importance of 

internal audit and the value-added role it can play in organizations is increasing (Abdel-

Khalik, Snowball, & Wragge, 1983; Boyle, 1993; Bou-Raad, 2000; Burnaby, 2000; 

Brierley, El-Nafabi, & Gwilliam, 2003; Al-Twaijry et al., 2003; Allegrini & D’Onza, 

2003; Goodwin, 2004; Gramling et al., 2004; Caplan, Janvrin, & Kurtenbach, 2007;  

Cohen & Sayag, 2010; Ahmad et al., 2012; Badara & Saidin, 2013a; 2013c; IIA, 2013; 

McDonald & Chambers, 2013). 

 

It has been argued that about the two benefits of having a department of internal audit in 

organizations: first, it helps an organization to detect and prevent fraud or errors; and 
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second, it helps the organization to manage risks and improve operations (Al-Twaijry et 

al., 2003). Nonetheless, effectiveness and job of internal audit have not been studied 

widely. In other words, very less number of research works have been conducted on the 

internal audit effectiveness, in comparison of external audit effectiveness (Al-Twaijry et 

al., 2003; Mutchler, 2003; Mihret & Yismaw, 2007; Yee et al., 2008; Coram et al., 2008; 

Mihret et al., 2010; Arena & Jeppesen, 2010; Norman, Rose, & Rose, 2010; Cohen & 

Sayag, 2010; Getie Mihret, Mula, & James, 2012; Badara & Saidin, 2013c; Mousa, 2013).  

Additionally, few researches such as Al-Twaijry et.al (2003); Cohen and Savang (2010); 

Mihret and Yismaw (2007) have narrated the ineffectiveness of some audit functions. In 

addition to this Al-Twaijry et al. (2003); Cohen and Sayag, (2010); Mihret and Yismaw, 

(2007) have suggested that it is important for compliance with International Standards for 

Professional Practice of Internal Auditing (ISPPIA). They also reflected internal audit as 

a value-added action in the organization. 

 

2.2  Introduction to Libya 

Libya is one of the developing countries situated towards the northern central part of the 

continent of Africa.  This country encompasses an area of 1,759,540 square kilometres. It 

can be seen in Figure 1.1 (page 24), in Africa Libya is on fourth number as largest country 

and on the fifteenth number in the world. It is so large that it can be said to be equal to 

half the size of Europe or one-fourth the size of the United States of America (USA). 

Libya is positioned to the southeast of Sudan, southwest of Chad and Niger, east of Egypt, 

north of the Mediterranean Sea, west of Algeria and northwest of Tunisia. Hence, it 

contains Mediterranean seashore of almost 1,800 kilometres or 1,118 miles in length. It 

ranges from the west to Tunisia and situated towards the east of Egypt (Otman & 
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Karlberg, 2007). Almost 90% of Libya is uninhibited due to 94.73% being desert and 

semi-desert land with sandy areas, hills and mountains. These hills and mountains are 300 

feet above the sea level; 3.94% of the area is agricultural land and 0.29% is forest. 

 

On December 24th, 1951, Libya was declared as an independent nation by the United 

Nations. During the 3000-year period prior to independence, the history of Libya was the 

story of occupation and colonization. Throughout its history, Libya was occupied by 

different civilizations, beginning with the Phoenicians, the Greeks, Imperial Rome and 

the Byzantine Empire (Al-Kilani, 1988). In 1954, Libya joined the United Nations. In the 

same year, the first population census recorded a population of 1,088,873 including 

47,774 foreigners, who were mainly Italians and Jews. According to the last official 

census in July 2010, the population of Libya was 6,294,944 (Stiftung, 2012). 

 

Libya is part of the Arab nations and its population is part of the Arab people. This is 

reflected in the importance of Arab culture, traditions, customs and values in Libyan 

society. The official language of Libya is the Arabic. A few minorities of Libyans use 

Arabic language and consider themselves as Arabs. The inhabitants of North Africa and 

the Middle East usually use the Arabic Language as their mother tongue. This language 

can be differentiated on three bases: the language of Quran, also known as classical 

language; the way it is used today in media, also known as modern language; and lastly, 

the regional informal language, known as colloquial language. It is Muslim country and 

among its total population about 98% of the people are Sunni Muslims (Al-Kilani, 1988; 

Mousa, 2005). 

 



Universlti Utara Malaysia 

31 

2.3  Economic Development 

Libya was among the poorest countries in the world before discovery of oil resources in 

1959. In the era of abject poverty, Libya’s per capita income was about USD35 annually. 

The economy of Libya was totally dependent on the agriculture sector, which was the key 

to its survival just like other Arab states. Around 70% of the population worked as 

labourers in agriculture and were also involved in animal farming. Therefore, agriculture 

and animal farming were the main sources of food and work. The production in the 

industrial sector was too small to run a good economy, like canning fish and most of the 

industries were family businesses. These industries were based on making carpets, home-

made appliances and agriculture and animal farming, for example canning tomatoes, 

pickling food and spinning wool (Allan, 2014). 

 

When Libya got its independence in 1952, Libyan and foreign investors became more 

frustrated due to the strange economic and social development conditions. After these 

circumstances, the United Nations supported the Libyan development plans; the United 

Kingdom (UK) and the USA also contributed by providing funds to maintain the 

economic conditions of Libya. A Council in United Nations known as the “United Nations 

Economic and Social Council (ECOSOC)” passed a resolution regarding Libya’s 

economy in the beginning of 1950s that it is time to help Libya to maintain and grow its 

economy. The United Nations ECOSOC also encouraged all the specialized agencies to 

help Libya while applying necessary procedures in the country. Libya became more 

dependent on foreign agencies and advisors while stabilizing the country’s infrastructure 

and moving towards economic development. USA and UK based agencies which 

contributed a lot in developing Libya, while the others were the Libyan Public 
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Development Agency, the Libyan-American Reconstruction Commission, the Libyan 

American Technical Assistance Service and the Libyan-American Joint Services. With 

the discovery of oil, the dependence on foreign help diminished with time and Libya 

started to manage itself (Allan, 2014). 

 

In 1952, when Libya became independent, agriculture was the backbone of its economy, 

which had two dimensions: one was the crops in the fields and the other was the livestock 

products. A large part of its labour force of around 70% percent was employed in the 

agriculture sector. The raw material for the industrial sector and the materials for export 

and trade also came from the agriculture sector. So, it contributed 30% to the country’s 

GDP depending on the climatic conditions (Mohamed, Al-Habaibeh, & Abdo, 2013). 

 

The climatic conditions seem very volatile; for example, rain is most unpredictable. 

Rarely does rainfall occur but when it rains, it is a bad time for agriculture. In Libya, the 

water supply is not enough for agriculture but in some areas, it rains nonstop, resulting in 

excessive water which is harmful for agriculture. This excessive water leads to brackish 

or saline land conditions which are not favourable conditions for crops. The reason behind 

salinity is that the country has no perennial rivers; so, this excess water is used for 

irrigation and for generating hydroelectric power. According to scholars (Gurney, 1996; 

Mousa, 2005; Otman & Karlberg, 2007), when Libya became independent, the 

underground water resources in the Lower Sahara had not been discovered yet. Even if 

officials knew about subterranean water and tried to encourage its utilization for the 

betterment of the country’s economy, it would still not have been beneficial due to the 

limited development aid, insufficient transport and storage facilities. When oil was 
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discovered in Libya, the economy stabilized very fast (Allan, 2014). Discovery of large 

oil reserves and income from petroleum product sales poorest countries in world towards 

wealthy counries in the World. It had very high per capita GDP and oil reserves (Mousa, 

2005; Otman & Karlberg, 2007). 

 

After 1962, oil became the major component of Libya’s export, and through this excessive 

export of oil in 1963, the balance of trade of Libya for the first time reached 35 million 

dinars which created history (Ahmad & Gao, 2004). In 1965, the country’s overall 

revenue increased from an amount of L.D 400 million from L.D 87.5 million until 1969. 

From 1980 onwards, most of the industrial countries started to find out other means of not 

depending so much on imports of oil from a petroleum company, i.e., the Organization of 

Petroleum Exporting Countries (OPEC). Resultantly, this thing brought oil at low volume 

and low price which was produced by OPEC. Consequently, it affected Libya’s economy 

again because Libya’s income reduced. So, from the beginning of the 1970s, the 

government started to work on new plans towards Libya’s economic development 

(Agnaia, 1997). The government worked on many development plans and implemented 

them through the revenue generated from oil exports. The main purpose of these plans 

was to make Libya independent and not fully reliant on the oil sector, so as to become 

self-sufficient and self-assured. So, over the last three decades, Libya has been focusing 

more on different sectors rather than just the oil sector (Ibrahim, Mutalib, & Abdulaziz, 

2013b). 

 

From 1969, Libyan decision-makers supported the Libyan industrial sector which helped 

a lot to sustain the economy of Libya. Through these activities, from 1970 onwards, the 
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economy flourished and was well-ordered due to government plans. As a result, the 

private sector ceased operations until 1989 and all matters became nationalized and 

depending on some other means. Two plans were developed by the Libyan government 

of the same time spans: one was from 1981 to 1985 for five years and the next phase from 

1986 to 1990. These two plans cost 15 billion Libyan dinars except these; in 1991, the 

Libyan Secretariat of Planning spent five billion Libyan dinars more on the industrial 

sector to support industrial development. These 5 billion Libyan dinars were spent for the 

establishment of 25 public companies engaged in commodities production, like tractors, 

buses, plastic, cement, batteries, tracks, steel pipes, chemicals and electronics, to foster 

economic development (Allan, 2014). 

 

National manufacturing was further segregated into five subcategories: electrical and 

engineering industries; chemical industries; cement industries; metallurgical industries 

and food production industries. All manufacturing companies in Libya made up 40% of 

the Libyan workforce, and came under the Libyan Industrial Secretariat (Chamber, 2002). 

Being involved in the manufacturing sector was a challenge, but necessary to maintain 

the economy of the country by establishing alternate resources rather than reliance on a 

single source of oil. After much effort, the manufacturing sector of Libya still did not 

perform well. It did not succeed in the exploitation of resources and accomplishing the 

goals to produce quality products and services (Chamber, 2002; Mousa, 2005). The 

Libyan government institutions were in charge and in control of almost the whole 

industrial sector. These companies are given assistance in accordance with the type of 

activities they were engaged in and till 2002, the public enterprises totalled 190 companies 

in different sectors (Chamber, 2002; Mousa, 2005; Saeed & Bampton, 2013). 
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The Libyan economy was dominated more by public enterprises even after a legislation 

was passed in 1992 (the Law No. 9 on partnerships) that people can start a manufacturing, 

agriculture, professional services and other ventures individually or through sole 

proprietorship (Otman & Karlberg, 2007). In economies like Libya accounting and 

auditing information was processed by state and nationalised agencies. This type of trend 

was quite different from the Western market where accounting and auditing information 

was used by private depositors and creditors instead of just the public (Ahmad & Gao, 

2004). The public sector companies in Libya were not profit-oriented due to lack of 

efficiency in operations and management of business (Allan, 2014). 

 

Following the extraction of crude oil and natural gas in commercial quantities in the late 

1950s, the Libyan economy grew rapidly. The oil sector became the major contributor in 

revenue for the government, contributing the bulk of total resources. It dominated Libya's 

foreign trade and balance of payments. There were essentially two sources of oil revenue: 

(a) company tax and royalties paid to the government; and (b) payments by the companies 

to local factors of production (Mohamed et al., 2013). The contribution of petroleum 

products to GDP increased from 24.4 % in 1962 to about 61% in 1968. Due to more trade 

of oil, the progress of other sectors reduced in the same period, for example, agriculture 

was just 3% and manufacturing about 2%, except the construction sector (Mousa, 2005). 

The year 1971 witnessed a great difference between the growth and profit of the petroleum 

sector and the other sectors. The trade of petroleum contributed 70% to GDP, while 5% 

came from construction, 2% from agriculture and 1% from manufacturing. The remaining 

sectors just constituted 20% of the total GDP. These percentages did not show the total 

failure of the non-petroleum sector; instead, it showed the unusual growth of the 
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petroleum sector (Mousa, 2005). Another change occurred between 1972 and 1980 in the 

GDP structure. The petroleum products ranged between 60 to 65% of total GDP of Libya. 

Then, in 1981, a surplus of oil in the oil market worldwide saw a decline in the prices of 

oil and petroleum. The decline in oil prices put tremendous effect on the Libyan economy, 

and the contribution of petroleum products to GDP declined, registering 41.4% in 1985 

and 23% in 1989. According Arab Monetary Fund (1990); 1993b; and African 

Development Bank (1995) this situation improved in 1991, when the contribution was 

approximately 30%.  According to official sources, Libya's GDP in 1995 was 10,048,700 

million L.D with 2,468,000 million L.D being generated from the oil sector. In 1999, its 

GDP was 14,285,800 million L.D with 3,254,100 million L.D being generated from the 

oil sector (Mousa, 2005). Based on the above brief history of the Libyan economy, it can 

be inferred that oil and petroleum products remain an important source of revenue for 

economy of the country. The downfall and rise of the economy depend on the oil and 

petroleum production and exports. Thus, the current research has selected the oil and 

petroleum sector as its study area to determine the factors which effect on the 

effectiveness of internal audit. As national oil companies perform key role in the overall 

oil and petroleum sectors, so nine national companies were examined to empirically 

investigate the factors impacting internal audit effectiveness. 

 

2.3.1  Libyan Economy After 2011 

In current Libyan history, 2011 was the year of glory for Libya. War to topple Gaddafi 

began in February and continued until October 2011. Most of the infrastructure of Libyan 

cities was destroyed during the eight months of war under the Gaddafi regime. The Libyan 

economy saw Libya’s worst era in this war, where production and export of oil came to a 
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halt and most of the corporate headquarters and oil fields, ports and economic institutions 

of the state were destroyed. There was a need to rebuild all these facilities after the demise 

of the Gaddafi regime. But it was not possible due to continuous war in the form of tribal 

disputes which destroyed the Libyan economy.  Most of the foreign companies pulled out 

from Libya because of poor security situation of the country and local Libyan companies 

shut down (Whitehouse, McQuinn, Buhrmester, & Swann, 2014). 

 

The report titled, Libya 2014, issued by the African Economic Outlook (AEO) noted that 

in 2012, Libya’s economy recovered after facing civil war in 2011, and the improvement 

was due to the production of hydrocarbon and its export. In 2013, the Libyan economy 

faced many economic challenges. In the second half year, the production of oil decreased 

below the average due to increasing disputes and boycotts at oilfields and export points 

(less than 1.6m bpd). Until October 2013, the production decreased much below the 

average level to 200,000 to 300,000 barrels per day (bpd), which was a huge decrease 

(Whitehouse et al., 2014). The revenue generated from the sale of hydrocarbon was 95% 

of the government revenue, which created an extensive burden over the spending of the 

government. According to a report by the Libyan Ministry of Economy, the reduction in 

the production of oil hit the Libyan economy with more than USD10 billion cost in 2013. 

The result appeared in the form of decreased GDP for year 2013 but there was a hope that 

the GDP will recover during the upcoming years, i.e., in 2014 and 2015. This expectation 

was based on the hope for better security conditions and minimization of bad incidents in 

oil terminals (AEO, 2014). 

 



Universlti Utara Malaysia 

38 

Specifically, according to the AEO report, the Libyan economy plunged in the second half 

of 2013 which was caused by the increased disruptions in revenue collection, mainly from 

oil production and its export. During the period, conflicts escalated and there were more 

protests by the workers in the country’s key oilfields and export terminals to demand for 

improved working conditions. Moreover, armed rebels demanded for more political and 

economic autonomy which worsened the condition even further and resulted in substantial 

decline in oil production from 1.6 m bpd to as low as only 0.2m to 0.3m bpd in October.  

According to a report by the Libyan Ministry of Economy, the reduction in the production 

of oil cost the Libyan economy more than USD10 billion in 2013. These situations 

contributed to destabilizing the government’s fiscal position (Allan, 2014). Consequently, 

it reduced the government’s ability towards economic recovery efforts and stabilization 

of political imbalances. It was forecasted that the GDP of Libya will decrease around 

12.1% in 2013 but after that, the economy will recover by having an increase in GDP of 

around 4.3% in 2014 and 22.4% in 2015. The forecast of oil production was rooted over 

the unstable political situation in the country where it was expected that oil production 

will freeze at 0.95 m bpd in 2014 as seen in 2013. Whilst, increase unstable situation will 

bring the oil production to its level in 2012 which was 0.145 m bpd. However, these 

predictions were made on the assumption that if the situation get settled during 2014 and 

2015 but the conditions remain same. As there is significant issue in the oil revenue, so 

the overall government budget got issue and remained deficit of 9.3% which create more 

problems for Libyans in 2013. Facing such bad situation, oil production also remains low 

in 2014 before getting stable in 2015. Likewise, the current account also declined sharply 

in 2013, largely due to the fall in hydrocarbon exports (AEO, 2014). 
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Table 2.1 

GDP by Sector (Percentage) 

“Sectors 2008 2012 

Agriculture, hunting, forestry, fishing 1.9 0.8 

Mining (oil) 69.7 65.6 

Manufacturing 4.2 3.2 

Transport, storage and communication 3.3 3.0 

Finance, real estate and business services 5.3 5.6 

Public administration, education, health and social work, 

community, social and personal services 
5.7 14.8 

Other services 0.3 0.3 

Gross domestic product at basic prices / factor cost 100 100” 

Source: AEO, 2014 

 

The poor and unstable situation in Libya increased the issues related to transparency of 

oil and production income. The national oil companies, as the major source of oil 

production, did not shared key financial information to stakeholders and the public. This 

unexpected behaviour of national oil and petroleum companies raised the question on 

accounting information, which caused distrust among the stakeholders. The following 

section reviews the status of auditing practices and its link to the poor situation of the 

national oil and petroleum companies. 

 

The oil and petroleum sector have been the main pillar of the Libyan economy since 

production began in 1961. The value of oil exports represents 96% of the total value of 
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Libyan commodity exports. Oil revenues achieved 91% of the total budget revenues. The 

oil sector accounted for 65.6% of GDP. 

 

The National Oil Corporation NOC maintains ownership ratios in the capital of oil and 

petroleum companies operating in Libya ranging from 50% to full ownership, while many 

international oil companies get work in Libya by Exploration & Production Sharing 

Agreement EPSA. Nine Libyan fully owned oil and petroleum companies operating in 

Libya as Sirte Oil Company, Arabian Gulf Oil Company, Ras Lanuf Oil and Gas 

Processing Company, Zawia Oil Refining Company, Brega Petroleum Marketing 

Company, National Oil Wells Drilling and Work over Company, Jowfe Oil Technology 

Company, National Oil Fields and Terminals Catering Company, and Zallaf Libya Oil 

and Gas Company. While seven Joint companies are working in Libya as Zueitina Oil 

Company, Mellita Oil & Gas Company, WAHA Oil Company, Mabruk Oil Operation 

Company, Harouge Oil Operation Company, Akakus Oil Operation Company, and 

Nafusah Oil Operation Company (http://noc.ly/index.php/ar/ ; https://finance.gov.ly/ ; 

https://audit.gov.ly/home/ ). 

 

2.4  Professional Status of the Auditing in Libya 

In Libya, at the time of independence in 1952, there were no requirements for giving 

accounting information and training. Therefore, only a few auditors were available with 

the required knowledge. At that time, the firms located in Libya were dependent on Italy 

and UK accounting firms (Abonawara, 2013). These circumstances remained for a long 

time after independence because there were very few locals with accounting knowledge. 

Only 16 students graduated in 1949 and there were no PhD holders in Libya (Gurney, 

https://audit.gov.ly/home/
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1996; Mousa, 2005). So, finding good business prospects, other countries, like the UK 

and the US, established businesses to carry out diverse ventures in Libya. These ventures 

were run by Libyans, but the accounting models were based on British and American 

accounting systems (Buzied, 1998). So, the rules governing auditing and accounting in 

Libya were based on British and American auditing and accounting standards (Bait El 

Mal, 1990; El-Firjani, Menacere, & Pegum, 2014). The involvement of foreign 

accountants did not provide room for the establishment of Libyan accounting and auditing 

practices and kept the Libyan auditors with low profile and poor skills. This was especially 

so for the internal audit system which aims to provide useful information and act as a 

decision-making tool for management, but due to this situation, it could not perform well. 

The next section provides facts on internal auditing in Libya. 

 

2.4.1  Internal Auditing in Libya 

The internal auditing function in Libya has not met the characteristics of a well-

established profession. Internal auditors did not have their own internal auditing 

organization (Endaya & Hanefah, 2013). Moreover, they had no pre-set or formal code of 

professional ethics and standards for professional qualifications for admissions. 

Furthermore, passing a professional examination was not the eligibility and no 

professional training programs were designed for internal auditors (Mousa, 2005). 

 

The internal auditors practices were mainly based on their accounting education (Daruish, 

1990; Mousa, 2005). In Libya, 35% public enterprises do not have their own audit 

departments, which demonstrate no existence of internal audit in these firms. Thus, there 

were many opportunities for scams and fraud in the accounting statements. The absence 
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of an audit department was a challenge to the public enterprises. They were unable to 

detect the deceptions related to payments and cash claims and earned less revenue due to 

the lack of their own audit and accounting departments (Al-Kilani, 1988; Endaya & 

Hanefah, 2013). In addition, Mousa (2005) depicted that there were no specified rules and 

regulations to govern the internal audit departments on the basis of which Libyan 

organizations can conduct internal audit efficiently. Some public organizations were 

operating and following their own rules of internal auditing, without following specified 

rules. The establishment of guidelines ensures the audit department functions under 

specified rules and regulations. Only a few sectors had issued some internal audit 

guidelines, out of which, one example is the rules set by the National Oil Corporation 

(NOC) in Libya (Shurbagi & Zahari, 2013). These guidelines ensured the oil and 

petroleum industry follows the same internal auditing practices. Even though all 

companies have their own audit program, internal audit rules should be the same for oil 

and petroleum companies. In the light of the above, it can be positioned that in the internal 

auditing of oil and petroleum companies, there are no specified rules and regulations that 

can guide internal auditors to efficiently perform internal audit. Moreover, few companies 

have their own audit rules which do not match industry norms and leads to the 

ineffectiveness of internal audit in Libya. This issue was highlighted by Osama (2011) 

that internal auditors are not sufficiently qualified and are unable to perform the required 

tasks due to lack of skills; they also do not adopt proper behaviour while performing 

internal auditing. Thus, on reviewed literature and discussion made, it can be said that 

internal audit system is weak and ineffective in Libya. The current study is intended to 

assess the factors that potentially impact on IA effectiveness.  
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2.4.2  External Auditing in Libya 

External audit is essential in all types of the organisations. Abonawara (2013) mentioned 

that in Libyan public organisations either they are commercial, industrial or service-

related tend to use external audit. This audit can be done through employees of 

management control institution (MCI) or by other bodies that are appointed by MCI. This 

MCS was established through Law No. 88 of year 1974 by replacing the Law No. 116 of 

year 1970. The audit laws defines that the major responsibility is to assure effective 

control on executive agencies, to ensure that executive agencies fulfil their given 

responsibilities and implement the laws and regulations, to highlight violations in the laws 

and regulations, any criminal act and to investigate the claims or charges against any state 

employees. These activities are part of administrative and legal control in organisations.  

 

However, in case where MCI detect any finical misconduct they refer to external auditors 

who is the authority which can give opinion in written to MCI on the detected matter. In 

the time period of six months, MCI prepare a report and submit to Libyan parliament. In 

this report they discuss any financial violation as findings of their investigation along with 

other things. This financial violation report is mandatory part of the prepared and 

submitted report during its investigation on various state departments. This committee 

proposed to appoint external auditors in Libyan public organisations, either they are fully 

state owned or their laws permit to support a special audit system. Or in other cases, it 

should be recommended by the public organisation. Therefore, the Council of Ministers 

issued Law No. 118 of 1973, which adopted the recommendations of the MCI. After the 

recommendations of the MCI have been approved, the external auditors in Libyan public 

organisations have bene appointed on the recommendations of MCI and they have to work 
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as per the guidelines given by MCI. The same provisions are emphasized in Article no. 

19 of MCI law No. 79 of 1975, paragraphs 1 and 2. Under this law, MCI has given options 

to appoint independents auditors for Libyan public organisations or to bring its own staff 

to conduct the audit. In addition, this facility provide MCI the opportunity and privilege 

to audit the public organisations which was not possible earlier (Al-Kilani, 1988; Daruish, 

1990; Mousa, 2005; Abonawara, 2013). 

 

According to the Libyan Commercial Code (LCC, Article 632), if the capital of private 

companies increases to the 500 dinars level, they are obligated to nominate a board of 

auditing; while Law No 65 (article 17) of 1970 states that the auditing board is only 

required, in the case where the capital of a company reaches 5,000 dinars. Due to the 

mentioned statements, every limited company must have an auditing board. This internal 

board selected for auditing must comprise five members, of which three are employed 

actively while the other two members are reserved for the times when one of the active 

members is unable to perform the duty due to medical reasons. The General Assembly of 

Shareholders chooses and selects the members from the non-participant members of the 

company to be part of the audit committee. These members required to be Libyan 

nationals and have qualifications and experience in the field of accountancy and financial 

affairs. The General Assembly of Shareholders has made a decision on fixing the amount 

of bonus at the end of the year for controllers, whose employment period is three years 

and there is a chance that they will be re-employed for the next three years (Al-Kilani, 

1988; Mousa, 2005). The auditing board is assigned the responsibility to evaluate and 

control the company’s management. The auditing board is responsible for monitoring 

activities of the company, the quality and legality of contracts, bookkeeping in accordance 
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with accepted rules and regulations, accuracy of profit and loss account, budget, 

preparation of annual report on financial position of the company and reporting on 

management’s ability to perform operations (Daruish, 1990; Mousa, 2005; El-Firjani et 

al., 2014). 

 

The discovery of oil in 1959 has led to an increased demand for reliable accounting 

information and qualified accountants. The country was in shortage of qualified 

accountants for the establishment of an accounting profession which would provide the 

best control to management based on accounting information. According to Bait El Mal 

(1990), “foreign companies or their branches in Libya, particularly American and British, 

follow the generally accepted accounting principles according to their home countries”. 

In these days, all the public accounting firms were foreign firms. Auditing of foreign 

agencies and companies operating in Libya was the responsibility of the public accounting 

firms. Auditing the annual financial statements (income statement and balance sheets) of 

business enterprises for expression of an opinion on their “correctness” is the main 

function of these firms (Bait El Mal, 1990).  

 

The formation of Libyan public accounting firms is the result of this situation. There was 

an urgent need for the establishment of a professional body for development of a general 

accounting framework and to take responsibility for the increasing number of firms and 

lack of auditing standards and practices. Law No. 116 (legislated in 1973) was the first 

law which governed accountancy and related areas of the organizations and covers the 

seven dimensions of accountancy (Abonawara, 2013): 

1. Connotation of Accountants and Auditors (LAAA) 
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2. Cataloguing of accountants 

3. Practicing the profession 

4. Fees 

5. Pension and contribution fund 

6. Penalties 

7. General and transitional provisions 

 

In 1975, the Association of Accountants and Auditors was established, and in 1976, the 

Minister of the Treasury issued Law No. 82 for ordering and managing the auditing and 

accounting department in Libya. The Libyan Association of Accountants and Auditors 

(LAAA) (Article 1) shows different purposes of this law. The first objective is to bring 

improvement in the standards of the accounting profession as well as to promote the ethics 

of accountants and auditors regarding the professional, educational, cultural and political 

values. Second, to enable the employees of the auditing department to contribute in 

different conferences and seminars conducted on the topic of accounting internally as well 

externally so that they remain updated with the new techniques, events, journals and 

current speeches. Third, to inaugurate a pension fund for the retirement of employees. 

Fourth, to build and enhance collaboration among members of the auditing department 

and to secure their rights and lastly, to take steps or actions to counter the violation of the 

traditional values and ethical standards of the accounting profession (LAAA, 2002). 

 

At the time of establishment of the organization in 1975, the major influencing factors 

were deficiency of statutory or other regulations required for a limited company or other 

types of corporations to issue financial statements and independent report by an external 

auditor. Abonawara (2013) quoted that there were only 1,369 qualified accountants and 
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partially qualified accountants (working as certified external auditors). There is an 

obvious shortage of auditors in the country with a population of over 5.4 million. In the 

context of Libya, an independent opinion to shareholders by external auditors regarding 

financial information, should be presented by a voluntary organization or a corporate 

body. Results of the study (Mousa, 2005; El-Firjani et al., 2014) disclose that most 

external auditors were able to fulfil this compliance/accounting-based financial function. 

The above discussion shows that level of external audit in Libya is poor but there are a 

few sets of rules and regulations that bind the professionals to follow and work efficiently. 

In most of the cases, companies have an external auditor to audit the financial position of 

the companies but there is a lack of internal auditors and predefined rules and regulations 

that can lead to effective internal audit.  

 

2.5  The Role of Internal Audit and Internal Audit Effectiveness  

The following section explains the role of internal audit and internal audit effectiveness. 

Past studies on internal audit and internal audit effectiveness are reviewed to discuss the 

level of IA effectiveness and how it would be more effective. 

 

2.5.1  The Role of Internal Audit 

Internal audit has important contribution in ensuring the accounting information provided 

to management and external auditors is free from errors and fraud. In line with the above, 

Kwon and Banks (2004) and Salehi et al. (2013) mentioned that examining and analysing 

the facts and figures on the organization’s operations and assess the integrity of the 

accounting and financial reporting system is under the work of internal auditors. 

Currently, with the change in practices of global business, the role played by internal audit 
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has changed as reported by past studies. Due to these changes reports provided by the 

internal audit report contains useful information to management and helps the board of 

directors (BODs) in managing risks (Mihret et al., 2010; Eulerich, Theis, Velte, & 

Stiglbauer, 2013). Hass, Abdolmohammadi, and Burnaby (2006) noted that a standard 

shift in the activities of internal auditors has made the role of internal auditors more 

crucial. The orientation of US internal auditors has been documented as value addition in 

organizations. The activities of internal audit are helping in the creation of value for an 

organization. In addition to that, the role of the Sarbanes-Oxley (SOX) Act 2002 has been 

highlighted. With the implementation of the SOX Act, internal audit now focuses on not 

only compliance but extends its services to the BODs by providing the required 

information. The implementation of SOX Act has strengthened the role of internal 

auditors in organizations, especially for top management (Mihret et al., 2010). 

 

The paradigm shift related to the internal audit of Asia Pacific has been confirmed in the 

literature (Allegrini, D'Onza, Paape, Melville, & Sarens 2006) and Cooper, Leung, and 

Wong (2006). Through three basic stages, the change in IA role has been elaborated by 

McNamee and McNamee (1995). In 1940, internal audit started transforming. The 

transaction and records were the main focus of internal audit. The internal audit in the 

1940s helped in the improvement of the process of business and making wealth by 

continuous effort of ensuring the adoption of policies and processes. The focus of internal 

audit before 1950 was mainly on financial audits. Moreover, a broader and comprehensive 

job of internal audit is suggested by the IIA’s Standards for Professional Practice of 

Internal Auditing that the aim of internal auditing is to help the management members 
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efficiently discharge the responsibilities with the help of analyses, appraisals and 

reviewing activities. 

 

Internal audit has been transformed into value-adding services to the organization since 

1990, which includes helping in risk management of the organization by using statistical 

sampling, audit techniques assisted by computer, risk modelling and making total quality 

management (TQM) a part of the audit process. The focus of internal audit is on providing 

services to the management in all phases of the business process. The purpose of internal 

auditing has transformed from accounts record-keeping to providing feedback on business 

operations and assisting management in decision-making (Eulerich et al., 2013). 

 

Thus, internal audit is defined by IIA (2011) as a value-added element that assists 

organizations to improve their processes. Internal audit has become more independent and 

provides feedback to assist organizations in improving the business processes. It 

facilitates the accomplishment of organization’s objectives by creating disciplined and 

symmetric processes for evaluation and improving the efficiency of managing risks, 

governance and control over business operations. In the definition of audit, two important 

aspects have been highlighted to clear internal auditing role. The first one is the 

independence of internal audit. Secondly, it is (internal auditing) is considered as a source 

of improving business operations and providing management control over operations. By 

keeping in view, the internal audit definition, it is to be noted that it is more on providing 

evaluation about effectiveness of risk management. Moreover, assurance and consultation 

are basic functions of internal auditing. Thus, it can be argued that internal auditing is a 
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process of providing feedback to management on business operations, risk management 

and consultation to improve the operations. 

 

According to the research by Goodwin (2004), the focus of internal audit under the new 

definition has been shifted from the function of internal auditing to value adding by 

improving the business process and assessment of the effectiveness of risk management, 

the process of governance and control of the organization. Thus, the job of the internal 

auditor has changed to value-added and consultancy services given to management. The 

Marxist explanation of internal auditing is reflected in this statement, mainly that advance 

auditing operations can increase the rate of return (RR) on capital, which is a value 

addition to organizations (Yee et al., 2008). 

 

On the basis of the above discussion, the shift from traditional to contemporary internal 

auditing, as shown in literature, is that internal audit is a value-added service for 

organizations (Goodwin, 2004; Bou-Raad, 2000; Al-Twaijry et al., 2003; Sarens & De 

Beelde, 2006; Arena & Azzone, 2009; Yee et al., 2008; Eulerich et al., 2013). Through 

the unique position of internal auditing, it (internal auditing) can be considered as a tool 

for the BODs to use in risk management and operations. For example, being considered 

independent and their direct reporting to the BODs can enable them access to every kind 

of organizational information. A strong Internal Audit Function (IAF) will benefit the 

stakeholders and add value to corporate governance (De Smet & Mention, 2011). 

However, internal auditors may have limitations and a serious reservation is being 

expressed by scholars related to the efficiency of internal auditors (Van Peursem, 2004). 

Thus, it must be effective to consider as value adding service of a firm (Al-Twaijry et al., 
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2003; Mihret et al., 2010; Abonawara, 2013). It can be argued based on literature review 

and discussion about significance of internal audit for the organization, if it can provide 

useful information to top management and stakeholders on the efficiency of the 

organization and suggest ways to improve operations effectively. The following section 

presents literature related to internal audit effectiveness. 

 

2.5.2  Internal Audit Effectiveness 

The internal audit role has been receiving increased attention because of its connection to 

the internal risk control management system. “Internal auditors have exploited the 

renewed interest by transforming their operations and expanding their involvement in 

areas, such as risk management, governance and control processes. Such initiatives have 

had the objective of increasing the value addition by IA to organizations. However, this 

change initiative also requires a redesigning of IA roles, competencies and processes 

(Arena & Azzone, 2009).” The new role or changes in traditional role of internal auditors 

figure out an issue that does internal audit is efficient and providing sufficient input to 

organisation for improvement”. 

 

According to the studies of Dittenhofer (2001), the parameter for measuring the efficiency 

of internal audit is “did the effort of internal auditors play an effective role in identifying 

the deficiencies, or in other words, are these conditions confirmed by the work of internal 

auditors?” This question does not suggest that internal audit effectiveness equals 

conformance to the IIA standards or meeting someone’s expectations of internal audit 

effectiveness; instead, what matters is the practical influence and possible improvement 
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by offering resolution to problems (if there are any) or the (credible) attestation that there 

are none.  

 

Chambers (2008) associated effectiveness as performing proper things while efficiency is 

sense of doing the things well and economy in this perspective is having a low cost of 

these activities. Among these mentioned things, the effectiveness is the major concern for 

the organisation. In case where internal audit remains ineffective, the other efficiency and 

economy will be of no use. According to Dittenhofer (2001), “an effective internal audit 

helps organizations achieve their objectives, although when something is ‘effective’, it is 

adequate to accomplish a purpose and to ensure ‘the achievement of a desired condition’”. 

However, in practice, that the most regularly utilized proportions of IA effectiveness still 

identified with its proficiency concerning conveyance of the yearly work plan of internal 

audit and the acknowledgment and appropriation of internal review proposals (Soh & 

Martinov-Bennie, 2011). Consequently, depending on productivity related criteria 

focuses to a misalignment between the IAF job and its assessment, a misalignment that 

might be inferable from uncertain troubles in surveying the degree to which IAF in 

meeting stakeholders’ expectations (Rainer, 2013). 

 

Internal audit effectiveness remains an understudied area, where very less have been 

studies on very crucial element which is internal audit effectives. Plenty of research has 

been conducted on internal audit functions, which is a necessary part of organizations but 

there is a dearth of studies which has addressed internal audit effectiveness. For example, 

internal audit development was studied in the corporate sector of Saudi Arabia from the 

perspective of the institutional theory, where a sample of 135 Saudi Stock Exchange listed 
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companies was taken. The compliance of internal auditing to ISPPIA was considered 

important and a value-added activity. Thus, interviews and questionnaire were used for 

the purpose of assessing the level of compliance of practices of internal audit with ISPPIA 

towards the quality of staff of internal audit, quality of internal audit, a corporate 

environment which is appropriate and top management support, for the purpose of 

analysing the efficiency of internal audit. The result of the study illustrates the inefficiency 

of the corporate sector of Saudi Arabia and is not considered a value adding service to the 

firm (Al-Twaijry et al., 2003). In the corporate sector of Saudi Arabia, responsibility of 

internal audit is to check and verify the financial record, rules and regulations compliance 

and internal control evaluation. The finding of the study also shows the recommendations 

made by the department of internal audit were not implemented by the management.  Al-

Twaijry et al. (2003) focused specifically on the corporate sector of Saudi Arabia. The 

efficiency of internal audit in higher educational institutions of the public sector in 

Ethiopia was studied by Mihret and Yismaw (2007); the efficiency of internal audit was 

assessed based on efficiency of internal audit, namely, efficiency of internal audit, support 

of management, and structure of the organization and attributes of auditees. Moreover, it 

has been reported that audit with quality and support of management to be considered as 

key factors that affect internal audit efficiency.  

 

Cohen and Sayang (2010) also assessed the factors that determine the IA efficiency and 

found six factors that potentially influence IA efficiency. The factors were audit quality, 

independence, sector of firm, top management support, internal auditors’ proficiency and 

career advancement. Due to current advancements in the internal audit functions, Arena 

and Azzone (2009) attempted to find out potential factors that influence IA efficiency in 



Universlti Utara Malaysia 

54 

Italian companies. In recent trends the importance of internal audit is improved due to its 

relation to risk management system. The IA efficiency is affected by audit process, 

communication between internal auditors and committee, team resources and 

competencies.  

 

Tusek (2015) argued that internal audit as irreplaceable resource and information source 

for the audit committee. Particularly, the fulfilment of numerous responsibilities and 

obligations of audit committee is impossible without an adequate level of coordination 

and communication with the internal audit department. The current study examines the 

effect of audit committee on internal audit operations in a way that it achieves several 

tasks and roles of modern internal auditing. The findings also outline a continued dialogue 

and communication among the audit committee and the internal audit function with 

regards to adequacy of resources to achieve tasks of internal auditing functions. 

 

Moreover, in the case where auditors and auditee have cooperative relationship and 

believe on participative approach, internal audit effectiveness is very high as compared to 

where to where the relationship is perspective appraisal approach (Yee et al., 2008). The 

association between auditee and auditors have been reported as significant factor that 

determines the IA effectiveness. In addition, it has been mentioned that top management 

support is related to hiring capable staff, furnish sufficient resources, internal audit 

department and good relationship with external auditors can enhance the IA effectiveness 

(Zeban & Gwilliam, 2014). 
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Keeping the importance of internal auditing in the Malaysian public sector. The 

theoretical model of their research included efficiency of internal audit, namely, support 

of top management, quality of IA, auditor’s support, adequate resources and 

communication with the audit committee.  Results indicates that in the public sector, IAF 

are considered as being curtailed with understaffing and hampered by inadequate 

management support whilst the cooperation of auditors are fully extended. The auditors 

were found to be less knowledgeable and were lacking in training for conducting effective 

internal audit (Ahmed et al., 2012). In another study, with the factors that contribute to 

the effectiveness of internal audit in the Malaysian public sector was conducted. The study 

assessed the impact of competency of management support, auditors, and independence/ 

objectivity of internal audit effectiveness. The findings indicate lack of skills, 

qualification and experience of the auditors in internal audit. Moreover, a positively 

significant correlation between independence/objectivity, competency of auditor and 

management support was found with internal audit effectiveness. It was highlighted that 

among the different factors, management support was found to be most significant factor 

which has influence on effectiveness (Baharud-din, Shokiyah & Ibrahim, 2014). 

 

Abu Azza (2012) studied the IA effectiveness using qualitative technique and employed 

Libyan enterprises as sample of study. The results indicate that internal audit 

independence, performance of audit work, top management support, scope of audit work 

and relationship between internal and external auditor serves as potential factors that 

impact on IA effectiveness in Libyan companies. In addition to that, the level of IA 

effectiveness in public companies found to be ineffective.  
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In academic research, IA effectiveness is a relatively unexplored area (Rainer, 2013); the 

literature shows that there are relatively few studies on auditing effectiveness in the public 

sector. Currently, the international market is growing which should not be ignored. 

Therefore, internal audit of an organization must be effective in order to provide value-

added services (Yee et al., 2008; Mizrahi & Ness-Weisman, 2007; Ahmad et al., 2012). 

Various scholars have attempted to assess and measure the effectiveness of internal audit, 

but there is no single framework that completely discusses internal audit effectiveness. 

Further, scholars have also determined the factors that affect at the macro- (Country, 

Continent) or micro- (company) levels (Mousa, 2005; Arena & Azzone, 2009; Rainer, 

2013). 

 

In the review of literature, it has been found IA is very essential in an organisation but 

received a very limited focus from the researchers and practitioners. In majority of the 

reviewed studies, factors such as top management support, relationship with auditees, 

independence of audit committee, funding and relationship between audit committee 

deemed to have significant factors that influence IA effectiveness. In the general and 

overall studies concern to Libya, the internal auditors have been reported to be less 

knowledgeable and lacking in skills to perform internal audit efficiently. Based on the 

identified gap, the current research proposed moderating effect of continuous learning that 

could be significant in influencing the internal audit effectiveness and got ability to 

modify the relationship between independent variables and dependent variables. 
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Table 2.2 

“Summary of Literature on the Internal Audit Effectiveness 

Authors Variables Method Sample Results 

Al-

Twaijry, 

Brierley 

and 

Gwillia

m 

(2003) 

Independence of IA 

department, 

professional 

proficiency, scope of 

IA work 

Interviews 

and 

Questionnai

re Survey 

135 Saudi 

Arabia 

companies 

IA is ineffective in 

Saudi Arabia. 

Moreover, there is 

lack of qualified staff 

and resources, lower 

degree of 

independence, 

internal auditors are 

not accepted by 

auditees and 

managers 

Mihret 

and 

Yismaw 

(2007) 

Auditee attributes, 

organizational setting, 

management support, 

audit quality, and the 

interplay among them 

Case study 

method 

One 

Organizatio

n (public 

sector 

university of 

Ethiopia) 

management support 

and IA quality have 

the strongest impact 

on IA effectiveness 

Yee et 

al., 

(2008) 

Due professional care, 

technical competence, 

Scope of Function, 

organizational status 

Interviews 25 

Singaporean 

organization

s 

The study concludes 

that IA is enhanced 

when relationships 

between auditors and 

auditee are 

established based on a 

cooperative and 

participative 

approach, as opposed 

to an independent and 

prescriptive appraisal 

approach”. 
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“Table 2.2 (Continued) 

Authors Variables Method Sample Results 

Cohan 

and 

Sayag 

(2010) 

Professional 

proficiency, audit work 

quality, organizational 

independence, top 

management support, 

career and 

advancement, internal 

audit effectiveness 

Questionnai

re Survey 

292 Israeli 

Organizatio

ns 

There is a significant 

effect of 

organizational 

independence and top 

management support 

on IA effectiveness 

Tušek 

(2015) 

internal audit; audit 

committee and 

communication 

between internal 

auditor and audit 

committee 

Questionnai

re 

34 internal 

auditors, and 

31 members 

of the audit 

committee  

The findings 

indicated that 

communication 

between internal 

auditor and audit 

committee is 

important aspect of 

internal audit quality 

Abu 

Azza 

(2012) 

Cooperation between 

internal and external 

auditors, management 

support, independence 

of internal audit, scope 

of internal audit work, 

competence of internal 

auditors, performance 

of internal audit work 

Interviews 

and 

Questionnai

re Survey 

Eight 

industrial, 

four 

Commercial 

banks and 

one 

insurance 

company of 

Libya 

Internal auditing of 

Libyan public 

enterprises is not 

effective 

Zeban 

and 

Gwillia

m 

(2014) 

Independence of IA, 

management support, 

relationship between 

internal and external 

audit, size of internal 

audit department, 

competence of IA 

Questionnai

re/ Survey 

79 Saudi 

Arabian 

organization

, 203 

managers 

and 239 

internal 

auditors 

Management support 

is linked to hiring 

trained and 

experienced staff, 

providing sufficient 

resources, enhancing 

the relationship with 

external auditors, and 

having an 

independent internal 

audit department”. 
Reviewed” 
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2.6  Factors Influence the Internal Audit Effectiveness 

The economic importance of internal audit has made it essential to research into factors 

improving the internal auditing effectiveness (Karagiorgos et al., 2011). For achieving the 

objectives of the organization, the function of internal audit is considered important for 

the effectiveness of organizational operations. Organizations having efficient internal 

audit are considered successful in the identification of business risks and inefficiencies of 

the process and system. Efficient internal audit adds value to the organization (Endaya & 

Hanefah, 2013). 

 

The IIA’s (2013) definition on internal auditing is “…helps an organization accomplish 

its objectives”. Internal audit’s role in organizational goal achievement has also been 

recognized in the literature (Hass et al., 2006; Yee, Sujan, & James, 2007; Arena & 

Azzone, 2009). Internal auditing plays a most important role to help organizations, top 

management and all the management levels in the organization (Cohen & Sayag, 2010; 

Kiabel, 2012; Arena & Azzone, 2009). With the emerging evolution of internal audit, the 

attributes and skills to determine success has changed. Technical skills are being 

considered as of paramount importance, but they alone are not considered enough. Instead 

of having more technical skills, the internal auditors of the future must also have non-

technical skills (McDonald & Chambers, 2013). 

 

Currently, the need for internal auditors has been widely discussed by researchers and 

practitioners in order to add more value to business operations and make a contribution to 

corporate objectives. Problems, like evaluation of performance and internal auditing 

efficiency, are being focused upon (Bou-Raad, 2000; Yee et al., 2008; Cohen & Sayag, 
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2010; Badara & Saidin, 2013c). Arena and Azzone (2009) claimed the need for evaluating 

the efficiency of internal audit by various parties, though no framework of reference exists 

for this scope. Thus, it has become important to study the factors that are expected to have 

influence on the effectiveness of internal audit and to determine the nature of the 

relationship of these factors. Prior literature has shown some elements (factors) that 

influence effectiveness of internal audit; this study tests the potential factors which may 

have strong influence on IA effectiveness. These factors includes independence of 

relationship with external auditors, internal auditors, continuous learning, top 

management support, audit committee and auditees and funding and internal audit 

effectiveness. The following section reviews the literature to discuss the potential 

influence of these well-known variables on IA effectiveness. 

 

2.6.1  The Independence of Internal Auditors 

The independence of the auditors have been remained as a key factor in determining the 

auditor’s role. Although the independence of external auditors remain focus of researchers 

in the past, standard-setters and professional bodies have posited a major emphasis on the 

need for objectivity and independence despite internal auditors generally being employees 

of the organization itself (Alzeban & Gwilliam, 2014). The term, ‘independence’ here 

refers to the auditors’ efficacy of being fair and objective in making review and appraisal, 

and not being influenced by any person or a party as it will more likely develop a biased 

opinion about the organization’s overall operations and efficiency. Independence means 

the organization’s freedom from circumstances that threaten its internal audit ability to 

execute internal audit operations in an effective and unbiased manner. To achieve 

relatively a higher degree of independence necessary to adequately carry out internal audit 
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activities, the chief audit executive should have unrestricted and direct access to the top 

management and the board (IIA, 2012). 

 

The independence and objectivity of the internal audit department has been identified as 

a key element of its effectiveness (CIPFA, 2003). It is suggested that internal auditors 

may not be able to achieve their goals without independence of their operations. In a 

situation where internal auditors have no pressure from top management while preparing 

internal audit reports, these reports will reflect a more professional and standardized 

approach; while in case of pressure from management, the report of internal auditors may 

not reflect the true picture to stakeholders (Stewart & Subramaniam, 2010). 

 

In some studies, related to the efficiency of internal audit, the focus has been on external 

audit and the work of external auditors being used by internal auditors (Cohen & Sayag, 

2010). Currently, there are more problems in terms of internal audit independence 

(Christopher, Sarens, & Leung, 2009; Stewart & Subramaniam, 2010). As discussed 

earlier, the advancement in research has shifted the role of IA from checking the propriety 

of transactions, records and system evaluation procedure to value adding services, 

comprising risk management support to the organization. Similarly, the internal audit 

responsibility has changed to a position of advising the BODs, although the tension 

between the need for independence and consultancy role remains unsolved (Mihret et al., 

2010; Endaya & Hanefah, 2013). 

 

Stewart and Subramaniam (2010) analysed the objectivity and independence of the 

auditor, but it was predominantly considered in external audit setting. More recently, 
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interest has been shown in the objectivity and independence of internal audit. This 

research growth and motivation focuses on the evolution and expansion of the role of IA 

as the basic procedure of corporate governance as well as internal service consultancy. 

Therefore, the role of internal auditors have been become more important for the 

organisation as they provide suggestions to managers on internal organisational functions. 

A significant debate has ensued because of this dual role as it is placing the internal auditor 

in a conflicting situation. 

 

The independence of mind and appearance basically determine the value and credibility 

of internal audit reports (Stewart & Subramaniam, 2010; Endaya & Hanefah, 2013). 

Vanasco, Skousen and Santagato (1997) mentioned that without independence of the 

internal auditors, the required result cannot be realized. Arena and Azzone (2009) 

discussed that the internal audit department should be an autonomous and independent 

unit in order to reap the benefits of IA. For a wide range of services of internal audit, the 

independence of internal auditor is considered as a pre-requisite (IIA, 2013).  

 

Bou-Raad (2000) viewed that the strength of internal audit can be assessed from the level 

of independence of internal audit in evaluating management practices and operations of 

the corporation. The efficiency of internal audit increases with the independence of 

internal audit, because it helps to avoid any conflict between management and IA. It 

creates a conducive environment to assist internal auditors to achieve efficiency in their 

work. Therefore, the IA must have enough independence to work efficiently without any 

influence (Cohen & Sayag, 2010). Thus, independence of the internal audit department is 

considered a basic feature to be more efficient in internal audit practices.  
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In the association of management and internal auditors, Van Peursem (2004) pointed out 

high potential for perplexity: the support is expected from internal auditors in the work of 

management, and simultaneously, the efficiency of management is independently 

observed. In order to get proper independence, the internal auditors must directly report 

to the BODs. It is mentioned in the attributed standards 1111 that the chief executive 

auditor must directly communicate with the board (IIA, 2013). According to the 

interpretation, if the chief executive auditor functionally makes a report to the board, the 

independence of the organization is effectively achieved. The significant determinant of 

internal audit department independence is the level of reporting, as illustrated in the 

literature (Abdel-Khalik et al., 1983; Schneider, 2003; Christopher et al., 2009); and 

reporting to the highest level is considered the ideal situation for the independence of 

internal auditors. Therefore, the indicator of independence and position within an 

organization can be assessed by the level of reporting of the internal audit department. 

Thus, the extent to which the reports are made by internal audit department has a 

significant influence on the independence of internal auditors, which means auditors have 

the freedom to express their opinions directly to top management (Abdel-Khalik et al., 

1983). 

 

Independence and objectivity were assessed by Read and Rama (2003); they explained 

that there is no fear of dismissal due to the action taken by the internal department, the 

internal department seems to be more efficient. Chapman (2001) argued that 

independence of an organization means the placement of the function of internal audit in 

the structure of reporting which is considered free for determining the scope of internal 

audit and practice without influencing the work of internal audit. 
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The internal auditors must not be influenced when stating their opinion on the efficiency 

of business operations, although providing full independence to internal auditors may not 

be possible because internal auditors are also a part of the organization (Yee et al., 2008; 

Carey & Simnet, 2006). For the independence of internal auditors, Sawyer and Vinten 

(1996) argued that internal auditors must work and express their opinions freely. 

Moreover, the report of the internal auditor must encompass any risk that have a negative 

impact on organizational performance and efficiency. Keeping in mind ISPPIA (2060–

Reporting to Senior Management and the Board), the report of the internal audit must 

comprise risk vulnerability and control issues, risks related to fraudulent activity, issues 

of governance and other issues pointed out by the BODs and management (IIA, 2013). 

Internal audit reports should be independent and efficiently prepared because decisions 

and actions of management can be influenced by the reports of internal audit (Bou-Raad, 

2000). 

 

Mousa (2013) pointed out that if the auditors do not have independence, it can disrupt 

their work efficiency. It is further argued that if the internal audit is not independent, then 

there is no reason to establish an internal audit department. Although complete 

independence is not possible, the operations and evaluation of internal audit can be 

independent. The independence can be achieved with the help of objectivity and status of 

the organization according to the professional performance standards of IIA (IIA, 2013). 

 

Spira and Page (2003) argued that in order to incorporate the objective of gaining the 

efficiency and effectiveness of the organization, the internal control scope must be 

broadened to assess the risks involved in operations. The internal control system is the 
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responsibility of management; the BOD’s responsibility is broadened to make the 

organization prosperous and accountable to shareholders. In order to gain useful 

information on related risks and control system, the BODs rely on the reports of internal 

auditors. The responsibility to guide management and the BODs has increased the 

importance of internal auditors as compared to external auditors.  Mihret et al. (2010) 

made an argument that getting complete independence is literally impossible as internal 

auditors are considered as employees of the organization; hence, it is necessary to have 

an independent frame of mind. This should manifest itself in the efficacy of internal 

auditors in making recommendations without any pressure from management. 

 

Al-Twaijry et al. (2003) analysed the extent of coordination among internal audit 

department directors, partners and external audit firms’ managers in Saudi Arabia. The 

findings indicate that practices of internal audit do not satisfy external auditors, and the 

internal auditors have shown their concerns with the independence and the level of 

cooperation between external and internal auditors. In the organizational structure, the 

internal audit department must have a high status in order to ensure effective direct 

reporting to senior management which ensures that internal auditors and independent 

from the influence of auditees (Mihret & Yismaw, 2007). 

 

An argument regarding the independence of the organization was made by Cohen and 

Sayag (2010), in that it will raise the efficiency of internal auditors. With independence, 

the conflict is reduced between auditors and management, and provides an appropriate 

environment for auditors to work without having any pressure and threat from 

management. Mousa (2013) evaluated the independence of internal auditors in Libyan oil 
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company (Al-Bariga Oil Marketing Company), by using a case study; he stated that the 

internal auditors have all the requirements for independence. Also, the internal auditors 

were never informed of the changes in the system of internal control. Also, they were not 

involved in any decision regarding control standards to be applied in system development. 

These practices restrict the ability of the internal auditors to suggest ways to improve 

business operations or control. 

 

Moreover, independence is significantly associated to the degree to which the access of 

internal auditors to the needed information is unfettered, the autonomy and access to 

documentation are considered important determinants of the efficiency of internal audit 

and independence (Al-Twaijry et al., 2003). Moreover, Mihret and Yismaw (2007) 

mentioned that for the purpose of gaining audit efficiency, the auditors should be able to 

access all relevant information and must have sufficient support from the auditee. 

Moreover, Carcello, Hermanson, and Raghunandan (2005) suggested that the position of 

internal audit in the organization must be strengthened with access of internal audit to an 

efficient admit committee. Thus, independence is an important aspect for the efficiency 

of internal audit. Sakour and Laila (2015) proposed that there is a significant relationship 

between internal auditor independence and IA effectiveness.  

 

Based on the discussion above, it is clear that the independence of the internal auditing 

department and internal auditors is one of the important factors that affects the internal 

auditing function and its effectiveness. It is also clear that most of the prior studies that 

have examined the independence of internal auditing have been based on external 
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auditors. In the reviewed literature, very little has been found on the influence of internal 

auditor independence on IA effectiveness.  

 

This study argued that in the process of IA effectiveness, independence of internal 

auditors serves as important determinant, because it allows them to have free mind work 

in a standardized way, rather than favouring management. Moreover, independence 

allows auditors to have more information about the organization and enables auditors to 

provide recommendations to management on the inefficient operations and control areas. 

It can be further argued that independence allows internal auditors to fulfil their 

responsibilities according to the modern definition of internal audit. This fair evaluation 

on the basis of facts can assist management and the BODs to take necessary and 

appropriate actions to improve the efficiency of the organization. Table 2.3 summarised 

literature select reviewed literature on internal audit independence. 

 

Table 2.3 

“Summary of Literature on the Internal Audit Independence 

“Authors Method Sample Results 

Al-Twaijry et 

al. (2003) 

Interviews and 

Questionnaire 

Survey 

135 Saudi 

Arabia 

companies 

Corporations of Saudi Arabia 

restricted the internal auditor's degree 

of independence 

Stewart and 

Subramaniam 

(2010) 

Literature 

Review 

N/A Internal audit independence is a rich 

area in which there is further need of 

research. 
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Abu Azza 

(2012) 

Interviews and 

Questionnaire 

Survey 

Eight 

industrial, 

four 

Commercial 

banks and 

one 

insurance 

company of 

Libya 

There are potential threats to internal 

audit independence if there is lack of 

access of information, reporting on 

internal audit finding under pressure 

and lack of direct communication 

between internal auditors and board of 

directors. 

Kamau, 

Nduati and 

Mutiso (2014) 

Online survey 21 Kenyan 

accountants 

Audit committee effectiveness and 

involvement of internal auditors in 

management have effect on internal 

audit independence. 

Alzeban and 

Gwilliam 

(2014) 

Questionnaires 223 

Managers & 

396 internal 

auditors 

Furthermore, Alzeban and Gwilliam 

(2014) assessed the IA effectiveness 

of Saudi Arabian companies and 

reported that independence of internal 

audit significantly positive association 

with IA effectiveness. 

Sakour and 

Laila (2015) 

Theoretical 

Framework 

 This study proposed that there is 

significant relationship between 

internal auditor independence and IA 

effectiveness”. 

Ok done” 

 

2.6.2  Top Management Support 

Top management serves as an important source of support in process of auditing. Internal 

auditors tend to maintain a good relationship with top management in their routine 

activities. Their work run smoother with the help of top management support and in order 

to achieve their audit objectives they must have top management support behind them. 

The provision of necessary information, financial and non-financial resources, use of new 

technologies and procedures to auditors, training on new practices and all required 

resource are available to the auditors with support of top management. These resources 

allow internal auditors to perform their audit work more efficiently (Tsegaye, 2017). 
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The efficiency of internal audit is enhanced with the support from management. For an 

efficient internal audit, top management support is considered very crucial. The support 

of top management with internal audit was found in the study of Boyle (1993), where top 

management support is identified as an important factor for internal auditors’ work to be 

effective. Mihret and Woldeyohannis (2008) and Mihret and Yismaw (2007) mentioned 

that the top management support is considered as a significant determinant of IA 

effectiveness. 

 

In IA effectiveness, the internal auditors and their work must be appreciated, and their 

suggestions should be considered as an important aspect in the decision-making process. 

Flesher and Zanzig (2000) found that when there is no appreciation, internal audit work 

can be regarded as a gap between auditors and management, which shows failure of senior 

management to understand the work of internal auditors and importance of internal audit 

as value addition to management’s decision-making. This is manifested when internal 

audit acts as a barrier to the achievement of organizational goals, whereby audit services 

may remain underused and audit recommendations ignored. These show non-supportive 

behaviour of management towards the internal audit process. Baharud-din et al. (2014) 

argued that commitment and support of management are necessary in order to make sure 

that internal audit is working effectively. IA achievement exclusively relies upon the 

degree of the board support during the audit. They need to concede the way that IA 

procedure is as significant and basic a movement like different activities inside the 

organisation. A few studies have discovered that without the executives support, 
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acceptance, support and endorsement, the IA procedure is probably not going to meet its 

target and might be fail. 

 

 

It has been perceived that administration support for internal audit is vital to its success 

(Dittenhofer & Scheiner, 2003). Cohen and Sayag (2010) contended that reports 

highlighted that top management support is important for the accomplishment of 

practically all projects and procedures inside an association. Essentially, Stewart and 

Subramaniam (2010) demonstrated that will of top management impact internal audit, and 

backing of top management is basic for the acknowledgment and motivation for internal 

auditors. Similarly, Stewart and Subramaniam (2010) indicated that expectations of top 

management significantly influence internal audit, and support of senior management is 

critical for the acceptance and appreciation of the internal audit function. Furthermore, 

Al-Twaijry et al. (2004) noticed that the relation between the internal audit capacity and 

support of top management is obviously a significant factor in deciding objectivity of 

audit. 

 

Soh and Martinov-Bennie (2011) showed that the relationship of the internal audit 

capacity with top management adds to the adequacy of internal audit. This gives an 

immediate correspondence between the internal auditors and senior administration which 

likewise can improve the reporting structure. These variables make top management 

support essential for the viability of internal audit. Saud and Marchand (2012) revealed 

that top management support not only improves auditor efficiency but also encourages 

their involvement in risk prevention. 
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Arena and Azzone (2009) concluded that administration of the organization considers 

internal audit as a worth including movement that will build the probability of ordinary 

usage of auditors suggestion and recommendations offered, and that are additionally 

straightforwardly connected to IA effectiveness. The management support has firm effect 

on internal audit success. In addition, Alkebsi, Aziz, Mohammed and Dhaifallah (2014) 

that top administration support is critical to boost IA effectiveness. Alzeban and Gwilliam 

(2014) concurred that top administration support stimulate the IA effectiveness. 

 

Endaya and Hanefah (2013) mentioned that previous research evinces the importance of 

senior management support for internal audit effectiveness. Thus, the support of top 

management is necessary for internal audit effectiveness. The support from top 

management will encourage, motivate and enable them to get the required information. 

There will be more chances of implementation of recommendations of internal auditors if 

the top management supports the process of internal auditing. Based on the above-

mentioned literature, it can be argued that top management support potentially influences 

the effectiveness of internal audit in Libya. In case of Libyan fully owned oil and petroleum 

companies, the current study proposes that top management support influences internal 

audit effectiveness. The summarised literature on top management support is provided in 

Table 2.4.  
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Table 2.4 

Summary of Literature on the Top Management Support 

“Authors Method Sample Results 

Mihret and 

Yismaw 

(2007) 

Case study 

method 

1 organization 

(public sector 

university of 

Ethiopia) 

Top management has significant 

influence over IA effectiveness. 

Arena and 

Azzone 

(2009) 

Questionnaire 

survey 

153 Italian 

companies 

The study confirmed the positive 

impact top management on 

IA effectiveness. 

Cohan and 

Sayag 

(2010) 

Questionnaire 

Survey 

292 Israeli 

Organizations 

Support from top management is 

the most important determinant 

of Internal audit effectiveness 

Endaya and 

Hanefah 

(2013) 

Theoretical  Top management significantly 

influence the IA effectiveness. 

Alzeban and 

Gwilliam 

(2014) 

Questionnaire 

Survey 

79 Saudi Arabian 

organizations 

Top management support leads 

to the effectiveness of internal 

audit. 

Ahmed 

(2016) 

Questionnaire  52 Ethiopian 

roads authority 

Middle level 

managements and 

internal audit 

staffs 

According to the regression 

output Top Management 

contributed significantly in the 

internal audit effectiveness. 

Alkebsi, 

Aziz, 

Mohammed 

and 

Dhaifallah 

(2014) 

Questionnaire 

Survey 

104 internal 

auditors in Yemen 

support from top management is 

very important for the effective 

internal audit functions 

 

 

2.6.3  Relation with the External Auditors 

Relationship between internal and external auditors is largely based on their attitude 

towards each other, such as coordination in discussing audit plans and mutual interest, 
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relying on the work of internal auditors by the external auditors, including frequency of 

meetings (Alzeban et al., 2014). Mustika (2015) explained this association and stated that 

a well-established relationship between both has long been seen as a key predictor in 

determining the success of IA functions that may be beneficial not only to the organization 

but to external stakeholders as well. This coordination and cooperation may include the 

planning, exchange of opinions and information, reporting aspects that may brew high 

quality audits and ultimately prevent audit duplication (i.e., internal and external audit). 

The International Auditing and Assurance Standards Board (IAASB) allows external 

auditors to rely on the internal auditor’s work in external audit. The International 

Standards of Auditing (ISA) 610 claims that the relationship between external auditors 

and internal auditors is required to make audit more successful in current era. The 

requirements for high-quality auditing can be achieved with an eminence bond among 

internal and external auditors. Moreover, reliance on the internal audit work is permitted 

by standards of professional auditing and offer a mechanism to check the internal 

organisational work. Higson (1997) pointed out that there should be a strong coordination 

between these parties in order to provide appropriate coverage of areas which need a 

statutory audit. Mousa (2005) argued that considering the relationship between internal 

and external auditors with respect to auditing tasks, both internal and external auditors 

must communicate the objectives to one another. This communication between internal 

and external auditors leads to greater efficiency and effectiveness of audit. 

 

Haron et al. (2004) said that internal auditors can facilitate the external auditors for the 

purpose of understanding the system of internal control. Other fields where the internal 

auditor helps external auditors are in the selection of sample for test and sending 
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acknowledgment letters to both debtors and banks. The procedures of internal audit can 

be assured by external auditors. The reports of internal auditing are reviewed by external 

auditors for making a comment on the system of control and on the efficiency of business 

processes. The internal auditors’ work should be efficient enough to reduce the audit hours 

and the audit fee. The current changes in public organizations’ audit have raised the 

importance of the relationship between internal and external auditors (Grant, Park, & 

Wheeler, 2009; Munro & Stewart, 2011). Moreover, the association between internal 

auditors and external auditors have critical role in current governance perspective 

(Gramling et al., 2004; Schneider, 2009; Munro & Stewart, 2011). 

 

Arena and Jeppesen (2010) mentioned the relationship between internal and external 

auditor is slowly shifting to intellectual jurisdiction, where the knowledge base of internal 

auditing is controlled superior profession, but permits the internal auditors to practice in 

their own way. The relationship of internal and external auditors is illustrated in Figure 

2.1 that affects the work of both parties.  
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Figure 2.1 

Co-operation between internal and external auditors 

Source: Frank, 1980 

 

Though the role and objective of internal auditing is determined by management 

differently from external auditors’ role, the secondary objective of both the parties is the 

same, i.e., ensuring appropriate internal control system to assist management in decision-

making (Pickett, 2010). Thus, there is increased interest of accounting bodies in the 

relationship between internal and external audit as an important aspect of efficiency 

(Eagle, 1999; Morrill & Morrill, 2003). The work of external auditors is greatly dependent 

on internal auditors who have assessed operational efficiency and internal control 

(Burnaby, 2000). Paape (2007, p. 72) stated: 

 

“It is considered advantageous for both internal and external auditors to closely 

make cooperation in their practices. The service payoff will not be the only thing 
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strengthening but also help in reducing the cost and determine two professionals. 

It will make easier the job of both external audit and supervisors” 

 

Internal and external auditors should know how to access working papers, plans, reports 

and programs for the purpose of avoiding duplication in their work. The relationship and 

teamwork of internal and external auditor is often focused on by researchers when 

studying internal auditing effectiveness (Al-Twaijry et al., 2004; Arena & Azzone, 2009). 

The two strategies suggested by Zain et al. (2006) are adopting findings of internal audit 

in external audit and getting assistance from internal auditors. The first strategy entails 

the internal auditors’ work being supervised by an external auditor. The second strategy 

is time and effort saving by concentrating on the relevant work of internal auditors. There 

must be coordination in the work of internal and external auditors for the purpose of 

avoiding duplication of work which will help in credibility development of the internal 

audit department. Standard 2050 states that: 

“The information must be shared by the chief executive of audit and make 

coordination with other external and internal auditors’ assurance and 

consulting service provider to provide appropriate coverage and reduce the 

level of duplication “(IIA, 2013). 

 

A large body of research evinces that external auditors use the work of internal auditors 

for decision-making by organizations. Factors explored by different scholars include level 

of coordination between the external and internal audit (Felix & Gramling, 2001); 

competencies of internal auditors (Felix & Gramling, 2001; Al-Twaijry et al., 2004); team 

size of an internal audit (Al-Twaijry et al., 2004); and sourcing arrangements of internal 

audit (Glover et al., 2008). The majority of research on the effectiveness of internal audit 

is focused on the external auditor’s perceptions and whether or not external auditors use 

the work of internal auditors (Gramling et al., 2004). Moreover, in order to ensure 
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appropriate audit coverage and reduce the duplication of efforts, the coordination between 

external and internal audit is vital. Including external auditors in the process of planning 

an internal audit is considered the best practice of internal audit. For example, the plan of 

internal audit is sent to external auditors and external auditors can comment for 

improvement of the plan. Moreover, the relationship between internal and external 

auditors should be assisted and organized by directors of internal audit. 

 

To be more effective, the internal audit department should develop a strong cooperation 

with external auditors. This cooperation is beneficial for both auditors in maximizing the 

opportunities available to improve their work. For example, external auditors can increase 

the effectiveness of financial statements with the help of information provided by internal 

auditors on risk control assessment. Mihret et al. (2010) highlighted that relationship 

between external and internal audit is important; while Goodwin (2004) and Arena and 

Azzone (2009) reported a significant link between IA effectiveness and internal auditors, 

IA effectives and external auditors and between both auditors. Thus, on the basis of the 

strong association between the function of external and internal auditors, efficient 

corporate governance can be maintained. Endaya (2014) noted that coordination between 

internal and external auditors increases efficiency and effectiveness of audit. Furthermore, 

(Mustika, 2015) supported the fact that there is a positive and significant relationship 

between internal and external auditors and IA effectiveness. 

 

Based on the reviewed literature and discussion, it can asserted that with good relationship 

between internal and external auditors, the IA effectiveness can be achieved. The 

communication and cooperation between internal and external auditors not only improve 
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the process of internal audit but the audit process can be efficient overall. Based on the 

above, this study proposes that relationship between external and internal auditors can 

significantly improve the IA effectiveness. Table 2.5 present the summary of selected 

literature on the relationship between internal and external auditors to improve IA 

effectiveness. 

 

Table 2.5 

Summary of Literature on the relationship between Internal and External Auditors 

Authors Method Sample Results 

Arena and 

Azzone 

(2009) 

Questionnaire 153 Italian 

companies 

Very few studies have been conducted to 

assess the relationship between different 

actors or organisation and does not focus of 

IA effectiveness. This serves as limitation 

of previous studies where complete 

understanding about IA effectiveness 

remains unexplored. 

Mihret and 

Admassu 

(2011) 

questionnaire 119 

external 

auditors 

The findings suggest that organizations can 

enhance effectiveness by strengthening 

internal audit and fostering internal-

external auditor coordination. 

Endaya 

(2014) 

Theoretical   “Effective coordination and cooperation 

between internal and external auditors lead 

to several benefits for them and also for the 

clients. Moreover, it increases both the 

efficiency and effectiveness of audit”. 

Mustika 

(2015) 

Questionnaires 33 internal 

auditor  

 

There is significant positive relationship 

between the relationship between internal 

and external auditors with internal audit 

effectiveness. 

 

2.6.4  Relation with the Auditees 

In order to improve the internal control processes and risk management, internal auditors 

have to persuade the auditees about the quality of audit and to convince managers to act 
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on their recommendations. The subsequent implementation is therefore strongly 

associated with audit effectiveness (Sawyer, 1995; Van Gansberghe, 2005). The impact 

that internal auditors have on the accomplishment of corporate objectives is largely 

influenced by the degree to which top managers consider internal auditors’ role as 

valuable and decides to utilize it. In such a scenario, IA effectiveness depends on the 

quality of auditing process as perceived by the auditees.  

 

The implementation of the findings of internal audit report can only be ensured where a 

strong coordination and cooperation exist between auditor and auditee.  As pointed out 

by Mihret and Yismaw (2007), audit reports would not achieve its objectives unless top 

management is committed and willing to implement it. Without strong coordination 

between auditor and auditees, the auditing process cannot improve the organizations’ 

operations until or unless the audit report goes beyond just merely detecting failures 

without generating viable corrections and improvements (Lelis & Pinheiro, 2012). 

 

The study of Ziegenfuss (2000) has mentioned that the results of a survey related to the 

satisfaction of auditees and the implemented recommendations percentage are being 

considered as measurement of performance by the chief executive of audit for evaluation 

of the efficiency of internal auditing. Mihret and Yismaw (2007) indicated that to get more 

efficient audit work, the auditors must have full access to records, properties and support 

from auditees. The access to the needed records varies among the audited units. The 

efficiency of audit is improved by the features of auditees. Dittenhofer (2001) argued that 

internal audit efficiency is making a greater contribution to every auditee’s efficiency. 
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McDonald and Chambers (2013) mentioned that the need to develop a strong relationship 

with each business level is time consuming. Countless hours of audit professionals are 

invested in development of trust. This credibility assists in reducing resistance to the audit 

process. It also helps in increasing the volume and speed of information that is delivered 

by business partners in response to requests by internal auditors. Moreover, it helps in the 

understanding of the consultative role of internal audit by businesses. McDonald and 

Chambers (2013) made a suggestion that internal auditors must have the ability to 

convince management regarding their value adding role to the business.  

 

Lenz and Hahn (2015) conducted a review of literature and noted that relationship of 

internal auditors with auditees is a little explored domain in academic literature. In 

addition, Al-Twaijry et al. (2004) suggested that future research should focus on attitude 

and perception of auditees about the IA. The response of auditees submitted in writing to 

the audit which is comprehensive as an item for measuring audit work quality is used by 

Cohen and Sayag (2010). Lélis and Pinheiro (2012) added that the association between 

internal auditors and auditees is the degree of arrangement of the investigation, the nature 

of the examining suggestions and hazard direction, are the elements having the best 

impact on the nature of internal audit in current scenario. Moreover, a deeper and greater 

understanding of business priorities and risks may help internal auditors to develop 

empathy with auditees (Chambers, 2013) and provide them the advice and 

recommendations that could be of more value (Castanheira et al. 2009). It suggests that 

when the chief of the audit department considers the inputs of senior management during 

audit planning, the possibilities to build collaborative and constructive relationship with 

auditees is stronger and becomes a value-added function for IAF (D’Onza & Sarens, 
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2017). Endaya and Hanefah (2013) also mentioned that clear and strong communication 

between auditors and auditee is very important for internal audit effectiveness.  

 

The literature so far has mentioned that the relationship between the internal auditor and 

auditee is important for the internal audit process but very few studies have tested the 

relationship between internal and external auditors and its influence on internal audit 

effectiveness. This study argues that the relationship with auditees can improve the level 

of internal audit effectiveness. The information required by the internal auditors can be 

easily accessed by internal auditors; coordination and communication between these two 

can play a major role in improving audit activities and internal audit effectiveness. Based 

on previous literature suggestions and the above discussion, the current study proposes 

that relationship between internal auditor and auditee has a significant influence on 

internal audit effectiveness.  The selected literature has been summarised in Table 2.6. 

 

Table 2.6  

Summary of the literature on the relationship between Internal Auditor and Auditee 

Authors Method Sample Results 

Dittenhofer 

(2001) 

Case Study 

 

The internal audit effectiveness 

can be evaluated if auditors do not 

find problems in the work of 

auditees or if they find any then 

give solutions to resolve the 

problem 

Cohan and 

Sayag (2010) 

Questionnaire 

Survey 

292 Israeli 

Organizations 

Auditees evaluation or auditing 

quality is positively associated 

with greater organizational 

independence and efficient 

internal auditing 
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Lélis and 

Pinheiro 

(2012) 

Case Study  Auditors and auditees show the 

level of preparation for external 

auditor, the quality of the auditing 

recommendations, and risk 

orientation have greatest influence 

on the quality of internal auditing 

services or internal audit 

effectiveness. 

Endaya and 

Hanefah 

(2013) 

Literature 

Review 

 

The effective communication 

between auditees and internal 

auditors is very important for 

internal audit effectiveness. 

Lenz and Hahn 

(2015) 

Literature 

Review 

 The relation of internal auditors 

with auditees is a little explored 

domain in academic literature 

D'Onza and 

Sarens, 2017 

Questionnaire 78 Italian 

Chief Audit 

Executives 

IAF has greater possibilities to 

build constructive and 

collaborative relationship with the 

auditees and to be considered as a 

value-added function 

 

2.6.5  Relation with Audit Committee 

The internal audit processes in organizations are generally bounded; however, in order to 

perform activities in an appropriate manner, corporate units should be facilitated with 

adequate autonomy and independence. A key role of the organization in internal audit is 

to coordinate with the audit committee (Arena & Azzone, 2009). The establishment of 

audit committee is a key attribute and a symbol of best practice for corporate governance 

(Davies, 2009). The objectives of internal auditing and audit committee are closely linked 

and the ability to work together significantly impacts the effectiveness and role of the 

audit committee in fulfilling its responsibilities to the shareholders, BODs and outside 

parties (Waterhouse, 1993). 
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Gramling and Hermanson (2006) argued that audit committee relies on internal audit to 

effectively execute its corporate governance duties. This highlights how internal audit 

functions are expected to provide valuable information to the audit committee which can 

help them in fulfilment of their duties (Davies, 2009). Sarens et al. (2009) also supported 

that information asymmetry between operational people and audit committee is likely to 

be reduced under the existence of interactions between the internal auditors and audit 

committee. Scarbrough, Rama, and Raghunandan (1998) highlighted the significance of 

relationship between audit committee and internal auditing in the assessment of financial 

reporting problems. The results are evident that interactive relationship between auditor 

and audit committee significantly improves the effectiveness of audit. These 

characteristics involve: regular meetings with the chief internal auditor, audit committee’s 

involvement in dismissing decision for the chief internal auditor and reviewing both the 

program and results of internal auditing. All these activities can be performed well with 

coordination between internal auditor and audit committee.  

 

The Council of the European Union and European Parliament mentioned in 2006 that: 

“Audit committees and an effective internal control system help to minimize financial, 

operational and compliance risks, and enhance the quality of financial reporting”. Further, 

it is also stated that ‘‘the audit committee shall monitor the financial reporting process, 

the effectiveness of the company’s internal controls, its internal audits where applicable, 

and its risk management systems”. Traditional literature on audit committee has 

approached the monitoring role from the perspective of agent/principal, through which 

the audit committee attempts to monitor the actions of agents (management in general) 

and to protect the interest of principals (debt holders and shareholders), in terms of risk 
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management, internal control and financial reporting. In other words, information 

asymmetries existing between the users and owners of resources are expected to be 

reduced by the audit committee. 

 

According to Ramamoorti (2003), internal audit function is critical as it leads towards a 

strong relationship with top management who deal with organizational governance and 

directly communicate with the audit committee. This reporting structure has been adopted 

as a successful procedure to ensure strong corporate governance and overall effectiveness 

of audit. The audit committee can add weight to the internal audit function by acting as 

an independent forum for internal auditors to raise matters that can affect management 

(Scarbrough et al., 1998; Goodwin & Yeo, 2001). Cooper (1993) added that the audit 

committee should ensure that the internal and external financial reporting is appropriate 

and that internal and external audit procedures are effective. 

 

Previous literature has emphasized the importance of the relationship between internal 

audit and audit committee. But very little has been discussed on the relationship between 

internal auditor and audit committee and their influence on internal audit effectiveness. 

Research conducted on internal audit in the public sector (Alzeban & Gwilliam, 2014; 

Arena & Jeppesen, 2016; Diamond, 2002; MacRae & Van Gils, 2014; Mihret & Yismaw, 

2007; Onumah & Krah, 2012) has only focused on a single aspect at a time, such as the 

public sector audit committees and their relationship with internal auditing (Van der Nest, 

2006) or IAF outsourcing practices (Subramaniam, Ng, & Carey, 2004).  

 



Universlti Utara Malaysia 

85 

Only a small number of studies have been conducted on the interaction between internal 

audit and the audit committee from a qualitative perspective (Abu-Azza, 2012). 

Abdulsaleh (2014) found out that audit committees in Libyan banks aim to ensure that the 

recommendations issued by the internal auditor are seriously considered by the BODs of 

the banks. Audit committees are sometimes involved in the selection, appointing and 

dismissing of the employees in the internal audit department within the Libyan banks. 

Furthermore, the relationship between the audit committee and internal audit is an 

important element of sound corporate governance, since without a robust relationship, 

neither would be able to discharge its obligations. 

 

Empirical studies have provided evidence that the relationship between the audit 

committee and internal audit is significant and positively related to the effectiveness of 

internal audit. For instance, two elements, monitoring and review level of internal 

auditors’ work by the audit committee and periodic meetings between the audit committee 

and chief audit executive, have been used as indicators of the relationship between audit 

committee and internal audit (Arena & Azzone, 2009). They found a significant 

relationship between internal audit and audit committee with effectiveness of internal 

audit on both measures.  

 

However, literature does not provide clear evidence on the relationship between internal 

auditor and audit committee which can significantly enhance internal audit effectiveness. 

The current study addresses this issue and proposes that the relationship between internal 

auditor and audit committee can add value to the internal audit activities and enhance 

internal audit effectiveness. Based on the above discussion and literature, it can be argued 
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that the relationship between internal auditor and audit committee can significantly 

influence internal audit effectiveness. Table 2.7 summarise the selective literature on 

relationship between internal auditor and auditee and its influence on internal audit 

effectiveness. 

 

Table 2.7 

Summary of the literature on the relationship with Auditee  

Authors Method Sample Results 

Cooper 

(1993) 

Conceptual 

paper 

 
The audit committee should ensure 

that the internal and external 

financial reporting is appropriate 

and that internal and external audit 

procedures are effective. 

Arena and 

Azzone 

(2009) 

Questionnaire 153 Italian 

companies 
Internal audit effectiveness 

increases in particular when the 

ratio between the number of 

internal auditors and employees 

grows, the chief executive officer 

is affiliated to the Institute of 

Internal Auditors, the company 

adopts control risk self-assessment 

techniques, and the audit 

committee is involved in the 

activities of the internal auditors. 

Abu-Azza, 

(2012) 

Interviews and 

Questionnaire 

Survey 

Eight industrial, 

four 

Commercial 

banks and one 

insurance 

company of 

Libya 

Only a small number of studied 

conducted on the interaction 

between internal audit and the 

audit committee. 
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Abdulsaleh 

(2014) 

Survey Audit 

committees 

‘members at 

Libyan 

commercial 

banks, directors 

of internal audit 

departments as 

well as members 

of board of 

directors 

The study revealed that the role of 

audit committees should be shifted 

from areas of accounting to a 

broader role including functions 

related to financial reporting, audit 

planning, support the 

independence of internal auditors, 

acting as a channel of 

communication between auditors 

and board of directors and 

evaluating internal control 

systems. 

 

2.6.6  Funding 

Funding is considered as one of the most important factors that affects the internal audit 

function. The IIA (2013) stated that impairment to organizational independence and 

individual objectivity may include, but is not limited to, personal conflict of interest, scope 

limitations, and restrictions on access to records, personnel and properties, and resource 

limitations, such as funding. 

 

Van Gansberghe (2005b) identified perceptions and ownership, organization and 

governance framework, legislation, improved professionalism, conceptual framework 

and resources, as factors influencing internal audit effectiveness. Mousa (2005) argued 

that the audit scope should be tailored according to the internal auditing unit's resources; 

if it is too broad, it may jeopardize audit independence and the restrictions upon the scope 

of internal audit may also impair audit independence. Soh and Martinov-Bennie (2011) 

concurred that management support with resources and commitment to implement the 

internal audit recommendations is essential to attain audit effectiveness. Also, the 

organizational setting in which internal audit operates. According to Belay (2007), the 
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audit activity must have sufficient funding relative to the size of its audit scope, because 

budget impacts the auditors’ capacity to carry out their duties. 

 

The IIA (2013) suggests that the chief audit executive must ensure that internal audit 

resources are appropriate, sufficient and effectively deployed to achieve the approved 

plan. Cohen and Sayag (2010) argued that funding is an important measure of such 

support: internal audit departments must have the resources needed to hire the right 

number of high-quality staffs, to keep up-to-date in training and development and to 

acquire and maintain physical resources. Mousa (2005) argued that criteria must be 

established for the provision of appropriate working conditions for internal auditors 

within the company. These criteria should encompass the budget and funding, staff 

numbers and salaries, so that the internal audit department will reduce its staff turnover. 

High turnover can be reduced by increasing the satisfaction of the internal audit staff. 

Therefore, the top management of the company must make sure that the internal audit 

department has all the funding needed to do their job. This may be done via discussion 

with the director of internal audit to identify funding for the implementation of the internal 

audit annual plan. From the above, it can be argued that funding is one of the important 

factors affecting the internal auditing function and its effectiveness. 

 

Moreover, the increasing cost of internal audit has become inevitable in organizations to 

function like an effective corporate governance mechanism. Head (2009) explained that 

although internal audit function has numerous cost mechanisms, however, the major 

portion of its budget is allocated for professional resources. Thus, several internal audit 
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operations are challenged to justify their overall value in terms of cost recovery and 

savings. 

 

The budget of internal audit function can be associated with many factors. For example, 

internal audit budget has positive relationship with the financial services industry which 

faces higher risks (Carcello et al. 2005). Petter, DeLone, and McLean (2008) found that 

internal audit cost is related to the complexity and recent developments in information 

technology, whereby organizations have enhanced their investments in that sector over 

the past years. Likewise, Abdolmohammadi and Boss (2010) reported similar findings 

about the relationship between internal audit function and complexity of information 

technology. 

 

Previous literature has provided less evidence on significance of internal audit funding on 

internal audit effectiveness. The study by Karanja (2014) is among the few which has 

found a positive and significant effect of internal audit funding on the effectiveness of 

internal auditing in Kenyan firms. However, no other study has found this and so there is 

further need to study this variable in this context. Moreover, according to supplementary 

guidance of IIA (2012) on the role of auditing in public sector organizations, internal audit 

activities should be funded sufficiently so that internal auditors can perform their duties 

well. Moreover, internal audit funding should not be left under the administration of 

public sector organizations so that owners or managers do not misuse it and ensure these 

funds are spent for the effectiveness of internal auditing. 
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2.6.7  Continuous Learning 

Continuous learning in any organization is considered learning through experience and 

learning events. It is considered applicable to group/team, individual and firm and is a 

procedure that will facilitate the achievement of objectives. In this regard, it has been 

illustrated in literature that the significance of employee’s voluntary development and 

continuous learning is becoming important for the efficiency of the organization (Maurer, 

2002). The desire for highly curious talent of internal audit is stated in the study of 

McDonald and Chambers (2013). Throughout the career of an individual, this passion for 

discovery and education must remain. The perfect sense giving the pace of business 

change is developed with this continuous learning gene. A dynamic where the decision 

can be reverberated Middle East, Greece, and china around the world and influencing the 

business of United States and consumer thinks that the business knowledge of internal 

auditors must be constantly refine and updated. Formal training and development 

programs, stretch projects, certifications, self-learning, rotational assignments and 

voracious reading can help in accomplishing it. 

 

To promote continuous learning, organizations promotes risk taking and innovativeness 

of new ideas in the workplace (Gundry, Kickul & Prather, 1994; McGill, Slocum & Lei, 

1992). In addition to recruiting internal auditors, it is also necessary for an organization 

to provide additional training initiatives in order to remain abreast of knowledge of audit 

methods, techniques and of what is new in the field. The IIA provides training courses to 

internal auditors and certifies that they meet an acceptable level of proficiency. CIAs who 

perform internal audit are asked to complete 80 hours every two years which is accepted 

by the CPE (Continuous Professional Education) (IIA, 2013). According to the study of 
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McDonald and Chambers (2013), the working hours of auditors annually is 40 to 80 hours, 

which is not enough; with 40 to 80 hours of training, IA will become obsolete. In order to 

keep pace with changing trends and issues of business, IA must be trained four to five 

times. Moreover, according to the study of Locke and Latham (1990), during training 

programs, the proximal goal must be set for skill and knowledge acquisition, while for 

post-training, distal goals should be set for enhancement and maintenance. The distal 

goals for the purpose of continuous learning related to the acquisition of skills must be a 

training of 1-3 years. 

 

More specifically in the UK, GIAS (2001, Standards 5.1, 5.4.1, and 5.4.2) highlights that 

auditors should be encouraged to maintain professional skills and should be given 

adequate opportunity to undertake continuous professional training and development. 

Pickett (2000) identified four strategies, these being: (1) the encouragement of internal 

auditors to take professional examinations and the provision of coaching to help them to 

pass these; (2) the use of external seminars as training inputs; (3) the transfer of knowledge 

from senior staff with experience to junior staff with little experience; and (4) a reliance 

on experts. 

 

Some studies have been conducted on continuous learning and using it in the selection 

process of employees (Maurer, 2002). The study of McDonald and Chambers (2013) 

mentions that there exists a lot of things to be learned from the business, technical, 

interpersonal and leadership perspectives. It is also mentioned in their study that leaders 

of failure will be considered sponges for gaining knowledge-people with their own intent 

of supplementing the received training from firms with investing money in training. The 
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leaders of internal audit believe that convincing people for continuous learning is of 

utmost importance. 

 

Azizan (2014) stated that in an organization, continuous learning takes place due to the 

existence of growth opportunities and online learning. Dialogue and inquiry are part of 

online learning, where employees are encouraged to listen and inquire about the opinions 

of people. Team learning leads to collaboration of teams towards achievement of a 

common goal. Moreover, continuous learning empowers the auditors along with other 

employees to achieve the vision of an organization.  Sense of accountability and 

responsibility are instilled in employees at all levels. 

 

Clearly, it is essential for the professional competence of auditors to be sustained, and as 

recommended by Tarr (2002), this should be achieved via a program of systematic and 

continuing training and development, a program that provides sufficient up-to-date 

knowledge of both auditing techniques and organizational activities. It is clear that there 

are only a few studies on continuous learning and its significance to organizations. 

McDonald and Chambers (2013) argued that continuous learning is one of the seven 

attributes of highly effective internal auditors.  Thus, this factor (Continuous Learning) 

serves as a new variable and is presented as a contribution of the current study. 

 

Sun, Ho and Ni (2008) who conducted a survey on 500 manufacturing companies of seven 

European countries and Australia, found that organizational learning helps in continuous 

improvement of the firms. Similarly, by employing structural equation modelling (SEM), 
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Ni and Sun (2009) found that organizational learning could help in continuous 

improvement of the firm, which can further improve its performance.  

 

Rondeau and Wagar (2006) employed 181 Canadian organizations and found that total 

quality management (TQM) and continuous quality improvement (CQI) cannot improve 

performance without the backing of efficient organizational learning. Various factors 

have been identified by Kuta (2008) that cause ineffective auditing in the local 

government of Nigeria, including insufficient funds and lack of continuous learning which 

have not been recognized in the report of auditors. Moreover, continuous learning 

escalates the approaches of audit committees and also provides information about the 

leading practices (Chaka, 2013). Sampe (2012) asserted that an organization’s continuous 

capability of acquiring, exploiting, storing and disseminating the relevant knowledge for 

the sake of organizational learning is critical for organizations to perform better, that in 

turn, leads to internal audit effectiveness. The organization’s need for continuous 

organizational learning is a major source of achieving the organization’s success in 

turbulent times (Mousa, 2005; Jafari et al., 2008; Bierly & Daly, 2007; Avlonitis & 

Salavou, 2007; Austin & Harkins, 2008). 

 

Based on literature, it can be argued that previously, the moderating effect of continuous 

learning and internal audit effectiveness have not been discussed. However, previous 

studies have tested the impact of continuous learning on other variables. Akhtar, Arif, 

Rubi and Naveed (2011) tested the relationship between continuous learning and higher 

education performance through a sample size of 153. However, they did not found any 

significant relationship between these two variables. 
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In the context of internal audit effectiveness, various studies have emphasized on 

developing a comprehensive framework that can address internal audit effectiveness 

efficiently. There is limited literature on continuous learning and its relationship with 

other variables; however, studies on organizational learning can be found which is a 

principal domain. Therefore, continuous learning is proposed to have a moderating effect 

on the relationship between independence of internal auditors, top management support, 

relationship with external auditors, audit committee and auditees and funding and internal 

audit effectiveness. 

 

2.7  Underpinning Theories 

There are two theories, which support the framework of the current research, i.e., the 

contingency and agency theories. The following section provides details on the selected 

theories. 

 

2.7.1  Contingency Theory 

According to the contingency theory, an organization must identify specific aspects of an 

accounting system, which are associated with certain defined circumstances, and 

demonstrate an appropriate match (Otley, 1980). The contingency theory of authority, 

administration and leadership expresses that there is no standard system by which 

corporations can be driven, controlled and overseen. Corporations and their capacities rely 

on different outside and internal components. The auditing capacities of auditors are 

influenced by different components in the workplace. The proximity for the use of such 

variables can be the reason for examining what contingent variables are acknowledged by 

the auditors by applying the theory of contingency (Jokipii, 2010). 
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Of late, use of the contingency theory has been found in the field of management 

accounting and auditing research (Abushaiba & Zainuddin, 2012), although use of the 

theory may have different aspects, depending on the proposed field (Drazin & Van de 

Ven, 1985). Badara and Saidin (2013b) stated that the contingency theory introduces 

factors systematically and predicts or explains expected phenomena. According to Drazin 

and Van de Ven (1985), subject to empirical test, the theory hypothesizes a conditional 

relationship between independent variables and dependent variable. The theory also 

contributes in the identification of complex relationships, such as moderating or mediating 

effects between independent and dependent variables (Heo & Han, 2003). The above-

mentioned concepts also support the application of this theory in the context of internal 

audit effectiveness. Effective internal control system, effective audit committee, audit 

experience, risk management, performance measurement and cooperation between 

external and internal auditors, are considered as contingent variables which might affect 

internal audit effectiveness (Badara & Saidin, 2013). 

 

Daft (2012) stated that the contingency theory implies that one thing relies upon different 

things. Audit capacities are task-oriented and can be inaccurately organized. Additionally, 

the capacities can differ extensively, contingent upon the range of an organization under 

review and the kind of plan of action, so that auditors can precisely oversee their reviews 

and consider variables to take care of the business. The theory of contingency likewise 

can be connected to an auditing group's structure. Commonly, auditing team supervisors 

get auditing ventures. They establish extemporary audit groups for the ventures, selecting 

internal and external auditors, focused around skills and involvement in the branches of 

knowledge, and on reviewer accessibility, all of which mean contingency for any given 
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auditing venture. Therefore, this theory is employed in this study because many previous 

researchers have used the contingency theory similarly (Jokipii, 2010; Ramachandran et 

al., 2012; Badara & Saidin, 2014). 

 

Ramachandran, Subramanian, and Kisoka (2012) previously used the contingency theory 

while studying the effectiveness of internal auditing in commercial banks of Tanzania. 

Moreover, while validating the internal audit effectiveness in Nigeria, Badara and Saidin 

(2014) also employed this theory. 

 

2.7.2  Agency Theory 

Agency relationship could be characterized as an agreement between the firm owner(s) 

and its top management. Administrators work with the firms as operators to perform some 

administrative tasks for managers who assign some decision-making powers to 

supervisors. These powers could be abused by supervisors to meet their own particular 

individual interests. Consequently, the presence of the review council and the internal and 

external help the association in upgrading their execution; furthermore, it will guarantee 

that the administration performs its tasks as per defined methodology (Adams, 1994). 

 

Peursem and Pumphrey (2005) considered internal auditors as agents and tool of 

monitoring the internal audit clients that incorporate the board, audit committee and senior 

administration. Principal/agent problems may arise when the board or its audit committee 

is inefficient, and consequently, the senior administration is likely to exert pressure on 

internal auditing. This situation creates problems for internal auditing: by what means 



Universlti Utara Malaysia 

97 

would it be able to complete inspection over administration and what makes it 

incompetent? 

 

Internal auditors regularly are being exploited by senior administration; at the same time, 

they are also agents of the audit committee and BODs who confide in the internal audits' 

capacity to assess senior administration's work. Notwithstanding, internal auditors may 

have fluctuating thought processes to act against the directorate's advantage and its audit 

committee and these thought processes incorporate money, related prizes from 

administrators, individual associations with them and the influence of senior 

administration in moulding the future position of inward reviewers and their 

compensations (Endaya & Hanefah, 2013). 

 

Furthermore, the agency theory is also important to consider in this perspective because 

it predicts the impact of organizational change on internal audit effectiveness (Adams, 

1994). Sarens and Abdolmohammadi (2011) highlighted the agency theory in their 

research regarding monitoring effect of internal audit function in Belgian firms. Endaya 

and Hanefah (2013) also argued that internal auditors, who act as agents, require 

assistance from members of the firm. The presence of a powerful review board in the firm 

upgrades internal auditing and furthermore, decreases senior administration’s derivations, 

either in internal auditing scope or its productivity. For instance, the issue on senior 

administration's impact over the future business and compensations of internal auditors 

will be determined by having a review advisory group as indisputably, the power for 

arrangement and evacuation of the chief audit officer. An alternate clear illustration of 

firm members’ assistance happens when senior administration asks all officers to consider 
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internal auditing suggestions. In view of the above examination, it can be seen obviously 

that the agency theory is a helpful theory and it is significant in the research framework 

of this study. 

 

2.8  Summary of Chapter 

Chapter 2 reviews the literature on the effectiveness of internal auditing and potential 

factors that can influence internal audit effectiveness. This chapter starts with the 

introduction of Libya and its economic development. This chapter provides details on 

professional status of internal and external auditing in Libya. Moreover, this chapter 

discusses the role and effectiveness of internal auditing from the perspective of past 

studies. Lastly, this chapter argues the impact of potential factors on the effectiveness of 

internal auditing. Moreover, explanation on the contingency theory and agency theory are 

given in context of the current study. 
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CHAPTER THREE 

RESEARCH METHODOLOGY 

3.1  Introduction 

This chapter discusses the research methods employed and data collection process 

adopted. This chapter describes the manner in which the research objectives presented in 

the first chapter are addressed. The present study has used quantitative research approach 

with survey as data collection methods. The quantitative methods involve to inquire the 

identified problem, with the aim of providing statistical evidence in support of proposed 

hypotheses. 

  

3.2  Research Philosophy 

Research philosophy in social sciences suggests various assumptions of research approach 

standards and criteria to generate reliable and valid information about the social 

phenomena under investigation. Generally, social scientists use the best approach that 

could generate reliable and valid information about the phenomena. Burrell and Morgan 

(1979) have contended on three types of philosophical assumptions to explain social 

phenomena which ontology, epistemology and methodology.   

 

The underlying philosophy of this research is rooted in the positivist objectivist paradigm 

as suggested by Kerlinger (1986). Therefore, all research process, procedures and 

activities were derived from this paradigm. Thus, in accordance with the objectivist 

paradigm and ontologically assumptions, the researcher considers reality as the actual and 

present phenomena, waiting to be discovered (Smith, 1998). Then, through objectivist 
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viewpoint and epistemological assumption, the researcher comprehends and interprets the 

particular phenomena through understanding and absorbing the theories of knowledge 

about particular phenomena under study (Smith, 1998).  

 

Since objectivists profess knowledge is objective; thus, they view phenomenon as 

standalone, factual and free from prejudices. Accordingly, the researcher studies the 

promptness of particular phenomenon to assess whether the theoretical statement on a 

causal relationship can be accepted as true or not. Lastly, through objectivist’s view and 

methodological assumption, the researcher performs the quantitative method of inquiry to 

measure the relationship between variables based on systematically and statistically 

pattern such as research hypotheses and identifies reliable and valid measures before data 

collection being implemented. The empirical evidence gathered is accepted as a general 

law to explain and predict the investigated phenomena (Alias, 2008). 

 

This research stood on the objectivist’s viewpoint where the knowledge already existed. 

Thus, this research sought to identify the factors that impact on the internal audit 

effectiveness. In doing so, research hypotheses were developed for testing. Given the fact 

that this study focused on testing established theories, therefore results could be used to 

compare whether there were similarities, differences, strengths and limitations as with the 

existing studies. 

 

3.3  Research Design 

The selection of research design highly depends on the availability on the constructs or 

variables. If the variables had been widely used in a variety of contexts, specifically in 
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social sciences research, these would confirm the validity and reliability of measurements 

as previously tested by other researchers. Since there was no requirement for the 

development of new measures, qualitative or exploratory methods could not be justified. 

Weighing the line of reasoning, quantitative survey method was selected for research. 

Through the outcomes of factors assessment, cross-sectional survey design was used for 

data collection. The main reason to choose the quantitative method was due to the required 

degree of generalisability of the results. The results generated by the quantitative method 

have more ability to be generalise in similar settings. In quantitative research, there is a 

rigorous analysis of data by statistical processes (Zikmund, Babin, Carr & Griffin, 2013). 

Similarly, through quantitative research, the hypotheses can be tested using statistical 

methods. For the current study, quantitative techniques were adopted to test the proposed 

relationships.  

 

Quantitative research design using survey method is selected due to its merits and fitness 

research objectives of the current research. For instance, the use of quantitative design 

provides support for testing the relationship between variables through statistical 

methods. It matches with the objective of current research where factors that effect on 

internal audit effectives have been examined. This method allows to use a large sample 

and do analysis rigorously in order to apply the results over whole population. In this 

method a standard set of formal questionnaire is used to collect the appropriate data that 

can be answer the research questions. Based on the above, a cross-section survey seems 

to be most suitable in current research to facilitate the examination of the proposed 

relationship and to make inference from study sample to whole population.  
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3.4  Research Framework 

This section presents the model developed based on the literature related to the 

effectiveness of internal audit in the Libyan Fully Owned Oil and Petroleum Companies. 

The effectiveness of internal audit is the dependent variable, while six variables are 

identified as potential factors that can influence internal audit effectiveness. These 

variables include, independence of internal auditors, top managements support, relation 

with the external auditor, relationship with auditees, funding and continuous learning.  

Based on the available literature and aim to assess the intervention of the continuous 

learning on internal audit effectiveness, the current study proposed the moderating effect 

of continuous learning. This study proposed that continuous learning have the ability to 

moderates the relationship between independence of internal auditors, top management 

support, relation with the external auditors, relation with audit committee, relation with 

the auditee, funding and internal audit effectiveness. Figure 3.1 presents the proposed 

research framework of the current study.  

 

In the previous literature the factors presented have been identified as the potential factors 

that contributes in the effectiveness on internal audit. For example, Sakour and Laila 

(2015), Alzeban and Gwilliam (2014) and Kamau, Nduati and Mutiso (2014) supported 

the view that independence of internal auditor has significant influence on internal audit 

effectiveness. Top management support was also identified as main factor that influences 

the internal audit effectiveness (Mihret and Yismaw, 2007; Cohan & Sayag, 2010; 

Alkebsi, Aziz, Mohammed, & Dhaifallah, 2014; Ahmed, 2016).  
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Moreover, another aspect which is related to the relationship between internal auditor with 

other related factors have been noted as significant that can influence the internal audit 

effectiveness by providing support to internal audit activities. The parties such as external 

auditors (Arena & Azzone, 2009; Mihret & Admassu, 2011, Endaya, 2014; Mustika, 

2015), relationship with auditee (Dittenhofer, 2001; Cohan & Sayag, 2010; Lélis & 

Pinheiro, 2012; Endaya & Hanefah, 2013; Lenz & Hahn, 2015; D’Onza & Sarens, 2017) 

and audit committee (Arena & Azzone, 2009; Abu-Azza,2012; Abdulsaleh, 2014). Based 

on the recommendations of previous researchers this study proposed that relationship with 

external auditor, auditee and audit committee can significantly influence the internal audit 

effectiveness. 

 

Moreover, the lack of funding to perform audit activities have been also proposed to 

influence the internal audit effectiveness. It can be argued that if the internal audit 

department do not have sufficient funds available to perform their audit activities or 

management does not allocate sufficient budget for them, it can hinder the effectiveness 

of internal audit. Carcello et al. (2005); Belay (2007), Cohen and Sayag (2010) and 

Karanja (2014) have suggested that sufficient funding for the internal audit activities can 

improve the effectiveness of audit. Based on the suggestions, this study also proposed that 

funding can significantly influence the internal audit effectiveness. 

 

In addition to above there are very few studies that emphasise on the learning abilities of 

the internal auditors. In past studies there is emphasis on the importance of training of 

internal auditor and management that can improve their skills on financial reporting and 

reporting standards. In case of Libya, the natural oil and petroleum companies are not 
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upgraded in terms of their skills to cope up with latest auditing practices. Abu-Azza (2012) 

highlighted that LAAA is unable to meet the objectives of establishment of this 

organisation which were to embed developments in profession through participation in 

seminars, research and trainings that can improve status of LAAA members. Moreover, 

Ni and Sun (2009), Sampe (2012) and Akhtar et al. (2011) highlighted that continuous 

learning is a source of improvement and effectiveness of the organisational process. Thus, 

the current study proposed the moderating effect of the continuous learning on the 

relationship between independence of internal auditors, top management support, relation 

with the external auditors, relation with audit committee, relation with the auditee, funding 

and internal audit effectiveness. Figure 3.1 presents the framework of the current study. 
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This model shows that all the relations are direct relation between DV and IVs and 

moderating impact of continuous learning on the relationship between IVs and DVs. 

However, this model also contributes toward two theories, i.e. agency and contingency 

theory. Agency theory is based upon principal-agent relationship. Principal allocate some 

decision-making rights to agents to fulfil certain responsibilities on their behalf.  

However, sometimes agents (managers) work in their own interest like empire building 
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or rent extraction. Therefore, to reinforce the trust audit can be utilized. Figure 3.2 further 

elaborate this relation visually. 

 

Figure 3.2 

Overview of the Principal-Agent Relationship Leading to the Demand for Auditing 

Source: Knechel, Wallage, Eilifsen and Van Praag (2006) 

 

Furthermore, auditors also agent of principals, which further leads to concerns about 

threats regarding independence or objectivity, trust and a constant need to search 

additional mechanisms, for example, regulation to align the interests of auditors, directors 

and shareholders. Therefore, agency theory is worth discussing in this context. However, 

very few studies theoretically describe these factors in the perspective of internal auditing. 

Moreover, based on previous literature very less discussion was found on internal audit 

funding in the context of agency theory or in aligning the interest of auditors and 
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principals for effective internal auditing. Furthermore, continuous learning as a moderator 

variable presented to impact on the relationship between the factors influence audit 

effectiveness and internal audit effectiveness. 

 

This study also utilised contingency theory to support the study. This theory has given 

much importance in previous academic literature (e.g. Reid & Smith, 2000; Sudsomboon 

& Ussahawanitchakit, 2009; Valanciene & Gimzauskiene, 2009; Abushaiba & Zainuddin, 

2012; Badara & Saidin, 2013b). According to this theory, functions of organization are 

dependent upon various external and internal factors. As internal auditing is also a 

function of auditing so pertaining to this theory, various factors can be determined by 

internal auditing and can be controlled by applying contingency theory. 

 

3.5  Hypotheses of Study 

From the objectives mentioned in chapter One, the following hypotheses were formulated 

for empirical investigation. Different hypotheses were formulated to test the relationship 

between independent variables, moderating and dependent variables. Based on previous 

research and theory as presented before, hypotheses proposed the impact of independence 

of internal auditors, top management support, relation with the external auditors, relation 

with audit committee, relation with the auditee and funding on the internal audit 

effectiveness. Moreover, the moderating impact of continuous learning on the relationship 

between independence of internal auditors, top management support, relation with the 

external auditors, relation with audit committee and relation with the auditee, funding and 

internal audit effectiveness have been proposed. The components of research framework 

been explained as follows: 
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3.5.1  Independence 

Independence of internal audit has been recognised as an important component of internal 

audit effectiveness (CIPFA, 2006). It is recommended by international professional 

standards this can be achieved if there is reporting to those heads in organisations which 

do not create conflict with reports or auditors. These levels should not disturb internal 

audit working by conflicting their work rather auditors must be provided access to records, 

employees and relevant department. The appointment or dismissal of internal auditors 

may not be in hands of direct decision0making management (CIPFA, 2006; IIA, 2000, 

2013). These all perspective of independence support internal audit effectiveness and 

allow auditors to work in effective manner without any pressure from management. 

 

As discussed in the previous chapter, literature highlights the significance of the 

independence of internal audit in allowing the appropriate performance of the internal 

audit role. IIA (2013) stated that independence is one of the requirements of internal audit 

function which allows the auditors to proceed their audit work without any interference 

by third party. Independence of internal auditing is considered significant with respect to 

both consulting and assurance services of the organisation. During rendering audit 

services, independence found closely related to freedom of conditions that may threat of 

non-significance of quality of audit. By employing 79 Saudi Public sector organisations, 

Alzeban and Gwilliam (2014) concluded that independence of the auditor helps to 

improve the effectiveness of internal audit.  

 

Internal audit process simply turned out be a part of management team, if the internal 

audit process is without independence. The internal audit will lose its independent and 
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fresh perspective on financial position of the company (Yee et al., 2008). Zhang, Zhou 

and Zhou (2007) documented independence of internal audit as significant determinant of 

overall internal audit effectiveness. Moreover, Cohen and Sayag (2010) mentioned that 

independence of internal audit exerts significant impact on the internal audit effectiveness 

of organisations. Furthermore, Alzeban and Gwilliam (2014) assessed the internal audit 

effectiveness of Saudi Arabian companies and reported that independence of internal audit 

significantly positive association with internal audit effectiveness. 

 

Based on the above discussion, it is proposed that internal audit is expected to be more 

effective when auditors have more independence. This independence can be achieved 

from three characteristics namely organisational independence, direct interaction with the 

board and individual objectivity. These all increase the confidence of the internal auditors 

and empower them to put their best efforts for making internal audit more effective. Thus, 

based on previous literature and above discussion, this study formulated the following 

hypothesis: 

 

H1: The independence of internal audit has positive influence on the internal audit 

effectiveness. 

3.5.2  Top Managements Support 

The definition of internal auditing delivered by the IIA (2013) mentioned that assurance 

and consulting services concerned with evaluating and making the effectiveness of risk 

management, control and governance processes better both are required from auditors. 

When such consulting services occur, it implies that there is a strong working relation 

among internal audit and management. According to previous literature, management 
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support in strengthening the internal audit and management commitment to consider the 

audit recommendations are most important for audit effectiveness. Mihret and Yismaw 

(2007) also supported the view that the management commitment for implementation of 

internal audit recommendations and support with resources have significant role in 

realising the audit effectiveness. In Al-Twaijry et al. (2004) views “the association lies 

among the internal auditing function and company management is usually a significant 

factor in examining internal auditor objectivity”. Top management support is necessary 

to signal the importance of internal audit throughout the organisation, and thus offer the 

internal audit department with the enablement necessary for it to fulfil its duties and 

responsibilities (IIA, 2013). 

 

Yee et al. (2008) found that top management support is positively associated with internal 

audit effectiveness. In similar line, Cohen and Sayag (2010); Alzeban and Gwilliam 

(2014) found that management support is the most important factor affecting internal audit 

effectiveness. On the basis of above discussion, it can be argued that internal audit is 

expected to be more effective when it receives greater management support, as reflected 

by: 1) involvement of senior management in the internal audit plans, 2) the provision by 

internal audit to senior management of sufficient, reliable, and relevant reports, 3) senior 

management responding appropriately to internal audit reports, and 4) the provision to 

internal audit of sufficient resources in terms of number of staff and budget. Moreover, 

the support from the top management allow the internal auditors work more efficiently 

and assure them the implementation of their work. Based on the above discussion and 

previous literature, the following relationship has been proposed: 
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H2: Top management support has positive influence on the internal audit 

effectiveness. 

 

3.5.3  Relation with the External Auditors 

Creating coordination between internal and external audit is important and beneficial for 

both parties in order to enhance the effectiveness of audit operations. For instance, it 

prevents duplication of information, simplify complicated operations and joint 

exchanging and planning of work make the audit process smoother and effective (Alzeban 

& Gwilliam, 2014). Through the study of Alzeban and Gwilliam (2014), questionnaire 

has found to measure this relationship in this study. Additionally, in discussing the issue 

of coordination, the IIA (2013) require the head of internal audit to coordinate the 

activities and communicate information between the board, external and internal auditors. 

In addition, Effective cooperation between internal and external auditors lead to a more 

quality of auditing exercise (Munro & Stewart, 2011). Treasury (2012) stated that “regular 

and open communication among internal and external auditors is vital for the success of 

co-operation”. This relationship serves as important parameter of the internal audit 

quality. 

 

In this regard, relationship with the external auditor is very important aspect for effective 

internal audit process. As external auditors will use the work of internal auditors. The 

adequate level of cooperation is required from both internal auditors and external auditors 

for the internal audit effectiveness. Based on above discussion and literature support, the 

following hypothesis is formulated: 
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H3: The relationship with the external auditors has positive influence on the internal 

audit effectiveness. 

 

3.5.4  Relation with the Auditees 

Sawyer and Vinten (1996) stated that internal auditing assistance is reliable and helpful 

to all the levels of management. The level of auditee cooperation as a result influences the 

extent to which the internal auditing accomplishes its objectives (Al-Twaijry et al., 2003; 

Mihret & Yismaw, 2007). Al-Twaijry et al. (2003) utilise questionnaires and conduct 

interview to justify their study in Saudi Arabia and the study of Mihret and Yismaw (2007) 

was on the basis of case study in Ethiopian public sector. In Al-Twaijry et al. (2003) and 

Mihret and Yismaw (2007), auditee has been reported as significant factor that plays a 

very important role in the internal audit process. This highlights that to make audit 

activities successful the relationship with auditee is crucial and more collaboration 

between auditee and auditors make the audit effective. 

 

The findings of internal audit report can be implemented, if auditor and auditee have 

strong coordination otherwise the efforts of auditor can be wasted. As highlighted by 

Mihret and Yismaw (2007), audit report may not serve the purpose if management does 

not want to implement those findings. In addition, Lélis and Pinheiro (2012) also 

mentioned that if there is no coordination between auditee and auditors, the work can be 

limited to detection of loopholes in management operation but may not lead to significant 

improvement in the organisation. This lack of coordination can hamper the effectiveness 

of audit reports (Lélis & Pinheiro, 2012). The cooperation from auditee in the process of 

internal audit can assist the process of internal auditing. This study proposed that auditee 
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have significant role in the internal audit effectiveness. Libyan Fully Owned Oil and 

Petroleum Companies, the coordination between these two parties can lead to the way of 

improvement in financial reporting and bring transparency. Based on the above discussion 

it can be proposed that relationship between internal auditor and auditee significantly 

influence internal audit effectiveness. The following hypothesis is proposed to test the 

proposed relationship  

 

H4: The relationship with auditees have positive influence on the internal audit 

effectiveness. 

 

3.5.5  Relation with Audit Committee 

Professional bodies have addressed the significance of the relations between audit 

committees and internal audit. For instance, the IIA Practice Advisory recommended the 

need for a strong working relationship between audit committees and internal audit and 

provided guide line on the role of audit committees in relation to internal audit activities. 

This guidance covers: reporting to the audit committee, approving the charter of the 

internal audit function, approving the decision regarding the appointment or removal of 

the Chief Audit Executive, reviewing and approving the final internal audit plan and main 

changes to the plan, evaluating internal audit to ensure there are no budgetary or scope 

limitations, frequent meetings and review on performance (Treasury, 2007). Audit 

committees are considered an important element in accountability and financial 

management, it acts as an important element that can help to enhance internal audit 

effectiveness and to improve internal audit independence. Moreover, it improves the 
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interaction between top management and internal auditors which serves as base for 

internal audit effectiveness (Ahmad et al., 2012; Diamond, 2002). 

 

The previous literature regarded the relationship between internal auditor and audit 

committee as significant way to improve the operational efficiency of audit process. 

However, the research studies conducted on internal audit are limited in number and focus 

on audit committees and their relationship with internal auditing (Alzeban & Gwilliam, 

2014; Arena & Jeppesen, 2016; Diamond, 2002; MacRae & Van Gils, 2014; Mihret & 

Yismaw, 2007; Onumah & Krah, 2012). It can be argued that the audit committee and 

internal auditor relationship can be significant way to improve internal audit effectiveness 

in Libyan Fully Owned Oil and Petroleum Companies and can be a way to improve the 

overall efficiency. Thus, based on the above it can be argued that if audit committee and 

internal auditors have strong relationship, it can significantly influence the internal audit 

effectiveness. The following hypothesis is formulated: 

 

H5: The relationship with audit committee have positive influence on the internal 

audit effectiveness. 

 

3.5.6  Funding 

To achieve the audit effectiveness and to implement the recommendations for internal 

audit, management support along with the commitment and resources is essential (Mihret 

& Yismaw, 2007). Organizations are entangled with myriad problems which reduce their 

effectiveness in performing internal audit. The most notable are incompetent staff, lack of 

funds, unavailability of resources that are essential for making internal auditing more 
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effective (Busee, 2013). Impairment to the individual objectivity and organizational 

independence may include different factors such as scope limitations, personal conflict of 

interest, personnel and properties, resource limitations such as funding, and restrictions 

on access to records (IIA, 2013). Based on the above, the hypothesis of relationship with 

funding has been formulated as follows: 

 

H6: The funding of the internal auditing has positive impact on the internal audit 

effectiveness. 

 

3.5.7  Continuous Learning 

Vijayakumar and Nagaraja (2012) explained that one of the measures for improving the 

effectiveness of internal auditor is the sufficient knowledge of internal audit staff about 

the operations of the enterprise to perform audit with proficiency and due professional 

care. Similarly, IIA (2013) stated that “competence internal auditors can be demonstrated 

through a mixture of experience and theoretical learning”. This expertise are result of 

continuous improvement in the professional skills and knowledge about auditing 

practices.  

 

In a case study, Rezaee, Elam and Sharbatoghlie (2001) suggested that voracious reading, 

self-guided learning, stretch projects, rotational assignments, or any other training 

program can help internal auditors to be more efficient. McDonald and Chambers (2013) 

presented continuous learning as one of significant attribute of highly effective internal 

auditors. This also could be noted from the IIA standards where it gives more space for 

improvement of internal auditors’ skills and methods to reach the required level of internal 
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auditing function. IIA (2013) stated that “internal auditors must have the knowledge, 

skills, and other competencies required to fulfil their responsibilities”. These knowledge 

and skills are the key factor in internal audit effectiveness. By using the skills auditors can 

evaluate company’s information in more appropriate way and suggest company how the 

performance can be improved.  

 

Vinod (2013) argued that for the requisite competencies of audit committee, members of 

the committee are required to participate in continuous training and development 

programmes to improve the effectiveness of committee. Continuous learning is necessary 

for members as it provides new information and perspectives on leading practices in the 

corporate governance and auditing. Further, these learning programmes must set the goals 

and periodic targets of members’ development. Lack of training for auditors have been 

emphasised in the literature. As per Chaka (2013), current audit system lacked with a 

properly designed program that can be used to improve the auditing practices and provide 

continuous learning to audit committee members and provide them with up to data 

information about recent audit practices. Learning should be part and parcel of the 

development of audit committee members, in order to ensure that members stay abreast 

of current audit practices in the country (Chaka, 2013; Mousa, 2005). Such focused 

training programs provide auditors required skills and update their existing level of 

knowledge in auditing field. These all act as supporting factors for the auditors and audit 

effectiveness. 

 

Continuous learning in auditing is the process through which internal auditors can be 

provided with support and compensation for learning new skills that are required to adopt 
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with changes in current audit practices as suggested by Mousa (2005) and Sampe (2012). 

But previous literature provides very less empirical evidences which can show the effect 

of continuous learning on internal audit effectiveness.  In order to boost the internal audit 

effectiveness level, internal auditors should adopt the continuous learning as a path and 

through this experience internal auditors can achieve internal audit effectiveness.  In case 

of Libyan national oil and petroleum companies, it can be argued that their practices 

should be upgraded as per the new rules of financial reporting and auditing. Moreover, in 

Libya the internal auditor perceived the level of internal audit as ineffective, to improve 

and polish the skills of internal auditor in Libya, the element of continuous learning and 

improvement can improve auditing services. The current research proposed that 

continuous learning moderates the relationship between independence of internal 

auditors, top management support, relation with the external auditors, relation with audit 

committee, relation with the auditee, funding and internal audit effectiveness. Based on 

above discussion, the seventh hypothesis for this current study is formulated as: 

 

H7: Continuous Learning moderates the relationship between independence of 

internal auditors, top management support, relation with the external auditors, 

relation with audit committee and relation with the auditee, funding and 

internal audit effectiveness. 

H7a: Continuous Learning moderates the relationship between independence of 

internal auditors and internal audit effectiveness. 

H7b: Continuous Learning moderates the relationship between top management 

support and internal audit effectiveness. 
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H7c: Continuous Learning moderates the relationship between relation with the 

external auditors and internal audit effectiveness. 

H7d: Continuous Learning moderates the relationship between relation with audit 

committee and internal audit effectiveness. 

H7e: Continuous Learning moderates the relationship between relation with the 

auditee and internal audit effectiveness. 

H7f:  Continuous Learning moderates the relationship between funding and internal 

audit effectiveness. 

 

3.6  Measurement of the Variables 

Sekaran and Bougie (2010) explained the measurement of the variables is an integral part 

of research and an important aspect of research design. The measurements of the variables 

of current study been explained by providing an overview on the measurement of these 

variables in literature and select some of them to be the measurement the variables of 

current study. For further elaboration, see Appendix C. 

 

3.6.1  Independence 

This study employs the questionnaire of Alzeban and Gwilliam (2014) because of higher 

reliability of scale in their study. They collected the data from 79 public sector 

organizations of Saudi Arabia to accomplish their study. Moreover, they measure 

independence of internal auditors with nine items with a Cronbach alpha of .79. Scale of 

Alzeban and Gwilliam (2014) is a Likert Scale which is composed of 5 points, i.e. 1= 

strongly disagree, 2= disagree, 3= neutral, 4= agree, 5= strongly agree. 
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3.6.2  Top Management Support 

Alzeban and Gwilliam (2014) also utilised top management support as independent 

variable to ensure its effect on internal audit effectiveness. They used six items to measure 

top management support with a high reliability. Cronbach alpha of these six items was 

.84; therefore, it is assumed that this scale is reliable to employ in this study. These items 

were also on 5-point Likert scale ranged from strongly disagree to strongly agree.  

 

3.6.3  Relation with the External Auditors 

This current study used the number of proxies to measure the relationship between internal 

and external auditors: discussion of audit plan; internal auditors’ attitude towards external 

auditors; discussion of mutual interests; coordination; reliance of external auditors on the 

work of internal auditors; sharing of working papers; meetings frequency; and promotion 

of the relationship by the management between internal and external auditors. To 

accomplish these objectives, this study is employing the questionnaire of Alzeban and 

Gwilliam (2014), who studied the relation of internal auditors with external auditors. For 

this purpose, it is proposed to use nine items with a reliability of .81 (Cronbach alpha). 

 

3.6.4  Relation with the Auditees 

First and second questions have developed from the study by Mihret and Yismaw (2007). 

Moreover, the rest of questions are evaluated from the book by Cascarino (2007, p.164). 

These questions measure the relation of internal auditors with auditees on five points 

Likert scale.  
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3.6.5  Relation with Audit Committee 

The role of audit committee is to ensure the audit quality and internal control. 

Furthermore, audit committee validates objectivity between management, auditors and 

capital providers. Six questions for this session have been developed from IIA (2013). 

Moreover, these dimensions have been measured on 5-point Likert Scale, i.e. 1= strongly 

disagree, 2= disagree, 3= neutral, 4= agree, 5= strongly agree. 

 

3.6.6  Funding 

Karanja (2014) have ensured the effect of internal audit funding on internal audit 

effectiveness in public sector of Kenya. Therefore, this study used the questionnaire of 

Karanja (2014) for the purpose of measuring funding effect on internal audit effectiveness. 

There are five questions, which has been measured on 5-point Likert Scale.  

 

3.6.7  Continuous Learning 

Watkins and Marsick (1997) developed a scale named dimensions of the learning 

organization questionnaire (DLOQ), based on the (DLOQ) seven items have been used to 

measure continuous learning for this current study. Although, DLOQ includes many other 

variables but to fulfil the objectives of this study, only continuous learning is considered. 

Dimensions of the Learning Organization Questionnaire (DLOQ) was developed in the 

1990s to assess organizational learning culture. The DLOQ has since been used for 

organizational research in many countries, languages, and settings (Marsick, 2013). Many 

authors have validated this questionnaire in their study (e.g. McHargue, 2003; Song, Joo, 

& Chermack, 2009; Kim, Egan, & Tolson, 2015).  
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3.6.8  Internal Audit Effectiveness 

As most of the variable measurement taken in this study is adapted from Alzeban and 

Gwilliam (2014), therefore, the dependent variable, which is internal audit effectiveness, 

also been adapted from Alzeban and Gwilliam (2014). The reliability test indicates that 

the reliability of measures was as .88, which is considered as good. Therefore, this 

measurement, which is composed of 15 items, can be considered to measure the 

effectiveness of internal audit. Moreover, this is also Likert Scale which contains 5 points, 

i.e. 1= strongly disagree, 2= disagree, 3= neutral, 4= agree, 5= strongly agree. (Appedix 

C) presents the detail of measures and items used in the current study. 

 

3.7  The Questionnaire 

The word "questionnaire is general term used to cover all data collection techniques in 

which an individual is asked to respond to the same set of the questions in a pre-

determined manner"(Mark, Philip & Adrian, 2009). Mark et al. (2009) described a 

questionnaire as a collection of questions administered to respondents, but which may 

also be self-administered. 

 

The design of a questionnaire differs according to the intended administration and the 

level of contact with the respondents. Two popular forms are the self-administered or 

Interviewer-administered questionnaire. In the former, different media can be used to 

contact respondents, for instance e-mail questionnaires, web-based questionnaires, or 

questionnaires sent through the postal services. Interviewer administered questionnaires, 

on the other hand, require the participation of an interviewer, either face-to-face, on the 

telephone, or they may be totally automated (Mark et al., 2009; Sekaran & Bougie, 2010). 
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Self-administered questionnaire has been used in this study to collect data on internal 

auditing in Libyan Fully Owned Oil and Petroleum Companies. The intended respondents 

are internal auditors. In this study the questionnaire consists of six groups of questions, 

the first used to test the DV, while the other five groups are used to test IVs. 

 

3.8  Population and Sample of Study 

The total number of employees in Libyan oil companies was 54 thousand in 2006, 

including 103 internal auditors (87 Libyan auditors and 16 international auditors) (Hassan, 

2007). According to the reports issued by the Libyan Organization for Policies and 

Strategies for the four years (2013-2016), the oil sector in Libya has witnessed a 

Significantly increased in the number of employees, resulting in an exaggerated increase 

in the expenses of the first section of the budget of the oil sector related to salaries of 

employees (Libyan Organization for Policies and Strategies, 2016, Arekib and Al-

Mabsout, 2018, Khalifa and Obeidi, 2018). 

 

Currently; In Libya, there are 153 internal auditors working in 9 Libyan Fully Owned Oil 

and Petroleum Companies, involved in auditing the oil sector, as follows: 
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Table 3.1 

Total number of internal auditors 

“Company name Internal Auditors 

Libyan International 

Zawia Oil Refining Company 20 0 

North Africa Geophysical Exploration Company 21 0 

Arabian Gulf Oil Company 23 1 

Brega Petroleum Marketing Company 17 0 

Sirte Oil Company 18 1 

Ras Lanuf Oil and Gas Processing Company 13 1 

Zallaf Libya Oil and Gas Company. 15 0 

Jowfe Oil Technology Company 11 0 

National Oil Wells Drilling and Work over 

Company 

11 1 

Total 149 4 

153 

Source :Khalifa and Obeidi, 2018” 

 

This study collected data from 126 internal auditors, to get more reliable and generalised 

results. As the population is small so according to Krejcie and Morgan (1970), the whole 

population should be taken as a sample if the sample size is small. According to Sekaran 
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and Bougie (2010), the population is “the study unit or element from which information 

is gathered to achieve the study purpose”. The population is collection form the elements 

that are of interest to the current study. 

 

3.9 Data Collection Procedure 

According to Hair (2007); Sekaran and Bougie (2010), in survey study, survey must be 

chosen from different survey types. Telephone, drop-off, mail and electronic mail are 

different type of survey. The current research intends to assess the relation between 

internal audit effectiveness and seven factors (independent variables) in Libyan Fully 

Owned Oil and Petroleum Companies. Thus, survey design seems more suitable than 

other survey types with regard to current study. Thus, the empirical study was conducted 

using a questionnaire survey to collect data from Libyan Fully Owned Oil and Petroleum 

Companies. The study approaches all 153 internal auditors working in 09 Libyan Fully 

Owned Oil and Petroleum Companies. The questionnaires were screened for missing 

values, outliers and after screening 126 questionnaire were found useable.  

 

3.10  Reliability Test  

It is impossible for social scientists to develop methods and measures that perfectly 

capture the processes they intended to study, which makes the presence of random error 

that is inevitable while doing research (Diamantopoulos, Sarstedt, Fuchs, Wilczynski & 

Kaiser, 2012; Bryman & Bell, 2015). However, random error can be assessed and 

minimised by using different tactics suggested by scholars. A basic approach to dealing 

with random error is to improve reliability. Moreover, reliability test aims to examine the 
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consistency level of proposed measures. Similar results under consistent condition 

indicate a measure with high reliability.  

 

The reliability of the measurement is variance of the measurement excluding any random 

error of measurement (Vehkalahti, Puntanen & Tarkkonen, 2006). In this regard, the 

reliability values ranges from 0 to 1 and those above 0.60 are acceptable. The values of 

reliability coefficient less than 0.60 are unacceptable and shows unsatisfactory level of 

reliability (Malhotra, 2008). The acceptability of reliability estimates for social science is 

between 0.70 – 0.80 and shows acceptable level of reliability (Nunnally & Bernstein, 

1994). 

 

Cronbach's alpha is the most popular method to test reliability compare to other methods, 

i.e. CR and AVE. The formulas of CR and Cronbach's alpha is as follows: 

 

“Composite reliability (ρ) =   
(∑i λij)2

(∑𝑖 𝜆𝑖𝑗)2+ ∑𝑖 𝑣𝑎𝑟 (ℇ𝑖𝑗)
 

 

Where the λ represents the loading of indicator variable of i  from a latent variable, 

represents error of variable i and j is the flow index across all reflective measurement 

models. 

 

Cronbach's alpha: α = (
N

𝑁−1
 ) (1 −

∑   𝜎𝑖
2

𝑁

𝑖=1 

𝜎𝑡
2  ) 

N is the number of indicators assigned to the factor, is variance of indicator 𝑖.” 
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The above notations explain that composite reliability emphasise on indicators’ loadings 

and error variable on the other hand Cronbach’s alpha focuses on indictors’ variance. It is 

mentioned that; Cronbach’s alpha is reliability of item while composite reliability is for 

construct. Raykov (2002) is of the view that in the reliability estimation, Cronbach’s alpha 

may under or overestimate the construct reliability. This may lead to a serious issue while 

testing the construct with multi-dimensions, to deal with this issue CR is developed to 

handle multi-dimensional data (Raykov, 2002) 

 

AVE (Average variance extracted) measures the amount of variance as a result of the 

construct in relation to the amount of variance due to measurement error. “A construct 

has high validity if the value of AVE is greater than 0.5, if AVE less than 0.5 means a 

variance of measurement error is greater than the variance of the construct, which 

indicates that convergent validity of the construct is questionable” (Byrne & van De 

Vijver, 2010). In this study reliability statistics was conducted to assess the reliability of 

independence, top management support, relation with the external auditors, relation with 

audit committee, relation with the auditee, funding and internal audit effectiveness. 

 

3.10.1 Pilot Study 

Because the study uses questionnaire-based survey, the reliability and validity of the 

questionnaire must be confirmed prior to actual survey carried out. Content validity refers 

to the systematic assessment of the scale to ensure that it measures for what it has been 

used (Hair, Money, Samouel & Page, 2007). In other words, the data are considered to be 

contently validated if experts agree that with ability to measure the proposed concept 

(Sekaran, 2006; Hair, Black, Babin & Anderson, 2010; Bhattacherjee, 2012). 
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Additionally, Hair et al. (2007) noted that validation is the process through which an 

instrument can be validated by industrial experts for measuring the concept highlighted 

in the questionnaire. Validity means that the indicators used in the questionnaire represent 

the concept in an accurate manner, while the reliability refers to the existence of the 

consistency between the indicators as mentioned by Hair et al. (2007).  

 

Achieving validity and reliability of the questionnaire content means that the questions 

asked from respondents are clear, response options are appropriate and comprehensive 

(Watson, 1998). Such consistencies and qualities can be attained by conducting a well-

designed pilot study. The pilot study is therefore strongly recommended by various 

scholars to test the questionnaire for its validity and consistency (e.g. Hair et al. 2010; 

Watson, 1998; Babbie & Halley, 1995). Smith (2011) has recommended that broad 

steering of the overview instrument is crucial to test whether the instrument is fit for 

producing the needed reactions from the respondents. Therefore, this study collected 

initial pilot tests from internal auditors in Libyan Oil and Petroleum Companies and then 

the final questionnaire was distributed for data collection to the internal auditors working 

Libyan Fully Owned Oil and Petroleum Companies. Although the questionnaire is taken 

from the previous related studies but pre-testing the instrument is very important. This is 

because the questionnaire is adopted from different geographical areas (e.g., USA, Saudi 

Arabia), and different language. Such reasons force the researcher to retest the 

questionnaire to identify its propriety of work in Libyan context.  In the words of Hair et 

al. (2007) the pre-test is: 

If a researcher has used a questionnaire in England and is asked to use in 

the US it must be pretested. And of course, if the questionnaire were 
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translated into French for use in France it must be extensively pretested 

(p.279). 

 

The number of persons required to conduct a pre-test are five as minimum and maximum 

could be 30 to 40 (Hair et al., 2007). The threshold of the values for accepted values is 

between 0.60-0.90, where less than 0.60 is poor and above 0.90 are doubtful (Nunally, 

Bernstein, & Berge, 1967; Hair et al. 2007). If Cronbach’s alpha value > 0.95 then the 

items should be assessed that it measures the other aspects of concept (Hair et al., 2007). 

 

With regard to the validity of the questionnaire, the items of the questionnaire were 

adopted from other similar studies (e.g., Watkins & Marsick 1997; Mihret & Yismaw 

2007; Cascarino 2007; Karanja 2014; Alzeban & Gwilliam 2014) as shown in Table 3.1. 

Finally, experts in the same field have checked the questions in the instrument to ensure 

that the questions are comprehensive, relevant, and reflect the phenomena to be measured. 

The respondents’ feedback suggested that the questionnaire is understandable and no need 

much time to be completed. The experts equally indicated that, since the respondents are 

persons those are familiar with internal auditing issues, they likely to be comfortable with 

the proposed five-point Likert scale. As a result, the feedback has enabled the researcher 

to make few modifications for enhancing the ability to understand the questionnaire. 

Finally, for better understanding of the research objectives, the researcher has highlighted 

in brief the importance of the study and provided some definitions of the variables in the 

questionnaire. 

 

In order to assess the reliability of the measurement used for the current research, the 

Cronbach’s alpha is utilised. In the cases where the reliability scores are less than 0.60 it 
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is called poor reliability while scores between 0.60- 0.70 indicates moderate and 0.70 -

0.80 are believed to be good while 0.80 – 0.90 very good and above 0. 90 is excellent 

(Nunnally et al., 1967; Hair et al., 2007). On the other hands, the values above 0.95 must 

be carefully assessed to see whether they measures different concept (Hair et al., 2007). 

 

With regard to this study, 40 questionnaires were distributed to internal auditors in Libyan 

Oil and Petroleum Companies except those are working in Libyan Fully Owned Oil and 

Petroleum Companies for the purpose of the pilot test. Conducting the reliability test 

resulted in achieving the reliability values between 0. 601 - 0.926 which are above the 

threshold values and acceptable (Nunnally et al., 1967; Hair et al., 2007). Table 3.1 shows 

Cronbach’s alpha’s value for each variable (independence, top management support, 

relation with the external auditors, relation with audit committee, relation with the auditee, 

funding and internal audit effectiveness). 

 

Table 3.2 Reliability results of the questionnaire in pilot test 

Variable name Cronbach's 

Alpha 

No of 

Items 

No of deleted 

items 

Internal Auditors Independence 0.700 9 Nil 

Top Management Support 0.601 6 Nil 

Continuous Learning 0.754 7 Nil 

Relation with External Auditors 0.739 9 Nil 

Relation with Audit Committee 0.727 5 Nil 

Relation with Auditees 0.893 6 Nil 

Audit Funding 0.916 6 Nil 

Internal Audit Effectiveness (DV) 0.926 15 Nil 
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Due to the high level of values of Cronbach’s alpha that can be considered as a very good 

level of acceptance or reliability (Cavana, Delahaye & Sekaran, 2001; Hair et al., 2007).  

 

The pilot test indicated that items used in the questionnaire reflect the variables in an 

accurate manner, and there is a consistency between the indicators of the questionnaire. 

Consequently, the questionnaire is ready to be distributed to the sample of study for the 

purpose of collecting the main empirical study data. 

 

3.11  Data Analysis 

This section explained procedures of the data analysis employed to test hypotheses 

proposed in current research. The techniques used for data analysis and assumptions been 

explained in detail.  

 

3.11.1 Techniques of Data Analysis  

The current research used regression for data analysis. This analysis is under certain 

assumptions of normality, linearity, homoscedasticity, non-autocorrelation and non-

multicollinearity (Gujarati, 2009). Data has been analysed using SPSS 20 in this study. 

Correlation and multiple regression analysis have been employed in order to analyse the 

data. To make sure that the method meets these assumptions, this research tests some 

classical assumption of regression analysis: 

 

3.11.2 Normality Test  

The classical normal linear regression assumes that each disturbance (error term) has 

followed normal distribution. The assumption formula can state that µi~N (0, σ2), which 
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means µi (disturbances) is normally distributed with an average at 0 and constant variance 

σ2. If disturbance is not normally distributed, the t-test and F-test are still valid asymptotic 

in large samples, but not in small samples. The data for this current study also been tested 

for the normality assumption. 

 

3.11.3 Linearity Test  

That is the conditional expectation that internal audit effectiveness should be a linear 

function of independent variables. This means that the regression curve should be a 

straight line. Secondly, linearity concept refers to a linear function of the parameter, which 

means that parameter should be raised to the first Power. These variables used in this 

current study also been assessed for the linearity assumption. The variables of the current 

study independence of internal auditors, top management support, relation with the 

external auditors, relation with audit committee, relation with the auditee and funding 

were regressed on internal audit effectiveness to assess the existence of linear relationship 

between independent and dependent variables. 

 

3.11.4 Multicollinearity 

Regression analysis assumes that there is no multicollinearity among the dependent 

variables. No collinearity means any of the dependent variables as exact linear 

combinations of the remaining regressor in the model. The data for the current study also 

tests the multicollinearity of internal audit effectiveness. The independent variables such 

as independence of internal auditors, top management support, relation with the external 
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auditors, relation with audit committee, relation with the auditee and funding were 

assessed for multicollinearity assumption. 

 

3.11.5 Homoscedasticity  

The assumption of homoscedasticity or equal variance indicates that population as 

dependent variable corresponding to the proposed independent variables should have the 

same variance. This means all values of dependent variable corresponding to the various 

independent variables should be equally reliable. The high level of homoscedasticity 

shows the values closely distributed around their means. Unequal variance 

(heteroscedasticity) imply unpredictable variance of corresponding from the dependent 

variables. The variables of the current independence, top management support, relation 

with the external auditors, relation with audit committee, relation with the auditee, funding 

and internal audit effectiveness were assessed for the equality of variance. 

 

3.11.6 Autocorrelation  

Regression assumes that there is no autocorrelation. Autocorrelation or serial correlation 

refers to a condition that a systematic pattern occurs within error terms of a variable. It 

reflects that all error terms are dependent on the error terms of previous observations. The 

variables of the current research such as independence, top management support, relation 

with the external auditors, relation with audit committee, relation with the auditee, funding 

and internal audit effectiveness were assessed for autocorrelation among the error term of 

variables. 
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3.11.7 Correlation Analysis 

In the current study correlation test was used to analyse the association between the 

variables. Pallant (2007) mentioned that the values of measure of association ranges from 

-1 to +1, where absolute +1 or -1 indicates strong positive and negative association, while 

a value of zero (0) depict no association. In the context of current study, the correlation 

was analysed between independence, top management support, relation with the external 

auditors, relation with audit committee, relation with the auditee, funding and internal 

audit effectiveness to assess the level of association, But correlation unable to provide the 

impact of one variable on other, so to assess the impact of the independent variable on 

dependent variable, regression analysis was used. 

 

3.11.8 Regression Models 

In the context of the current study, all relationships are represented by various regression 

models. Several methods by which variables could be entered into the regression model 

exist (Gunderson, Gloy, & Rodgers, 2009). It includes; stepwise, forward and backwards 

methods of entering the variable for estimation. In this present study, the stepwise method 

is adopted in line with the research framework proposed in this study.  

 

Model 1 is used to assess the impact of the independence of internal auditors, top 

management support, relation with the external auditors, relation with audit committee, 

relation with the auditee and funding on internal audit effectiveness. 

IAE = β0 + β1 IOA+β2 TMS+β3 REA +β4 RA+β5 RC + β6 F+ ℇt………………. Model 1. 

In the above equation: IAE = Internal Audit Effectiveness, β0= intercept, β1 IOA= 

Independence of Internal Auditors, β2 TMS= Top Management Support, β3 REA= 
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Relation with the External Auditors, β4 RA= Relationship with Auditee and β5 RA= 

Relation with Audit Committee, β6 F= Funding and ℇt= Error term 

 

Moreover, Model 2 used to assess the moderating role of continues learning on the 

relationship between independence of internal auditors, top management support, relation 

with the external auditors, relation with the auditee, relation with audit committee, funding 

and internal audit effectiveness been assessed using the following regression model. The 

interaction between independent and moderating variable is used to assess either 

continuous learning moderates the relationship between independence of internal 

auditors, top management support, relation with the external auditors, relation with the 

auditee, relation with audit committee, funding and internal audit effectiveness. 

 

IAE = β0 + β1 IOA+β2 TMS+β3 REA+β4 RC+β5 RA+β6 F+ β7 CL+ β8 IOA*CL 

         + β9 TMS *CL+ β10 REA *CL+ β11 RC *CL+ β12RA *CL 

          + β13F*CL+ ℇt …………Model 2. 

In the above equation: IAE = Internal Audit Effectiveness, β0= intercept, β1 IOA= 

Independence of Internal Auditors, β2 TMS= Top Management Support, β3 REA= 

Relation with the External Auditors, β4 RC= Relation with Audit Committee, β5 

RA= Relationship with Auditee, β6 F= Funding, β7 CL= Continuous learning, β 

8IOA*CL = interaction between Independence of Internal Auditors and 

Continuous Learning, β9TMS*CL = interaction between Top Management 

Support and Continuous Learning, β10REA*CL= interaction between Relation 

with the External Auditors and Continuous Learning, β11RC*CL= interaction 

between Relation with Audit Committee and Continuous Learning, β12RA*CL= 

interaction between Relationship with Auditee and Continuous Learning, 

β13F*CL= interaction between Funding and Continuous Learning and ℇt= Error 

term. 

 

This particular model has equally used to determine the moderating effect of continuous 

learning on the relationship between independence of internal auditors, top management 

support, relation with the external auditors, relation with audit committee, relation with 

the auditee, funding and internal audit effectiveness. 
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3.12 Summary  

Research methodology is a backbone of research. This chapter explains how this study 

have been pursued and how the outcomes of the research have been achieved by using 

specific methodology. The research is based on quantitative research approach with 

internal auditors as unit of analysis. In addition, there are seven statistical hypotheses of 

this study, which described in the chapter. Moreover, this study carefully chooses the 

measurements from previous literature for the successful and reliable results. The data 

collection employs a simple random approach from the auditors in oil and petroleum 

companies. After conducting validity and reliability test, data was analysed using 

regression with SPSS, which have ability to estimate the parameters and goodness of 

model. Moreover, assumptions of the statistical tests were validated to ensure the accuracy 

of results in future. 
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CHAPTER FOUR 

DATA ANALYSIS AND RESULTS 

 

4.1 Introduction 

This chapter reports the result of data analysis and results of the proposed research models. 

SPSS 20 was used to prepare data analysis and preliminary data screening process. 

Descriptive statistics and diagnostics (such as missing values analysis, detection of 

aberrant values, normality tests and multivariate outliers) have been done in the first step 

of data analysis. Exploratory factor analysis was used to find out a smaller set of relevant 

factors out of a large set of variables. The reliability and validity of the measurement scale 

were assessed. Correlation and multiple regression were used to test the proposed 

hypothesis of the current study.   

 

4.2 Descriptive Statistics 

This section contains the descriptive analysis of the collected data. The frequency 

distribution and pie chart of the data have been generated to elaborate the profile 

information about the respondents of the current study.  

 

4.2.1 Professional Qualifications 

In the current study out of 126 respondents, 16.7% have CIA professional qualification. 

Furthermore, 10.3 percent have CPA professional qualification while 73 percent of the 

respondents have other professional qualifications. The details of professional 

qualification descriptive are shown in Table 4.1a and Figure 4.1a.  
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Table 4.1a  

Professional Qualifications 

Professional Qualification Frequency Percent % 

 CIA 21 16.7 

CPA 13 10.3 

Other 92 73.0 

Total 126 100.0 

 

 

 

 

4.2.2 Respondents’ Profile 

In the description of the company names, 15.1 percent of respondents belongs to Zawia 

Oil Refinery Company and 15.9 percent belongs to North Africa Geophysical Exploration 

Company. It is also noticed that 16.7 percent of respondents were from Arabian Gulf Oil 

Company while 13.5 percent were doing the job in Brega Petroleum Marketing Company. 

CIA

CPA

Other

PROFESSIONAL QUALIFICATIONS

Figure 4.1a 

Personal Qualification of Respondents 
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Furthermore, 13.5 percent of the respondents have a job in Sirte Oil Company and 10.3 

percent currently working in Ras Lanuf Oil and Gas Processing Company. In descriptive 

analysis results showed that 7.9 percent of the respondents belongs to Jowfe Oil 

Technology Company and 7.1 were currently employed in National Oil Wells Drilling 

and Workover Company. The details are shown in Table 4.1b and Figure 4.1b.  

 

Table 4.1b  

Work place of the respondents 

Company names Frequency Percent % 

 Zawia Oil Refining Company       19 15.1 

North Africa Geophysical Exploration Company 20 15.9 

Arabian Gulf Oil Company 21 16.7 

Brega Petroleum Marketing Company 17 13.5 

Sirte Oil Company 17 13.5 

Ras Lanuf Oil and Gas Processing Company 13 10.3 

Jowfe Oil Technology Company 10 7.9 

National Oil Wells Drilling and Work over Company 09 7.1 

Total 126 100.0 
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Figure 4.1b  

Work Place of the respondents 

 

4.2.3 Gender of the Respondents 

In a descriptive analysis for the gender of the respondents, it was found that there were 

95.2 percent male respondents in the dataset and the percentage of female respondent was 

4.8 percent. The details are shown in Table 4.1c and Figure 4.1c. 

 

Table 4.1 c  

Gender of the respondents 

Gender Frequency Percent 

 Male 120 95.2 

Female 06 4.8 

Total 126 100.0 

 

Zawia Oil Refining 
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Figure 4.1c 

Gender of the respondents 

 

4.2.4 Age of the Respondents 

In the descriptive analysis for the age of the respondents. It was found that 42.1 percent 

of the respondents belonged to the age group more than 40 years and 23 percent from the 

age group of 30 to 35 years. Meanwhile, 19.8 percent of the respondents fall in the age 

group of 35 to 40 years old and 13.5 percent belongs to age group 25 to 30 years. There 

was only 1.6 percent of respondents who belong to age group less than 25 years old. 

 

Some interesting feature of this data is that very young respondents are shouldering the 

responsibilities also. The majority of them were from the age group of more than 40 years. 

The details are shown in Table 4.3. 

 

 

Male
95%

Female
5%

Gender 

Male Female
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Table 4.1 d  

Age of the respondents  

Age Frequency Percent 

Less than 25 years 2 1.6 

25 to 30 years 17 13.5 

30 to 35 years 29 23.0 

35 to 40 years 25 19.8 

More than 40 years 53 42.1 

Total 126 100.0 

 

 

 

Figure 4.1 d 

Age of the respondents  
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4.2.5 Academic Qualification of the Respondents  

In the descriptive analysis, it was found that 64.3% of the respondents holds a bachelor’s 

degree in accounting and 12.7 percent of respondents completed master’s degree in 

accounting. Meanwhile, there was 7.9 percent of the respondents having High school 

commercial studies and 4.8 have a bachelor’s degree in another field than accounting. 

Furthermore, 4 percent of the respondents holds a master’s degree in another field then 

accounting and 3.2 have High school academic studies. Among the respondent, 1.6 

percent have other academic qualification while 1.6 percent of the respondent avoid 

answering this question.  The details are shown in Table 4.1 e and Figure 4.1e.  

 

Table 4.1 e  

Academic qualification of the respondents    

Qualification title Frequency Percent 

 High school academic studies 4 3.2 

High school commercial studies 10 7.9 

Bachelor’s degree in accounting 81 64.3 

Bachelor’s degree in other fields 6 4.8 

Master’s degree in accounting 16 12.7 

Master’s degree in other fields 5 4.0 

Other 2 1.6 

 Total 124 98.4 

 Missing 02 1.6 

Total 126 100.0 
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Figure 4.1 e 

Academic qualification of the respondents    

 

4.2.6 Work Experience of the Respondents 

In a descriptive analysis of the respondent's work experience, it has been evident that there 

was 26.4 percent of the respondents having working experience of fewer than 5 years 

while 25.4 percent of the respondents have experience of 15 years or more. Meanwhile, 

20.6 percent of the respondents have work experience of less than 10 years and 19.8 

percent of the respondents having work experience of less than 15 years. Moreover, there 

were only 7.9 percent of the respondents who have work experience less than one year. 

The details of the descriptive are given in Table 4.1f and Figure 4.1f.  
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Table 4.1f  

Work Experience of the respondents  

Work Experience Frequency Percent 

 Less than one year 10 7.9 

1- less than 5 years 33 26.4 

5- less than 10 years 26 20.5 

10- less than 15 years 25 19.8 

15 years and more 32 25.4 

Total 126 100.0 

 

 

Figure 4.1 f 

Work Experience of the respondents  

 

4.3 Preliminary Data Screening 

To begin the data analysis, it is necessary for the researcher to screen the data file from 

any errors such as missing data, aberrant values and multivariate outliers before 
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conducting any statistical test.  If researcher skip to assess for these errors and not properly 

treat the data, it can confuse the results of data analysis (Pallant, 2007; Tabachnick & 

Fidell, 2007, Hair et al., 2010; Hameed, Roques, & Arain, 2013). After the data treatment 

for above errors, the normality of results should be assessed.  

 

4.3.1 Missing Values Analysis 

The missing values in the dataset could cause a problem in the calculate results and can 

lead to erroneous results (Hair et al., 2010). Therefore, missing values investigation was 

performed as an initial phase in data examination for this study. The analysis of missing 

values showed that there were no missing values in the dataset. The details are shown in 

appendix B.  

 

4.3.2 Aberrant Values 

In the data screening process, those the out of the range of the given response categories 

of the quantitative variables i.e., values outside of 1 to 5 range and such values were 

known as the abnormal values or aberrant values. So it was recommended by the previous 

researchers to treat such kind of errors before the analysis (Pallant, 2007; Hair et al., 

2010).  In the current study, no evidence of aberrant values was found. 

 

4.3.3 Descriptive Statistics and Normality Tests 

Normality of the data is the most important assumption for multivariate data analysis. 

Hair et al. (2010) defined normality of the data as “shape of the data distribution for an 

individual metric and its correspondence to the normal distribution, the benchmark for 

statistical methods” (p- 69). The data is only considered as normal when the proportion 
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of the data is like bell shape, in which mostly data should lie in the middle of the 

distribution rather than on extreme left and right (Gravetter & Wallnau, 2004; Weiss & 

Weiss, 2012). To examine the normality of the data, mean, standard deviation, kurtosis 

and skewness values for each item have been calculated. Table 4.2b in Appendix I, contain 

the description of the mean, standard deviation, kurtosis and skewness values 

respectively. The descriptive statistics showed that data were normally distributed for 

most of the items, i.e., kurtosis and skewness values were in the range between -1 to +1, 

apart from few items that were in the range between -1.5 to +1.5 which is reasonably in 

the accepted range. 

 

Furthermore, two tests, i.e., Shapiro-Wilks and Kolmogorov-Smirnov were also used to 

test the assumption of a normal distribution of the collected data. The low significance 

value (p < .05) of Kolmogorov-Smirnov test described that collected data set differed 

significantly from the normal distribution as values presented in Table 4.2c in Appendix 

I. Pallant (2007) states that values of Shapiro-Wilks are considered for the small data set, 

therefore it was not considered in the present study. 

 

4.3.4 Multivariate Outliers 

Hair et al. (2010) described the outlier as those observations which consist of a unique 

combination of characteristics which can be identifiable as different from the other 

observations. There are four reasons due to which the outliers occur in the data set such 

as procedural error, extraordinary event, extraordinary observation and unique 

combination of values of the variables (Hair et al., 2010; Weiss & Weiss, 2012). 
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Various methods have been suggested that can be used to detect the outlier from the data 

(Tabachnick & Fidell, 2007; Hair et al., 2010). Univariate and Bivariate detection have 

the same drawback of producing large numbers of scatter plot of the items of the variables 

and it becomes troublesome in identifying the outliers of the large data set but the 

multivariate detection can detect the multivariate outliers by using the Mahalanobis D2  

method to some common point (Hair et al., 2010). This method has been frequently used 

in various research methods. 

 

Therefore, in the current study Mahalanobis D2 method was used to detect and handle the 

multivariate outliers (items of variable with α ≥ 0.001) in order to get better normality of 

data set. In the analysis, there were no multivariate outliers found in the current data set 

(outlier’s value less than .001).  Normality tests were run and no significant improvement 

in the normality of the data was observed (Appendix B). Such problems are common in 

social and behavioural sciences.  In our data set of 126 cases, the values of kurtosis and 

skewness for all the items were within the criterion of quasi-normal distribution. 

Therefore, remaining tests were conducted with the same data set of 126 cases.  

 

4.3.5 Common Method Bias (CMB) 

Common Method Bias (CMB) is the amount of variance occur due to measurement 

method instead of variance from variable under discussion (Podsakoff, MacKenzie, Lee 

& Podsakoff, 2003).  It is normally suggested that CMB effect must be analysed in the 

data set as they use the same method to measure independent and dependent variables 

(Podsakoff et al., 2003). This CMB could potentially “threaten the validity of the 

conclusions about the relationships between measurers” (Podsakoff et al., 2003; p. 879). 
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To reduce the possible threat of CMB effect in data set of current study, the statistical and 

procedural remedies proposed by Podsakoff et al., (2003) were adopted. 

 

Procedural Remedies 

The following remedies were used to minimize the CMB effect in data set of the current 

study.  

 

Confidentiality 

In data collection procedure every single questionnaire was accompanied by a cover letter 

which explains the purpose of the current study and to ensure the respondents of the study 

that their responses will be kept confidential. It was also mentioned in the cover letter that 

there is no right or wrong answer to the question asked, their responses will not be 

associated with their personalities nor be disclosed to anyone. As per Podsakoff et al., 

(2003), confidentiality of participants’ responses in research can also reduce the 

likelihood of presentence of CMB effects 

 

Statistical Remedies 

Along with the procedural remedies to CMB, a statistical test, Herman single factor test 

was used to ensure the absence/minimization of CMB in a data set. This is a famous 

technique to reduce CMB from the data set. 

 

Herman Single Factor Test 

In order to check the common method bias, for analysing the presence or absence of single 

Harman in the data file, exploratory factor analysis (EFA) were conducted in SPSS and 
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all the items were loaded together in the single factor to see the variance of the factors. 

The results of EFA showed that total variance explained by the single factor was 22 % 

(see Appendix B). Hence no evidence of CMS was found in the data set.  

 

4.4 Factor Analysis 

Factor analysis is the appropriate statistical technique to find out the smaller set of 

relatively large set of variables. This procedure groups the items of variables on the base 

of the correlations and it is an excellent statistical technique to determine the underlying 

structure of the questionnaire. Items that correlate with another, share the same 

dimensions to reveal the composite variables. Such composite variables are also described 

as factors. 

 

The 63 items of all eight variables used in this study such as Internal Audit Effectiveness 

(IAE), Independence (IOA), Top Managements support (TMS), Continuous Learning 

(CL), Relation with the Auditees (RA), Relation with Audit Committee (RC), Funding 

(F) and Relation with the external auditors (REA) were executed to principal component 

analysis using SPSS Statistics 20. For conducting the factor analysis, it is mandatory to 

check whether the sample is suitable or not. Therefore, in the present study data has been 

screened from the missing value, aberrant values and outliers and along with these 

assumptions all the 63 items of variables been measured on the Likert scale and it fulfils 

the requirement of factor analysis. For factor analysis, it is also necessary to have the 

sufficient sample size. In the current study sample size is 126 and it is permissible for the 

factor analysis. Hair et al. (2010) stated that the minimum sample size should not less than 

50 and preferably the data should be larger than 100. However, it is also argued that 
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sample size is not a big issue if the factors loadings are above 0.60 (Guadagnoli & Velicer, 

1988). 

 

Similarly, MacCallum, Widaman, Preacher and Hong (2001) describe that violation of 

the assumption of factor analysis such as sample size is not an issue, such violations just 

reduce the observed correlations. Moreover, it is also stated that sample size does not 

important with the high communalities (MacCallum et al., 2001; MacCallum, Browne, & 

Sugawara, 1996). Before conducting the principal component analysis, correlation 

analysis was done which found that coefficient values of many of the items were greater 

than 0.30. Three different approaches were employed to identify the number of factors to 

retain for this study. Kaiser Meyer Oklin (KMO) technique is one of those three 

techniques used in this study, its value was found to be 0.750 that is greater than its 

suggested range of > 0.60 (Kaiser, 1974). Furthermore, the Barlett’s Test of Sphericity 

was also found significant (Chi-Square = 3593.719, df = 946, sig. = 0.000).  Benzecri 

criterion was used to find the final numbers of factors. According to this criterion, we 

should select as many factors as can make sense of based on theory i.e., we can assign 

them different labels and explain them. So, based on this criterion, 08 factors/ components 

were selected for the further analysis. 

 

Kim and Mueller (1978) described that at least three items for each factor should be 

retained. Factor loading where 0.71 is considered is excellent, above 0.63 very good, 

above 0.45 fair and 0.32 was considered poor (Comrey & Lee, 1992). Therefore, 

suggestions by Comrey and Lee (1992) seem appropriate. In the current study items with 
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factor loading above 0.50 have been retained. Filed (2000) suggested that values between 

0.50 -0.70 are considered as mediocre, 0.70-0.8 considered as good and values between 

0.8-0.9 are considered as best. 

 

Factor Analysis of Independence of Auditees (IOA) 

The nine items of independent variable Independence of auditees were executed to 

principal component analysis using SPSS version 20. After running the EFA, three items 

of independent variable Independence of auditees was excluded due to low factor loading 

less than 0.50 (refer Appendix B).  After excluding the item with low factor loading, 

exploratory factor analysis was run again to retain the factor loading above 0.50 as shown 

in Table 4.3.  

 

The Cronbach’s alpha value for the items of Independence of auditees is 0.819 which is 

above 0.70 as Hair et al. (2010) and Devellis (2003). The value above then criteria shows 

that the items of independent variable Independence of auditees meet the statistical 

requirements of the further analysis. The statistical results of KMO, Bartlett Test of 

Sphericity, Significance = 0.000, and Factor loading= >0.50) depicts that the data is 

appropriate for conducting factor analysis; the details are given in Table 4.3.  
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Table 4.3 

Factor Analysis and Reliability test of Independence of internal auditors (IOA) 

Independence of auditees  Factor Loading 

IOA2 .814 

IOA3 .785 

IOA1 .754 

IOA5 .741 

IOA4 .664 

IOA8 .654 

Cronbach’s Alpha 0.819 

Eigenvalues 3.265 

Kaiser Meyer Oklin Measure of Sample Adequacy .832 

Bartlett’s test of Sphericity Approx. Chi-Square 250.000 

Sig. 0.000 

 

Factor Analysis of Relation with Audit Committee (RC) 

The six items of variable Relation with Audit Committee were executed to principal 

component analysis using SPSS version 20. After running the EFA, one item of 

independent variable Relation with Audit Committee was excluded due to low factor 

loading less than 0.50 (refer Appendix B).  After excluding the item with low factor 

loading, exploratory factor analysis was run again to retain the factor loading above 0.50 

as shown in Table 4.4.  

The Cronbach’s alpha value for the items of Audit Committee is 0.766 which is above 

0.70 as Hair et al. (2010) and Devellis (2003). The value above then criteria shows that 

the items of independent variable Relation with Audit Committee meet the statistical 

requirements of the further analysis. The statistical results of KMO, Bartlett Test of 
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Sphericity, Significance = 0.000, and Factor loading= >0.50) depicts that the data is 

appropriate for conducting factor analysis; the details are given in Table 4.4.  

Table 4.4 

Factor Analysis and Reliability test of Relation with Audit Committee (RC) 

Relation with Audit Committee Factor Loading 

RC6 .771 

RC2 .759 

RC5 .726 

RC4 .720 

RC3 .615 

Cronbach’s Alpha 0.766 

Eigenvalues 2.594 

Kaiser Meyer Oklin Measure of Sample Adequacy .733 

Bartlett’s test of Sphericity Approx. Chi-Square 163.314 

Sig. 0.000 

 

Factor Analysis of Continuous Learning (CL) 

The seven items of variable Continuous Learning (CL) were executed to principal 

component analysis using SPSS version 20. After running the EFA, three items of variable 

Continuous Learning (CL) was excluded due to low factor loading less than 0.50 (refer 

appendix B).  After excluding the item with low factor loading, exploratory factor analysis 

was run again to retain the factor loading above 0.50 as shown in Table 4.5. The 

Cronbach’s alpha value for the items of Continuous Learning (CL) is 0.87 which is above 

0.70 as Hair et al. (2010) and Devellis (2003). The value above then criteria shows that 

the items of independent variable Continuous Learning (CL) meet the statistical 

requirements of the further analysis. The statistical results of KMO, Bartlett Test of 
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Sphericity, Significance = 0.000, and Factor loading= >0.50) depicts that the data is 

appropriate for conducting factor analysis; the details are given in Table 4.5.  

 

Table 4.5 

Factor Analysis and Reliability test of Continuous Learning (CL) 

Continuous Learning Factor Loading 

CL2 .845 

CL4 .840 

CL3 ..829 

CL1 .756 

CL7 .638 

Cronbach’s Alpha 0.87 

Eigenvalues 3.699 

Kaiser Meyer Oklin Measure of Sample Adequacy .885 

Bartlett’s test of Sphericity Approx. Chi-Square 344.6415 

Sig. 0.000 

 

Factor Analysis of Top Management Support (TMS) 

The six items of independent variable Top management support (TMS) were executed to 

principal component analysis using SPSS version 20. After running the EFA, one item of 

independent variable Top management support (TMS) was excluded due to low factor 

loading less than 0.50 (refer Appendix B).  After excluding the item with low factor 

loading, exploratory factor analysis was run again to retain the factor loading above 0.50. 

The Cronbach’s alpha value for the items of Top managements support (TMS) is 0.832 

which is above 0.70 as Hair et al. (2010) and Devellis (2003). The value above then 

criteria shows that the items of independent variable Top managements support (TMS) 

meet the statistical requirements of the further analysis. The statistical results of KMO, 
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Bartlett Test of Sphericity, Significance = 0.000, and Factor loading= >0.50) depicts that 

the data is appropriate for conducting factor analysis; the details are given in Table 4.6.  

 

Table 4.6 

Factor Analysis and Reliability test of Top Managements Support (TMS)  

Top Managements support Factor Loading 

TMS4 .862 

TMS3 .845 

TMS2 .845 

TMS1 .788 

TMS5 .526 

Cronbach’s Alpha 0.832 

Eigenvalues 3.067 

Kaiser Meyer Oklin Measure of Sample Adequacy .768 

Bartlett’s test of Sphericity Approx. Chi-Square 282.823 

Sig. 0.000 

 

Factor Analysis of Relation with the External Auditors (REA) 

The nine items of independent variable Relation with the external auditors (REA) were 

executed to principal component analysis using SPSS version 20. After running the EFA, 

one item of independent variable Relation with the external auditors (REA) was excluded 

due to low factor loading less than 0.50 (refer appendix B).  After excluding the item with 

low factor loading, exploratory factor analysis was run again to retain the factor loading 

above 0.50. The Cronbach’s alpha value for the items of Relation with the external 

auditors (REA) is 0.864 which is above 0.70 as Hair et al. (2010) and Devellis (2003). 

The value above then criteria shows that the items of independent variable Relation with 
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the external auditors (REA) meet the statistical requirements of the further analysis. The 

statistical results of KMO, Bartlett Test of Sphericity, Significance = 0.000, and Factor 

loading= >0.50) depicts that the data is appropriate for conducting factor analysis as 

shown in Table 4.7.  

 

Table 4.7 

Factor Analysis and Reliability test of Relationship with External Auditors (REA) 

Relation with the external auditors Factor Loading 

REA8 .782 

REA7 .763 

REA3 .759 

REA5 .733 

REA4 .732 

REA9 .729 

REA2 .674 

REA1 .569 

Cronbach’s Alpha 0.864 

Eigenvalues 4.153 

Kaiser Meyer Oklin Measure of Sample Adequacy .834 

Bartlett’s test of Sphericity Approx. Chi-Square 448.632 

Sig. 0.000 

 

Factor Analysis of Relation with the Auditees (RA) 

The five items of independent variable Relation with the Auditees (RA) were executed to 

principal component analysis using SPSS version 20. After running the EFA, one item of 

independent variable Relation with the Auditees (RA) was excluded due to low factor 

loading less than 0.50 (refer appendix B).  After excluding the item with low factor 

loading, exploratory factor analysis was run again to retain the factor loading above 0.50. 

The Cronbach’s alpha value for the items of Relation with the Auditees (RA) is 0.749 

which is above 0.70 as Hair et al. (2010) and Devellis (2003). The value above then 
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criteria shows that the items of independent variable Relation with the Auditees (RA) 

meet the statistical requirements of the further analysis. The statistical results of KMO, 

Bartlett Test of Sphericity, Significance = 0.000, and Factor loading= >0.50) depicts that 

the data is appropriate for conducting factor analysis; the details are given in Table 4.8.  

 

Table 4.8 

Factor Analysis and Reliability test of Relation with the Auditees (RA) 

Relation with the Auditees Factor Loading 

RA1 .846 

RA2 .781 

RA5 .755 

RA3 .513 

Cronbach’s Alpha 0.749 

Eigenvalues 2.164 

Kaiser Meyer Oklin Measure of Sample Adequacy .711 

Bartlett’s test of Sphericity Approx. Chi-Square 101.764 

Sig. 0.000 

 

Factor Analysis of Audit Funding 

The five items of variable funding were executed to principal component analysis using 

SPSS version 20. After running the EFA, no item of independent variable funding was 

excluded due to factor loading above than 0.50 (refer appendix B).  After excluding the 

item with low factor loading, exploratory factor analysis was run again to retain the factor 

loading above 0.50.  The Cronbach’s alpha value for the items of funding Support is 0.864 

which is above 0.70 as Hair et al. (2010) and Devellis (2003). The value above then 

criteria shows that the items of independent variable funding meet the statistical 

requirements of the further analysis. The statistical results of KMO, Bartlett Test of 
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Sphericity, Significance = 0.000, and Factor loading= >0.50) depicts that the data is 

appropriate for conducting factor analysis; the details are given in Table 4.9. 

 

Table 4.9 

Factor Analysis and Reliability test of Funding (F) 

Funding Factor Loading 

F1 .863 

F4 .813 

F1 .802 

F5 .783 

F3 .772 

Cronbach’s Alpha 0.864 

Eigenvalues 3.257 

Kaiser Meyer Oklin Measure of Sample Adequacy .826 

Bartlett’s test of Sphericity Approx. Chi-Square 282.164 

Sig. 0.000 

 

Factor Analysis of Internal Audit Effectiveness (IAE) 

The 15 items of variable Internal Audit Effectiveness were executed to principal 

component analysis using SPSS version 20. After running the EFA, two items of variable 

Internal Audit Effectiveness were excluded due to low factor loading less than 0.50 (refer 

Appendix B).  After excluding the item with low factor loading, exploratory factor 

analysis was run again to retain the factor loading above 0.50. The Cronbach’s alpha value 

for the items of Internal Audit Effectiveness is 0.929 which is above 0.70 as Hair et al. 

(2010) and Devellis (2003). The value above then criteria shows that the items of 

independent variable Internal Audit Effectiveness meet the statistical requirements of the 

further analysis. The statistical results of KMO, Bartlett Test of Sphericity, Significance 
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= 0.000, and Factor loading= >0.50) depicts that the data is appropriate for conducting 

factor analysis; the details are given in Table 4.10.  

 

Table 4.10 

Factor Analysis and Reliability test of Internal Audit Effectiveness (IAE) 

Relation with the Auditees Factor Loading 

IAE9 .850 

IAE8 .830 

IAE7 .792 

IAE6 .755 

IAE2 .745 

IAE1 .739 

IAE11 .727 

IAE5 .723 

IAE15 .715 

IAE3 .706 

IAE4 .685 

IAE13 .658 

IAE10 .650 

Cronbach’s Alpha 0.929 

Eigenvalues 7.097 

Kaiser Meyer Oklin Measure of Sample Adequacy .886 

Bartlett’s test of Sphericity Approx. Chi-Square 1084.757 

Sig. 0.000 

 

4.5 Descriptive Statistics and Correlation of Variables 

The descriptive results describe that the mean value of independence of internal auditors 

is 3.8188 with a standard deviation of .74506, indicating that respondents agree with 

independence of internal auditors. The mean of top management support is 2.4149 and 
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the standard deviation is 1.0376 which indicate that respondents are neutral for top 

management support. On the other hand, mean value of relation with the external auditors 

is 2.7401 and the standard deviation is .73784, which indicates the respondents are neutral. 

 

The mean of relationship with auditees 3.6806 and the standard deviation is .70117 which 

indicate that respondents are rating between the neutral and agree for relationship with 

auditees but more inclined towards agree. The means of relation with audit committee, is 

3.1317 and the standard deviation is .78022, the mean value falls between neutral and 

agree but more inclined towards neutral for the relation with audit committee, while the 

mean value of funding is 2.8955 with a standard deviation of .74229, indicating that 

respondents are neutral for funding.  

 

Similarly, respondents rated continues learning with a mean value of 3.8540 which lie 

between agree and neutral with standard deviation 0.83154, indicates that respondent are 

agree for continuous learning. The mean value of Internal Audit Effectiveness is 3.7167 

and standard deviation is 0.70599. This indicate that on average respondents are 

somewhat agree and are inclined towards agree on the Internal Audit Effectiveness factor 

as exhibited in Table 4.11. 

 

Correlation test is used to analyse the association between the variables. According to 

Pallant (2007) the value of correlation coefficient (r) should lie between ±  1.0, if 

correlation coefficient value is 0, it suggests that there is no relationship between the 

working variables. If the value is ± 1, it indicates a perfect association either positive or 
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negative. According to Cohen (1988) the correlation coefficient (r) values ranging from 

± 0.1 to 0.29 association will be weak, when it ranges from ±0.30 to ±0.49 the 

relationship should be considered as of moderate level, whereas any association greater 

than or equals ±0.50 is termed as strong. 

 

The results delineate that internal audit effectiveness has significant and moderate level 

of association with independence (r = .434**, p < .01), relation with external auditors (r 

=402**, p < .01), relationship with auditee (r = .367**, p < .01), and with audit committee 

(r =. 426**, p < .01). Correlation scores of other factors are given in Table 4.11). 
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Table 4.11 

Descriptive statistics and correlation 

 

 Mean SD 1 2 3 4 5 6 7 8 

1. IOA 3.8188 .74506    1        

2. TMS 2.4149 1.0376 .012 1       

3. REA 2.7401 .73784 .205* .166 1      

4. RA 3.6806 .70117 -.516* -.171* .350** 1     

5. RC 3.1317 .78022 .079 -.40 * .383** .055 1    

6. F 2.8955 .74229 -.121 -.113 -.111 -.220 -.128 1   

7. CL 3.8540 .83154 -.192* -.014 1.120 -.135 .026 .171 1  

8. IAE 3.7167 .70599 .434* .038 .402** .367** .426** .093 .-0.56 1 
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4.6 Reliability and Validity  

After conducting EFA and correlation, the convergent and discriminant validity of 

measures of all the variables are found. The results presented in Table 4.5 confirmed 

reliability and validity of the variables, such as for all the variables of study, CR > .70 

(indicates reliability). 

 

4.7 Test of the Hypotheses 

To test the hypothesis, multiple regression analysis was used using SPSS 20.0.  Multiple 

regression is the most suitable technique of hypothesis testing when one continues 

dependent variable and multiple continues independent variables (Pallant, 2007). Before 

running multiple regression and testing the proposed hypothesis, all of its assumptions 

about data are mandatory to meet. Tabachnick and Fidell (2007) suggested the following 

assumptions of the multiple regression. 

 

4.7.1 Sample Size 

For the generalisability of results, a small sample is not suitable. Different authors suggest 

different sample size but Tabachnick and Fidell (2007) gave the formula to calculate the 

sample size requirement. According to him sample size to use should be N > 50 + 8m 

(where “m” represents number of independent variables).  In this study, there are six 

independent variables and one moderator, so the sample size should be greater than 106 

and this study is using the sample of 126. Hence the current study is meeting the 

assumptions of sample size. 
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4.7.2 Multicollinearity and Singularity 

This assumption is related to the relationship of independent variables. According to 

Pallant (2007), multicollinearity occurs when the independent variables are highly 

correlated (r=0.9 and above). In the current study, no independent variables are highly 

correlated with one another as shown in the correlation table.  On the other hand, issue of 

singularity arises when an independent variable is the combination of another independent 

variable. 

 

Multicollinearity can also be checked by the values of Tolerance and VIF. If the Tolerance 

value is less than 0.10 then there will be the case of multicollinearity and if the VIF value 

is above 10, it will be the concern of multicollinearity. The results shown in the following 

Table 4.12 are not violating the critical values. 

 

Table 4.12  

Tolerance and VIF 

Variables Tolerance VIF 

IOA .720 1.388 

RC .833 1.200 

TMS .918 1.089 

REA .735 1.361 

RA .620 1.614 

F .914 1.095 

 

Internal Audit Effectiveness (IAE), Continuous Learning (CL), Top Management Support 

(TMS), Relation with the Auditees (RA), Relation with Audit Committee (RC), 

Independence of internal auditors (IOA), Relation with the external auditors (REA) and 
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Funding (F). In this study, no independent variable is the combination of another 

independent variable. Hence there is no issue of singularity and Multicollinearity in the 

current study.  

 

4.7.3 Outliers 

Hair et al. (2010) defined outlier as “Observations with a unique combination of 

characteristics identifiable as distinctly from the other observations” (p.62). Multiple 

regression cannot bear outliers. Before analysis of data, outliers should be deleted. In the 

current study, there were 05 outliers and have been deleted in the initial data screening 

process. So, the current study is not violating this assumption of regression. 

 

4.7.4 Normality Test 

The assumption of the normality was tested through normal P-P plot of regression and 

histogram. The Figures 4.2 and 4.3 show that assumption of the normality is not violated. 
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Figure 4.2:  

Regression standardise Residual 

 

Figure 4.3:  

Normal PP-Plot of standardise Residual 
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4.7.5 Linearity and Homoscedasticity 

This assumption of the multiple regression is examined using scatter plot. It is clearly 

shown in Figure 4.4 that there is no relationship between the residuals and predicted 

values. 

 

Figure 4.4 

Scatter Plots 

 

4.8 Results of Analysis 

In Chapter One research questions were posed for the current study. This section presents 

the answers posed research questions and test the proposed hypothesised relationships. In 

order to assess the impact of potential factors on audit effectiveness. Multiple regression 
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has been utilised to test the proposed relationship. The overall results of the model show 

that independent variables explain 46% variations in the internal audit effectiveness which 

is acceptable in the social science research. Accordingly, Chin (1998) suggested that in 

PLS-SEM, the r-squared value of 0.60 can be considered as substantial, 0.33 as moderate 

and 0.19 as weak. In this research the r-square can be considered moderate to substantial 

level as depicted in Table 4.13. Moreover, the regression equation with coefficient is 

given below as Model 1 for indicating direct relationship between independent and 

dependent variables.  

 

IAE = -.574 + .285 IOA+.145 TMS+.182 REA +.219 RA+.361 RC  

            + .258 F……………………. Model 1. 

In the above equation: IAE = Internal Audit Effectiveness, IOA= 

Independence of Internal Auditors, TMS= Top Management Support, REA= 

Relation with the External Auditors, RA= Relationship with Auditee and RA= 

Relation with Audit Committee, F= Funding and ℇt= Error term 

 

In which, hypothesis 01 proposed that the independence of internal audit has significant 

positive impact on internal audit effectiveness. The results given in Table 4.8 

demonstrates that independence of internal audit has a positive and significant 

relationship with internal audit effectiveness as (β= 0.285; p = 0.000), therefore, 

hypothesis 01 is supported at p<0.001. Moreover, the value of IOA coefficient depicts 

that the independence of auditors explains almost 29% changes in the internal audit 

effectiveness and appears as potential factor that can influence internal audit effectiveness 

in Libyan Fully Owned Oil and Petroleum Companies.  
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Hypothesis 02 proposed that top management support has significant positive impact on 

internal audit effectiveness. The results of the analysis show that top management support 

has a positive and significant relationship with internal audit effectiveness as ( = .145; p 

= 0.041), therefore, hypothesis 02 is supported at p<0.05. Moreover, the value of TMS 

coefficient depicts that the top management support can explain almost 15% changes in 

the internal audit effectiveness and appears as potential factor that can influence internal 

audit effectiveness in Libyan fully owned oil and petroleum companies. 

 

Hypothesis 03 proposed that the relationship with the external auditors has significant 

positive impact on internal audit effectiveness. The results of analysis indicate that 

relationship with the external auditors has a significant relationship with internal audit 

effectiveness as ( = .182; p = 0.022), therefore, hypothesis 03 is supported at p<0.05. 

Furthermore, the value of REA coefficient depicts that relationship with the external 

auditors can explain almost 18% changes in the internal audit effectiveness and appears 

as potential factor that can influence internal audit effectiveness in Libyan fully owned 

oil and petroleum companies. 

 

Hypothesis 04 proposed that the relationship with auditees have significant positive 

impact on audit effectiveness. From the results of analysis, it is found that the relationship 

with auditees have positive and significant relationship with internal audit effectiveness 

as ( = 0. .219; p = .012), therefore, hypothesis 04 is supported at p<0.05. Moreover, the 

value of RA coefficient depicts that relationship with auditee can explain almost 22% 
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changes in the internal audit effectiveness and appears as potential factor that can 

influence internal audit effectiveness in Libyan fully owned oil and petroleum companies. 

 

Table 4.13  

Multiple Regression Results (Direct relationship) 

Model    
Independent 

Variables 

Internal Audit Effectiveness (IAE 

Standardized 

Coefficients (β) 

 

t 

 

Sig. 

 

R2 

 

 

1 

(Constant)  -1.213 .228 

.460 

 
 

IOA .285 3.591 .000 

TMS .145 2.070 .041 

REA .182 2.317 .022 

RA .219 2.554 .012 

RC .361 4.887 .000 

F .258 3.667 .000 

 

Hypothesis 05 proposed that the relationship with auditees committee has a significant 

impact on audit effectiveness. The results of analysis that relationship with auditees has a 

positive and significant relationship with internal audit effectiveness as ( = .361; p = 

0.000), therefore, hypothesis 05 is supported at p<0.01. Furthermore, the value of RC 

coefficient depicts that relationship with audit committee can explain almost 36% changes 

in the internal audit effectiveness and appears as potential factor that can influence internal 

audit effectiveness in Libyan fully owned oil and petroleum companies. 

 

The last hypothesis for direct relationship (H6) proposed that funding of the internal 

auditing has significant positive impact on internal audit effectiveness. The results are 

evident that there is significant and positive relationship between funding and the internal 
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audit effectiveness as ( = .258; p = 0.000), therefore results support the hypothesis 06 at 

p<0.01. Moreover, the value of F coefficient depicts that funding can explain almost 25% 

changes in the internal audit effectiveness and appears as potential factor that can 

influence internal audit effectiveness in Libyan fully owned oil and petroleum companies 

the details of the results of multiple regression are given in Table 4.14. 

 

4.9 Moderation Analysis 

This section presents the moderation analysis to test the moderating effect of continuously 

learning. This section answers the following research question: 

Does continuous learning moderate the relationship between independence, top 

management support, relation with the external auditors, relation with audit 

committee, relation with the auditee, funding and internal audit effectiveness. 

Hierarchical multiple regression was used to determine the impact of the independence, 

top management support, relation with the external auditors, relation with audit 

committee, relation with the auditee, funding and internal audit effectiveness. The 

possible moderating effect of continuous learning was tested using hierarchical multiple 

regression that produces usual regression output, as well as estimates of the effect of the 

focal predictor variables at values of the moderator variable (for details, see Hayes & 

Matthes, 2009).  

 

In statistical models such as ordinary least squares (OLS) regression or logistic regression, 

moderation effects frequently are tested by including the product of the focal independent 

variable and the moderator as an additional predictor in the model. When an interaction 
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is found, it should be probed in order to better understand the conditions (i.e., the values 

of the moderator) under which the relationship between the focal predictor and the 

outcome is strong versus weak, positive versus negative, and so forth. 

The overall results of the model show that independent variables explain 54% variations 

in the internal audit effectiveness which is acceptable, and it indicates that adding 

moderating variables increase additional 8% explanation in dependent variable. 

Accordingly, Chin (1998) r-squared value of 0.543 can be considered as moderate and 

acceptable indicated in Table 4.13. Moreover, the regression equation with coefficient is 

given below as Model 2 for indicating direct and moderating effect of continuous learning 

on relationship between independent and dependent variables. 

 

IAE = -.398 + .20 IOA+ .139 TMS+.138 REA+.414 RC+.30 RA+.238 F-.039CL 

           +.229 IOA*CL + .042 TMS *CL-.210 REA *CL-.098 RC *CL-.195RA *CL 

           +.091F*CL+ ℇt …………Model 2. 

 

In the above equation: IAE = Internal Audit Effectiveness, β0= intercept, β1 IOA= 

Independence of Internal Auditors, β2 TMS= Top Management Support, β3 REA= 

Relation with the External Auditors, β4 RC= Relation with Audit Committee, β5 

RA= Relationship with Auditee, β6 F= Funding, β7 CL= Continuous learning, β 

8IOA*CL = interaction between Independence of Internal Auditors and 

Continuous Learning, β9TMS*CL = interaction between Top Management 

Support and Continuous Learning, β10REA*CL= interaction between Relation 

with the External Auditors and Continuous Learning, β11RC*CL= interaction 

between Relation with Audit Committee and Continuous Learning, β12RA*CL= 

interaction between Relationship with Auditee and Continuous Learning, 

β13F*CL= interaction between Funding and Continuous Learning and ℇt= Error 

term. 
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Table 4.14 

Hierarchical Multiple Regression Results 

 

Independent 

Variables 

Internal Audit Effectiveness (IAE 

Model 
Standardized 

Coefficients (β) 

 

t 

 

Sig. 

 

R2 

 

∆R2 

 (Constant) -.398 -.656 .513   

 IOA .200 2.455 .016 

0.46 

 

 

 

 

 

 

 

0.543 

 

 

 

 

 

 

 

 

.083 

 TMS .139 2.038 .044 

 REA .138 1.756 .082 

2 RA .301 3.010 .003 

 RC .414 5.328 .000 

 F .238 3.241 .002 

 CL -.039 -.549 .584 

 IOA* CL .229 2.883 .005 

 TMS* CL .042 .556 .580 

 REA* CL .210 2.330 .022 

 RA* CL -.195 -2.125 .036 

 RC* CL -.098 -1.057 .293 

 F* CL .091 1.183 .239 

 

 

In relation to the moderating effect of continuous learning, Hypothesis 07a proposed that 

continuous learning moderate the relationship between independence of internal audit and 
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internal audit effectiveness. The result of the interaction term beta coefficient (B = 0.229, 

p-value = 0.005) shows that moderator continuous learning moderates the relationship 

between independence of internal auditors and internal audit effectiveness. Hence 

hypothesis 07a found is supported. 

 

 

Figure 4.5 

Interaction effect of IOA and CL 

 

The slopes for the relationship between Independence of Internal Audit (IOA) and internal 

audit effectiveness (IAE) moderated by continuous learning (CL) shows that internal audit 

effectiveness is at its lowest level at the point when relation with the Independence Of 

Internal Audit is at high level and the moderator variable continuous learning is also at 

the high level as compared to when the independent variable is at the same position and 

moderator variable continuous learning is at the low level. 
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Hypothesis 7b proposed that continuous learning moderate the relationship between top 

management support and internal audit effectiveness. The result of the interaction term 

beta coefficient (B = 042, p-value = .580) shows that moderator continuous learning does 

not moderates the relationship between top management support and internal audit 

effectiveness. Hence hypothesis 07b found not supported. 

 

Hypothesis 7c proposed that continuous learning moderate the relationship between 

relationship with the external auditors and internal audit effectiveness. The result of the 

interaction term beta coefficient (B = .210, p-value = .022) shows that moderator 

continuous learning moderates the relationship between relation with the external auditors 

and internal audit effectiveness. Hence hypothesis 4e is supported. 

 

 

Figure 4.6 

Interaction effect of REA and CL 
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The slopes for the relationship between relation with the external auditors (REA) and 

internal audit effectiveness (IAE) moderated by continuous learning (CL) shows that 

internal audit effectiveness is at its highest level at the point when relation with the 

external auditors is at high level and the moderator variable continuous learning is also at 

the high level as compared to when the independent variable is at the same position and 

moderator variable continuous learning is at the low level. 

 

Hypothesis 7d proposed that continuous learning moderate the relationship between 

relation with the auditees and internal audit effectiveness. The result of the interaction 

term beta coefficient (B = -.195, p-value = .036) shows that moderator continuous learning 

moderates between the relationship with the auditees and internal audit effectiveness. 

Hence hypothesis 07d is supported. 

 

 

Figure 4.7 

Interaction effect of RA and CL 
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The slopes for the relationship between relationship with auditee (RA) and internal audit 

effectiveness (IAE) moderated by continuous learning (CL) shows that internal audit 

effectiveness is at its highest level at the point when relation with the external auditors is 

at high level and the moderator variable continuous learning is also at the high level as 

compared to when the independent variable is at the same position and moderator variable 

continuous learning is at the low level. 

 

Hypothesis 7e proposed that continuous learning moderate the relationship between 

relation with committee and internal audit effectiveness. The result of the interaction term 

beta coefficient (B = -.098, p-value = .293) shows that moderator continuous learning is 

not playing the moderating role between relation with committee and internal audit 

effectiveness. Hence hypothesis 07d found not supported. 

 

Hypothesis 07f proposed that continuous learning moderate the relationship between 

funding and internal audit effectiveness. Result of the interaction term beta coefficient (B 

= 091, p value = .239) shows that moderator continuous learning is not playing the 

moderating role between funding and internal audit effectiveness. Hence hypothesis 07f 

is not supported. 

 

The overall moderation model showed that without moderating effect the model was 46% 

explanation in internal audit effectiveness. While the results of moderation effects and 

interaction terms testing model explain total variation in internal audit effectiveness 
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54.7%. There is a change in R2 value around 8.7%, this change in R2, indicates that 

moderator continues learning improves the explanation power of model and strengthen 

the overall capacity of the independent variable to explain variations independent 

variables. The summary of the results is given in Table 4.15. 

Table 4.15 

Summary of Hypothesis testing  

Hypothesis Relationship Decision 

H1 The independence of internal audit has positive 

influence on the internal audit effectiveness 

Supported 

H2 Top management support has positive influence on the 

internal audit effectiveness. 

Supported 

H3 The relationship with the external auditors has positive 

influence on the internal audit effectiveness. 

Supported 

H4 The relationship with auditees has positive influence 

on the internal audit effectiveness. 

Supported 

H5 The relationship with auditees committee have positive 

influence on the internal audit effectiveness. 

Supported 

H6 The funding of the internal auditing has positive 

impact on the internal audit effectiveness. 

Supported 

H7 Continuous Learning moderates the relationship 

between independence of internal auditors, top 

management support, relation with the external 

auditors, relation with audit committee and relation with 

the auditee, funding and internal audit effectiveness. 

Partially 

Supported 
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4.10  Summary 

The current chapter presents the results of the data analysis using SPSS. The data was 

collected from the internal auditors working in national oil companies. The collected data 

was evaluated to assess the quality and suitability of the data to test the proposed 

hypothesis. The preliminary data analysis was conducted using SPSS. The preliminary 

analysis in SPSS is important to ensure that data is suitable for further analysis. After 

preliminary analysis data was analyzed using SPSS. There were two models run to test 

the direct relationship between independent and dependent variable and moderating 

impact of continuous learning. The results indicate that independence of internal auditors, 

top management support, relation with the external auditors, relation with audit committee 

and relation with the auditee and funding significantly influence internal audit 

effectiveness. While continuous learning moderates the relationship between 

independence internal audit, relationship with external auditor, relationship with auditees 

and internal audit effectiveness. The following chapters provide discussion on the results 

in light of previous literature and provide useful recommendations for policy makers and 

future researchers.  
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CHAPTER FIVE 

DISCUSSION AND RECOMMENDATIONS 

 

5.1 Introduction 

This chapter presents the discussion and recommendations based on the findings. The 

research questions, objectives and purpose of the study are recalled. The next section 

discusses the findings of the current research in the light of previous research findings 

related to internal audit effectiveness. Additionally, theoretical and policy and practical 

implications are given based on the findings. Furthermore, the limitations of the study are 

identified in order to guide future researchers to further investigate internal audit 

effectiveness. The last section presents the conclusion.  

 

5.2 Recapitulation of the Study Findings 

This study aims to empirically identify the factors that affect the effectiveness of internal 

audit in Libyan fully owned oil and petroleum companies. Furthermore, the moderating 

impact of continuous learning is analysed on the relationship between independence of 

internal auditors, top management support, relationship with external auditors, audit 

committee and auditees and funding and internal audit effectiveness.  

 

The main research question of this current study is: What are the factors that can influence 

the effectiveness of internal auditing of Libyan fully owned oil and petroleum companies? 

The study also examines whether continuous learning moderates the relationship between 

independence of internal auditors, top management support, relationship with the external 
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auditors, audit committee and auditees and funding and internal audit effectiveness of 

Libyan fully owned oil and petroleum companies. 

 

The current research achieved its objectives and answers to the research questions by 

collecting data from internal auditors who audited Libyan fully owned oil and petroleum 

companies. This study has a sample of 126 respondents and collected data using a self-

administered survey. A measure of sample adequacy and sample size calculation methods 

were used to ensure sufficient sample size to analyse the data and achieve the objectives 

efficiently. Results of the reliability test assured the reliability of collected data and factor 

analysis results also confirmed the reliability and validity of the data. The data was 

analysed using descriptive and inferential statistics.  

 

To examine the research questions and to test the hypothesised relationship, this study 

used SPSS 20.0. The direct relationship between independent and dependent variables 

and moderating effect on these relationships were tested using multiple regression 

analysis and hierarchical multiple regression, respectively. 

 

5.3 Discussion 

Factor analysis was conducted to assess the factor loadings of each variable used in this 

study. The factor loading of all items of selected constructs showed a satisfactory level of 

loadings for all independent and dependent variables. Furthermore, reliability of the 

measurement also showed that scales used to measure focal construct hold adequate 

reliability and can be used for further analysis. 
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This study answers the following research question: 

1. Does independence of the internal auditor has any significant influence on internal 

audit effectiveness? 

2. Does top management support has any significant influence on internal audit 

effectiveness? 

3. Does relationship with external auditors has any significant influence on internal 

audit effectiveness? 

4. Does relationship with auditees has any significant influence on internal audit 

effectiveness? 

5. Does relationship with audit committee has any significant influence internal audit 

effectiveness? 

6. Does funding has any significant influence on internal audit effectiveness? 

7. Does continuous learning moderate the relationship between independence, top 

management support, relation with the external auditors, relation with audit 

committee and relation with the auditee, funding and internal audit effectiveness? 

 

Correlation and regression analysis were used to test the empirical relationships. The 

following section discusses the findings on research question.  

 

The results of regression analysis ( = .285**) show that there is a significant influence 

of independence of internal auditors on internal audit effectiveness. According to the IIA 

(2013), independence is one of the requirements of the internal audit function which can 

permit the auditors to carry out their work without interference by any party. The 
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independence of internal auditors is with respect to both assurance services and consulting 

for the organization. George et al. (2015) added that independence of internal auditors is 

the most important factor affecting internal audit effectiveness. Abu-Azza (2012) 

similarly documented that independence of internal auditors enhances the level of internal 

audit effectiveness. The results are in line with agency and contingency theories where 

independence of internal auditors seems necessary for internal audit effectiveness. The 

agency theory supports the view that the work of the auditors should be independent from 

any pressure from top management on internal auditors. The independence of auditors 

helps to reduce loyalty to the employer or specific managers and provides auditors with 

an encouraging working environment that brings about effectiveness in audit work 

through less pressure from employers or managers. In the Libyan context, more 

independence of internal auditors will make the audit more effective. 

 

The results of regression analysis ( = 0.145**) show that there is significantly positive 

influence of top management support on internal audit effectiveness. The regression 

analysis results depict that in Libya, top management support impacts on internal audit 

effectiveness. The results of the current study are in line with Ahmad et al. (2012), who 

mentioned that top management support contributes most to internal audit effectiveness. 

In the case of a high level of top management support, internal auditors’ recommendations 

would be likely to be implemented and internal audit would be well-resourced in terms of 

number of staff and budget. Mihret and Yismaw (2007) also suggested that top 

management support for internal audit is considered as a significant determinant of 

internal audit effectiveness. Moreover, the study of Zain, Subramaniam, and Stewart 
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(2006) supports the notion that for appropriate resource allocation to internal audit, 

organizations must benefit from the functions of internal audit that supports an external 

audit. Moreover, Sarens and De Beelde (2006) asserted that the overall appreciation and 

acceptance of internal audit by a company is dependent on the support received from top 

management.  The above results are in line with the agency and contingency theories, 

where the smooth relationship between management and internal auditors serves as 

encouragement for the internal auditors to be more effective in their audit tasks. Moreover, 

the support from top management allows auditors to gain necessary information without 

any problem and they can utilize resources of the company to support their activities. 

These facilitating conditions due to top management support lead to internal audit 

effectiveness. This implies that the extent of top management support to internal auditors 

can lead to internal audit effectiveness in Libyan fully owned oil and petroleum 

companies. 

 

The results of regression analysis ( = 0.182**) indicate that relationship with external 

auditors has a significantly positive influence on internal audit effectiveness. The results 

are in accordance with previous research studies, such as Abu-Azza (2012), who 

explained that the work of internal and external auditors may not be effective without each 

other’s support. The work of one party is dependent on the other and the overall success 

of audit depends on both internal and external audits. As a result, interaction between 

internal and external auditors jointly contributes to achieving internal audit effectiveness. 

The studies conducted by Al-Twaijry et al. (2004); and Arena and Azzone (2009), also 

stress on the need for cooperation and teamwork between internal and external auditors 
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for internal auditing to be effective. As per the contingency theory, the relationship 

between internal and external auditors is extremely important for internal audit 

effectiveness. As the external audit depends on the evaluation of internal auditors, the 

coordination and relationship between internal and external audits not only assist to 

improve the internal audit but the overall audit of a company. In the context of Libyan 

fully owned oil and petroleum companies, a strong relationship between internal and 

external auditors can help to prevent work duplication and also increase the quality of 

audit work, which in turn, can increase the effectiveness of the IAD. 

 

The regression results ( = 0.219**) show that there is a significantly positive influence 

of the relationship with auditees on internal audit effectiveness in Libyan fully owned oil 

and petroleum companies. The results of the current study are in line with previous 

studies, where Al-Twaijry et al. (2003); and Mihret and Yismaw (2007) support that the 

level of auditee cooperation influences the extent to which internal auditing properly 

accomplishes its objectives and improves internal audit effectiveness. Endaya and 

Hanefah (2013) mentioned that the effective communication between auditees and 

internal auditors is very important for internal audit effectiveness. Furthermore, Mihret 

and Yismaw (2007) documented that for getting more efficient audit work, the auditors 

must have full access to records, properties and support from auditees. The results are 

supported by the contingency theory where all audit-related factors assist in the internal 

audit effectiveness process. The relationship with auditees may enable the internal 

auditors to work closely and get more required information easily to understand the audit 

tasks. The auditees should collaborate with internal auditors to identify potential issues 
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that may be having a significant impact on internal audit effectiveness and recommend 

solutions to overcome those issues. Thus, the relationship between these two is of 

considerable importance and helps to achieve internal audit effectiveness. In the context 

of Libyan fully owned oil and petroleum companies, this relationship also appears as 

significant and indicates that relationship with auditees is a significant factor that 

contributes to internal audit effectiveness. 

 

The results of the regression analysis ( = 0.361*) show that there is a significantly 

positive relationship between audit committee and internal audit effectiveness. The result 

of the current study is supported by previous findings. In the literature, there is evidence 

that the existence of relationship between internal audit and the audit committee is 

positively related to the effectiveness of internal audit. For instance, Cahill (2006); and 

Arena and Azzone (2009) found that the audit committee has a significant impact on the 

effectiveness of internal audit. Similarly, the Basel Committee (2002) reported that in 

many countries, audit committees are being set-up to address the practical challenges that 

arise among board of directors in fulfilling their tasks. The audit committee ensures the 

existence of an internal control mechanism in the company and also maintains the internal 

control system to support the board of directors. In addition, the audit committee 

facilitates both internal and external audit effectiveness. In line with the contingency 

theory, the relationship between internal auditors and audit committee is important to 

achieve a level of efficiency. This relationship serves as a key aspect of coordination 

between auditors and management as well as strengthens the internal control system. 

Internal auditors’ role have been emerged from financial enforcer to important stakeholder 
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and participant in management decision making process. Whereas the audit committee 

has more responsibilities in managing financial reporting and internal company control. 

It depicts that effective working relationship between internal auditors and audit 

committee is important for internal audit effectiveness. In the case of Libyan fully owned 

oil and petroleum companies, the strong relationship between internal auditors and audit 

committee has a significant impact on internal audit effectiveness. 

 

On the other hand, the results of regression analysis ( =0.258*) indicate that there is 

significantly positive influence of funding on internal audit effectiveness. The results are 

in line with the findings of Karanja (2014) who asserted that audit funding has a 

significant relationship with effective internal auditing and a few respondents agree that 

internal auditors' retention capacity has improved in the recent past due to internal audit 

funding in the public sector. Furthermore, Belay (2007) recommended that auditors must 

have sufficient funds to manage the internal audit activities based on the size and scope 

of the audit. Appropriate budget allocation for audit activities impacts on auditors’ 

capacity to carry out audit activities efficiently. The auditors must be given sufficient 

funds according to size of operations and audit responsibilities assigned. In line with the 

above, the IIA (2013) posits that the chief audit executive should ensure that the internal 

audit team has appropriate and sufficient resources and these resources are effectively 

deployed to achieve the desired audit goals. Cohan and Sayag (2010) also supported that 

funding is an important measure of support to internal audit activities. The IAD must have 

sufficient resources to acquire the required and desired resources, such as right number of 

high-quality staffs, budget for training and development and physical resources. This 
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concept of funding is in line with the contingency and agency theories, where internal 

audit should be supported by the management by providing sufficient funds. Moreover, 

these funds act as a facilitating condition for audit activities to be performed in an efficient 

way with the help of adequate resources. In the case where there is sufficient funding 

available to internal auditors, the auditors can acquire the best resources that can assist in 

making the audit more effective and efficient. Thus, in the case of the Libyan fully owned 

oil and petroleum companies, the IAD should be allocated sufficient funding to manage 

its operations and to acquire the resources necessary to perform an effective audit. The 

acquisition of resources with sufficient funding can lead to effectiveness of internal audit. 

This study contributes to the previous literature by empirically analysing the impact of 

funding on internal audit effectiveness; the results are also in line with previous literature 

and theories (contingency and agency theories). 

 

This study also assessed the moderating effect of continuous learning on the relationship 

between independence of internal auditors, top management support, relationship with 

external auditors, audit committee and auditees and funding and internal audit 

effectiveness. This study contributes to the previous findings in this field by assessing the 

moderating effect on the relationship between factors that impact on internal audit 

effectiveness, which have been given less attention by previous researchers. The beta 

coefficient for interaction term for the moderating effect of continuous learning on the 

relationship between independence of internal auditors and internal audit effectiveness (B 

= .299**) shows that continuous learning moderates the relationship between 

independence of internal auditors and internal audit effectiveness. This is in line with the 

contingency theory where continuous learning moderates the relationship between 
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independence of internal auditors and internal audit effectiveness. Continuous learning 

strengthens the relationship between independence of internal auditors and internal audit 

effectiveness. Libyan fully owned oil and petroleum companies must focus on continuous 

learning programs for their internal auditors to enhance the level of internal audit 

effectiveness. The more independent auditors are and continuous learning opportunities 

available for auditors, the higher will be the level of effectiveness.   

 

This study assumed that the moderating effect of continuous learning on the relationship 

between top management support and internal audit effectiveness will be stronger when 

continuous learning is high as compared to when continuous learning is low. The result 

of the beta coefficient for interaction term (B = .042) depicts that continuous learning does 

not moderate the relationship between top management support and internal audit 

effectiveness. 

 

The study further proposed that the relationship between relationship with external 

auditors and internal audit effectiveness will be stronger when continuous learning is high 

as compared to when continuous learning is low. The results of the beta coefficient for 

interaction term (B = .210**) show that continuous learning moderates the relationship 

between relationship with external auditors and internal audit effectiveness. In the internal 

auditing process, both parties rely on each other, especially external auditors rely on the 

information from internal auditors, which is in line with the contingency theory. 

Continuous learning and relationship with external auditors serve as more crucial factors 

that potentially can influence internal audit effectiveness. The Libya oil and petroleum 

companies should provide sufficient learning opportunities to internal auditors and also 
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encourage the relationship between internal and external auditors. This cooperation and 

continuous improvement in skills will assist in internal audit effectiveness. 

 

This study proposed that the relationship between relationship with auditees and internal 

audit effectiveness will be stronger when continuous learning is high as compared to when 

continuous learning is low. The moderation results of the beta coefficient for interaction 

term (B = -.195*) show that continuous learning moderates the relationship between 

relationship with auditees and internal audit effectiveness. The contingency theory 

provides support for the findings that in the presence of a strong working relationship with 

auditees, continuous learning significantly influences internal audit effectiveness. In the 

case of Libyan fully owned oil and petroleum companies, emphasis should be given to 

collaboration between auditees and internal auditors. The oil and petroleum companies 

should focus on continuous learning and development of internal auditors to enhance 

internal audit effectiveness.  

 

This study hypothesized that the moderating effect of continuous learning on the 

relationship between relationship with audit committee and internal audit effectiveness 

will be stronger when continuous learning is high as compared to when continuous 

learning is low. The result of the beta coefficient for interaction term (B = -0.98) depicts 

that continuous learning does not moderate the relationship between relationship with 

audit committee and internal audit effectiveness. 

 

The study proposed that the relationship between funding and internal audit effectiveness 

will be stronger when continuous learning is high as compared to when continuous 
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learning is low. The results of the beta coefficient for interaction term (B = 0.019) show 

that continuous learning does not moderate the relationship between funding and internal 

audit effectiveness. The moderation effects increase the explanation power of total 

variation in internal audit effectiveness from 46% to 54.7%. There is a change in R2 value 

of about 8.7%; this change in R2 indicates that continuous learning, as a moderator, 

improves the explanatory power of the model and strengthens the overall capacity of the 

independent variables to explain variations in the dependent variable. The moderating 

variable moderates the relationship of most of the independent and dependent variables, 

which shows significant role of continuous learning to enhance internal audit 

effectiveness in Libyan fully owned oil and petroleum companies.  

 

In addition to recruiting internal auditors, it is also necessary for an organization to 

provide additional training initiatives in order to remain abreast with knowledge of audit 

methods and techniques and of what is new in the field. The IIA provides training courses 

to internal auditors and certifies that they meet an acceptable level of proficiency. CIAs 

who perform internal audit are asked to complete 80 hours every two years which is 

accepted by CPE (Continuous Professional Education) according to (IIA, 2013).  

 

Azizan (2014) supported that in an organization, continuous learning takes place to foster 

growth and innovativeness. Dialogue and inquiry are part of learning activities, where 

employees are encouraged to listen and inquire about the opinions of other colleagues. 

From the perspective of team learning, it leads to the collaboration of teams towards the 

achievement of a common goal. Moreover, continuous learning empowers internal 

auditors as well as other employees to achieve the vision of the organisation. A sense of 
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accountability and responsibility is instilled in employees at all levels. The current 

research finding is in line with Mbassana (2014), where continuous learning is 

incorporated in everyday work routines and employees are supposed to learn not only 

skills related to their job roles but also the skills used by other work units. The employees 

should be aware of the functions of other work units in relation to operations and goals of 

the business, in order to know the relatedness of other work units with the main company 

goals. Employees are expected to teach new skills to their co-workers as well as learn new 

skills from their co-workers. In short, the entire work environment should be directed 

towards learning new skills to achieve company goals. Moreover, such learning concept 

is needed to deal with increasingly complex and interrelated issues. 

 

5.4 Implications of the Study 

This current study presents various implications based on the results generated from the 

collected data. These implications are discussed in two categories: theoretical 

implications and policy and practical implications. The detailed discussion is given below: 

 

5.4.1 Theoretical Implications 

In the field of audit with respect to internal audit effectiveness of internal auditors in the 

oil and petroleum field, it is very difficult to obtain data from internal auditors. There is a 

lack of clarity and less explanation provided in previous research on the factors affecting 

internal audit effectiveness. This research presents a research framework based on 

previous literature and theories for understanding the factors that impact on internal audit 

effectiveness. Moreover, this research is few among those that have touched on two 

important aspects of internal audit effectiveness, i.e., funding that potentially influences 
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internal audit effectiveness and the moderating effect of continuous learning to strengthen 

the impact of factors that impact on internal audit effectiveness in Libyan fully owned oil 

and petroleum companies. 

 

This research extends the application of the contingency and agency theories, where the 

variables are introduced as contingency and agency factors in the framework of internal 

audit effectiveness to enhance the understanding on internal audit effectiveness. The 

current study finds that top management should support internal audit activities and the 

auditors should be free in the company to perform audit activities independently and to 

ensure the transparency of the audit. Moreover, the study also emphasizes that from the 

contingency perspective, there should be a strong relationship between audit committee, 

top management, external auditors and auditees and internal auditors to strengthen the 

internal audit process. Moreover, funding and continuous learning are introduced in the 

contingency framework as contributing factors that can enhance the level of internal audit 

effectiveness.  

 

The current research framework firstly examines the impact of independence of internal 

auditors, top management support, relationship with external auditors, audit committee 

and auditees and funding on internal audit effectiveness. Fundamentally, there exists a 

difference in internal audit and external audit effectiveness, as the factors affecting 

internal audit effectiveness are different from external audit effectiveness. The theoretical 

framework of the current study highlights the unexplained phenomenon in terms of 

internal auditing that can enhance internal audit effectiveness. 
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The second implication of this current research is in terms of the methodology employed 

to test the proposed framework. In the past, very few studies on audit have examined 

empirically the impact of independence of internal auditors, top management support, 

relationship with external auditors, audit committee and auditees and funding on internal 

audit effectiveness. This study assesses the impact of funding along with the independence 

of internal auditors, top management support and relationship with external auditors, audit 

committee and auditees on internal audit effectiveness, which is a significant contribution 

in the field of internal audit effectiveness and auditing. 

 

The third theoretical implication is the assessment of the moderating impact of continuous 

learning which could be considered as unique in the field of internal auditing as the 

internal audit effectiveness depends on internal auditors and colleagues. The continuous 

training and learning opportunities can enhance the skill of internal auditors, which can 

result in internal audit effectiveness.  

 

Previous internal auditing research in Libya has mostly employed an untested “mix and 

match” methodology but this current research explains the underlying phenomenon of 

internal audit effectiveness in a broader sense with respect to Libyan fully owned oil and 

petroleum companies. These attempts of presenting a more detailed framework of internal 

audit effectiveness with more explanatory power show research is particularly critical in 

developing countries with emerging and transitional economies. 

 

It can be argued that the current study is of a unique nature where it studies the factors 

that are important to enhance internal audit effectiveness in the Libyan context. These 
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factors have not yet been tested comprehensively in a framework with the inclusion of all 

relevant factors to improve the explanatory power of the model. This study used Libyan 

fully owned oil and petroleum companies in order to assess the impact of independence 

of internal auditors and top management support which is common in the framework. The 

relationship with external auditors, auditees and audit committee has been discussed very 

rarely in previous research frameworks. Moreover, the addition of two factors, i.e., 

funding and continuous learning, is a unique contribution of the study. Thus, this study 

contributes significantly to the existing body of knowledge on internal audit effectiveness.  

 

5.4.2 Policy and Practical Implications 

In terms of practical implications, it is noticed that most of the internal auditors recognise 

the independence of internal auditors, top management support and relationship with 

external auditors, audit committee and auditees, as significant factors that impact on 

internal audit effectiveness in Libyan fully owned oil and petroleum companies. 

 

The findings suggest that independence of internal auditors, top management support, 

relationship with external auditors, audit committee and auditees and funding are key 

factors that influence internal audit effectiveness. Therefore, due to the lack of internal 

audit research on Middle-Eastern countries (Al-Twaijry et al., 2003; Mihret & Yismaw, 

2007; Yee et al., 2008; Mihret et al., 2010), this study provides insights into internal audit 

effectiveness in Libya by identifying potential factors that impact on and enhance internal 

audit effectiveness, thereby enhancing practitioners’ understanding of internal audit 

effectiveness in Libya. 

 



Universlti Utara Malaysia 

196 

The current study investigates internal audit effectiveness and enhances the understanding 

of internal audit effectiveness globally by incorporating findings from Libya. The study 

on Libyan internal audit effectiveness is an attempt to enhance the knowledge and 

understanding on internal audit effectiveness in the Libyan context where the working 

environment is different from western economies which are predominantly market-

driven. The Libyan economy is not considered a market economy because the users of 

accounting and auditing information are predominantly the state and state agencies. 

 

The findings can be useful to policymakers, internal auditors and the Libyan government 

and presents important implications that can be taken into consideration. The 

contributions of the current study are not only restricted to Libyan fully owned oil and 

petroleum companies but can be extended to internal effectiveness research in other 

similar oil and petroleum contexts. The companies and countries with similar structure 

and working environment can use the findings of the current study.  

 

Furthermore, this study could be useful to academics and practitioners. For academics, it 

will improve their understanding of the factors influencing internal audit effectiveness. 

For practitioners, it may help to solve the practical problems and challenges in internal 

audit effectiveness. Although the model of internal audit effectiveness in the oil and 

petroleum field is not a formal blueprint or a comprehensive framework replacing a 

variety of models of internal audit effectiveness, it may be an integral component in the 

internal auditing field. 
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5.5 Limitations of the Study 

The current research presents important findings and contributions towards theoretical 

and practical knowledge in the internal audit field but there are some limitations that can 

be addressed by future researchers to further extend the research. The limitations are based 

on methodological issues and generalizability of the current research findings. This study 

also presents limitations, like other studies, to highlight future research areas that can 

extend the knowledge in the field of audit in general, and internal audit effectiveness, in 

particular. 

 

The current research was conducted to assess the factors (independence of internal 

auditors, top management support, relationship with external auditors, audit committee 

and auditees and funding) that impact on internal audit effectiveness. Moreover, the 

moderating effect of continuous learning on the relationship between independence of 

internal auditors, top management support, relationship with external auditors, audit 

committee and auditees and funding and internal audit effectiveness was tested. The 

following are the limitations of the current study. 

 

The current research is conducted on Libyan fully owned oil and petroleum companies 

and only focuses on internal audit effectiveness. In other words, it considers the internal 

auditors as respondents. The organization type characteristics are not used to generate the 

findings as they are outside the scope of the research questions.  

 

Secondly, it is fair to mention that the findings may not be generalized to internal audit 

effectiveness in other countries where internal audit practices are different from Libya. 
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As it is believed that all countries have their own nature and work culture, so those with 

a different work environment may not fit into this research’s findings. It can be argued 

that research findings are not necessarily generalizable to countries with different work 

environments, specifically developed countries.  

 

Thirdly, the access to resources, such as research data and official information in Libya is 

not an easy task for any researcher. The audit data is restricted due to underdeveloped 

culture of data sharing and unnecessary restriction over data due to lack of transparency 

and so-called secrecy.   

 

5.6 Suggestions for Future Research 

To overcome the limitations of the study, it might be useful to conduct more investigations 

in future studies. Accordingly, recommendations for future studies are provided in this 

section. 

 

The current research highlights several issues related to theoretical and practical aspects 

of internal audit effectiveness. The first future recommendation is future researchers may 

include other related variables that can enhance understanding on internal audit 

effectiveness. An advanced model of internal audit effectiveness can confirm the impact 

of other relevant factors that can determine internal audit effectiveness and significantly 

impact internal audit effectiveness of Libyan fully owned oil and petroleum companies.  

 

Second, future research can address the different nature of organizational functions. 

Future research may differentiate the organizations based on their audit functions. This 
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classification can help in providing more practical and accurate implications to enhance 

knowledge in the field of audit.  

 

Third, a detailed study should be conducted by collecting data from other companies or 

sectors other than oil and petroleum. The internal audit effectiveness model can be 

compared to find similarities and differences in order to improve the internal audit 

effectiveness model and come up with a more comprehensive model. 

 

Fourth, future studies can use other variables than can moderate or mediate the 

relationship between factors affecting audit effectiveness, specifically internal audit 

effectiveness of Libyan fully owned oil and petroleum companies.  

 

Fifth, conducting in-depth case studies will provide an enriched understanding of the 

comprehensive relationship between factors affecting audit effectiveness, in general, and 

internal audit effectiveness, in particular, in Libyan fully owned oil and petroleum 

companies. Case studies may also provide a detailed explanation of audit effectiveness 

and identify key exogenous variables that could not be obtained from quantitative 

analysis. 

 

5.7 Conclusion 

Internal audit has evolved as a modest concept and over a year, has become a key 

component of a company’s internal control and corporate governance structure. Internal 

auditing with support of top management, independence of internal auditors, relationship 

with external auditors, auditees and audit committee and funding can bring sanity to 
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financial reports and the company’s overall performance. In a dynamic and highly 

competitive society, internal auditors have to uplift their current competencies and 

capability by utilizing the resources optimally in order to utilize available opportunities 

and cope with identified challenges. 

 

In internal audit activities, the role of independence of internal auditors, top management 

support and relationship with the external auditors, audit committee and auditees should 

be streamlined for the benefit of all stakeholders and to make the internal audit process 

more effective. The empirical analysis of the collected data ascertains that the above 

factors significantly influence internal audit effectiveness of Libyan fully owned oil and 

petroleum companies. This study also suggests that internal auditors should focus on 

maintaining a good relationship with external auditors. In addition, top management 

should support internal audit activities by providing sufficient resources to internal 

auditors and furnish the required information. Further, the availability of funding, required 

infrastructure and top management support can uplift the status of audit activities. 

Continuous learning should be part and parcel of daily practices, where internal auditors 

should get updated knowledge of audit practices and play a significant role in internal 

audit effectiveness.  

 

This study makes an attempt to provide a framework of internal audit effectiveness, but it 

might have some uncertain assumptions and statements that are inconsistent with previous 

research findings. In addition to theoretical contribution, current research findings offer 

some important practical implications for Libyan fully owned oil and petroleum 

companies. On the basis of the limitations of the current research, several future research 
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directions are drawn to guide researchers to explore more on internal audit effectiveness. 

Apart from limitations and uncertain assumptions, the current research offers several 

theoretical and practical contributions to the growing body of knowledge in the area of 

internal audit effectiveness. 
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Appendix A: Questionnaire 

 

Universiti Utara Malaysia (UUM) 

College of Business (COB) 

Othman Yeop Abdullah Graduate School of Business (OYA) 

Sintok, 06010, Kedah DarulAman, 

Malaysia 

 

Dear Participant, 

I am currently engaged in a research for PhD at the University Utara Malaysia. I am 

particularly interested in studying the internal audit effectiveness in Libyan Petroleum 

Companies. At this stage of my research, I am trying to collect some information 

regarding the issues under investigation. This survey is an important part of the research. 

Therefore, your valuable co-operation and participation in completing and answering the 

questionnaire will be greatly appreciated. I would be extremely grateful if you could 

kindly spare some time to complete the attached questionnaire. 

 

The questionnaire is relatively short and has been designed to minimize the amount of 

time required for its completion. It should take 15-20 minutes to complete and is targeted 

at internal auditors in your organization. 

 

All responses will be used for research purposes only, and your anonymity and the 

confidentiality of your response are assured. 

 

Please return the completed questionnaire to the contact person in your organization. The 

time I can spend in Libya is limited, and it would be highly appreciated if you could return 

the questionnaire within 10 days. Thank you very much for your co-operation, and I 

appreciate your willingness to help in my research effort. 

 

If you have any queries, please feel free to contact me at: 

Tel: in Libya 00218926043436 

Tel: in Malaysia 0060176355546 

Email: mustafa_hasan1974@yahoo.com 

 

Sincerely, 

Mustafa A AbduenabeHasan  
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General Instruction 

Please answer all the questions, and if you think that none of the answers provided 

adequately express your opinion, select the answer that you consider most accurate. 

Information about the Respondents 

1. Company name: ............................................................................... 

2. Job title: ........................................................................................... 

3. Gender:                   Male (  )                                         Female (  ) 

4. Age 

(  ) less than 25 years 

(  ) 25 to 30 years 

(  ) 30 to 35 years 

(  ) 35 to 40 years 

(  ) more than 40 years 

5. Academic qualification: (Please tick one box that applies): 

(  ) High school academic studies 

(  ) High school commercial studies 

(  ) Bachelor degree in Accounting 
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(  ) Bachelor degree in other field 

(  ) Master degree in Accounting 

(  ) Master degree in other field 

(  ) Other (Please specify) --------------------------------------- 

6. Professional qualifications: (Please tick any box that applies) 

(  ) CPA  

(  ) CIA 

(  ) other (Please specify) ----------------------- 

7. Work experience in the field of internal auditing: (Please tick one box that applies) 

(  ) Less than one year 

(  ) 1- less than 5 years 

(  ) 5- less than 10 years 

(  ) 10- less than 15 years 

(  ) 15 years and more 
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Section 1: Independence of internal auditors 

Please indicate the extent to which you agree or disagree with the following statements 

regarding independence of internal audit based on the following 

Strongly Disagree Disagree Neutral Agree Strongly Agree 

1 2 3 4 5 

 

Statements 1 2 3 4 5 

1 Internal audit staff is sufficiently independent to 

perform their professional obligations and duties 

     

2 The head of internal audit reports to a level within the 

company that allows the internal audit to fulfill its 

responsibilities 

     

3 The head of internal audit has direct contact to the 

senior management 

     

4 The head of internal audit has direct contact with 

senior management other than Finance Director 

     

5 Conflict of interest is rarely present in the work of 

internal auditors  

     

6 Internal auditors rarely face interference by top 

management while they conduct their work  

     

7 Internal audit staff has free access to all departments 

and employees in the company  
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8 The board of directors approves the appointment and 

replacement of the head of internal auditing  

     

9 Internal audit staff is not requested to perform non-

audit functions  
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Section 2: Top management support 

Please indicate the extent to which you agree or disagree with the following statements 

regarding in Top management support for internal audit based on the following 

Strongly Disagree Disagree Neutral Agree Strongly Agree 

1 2 3 4 5 

 

Statements 1 2 3 4 5 

1 Top management supports internal audit to perform its 

duties and responsibilities. 

     

2 Top management is involved in the internal audit plan.       

3 Internal audit department provides senior 

management with sufficient, reliable and relevant 

report about the work they perform and 

recommendations. 

     

4 The response to internal audit reports by the top 

management is reasonable  

     

5 Internal audit department is large enough to 

successfully carry out its duties and responsibilities  

     

6 Internal audit department has sufficient budget to 

successfully carry out its duties and responsibilities  
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Section 3: Continuous Learning 

Please indicate the extent to which you agree or disagree with the following statements 

regarding in Continuous Learning for internal audit based on the following 

Strongly Disagree Disagree Neutral Agree Strongly Agree 

1 2 3 4 5 

 

Statements 1 2 3 4 5 

1 In our company, internal auditors openly discuss 

mistakes in order to learn from them  

     

2 In our company, internal auditors identify skills they 

need for future work tasks  

     

3 In our company, internal auditors help each other 

learn  

     

4 In our company, internal auditors can get money and 

other resources to support their learning  

     

5 In our company, internal auditors are given time to 

support learning  

     

6 In our company, internal auditors view problems in 

their work as an opportunity to learn  

     



Universlti Utara Malaysia 

248 

7 In our company, internal auditors are rewarded for 

learning 

     

 

Section 4: Relation between Internal and external Auditors 

Please indicate the extent to which you agree or disagree with the following statements 

regarding in Relation between Internal and external Auditors based on the following 

Strongly Disagree Disagree Neutral Agree Strongly Agree 

1 2 3 4 5 

 

Statements 1 2 3 4 5 

1 External auditors are friendly and supportive       

2 External auditors have a good attitude towards 

internal auditors  

     

3 External auditors are willing to give internal auditors 

an opportunity to explain their concerns  

     

4 External and internal auditors consult on the timing of 

work in which they have a mutual interest  

     

5 External auditors discuss their plans with internal 

audit  

     

6 External auditors rely on internal audit work and 

reports  

     

7 External and internal auditors meet on a regular basis       
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8 External and internal auditors share their working 

papers  

     

9 top management helps to promote effective co-

operation between internal and external audit 

     

 

Section 5: Relation with the auditees 

Please indicate the extent to which you agree or disagree with the following statements 

regarding in Relation between Internal and auditees based on the following 

strongly disagree disagree neutral agree strongly agree 

1 2 3 4 5 

 

Statements 1 2 3 4 5 

1 Auditees cooperate to meet the objectives of internal 

audit function. 

     

2 The auditees follow the corrective actions given by 

internal auditors. 

     

3 Auditees help internal auditors with follow-up 

reviews. 

     

4 Auditees provide timely, complete responses to the 

audit report. 
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5 Auditees inform internal auditors and top 

management of any major disagreement 

     

 

 

 

 

Section 6: Relation between Internal and audit committee 

Please indicate the extent to which you agree or disagree with the following statements 

regarding in Relation between Internal and audit committee based on the following 

Strongly Disagree Disagree Neutral Agree Strongly Agree 

1 2 3 4 5 

 

Statements 1 2 3 4 5 

1 The audit committee reviews and approves the 

internal audit charter annually  

     

2 The audit committee engages in an open, transparent 

relationship with the internal auditors.  

     

3 The audit committee ensures the internal audit 

independence and objectivity  

     



Universlti Utara Malaysia 

251 

4 The audit committee regularly communicates with the 

chief audit executive about the performance and 

improvement of the internal audit activity  

     

5 The audit committee meets periodically with internal 

auditors without the presence of management. 

     

6 The audit committee understands the internal audit 

value, processes and procedures, strengths and 

weaknesses 

     

 

Section 7: Internal Audit Funding 

Please indicate the extent to which you agree or disagree with the following statements 

regarding Internal Audit Funding based on the following 

Strongly Disagree Disagree Neutral Agree Strongly Agree 

1 2 3 4 5 

 

Statements 1 2 3 4 5 

1 Internal audit has greatly improved due to improved 

internal audit funding in our company. 

     

2 The resource utilization in our company is more 

effective due to improved internal audit funding. 
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3 Auditor’s degree of independence from the 

organization has greatly improved due to enhanced 

internal audit funding. 

     

4 Internal auditors' retention in our company has greatly 

improved due to enhanced internal audit funding. 

     

5 Operational risk has greatly reduced in our company 

due to enhanced internal audit funding 

     

 

 

 

Section 8:  Internal Audit Effectiveness 

Please indicate the extent to which you agree or disagree with the following statements 

regarding Internal Audit Effectiveness based on the following 

Strongly Disagree Disagree Neutral Agree Strongly Agree 

1 2 3 4 5 

 

Statements 1 2 3 4 5 

1 Internal audit improves organizational performance       
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2 Internal audit reviews operations and programs to 

ascertain whether results are consistent with 

established objectives and goals  

     

3 Internal audit determines the adequacy and 

effectiveness of the organization’s accounting 

systems and operating controls  

     

4 Internal audit reviews the accuracy and reliability of 

financial reports  

     

5 Internal audit reviews the compliance with policies, 

plans, procedures and regulations  

     

6 Internal audit reviews the compliance with applicable 

external laws, and regulations  

     

7 Internal audit reviews the means of safeguarding 

assets  

     

8 Internal audit evaluates and improves the 

effectiveness of risk management  

     

9 Internal audit reviews the economical, effective and 

efficient use of resources  

     

10 Internal audit evaluates the internal control system       

11 Internal audit makes recommendations for improving 

the internal control system when appropriate  

     

12 Internal audit improves the organization’s 

productivity  

     

13 Internal audit develops appropriate annual audit plans       
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14 Timely action is taken to implement the 

recommendations of the internal audit report  

     

15 Internal audit provides adequate follow-up to ensure 

that appropriate corrective action is taken and that it 

is effective  

     

 

 

 

 

 

 

Sir /madam / miss, if you have anything related to the questionnaire sections, please 

kindly add it in this space: 

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................
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..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

..............................................................................................................................................

.............................................................................................................................................. 

 

 

Thank you for your interest, may Allah bless you 

If you want access to the results of this study, please do not hesitate to write your email 

address below 

Email address: _________________________________ 

 والسالم عليكم ورحمة هللا وبركاته

 

Appendix B: Data Analysis & Results 

Missing Value Analysis 

 

 N Mean Std. Deviation 

Missing 

Count Percent 

IOA1 126 3.6587 1.10390 0 .0 

IOA2 126 4.1905 .84583 0 .0 

IOA3 126 4.3492 .89726 0 .0 

IOA4 126 3.7460 1.22596 0 .0 
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IOA5 126 3.4206 .92393 0 .0 

IOA6 126 3.2778 1.10373 0 .0 

IOA7 126 3.675 1.1854 0 .0 

IOA8 126 3.5476 1.11432 0 .0 

IOA9 126 3.4841 1.18480 0 .0 

RC1 126 2.8810 1.11432 0 .0 

RC2 126 2.8651 1.03810 0 .0 

RC3 126 3.7381 .90491 0 .0 

RC4 126 2.7460 1.06536 0 .0 

RC5 126 3.1587 1.22254 0 .0 

RC6 126 3.1508 1.16665 0 .0 

CL1 126 2.7143 1.24488 0 .0 

CL2 126 3.1429 1.15040 0 .0 

CL3 126 3.9048 .93320 0 .0 

CL4 126 2.6667 .93808 0 .0 

CL5 126 3.2460 .94392 0 .0 

CL7 126 2.8730 1.13126 0 .0 

CL6 126 3.4524 .91745 0 .0 

TMS1 126 3.5635 .90771 0 .0 

TMS2 126 3.6984 .82239 0 .0 

TMS3 126 4.0556 .87914 0 .0 

TMS4 126 4.1349 1.03036 0 .0 

TMS5 126 3.0794 1.09984 0 .0 
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TMS6 126 3.1667 1.12960 0 .0 

REA1 126 2.8889 1.10433 0 .0 

REA2 126 2.9921 .92517 0 .0 

REA3 126 3.0397 1.00718 0 .0 

REA4 126 2.9444 1.06812 0 .0 

REA5 126 2.5794 1.08335 0 .0 

REA6 126 3.2540 1.21284 0 .0 

REA7 126 2.3571 1.02344 0 .0 

REA8 126 2.2937 .98847 0 .0 

REA9 126 2.8254 1.02824 0 .0 

RA1 126 3.6587 .86868 0 .0 

RA2 126 3.7302 .88916 0 .0 

RA3 126 3.5317 .93541 0 .0 

RA4 126 3.2381 .94173 0 .0 

RA5 126 3.6905 .80463 0 .0 

F1 126 3.0794 .96003 0 .0 

F2 126 3.0238 .86222 0 .0 

F3 126 3.0952 .96688 0 .0 

F4 126 3.1349 .87043 0 .0 

F5 126 3.1508 .90392 0 .0 

F6 126 3.1429 .92705 0 .0 

IAE1 126 3.9444 .94915 0 .0 

IAE2 126 3.7619 .95857 0 .0 
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IAE3 126 3.6349 1.00083 0 .0 

IAE4 126 3.8889 .91409 0 .0 

IAE5 126 3.9127 .85809 0 .0 

IAE6 126 3.9206 .97655 0 .0 

IAE7 126 3.7937 .98238 0 .0 

IAE8 126 3.4127 1.01406 0 .0 

IAE9 126 3.3016 1.00614 0 .0 

IAE10 126 3.6429 1.02344 0 .0 

IAE11 126 3.9206 .78591 0 .0 

IAE12 126 2.9365 1.00992 0 .0 

IAE13 126 3.5556 1.00841 0 .0 

IAE14 126 3.2937 .94714 0 .0 

IAE15 126 3.6270 .96940 0 .0 

 

 

Descriptive Statistics 

 

N Mean 
Std. 

Deviation 
Skewness Kurtosis 

Statistic Statistic Statistic Statistic 
Std. 

Error 
Statistic 

Std. 

Error 

IOA1 126 3.6587 1.10390 -.810 .216 -.112 .428 

IOA2 126 4.1905 .84583 -1.262 .216 2.272 .428 

IOA3 126 4.3492 .89726 -1.899 .216 4.078 .428 
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IOA4 126 3.7460 1.22596 -.851 .216 -.179 .428 

IOA5 126 3.4206 .92393 -.691 .216 .296 .428 

IOA6 126 3.2778 1.10373 -.363 .216 -.694 .428 

IOA7 126 3.675 1.1854 -.865 .216 -.160 .428 

IOA8 126 3.5476 1.11432 -.333 .216 -.773 .428 

IOA9 126 3.4841 1.18480 -.548 .216 -.720 .428 

RC1 126 2.8810 1.11432 .063 .216 -.761 .428 

RC2 126 2.8651 1.03810 -.379 .216 -.572 .428 

RC3 126 3.7381 .90491 -.574 .216 .550 .428 

RC4 126 2.7460 1.06536 -.160 .216 -.504 .428 

RC5 126 3.1587 1.22254 -.069 .216 -1.031 .428 

RC6 126 3.1508 1.16665 -.053 .216 -.953 .428 

CL1 126 3.7222 1.00907 -.841 .216 .677 .428 

CL2 126 3.7857 .96836 -.684 .216 .487 .428 

CL3 126 3.8175 1.01509 -.697 .216 .196 .428 

CL4 126 3.9524 1.03427 -.829 .216 .291 .428 

CL5 126 1.9365 1.32512 1.103 .216 -.213 .428 

CL7 126 4.0714 1.00541 -1.153 .216 .938 .428 

CL6 126 3.9921 1.04687 -1.217 .216 1.284 .428 

TMS1 126 3.5635 .90771 -.974 .216 .687 .428 

TMS2 126 3.6984 .82239 -1.229 .216 2.348 .428 

TMS3 126 4.0556 .87914 -.971 .216 1.215 .428 

TMS4 126 4.1349 1.03036 -1.524 .216 2.222 .428 
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TMS5 126 3.0794 1.09984 -.269 .216 -.433 .428 

TMS6 126 3.1667 1.12960 -.368 .216 -.476 .428 

REA1 126 2.8889 1.10433 -.175 .216 -.648 .428 

REA2 126 2.9921 .92517 .201 .216 -.604 .428 

REA3 126 3.0397 1.00718 -.080 .216 -.272 .428 

REA4 126 2.9444 1.06812 -.168 .216 -.734 .428 

REA5 126 2.5794 1.08335 .329 .216 -.661 .428 

REA6 126 3.2540 1.21284 -.611 .216 -.682 .428 

REA7 126 2.3571 1.02344 .326 .216 -.630 .428 

REA8 126 2.2937 .98847 .439 .216 -.370 .428 

REA9 126 2.8254 1.02824 -.091 .216 -.316 .428 

RA1 126 3.6587 .86868 -1.283 .216 1.646 .428 

RA2 126 3.7302 .88916 -.966 .216 1.089 .428 

RA3 126 3.5317 .93541 -.958 .216 .593 .428 

RA4 126 3.2381 .94173 .030 .216 -.844 .428 

RA5 126 3.6905 .80463 -1.344 .216 2.187 .428 

F1 126 3.9286 1.02120 -.1.046 .216 .939 .428 

F2 126 3.9603 1.00718 -1.018 .216 .821 .428 

F3 126 3.7460 .97928 -.819 .216 .513 .428 

F4 126 3.7698 1.02108 -.851 .216 .668 .428 

F5 126 3.7222 1.00907 -.841 .216 .667 .428 

IAE1 126 3.9444 .94915 -1.371 .216 2.210 .428 

IAE2 126 3.7619 .95857 -.722 .216 .585 .428 
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IAE3 126 3.6349 1.00083 -.574 .216 -.594 .428 

IAE4 126 3.8889 .91409 -1.245 .216 1.955 .428 

IAE5 126 3.9127 .85809 -1.297 .216 2.772 .428 

IAE6 126 3.9206 .97655 -1.410 .216 2.171 .428 

IAE7 126 3.7937 .98238 -1.014 .216 1.012 .428 

IAE8 126 3.4127 1.01406 -.483 .216 -.142 .428 

IAE9 126 3.3016 1.00614 -.303 .216 -.275 .428 

IAE10 126 3.6429 1.02344 -.735 .216 -.027 .428 

IAE11 126 3.9206 .78591 -.863 .216 1.387 .428 

IAE12 126 2.9365 1.00992 -.108 .216 -.448 .428 

IAE13 126 3.5556 1.00841 -1.010 .216 .708 .428 

IAE14 126 3.2937 .94714 -.449 .216 -.203 .428 

IAE15 126 3.6270 .96940 -1.115 .216 1.184 .428 

Valid N 

(listwise) 
126       

 

Tests of Normality 

 

Kolmogorov-Smirnova Shapiro-Wilk 

Statistic df Sig. Statistic df Sig. 

IOA1 .312 126 .000 .842 126 .000 

IOA2 .260 126 .000 .783 126 .000 

IOA3 .290 126 .000 .682 126 .000 
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IOA4 .249 126 .000 .843 126 .000 

IOA5 .274 126 .000 .859 126 .000 

IOA6 .228 126 .000 .900 126 .000 

IOA7 .307 126 .000 .834 126 .000 

IOA8 .205 126 .000 .895 126 .000 

IOA9 .279 126 .000 .869 126 .000 

RC1 .174 126 .000 .915 126 .000 

RC2 .250 126 .000 .881 126 .000 

RC3 .241 126 .000 .865 126 .000 

RC4 .261 126 .000 .885 126 .000 

RC5 .183 126 .000 .908 126 .000 

RC6 .187 126 .000 .909 126 .000 

CL1 .249 126 .000 .864 126 .000 

CL2 .216 126 .000 .894 126 .000 

CL3 .326 126 .000 .800 126 .000 

CL4 .234 126 .000 .892 126 .000 

CL5 .248 126 .000 .863 126 .000 

CL7 .219 126 .000 .894 126 .000 

CL6 .260 126 .000 .878 126 .000 

TMS1 .343 126 .000 .806 126 .000 

TMS2 .349 126 .000 .776 126 .000 

TMS3 .261 126 .000 .824 126 .000 

TMS4 .281 126 .000 .751 126 .000 
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TMS5 .217 126 .000 .904 126 .000 

TMS6 .203 126 .000 .900 126 .000 

REA1 .215 126 .000 .905 126 .000 

REA2 .195 126 .000 .887 126 .000 

REA3 .214 126 .000 .908 126 .000 

REA4 .180 126 .000 .906 126 .000 

REA5 .227 126 .000 .900 126 .000 

REA6 .278 126 .000 .857 126 .000 

REA7 .208 126 .000 .891 126 .000 

REA8 .228 126 .000 .885 126 .000 

REA9 .242 126 .000 .899 126 .000 

RA1 .383 126 .000 .749 126 .000 

RA2 .334 126 .000 .819 126 .000 

RA3 .335 126 .000 .814 126 .000 

RA4 .211 126 .000 .883 126 .000 

RA5 .388 126 .000 .736 126 .000 

F1 .229 126 .000 .898 126 .000 

F2 .235 126 .000 .864 126 .000 

F3 .199 126 .000 .905 126 .000 

F4 .232 126 .000 .858 126 .000 

F5 .251 126 .000 .877 126 .000 

IAE1 .341 126 .000 .770 126 .000 

IAE2 .249 126 .000 .863 126 .000 
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IAE3 .317 126 .000 .835 126 .000 

IAE4 .342 126 .000 .786 126 .000 

IAE5 .334 126 .000 .779 126 .000 

IAE6 .350 126 .000 .761 126 .000 

IAE7 .305 126 .000 .831 126 .000 

IAE8 .235 126 .000 .892 126 .000 

IAE9 .201 126 .000 .903 126 .000 

IAE10 .303 126 .000 .854 126 .000 

IAE11 .326 126 .000 .810 126 .000 

IAE12 .208 126 .000 .908 126 .000 

IAE13 .321 126 .000 .820 126 .000 

IAE14 .240 126 .000 .883 126 .000 

IAE15 .332 126 .000 .805 126 .000 

a. Lilliefors Significance Correction 

 

Herman Single Factor Test 

Total Variance Explained 

Component 
Extraction Sums of Squared Loadings 

Total % of Variance Cumulative % 

 
 

1 

 

13.821 

 

21.938 

 

21.938 

Extraction Method: Principal Component Analysis. 
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Factor Analysis of IOA 

 

KMO and Bartlett's Test 

Kaiser-Meyer-Olkin Measure of Sampling 

Adequacy. 
.828 

Bartlett's Test of 

Sphericity 

Approx. Chi-Square 308.939 

df 36 

Sig. .000 

 

Component Matrixa 

 Component 

1 

IOA3 .777 

IOA2 .772 

IOA1 .753 

IOA5 .732 

IOA4 .646 

IOA8 .638 

IOA7 .494 

IOA6 .387 

IOA9 .349 

Extraction Method: Principal 

Component Analysis. 

a. 1 components extracted. 
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Factor Analysis of RC 

 

KMO and Bartlett's Test 

Kaiser-Meyer-Olkin Measure of Sampling 

Adequacy. 
.748 

Bartlett's Test of 

Sphericity 

Approx. Chi-Square 193.347 

df 15 

Sig. .000 

 

Component 

Matrixa 

 Component 

1 

RC6 .760 

RC5 .746 

RC2 .711 

RC4 .703 

RC3 .610 

RC1 .567 

Extraction 

Method: Principal 

Component 

Analysis. 

a. 1 components 

extracted. 
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Factor Analysis of Funding 

 

KMO and Bartlett's Test 

Kaiser-Meyer-Olkin Measure of Sampling 

Adequacy. 
.826 

Bartlett's Test of 

Sphericity 

Approx. Chi-Square 282.164 

df 10 

Sig. .000 

 

Component 

Matrixa 

 Component 

1 

F2 .863 

F4 .813 

F1 .802 

F5 .783 

F3 .772 

Extraction 

Method: Principal 

Component 

Analysis. 

a. 1 components 

extracted. 
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Factor Analysis of CL 

KMO and Bartlett's Test 

Kaiser-Meyer-Olkin Measure of Sampling 

Adequacy. 
.855 

Bartlett's Test of 

Sphericity 

Approx. Chi-Square 344.648 

df 15 

Sig. .000 

 

Component 

Matrixa 

 Component 

1 

CL2 .84 

CL4 .840 

CL3 .829 

CL6 .784 

CL1 .756 

CL7 .638 

Extraction 

Method: Principal 

Component 

Analysis. 

a. 1 components 

extracted. 
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Factor Analysis of TMS 

KMO and Bartlett's Test 

Kaiser-Meyer-Olkin Measure of Sampling 

Adequacy. 
.768 

Bartlett's Test of 

Sphericity 

Approx. Chi-Square 288.775 

df 15 

Sig. .000 

 

Component Matrixa 

 Component 

1 

TMS4 .862 

TMS3 .848 

TMS2 .840 

TMS1 .789 

TMS5 .514 

TMS6 -.194 

Extraction Method: 

Principal Component 

Analysis. 

a. 1 components extracted. 
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Factor Analysis of REA 

KMO and Bartlett's Test 

Kaiser-Meyer-Olkin Measure of Sampling 

Adequacy. 
.838 

Bartlett's Test of 

Sphericity 

Approx. Chi-Square 494.014 

df 36 

Sig. .000 

 

Component Matrixa 

 Component 

1 

REA8 .768 

REA7 .758 

REA3 .738 

REA5 .722 

REA9 .721 

REA4 .707 

REA2 .701 

REA1 .606 

REA6 .469 

Extraction Method: Principal 

Component Analysis. 

a. 1 components extracted. 
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Factor Analysis of RA 

KMO and Bartlett's Test 

Kaiser-Meyer-Olkin Measure of Sampling 

Adequacy. 
.692 

Bartlett's Test of 

Sphericity 

Approx. Chi-Square 107.677 

df 10 

Sig. .000 

 

 

Component 

Matrixa 

 Component 

1 

RA1 .845 

RA2 .784 

RA5 .758 

RA3 .507 

RA4  

Extraction 

Method: Principal 

Component 

Analysis. 

a. 1 components 

extracted. 
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Factor Analysis of IAE 

KMO and Bartlett's Test 

Kaiser-Meyer-Olkin Measure of Sampling 

Adequacy. 
.886 

Bartlett's Test of 

Sphericity 

Approx. Chi-Square 1147.885 

df 105 

Sig. .000 

 

 

Component Matrixa 

 Component 

1 

IAE9 .850 

IAE8 .834 

IAE7 .790 

IAE6 .749 

IAE2 .743 

IAE1 .732 

IAE11 .726 

IAE3 .716 

IAE15 .714 

IAE5 .711 

IAE4 .682 
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IAE10 .658 

IAE13 .654 

IAE14 .499 

IAE12 .118 

Extraction Method: 

Principal Component 

Analysis. 

a. 1 components 

extracted. 
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Appendix C: Measurement of Scales 

Summarised measurement of variables 

Variables Author(s) 

Independence of Internal Auditors 

Alzeban and 

Gwilliam 

(2014)  

1. Internal audit staff is sufficiently independent to perform their 

professional obligations and duties. 

2. The head of internal audit reports to a level within the company 

that allows the internal audit to fulfil its responsibilities. 

3. The head of internal audit has direct contact to the senior 

management. 

4. The head of internal audit department has a direct contact with 

senior management other than Finance Director. 

5. Conflict of interest is rarely present in the work of internal 

auditors. 

6. Internal auditors rarely face interference by management while 

they conduct their work. 

7. Internal audit staff has free access to all departments and 

employees in the company. 

8. The board of directors approves the appointment and replacement 

of the head of internal auditing. 

9. Internal audit staff is not requested to perform non-audit functions. 

Top Management Support   

1. Top management supports internal audit to perform its duties and 

responsibilities. 

Alzeban and 

Gwilliam 

(2014)  

2. Top management is involved in the internal audit plan. 

3. Internal audit department provides senior management with 

sufficient, reliable and relevant report about the work they perform 

and recommendations made. 

4. The response to internal audit reports by the top management is 

reasonable. 
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5. Internal audit department is large enough to successfully carry out 

its duties and responsibilities. 

6. Internal audit department has sufficient budget to successfully 

carry out its duties and responsibilities. 

Continuous Learning   

1. In our company, internal auditors openly discuss mistakes in order 

to learn from them. 

Watkins and 

Marsick 

(1997)  

2. In our company, internal auditors identify skills they need for 

future work tasks. 

3. In our company, internal auditors help each other learn. 

4. In our company, internal auditors can get money and other 

resources to support their learning. 

5. In our company, internal auditors are given time to support 

learning. 

6. In our company, internal auditors view problems in their work as 

an opportunity to learn. 

7. In our company, internal auditors are rewarded for learning. 

Relation between Internal and external Auditors   

1. External auditors are friendly and supportive. 

Alzeban and 

Gwilliam 

(2014),  

2. External auditors have a good attitude towards internal auditors. 

3. External auditors are willing to give internal auditors an 

opportunity to explain their concerns. 

4. External and internal auditors consult on the timing of work in 

which they have a mutual interest. 

5. External auditors discuss their plans with internal audit. 

6. External auditors rely on internal audit work and reports. 

7. External and internal auditors meet on a regular basis. 

8. External and internal auditors share their working papers. 

9. Top management helps to promote effective co-operation between 

internal and external audit. 
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Relation with the auditees   

1. Auditees cooperate to meet the objectives of internal audit 

function. 
Mihret and 

Yismaw 

(2007) 
2. The auditees follow the corrective actions given by internal 

auditors. 

3. Auditees help internal auditors with follow-up reviews. 

Cascarino 

(2007) 

4. Auditees provide timely, complete responses to the audit report. 

5. Auditees inform internal auditors and management of any major 

disagreement. 

Relation with audit committee   

1. The audit committee reviews and approves the internal audit 

charter annually. 

IIA (2013) 

2. The audit committee engages in an open, transparent relationship 

with the internal auditors. 

3. The audit committee ensures the internal audit independence and 

objectivity. 

4. The audit committee regularly communicates with the chief audit 

executive about the performance and improvement of the internal 

audit activity. 

5. The audit committee meets periodically with internal auditors 

without the presence of management. 

6. The audit committee understands the internal audit value, 

processes and procedures, strengths and weaknesses. 

Internal Audit Funding   

1. Internal audit has greatly improved due to improved internal audit 

funding in our company. 

Karanja 

(2014)  

2. The resource utilisation in our company is more effective due to 

improved internal audit funding. 

3. Auditor’s degree of independence our company has greatly 

improved due to enhanced internal audit funding. 
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4. Internal auditors' retention in our company has greatly improved 

due to enhanced internal audit funding. 

5. Operational risk has greatly reduced in our company due to 

enhanced internal audit funding. 

Internal Audit Effectiveness   

1. Internal audit improves organizational performance. 

Alzeban and 

Gwilliam 

(2014)  

2. Internal audit reviews operations and programmes to ascertain 

whether results are consistent with established objectives and 

goals. 

3. Internal audit determines the adequacy and effectiveness of the 

organization’s systems of internal accounting and operating 

controls. 

4. Internal audit reviews the accuracy and reliability of financial 

reports. 

5. Internal audit reviews the compliance with policies, plans, 

procedures and regulations. 

6. Internal audit reviews the compliance with applicable external 

laws, and regulations. 

7. Internal audit reviews the means of safeguarding assets. 

8. Internal audit evaluates and improves the effectiveness of risk 

management. 

9. Internal audit reviews the economical, effective and efficient use 

of resources. 

10. Internal audit evaluates the internal control system. 

11. Internal audit makes recommendations for improving the internal 

control system when appropriate. 

12. Internal audit improves the organization’s productivity. 

13. Internal audit develops appropriate annual audit plans. 

14. Timely action is taken to implement the recommendations of the 

internal audit report. 
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15. Internal audit provides adequate follow-up to ensure that 

appropriate corrective action is taken and that it is effective. 
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