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Abstract: This study aims to examine and analyze the influence of auditor’s competence and independence on
the mternal audit effectiveness. Achievement of the internal audit effectiveness i1s a form of application
principles of accountability and transparency on the use of public funds by ligher education institutions in
Indonesia. The unit of analysisof this study is an internal auditorat public universities in Malang who
participated in the internal audit process. Total population in this study are 37 respondents. This study uses
as a turation sampling. The resultsof research the auditor’s independence are not sigmficant affect on the
mternal audit effectiveness while the auditor’s competence sigmficantly nfluence the internal audit

effectiveness.
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INTRODUCTION

Background: Public sector development in Indonesia 1s
characterized by stronger demand for accountability and
transparency towards stakeholders over the use of public
funds by public sector institution/agencies (e.g., local
government mnstitutions agencies, healthcare, state local
government-owned  enterprises and  umiversities).
Following that demands, the effectiveness of internal
control over public institutions should be realized. By
realizing the effectiveness of intemal control, the
principle of accountability and transparency in financial
management, state asset management, effectiveness and
efficiency of operational and the compliance with
applicable laws and regulation can be achieved. Thus,
mternal audit m a public university has a pivotal role in
helping the university to realize a good management and
encourage the university to become better in the future
(Zakaria et al., 2006). There was some observation done
on the disclaimer opimion by BPK-RI on the financial
statements of the Ministry of National Education in 2007
as well as the qualified opinions (WDP), respectively in
2008 and 2009 and disclaimer mn 2010, coupled with the
results of audit done by the audit board of the Republic of
Indonesia (BPK-RI) concerning the budget fraud in 16
public university (state) and 3 directorate general in
the Mimstry of National Education (MoNE) m 2011.
Therefore, some researchers effectiveness of the
internal audit (Chaveerug, 2011) stressed the need for
future studies to examine the factors that influence the

effectiveness of the internal audit and the possible
interactions between them (Saidin, 2013). One of the
factors that might affect the effectiveness of internal
audit 1s the competence of auditors (Ahmad et af.,
2009). The research results provethat internal audit
department continues to face problems in terms of low
ability of the techmical staff and high staff tumover
(Mihret and Yismaw, 2007). As a result, those problems
impede the department to provide effective services to
management. In line with that Unegbu and Kida (2011)
state that mternal auditors can effectively carry out their
duties in public sector if there are sufficient numbers of
internal  auditors staff who possess the required
competencies. Furthermore, state that there is significant
positive relationship between the competence of auditors
and the effectiveness of internal (Baharuddin ez al., 2014).
Independence is a vital element for performing an audit
(Zhang et al., 2007). Auditor should be free from the
management mtervention and has the freedom to access
records, check the assets (Jennings et al., 2008) as well as
to report the audit result (Rahmina and Agus, 2014) so,
that auditor can show significant facts in the audit report
(Pott et al., 2009). Thus, mdependence 1s an important
factor that should be owned by the auditor.

Literature review

Effectiveness of internal audit: Internal audit 15 an
independent appraisal function within an organization to
examine and evaluate the orgamzation’s activities
{(Suleiman and Dandago, 2014). The objective of internal
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auditor is not only for internal purpose but it has been
modified in such a way so that the modern internal auditor
now give more emphasis on the value added in all things
related to risk (Sarens and Beelde, 2006) governance and
control (Cohen and Sayag, 2010). Effectiveness of
achieving the objectives defined (Dittenhofer, 2001). So
that, the effectiveness of internal audit is focused on the
mternal audit’s ability to make a plan to mmplement and
provide anobjective information on the findings that
may be useful for the organization (Spraakman, 1997). To
adequately measure the effectiveness of auditing then
evaluation should not only be conducted solely on the
audit results to the predetermined objectives but alse on
the audit process (planning, implementation and
follow-up) (Beckmerhagen et al, 2004) and resources
related to the independence and competence of auditors
(Arena and Azzone, 2009). The effectiveness of internal
audit is determined by subjective evaluation function
assigned by management. Others expressed the opinion
that in order to aclhieve the purpose of internal audit, must
meet three basic conditions, namely independence; status
of the organization and objectivity (Yee et al., 2008).
Moreover, studies of the dominant factors that influence
the effectiveness of internal audit in the public sector of
Saudi Arabia revealed that the competence and
mndependence of auditors 1s positively related to the
effectiveness of the internal audit (Alzeban and Gwilliam,
2014). The existence of an independent audit report will
certainly reduce the asymmetry in the use of nformation
(Sun et al., 2012).

Auditor’s competence: Competence 1s related to adequate
education and experience possessed by the public
accountants in the field of auditing and accounting
(Power and Terziovski, 2007). In performing an audit, the
public accountant should act as an expert in the field of
accounting and auditing (Peecher et al., 2007). To achieve
such expertise one should begin with formal education
which further explore through experience in auditing
practices. In addition, public accountants should undergo
adequate technical tramning that covers both technical
aspects and general education (Samagaio and Rodrigues,
2016). On the other hand, a junior audit assistant must
gain his/her professional experience through adequate
supervision and review of hissher work from his/her
superior in order to achieve such competence.
Competence 1s a sufficient skill that can be used to
perform an audit objectively (Lee and Stone, 1995).

Auditor’s  independence: The perspective of
independence includes the independence of the audit
program, the independence of the audit process and
mndependence in reporting (Sawyer, 2003). Independence
in the audit program involving freedom auditor of

managerial intervention in the audit program, the freedom
of intervention on the audit procedures as well as the
assignment of audit requirements in addition to those
required for the audit process (Mautz and Sharaf, 1993).
Independence mn verification which means that the auditor
has the freedom to access all records and check the
assets. In addition, the auditor should be free from all the
managerial effort that tries to put a restriction on the
activities being investigated and the acquisition of
evidence as well as from any personal interests that may
impede the verification audit (Sarwoko and Agus, 2014).
Independence in reporting which means that the auditor
is free from the obligation to modify the impact or
significance from the facts reported, free from the pressure
to not report things that are significant in the audit report,
avoid the choice of words that create misunderstanding
either intentionally or unintentionally in reporting the
facts and recommendation in the auditor’s interpretation
and free from any attempt to diminish the auditor’s
judgment about certain facts in internal audit report
(Schneider et al., 2006).

MATERIALS AND METHODS

The analytical method used m this study was multiple
linear regression which used to answer hypotheses one
to three. Tn addition, multiple regression in this study
used to measure the intensity of two variables, namely
independent and dependent variable as well as giving the
predicted value of dependent variable (Y) based on the
value of the independent variable (X).

Population and sample: The population in this study was
all the intemal auditors at Public University in Malang
who participated in the inspection as many as 37 people.
The public unmiversities chosen as the place to conduct
this study were Brawijaya Umversity, State Universityod
Malang, Maulana Malik Thrahim State Tslamic University,
State Polytechnic of Malang and Malang Health
Polytechnic of Malang). The number of questionnaires
distributed to the respondents was 37 questionnaires and
was distributed using the purposive sampling technique.
Since, the number of respondents was <100 respondents,
census method was used to select the sample. The
questionnaires were distributed to all populations that
had the classification as internal auditor.

RESULTS AND DISCUSSION

The auditor’s competence affect the effectiveness of
internal audit: The results of data analysis showed that
the competence of auditors (X|) had a positive and
significant effect on the effectiveness of internal audit (Y).
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This was shown by the results of t-test at the
confidence level of 0.95 or significance level o= 0.05,
where t, = 3.499>t,,. was 2.034 with probability
value = 0.001<0.05. Thus, the second hypothesis could be
accepted. Tt meant that the competence of auditors (X,)
had positive and significant impact on the effectiveness
of mternal audit (Y). Thus, the first hypothesis wlich
stated that the competence of auditor had positive effect
on the effectiveness of internal audit was accepted.
These results support ongoing research (Baharudd ef al.,
2014) which revealed a significant positive relationship
between competence on the effectiveness of internal
audit. These results can be understood that in order to
improve the effectiveness of internal audit, an auditor is
very dependent on the level of competence (Unegbu and
Kida, 2011; Ahmad et al., 2009, Mihret and Yismaw, 2007,
Cohen and Sayag, 2010). From this result, it could be
concluded that in order to improve the effectiveness of
mternal audit, it depended on the level of competence of
auditors. If the auditors had a good competence, they
would likely to perform their task easily and vice versa.
These results also strengthen the research conducted
(Bonmner, 1990) about the influence of the experience and
expertise of auditors in improving the performance and as
a decision-making process and can detect the risk of fraud
against the case against him (Bernardi, 1994; Pincus, 1994;
Spatacean, 2012; Cohen and Hanno, 2000). Thus,
competencies are extremely helpful in realizing good
governance within the organization (Gramling et al., 2004,
Goodwin-Stewart and Kent, 2006; Barac and van Staden,
2009; Cassell et al, 2012). This study also provides
evidence that the competency of auditors 15 of added
value within the organization in perspective the
quality of reporting in the form of audit findings and
recommendations are given (Barac et al., 2009).

The auditor’s independence affect the effectiveness of
internal audit: The results of data analysis showed
that the independence of auditors (X,;) had positive and
not significant effect on the effectiveness of internal
audit (Y). This was shown by the results of t-test at
the confidence level of 095 or significance level a
0.05 where t;, 1,829<t,,, was 2.034 with p = 0.076>0.05.
Thus the second hypothesis was rejected. This finding
confirmed that the independence of auditor in SPT tended
to not support the effectiveness of the auditor’s
performance. Based on this fact, it could be said that the
mndependence m making report and planning a program
were the most dominant factor that made the internal
auditor performance became ineffective. There was rector
mtervention m determimng, eliminating and modifying
certain parts n the programming process and in the

auditor’s finding that showed the auditor’s inability to
play their part independently. Besides that the auditors
had nferior position since they were appointed and could
be dismissed by the rector. It meant that auditors had a
“burden” in performing their task that would affect the
quality of the performance and in twn affected the
effectiveness of nternal auditor in the public university
concermned. In addition, job satisfaction of the auditors
most likely to be one of the factors that might reduce the
independence of the auditor in performing its role.

CONCLUSION

The results of this study illustrate the shape of the
independence of internal auditors mn performing their
duties which 1s faced with the problem of mdependence
in appearance (Zhang, 2003; Bartlett, 1993). The results
also support the research (Ahmad et al., 2009) which
revealed the independence of internal audit not significant
effect on the effectiveness of internal audit. Although, the
impact of the lack of independence of course greatly
influenced by management support to the internal audit
department to perform tasks (Nur Barizah and Ahmad,
2009).

LIMITATIONS

The limitation of this study was mn the number of
samples that was relatively small, 37 respondents out of
five public universities in Malang. Thus, the result of this
study could not be used to generalize the conditions of
universities in other cities. This study was only focused
on public universities with the status of BLU (public
service agency) in Malang, thus the result of this study
could not be used to make a generalization. Future
research could be conducted m other umversities both
public and private university. This study used survey
data or perception that presented a relationship analysis
in one period (cross section), so that for analysis at
different periods of time it would be greatly influenced by
the changes in conditions, competence of auditors and
the independence of the auditors on the effectiveness of
internal audit. Therefore, to identify the changes as well
as to test the consistency of the relationship between
variables examined in this study further study should be
conducted.

IMPLICATIONS
The findings from this study proved that the

competence of auditors directly affected the effectiveness
of mternal audit. It meant that the skill or ability
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possessed by the internal auditors would help them in
completing their tasks effectively. The level of mnternal
auditor’s competence was reflected in the experience and
skills possessed by the auditors in executing their role.
This study also proved that the independence of auditors
mndirectly affect the effectiveness of internal audit. It
meant that the independence of SPI auditors had not been
able to encourage them in performing an effective audit.

REFERENCES

Ahmad, N., R. Othman, R. Othman and K. Jusoff, 2009.
The effectiveness of mternal audit n Malaysian
public sector. J. Mod. Accounting Auditing, 5: 53-62.

Alzeban, A. and D. Gwilliam, 2014. Factors affecting the
internal audit effectiveness: A survey of the Saudi
public sector. T. Intl. Accounting Auditing Taxation,
23: 74-86.

Arena, M. and G. Azzone, 2009. Identifying orgamzational
drivers of internal audit effectiveness. Intl. T.
Auditing, 13: 43-60.

Baharud, D.Z., A. Shokiyah and M.S. Ibralum, 2014.
Factors that contribute to the effectiveness of
internal audit in public sector. Intl. Proc. Econ. Dev.
Res., 70: 126-132,

Barac, K. and V.M. Stader, 2009. The correlation between
perceived mtemnal audit quality and defined corporate
governance soundness. Afr. J. Bus. Manage., 3:
946-958.

Barac, K., K. Plant and K. N. Motubatse, 2009. Perceptions
on the value added by South African internal audit
functions. Afr. T. Bus. Manage., 3: 980-988.

Bartlett, R W, 1993. A scale of perceived independence:
New evidence on an old concept. Accounting
Auditing Accountability J., 6: 52-67.

Beckmerhagen, T.A., HP. Berg, S.V. Karapetrovic and
W.0. Willborn, 2004. On the effectiveness of quality
management system audits. TQM. Mag., 16: 14-25.

Bernardy, R.A., 1994, Fraud detection: The effect of client
integrity and competence and auditor cognitive style.
Auditing, 13: 68-85.

Bomner, S.E., 1990. Experience effects m auditing: The
role of task-specific knowledge. Accounting Rev.,
65: 72-92,

Cassell, C.A., G.A. Giroux, L.A. Myers and T.C. Omer,
2012. The effect of corporate governance on
auditor-client realignments. Auditing A. I. Pract.
Theor., 31: 167-188.

Chaveerug, A., 2011. The role of accounting information
system knowledge on audit effectiveness of CPAS mn
Thailand. Intl. J. Bus. Strategy, 11: 78-89.

Cohen, A. and G. Sayag, 2010. The effectiveness of
internal auditing: An empirical examination of its

determinants in Israell  orgamisations. Aust.
Accounting Rev., 20: 296-307.
Cohen, TR. and DM Hanno, 2000. Auditors

consideration of corporate governance and
management control philosophy in preplamming and
planning judgments. Auditing A. J. Pract. Theor.,
19: 133-146.

Dittenhofer, M., 2001. Internal auditing effectiveness: An
expansion of present methods. Managerial Auditing
1., 16: 443-450.

Godwin-Stewart, J. and P. Kent, 2006. The use of internal
audit by Australian companies. Managerial Audit T.,
21: 81-101.

Gramling, A.A, M. Maletta, A. Schneider and B. Church,
2004, The role of the mternal audit function in
corporate governance: A synthesis of the extant
internal auditing literature and directionsfor future
research. I. Account. Literature, 23: 193-244.

Tennings, M.M., K. Pany and P.M.J. Reckers, 2008.
Internal control audits: Judges' perceptions of the
credibility of the financial reporting process and
likely auditor liability. Adv. Account., 24: 182-190.

Lee, T.A. and M. Stone, 1995. Competence and
independence: The uncogenial twins of auditing?. T.
Bus. Finance Accounting, 1995: 1169-1177.

Mautzand, R.K. and H.A. Sharaf, 1993. The philosophy of
auditing, thirteenth printing. American Accounting
Association, Florida, USA.

Mihret, D.G. and A'W. Yismaw, 2007. Internal audit
effectiveness: An Ethiopian public sector case study.
Managerial Auditing ., 22: 470-484.

Nur Barizah, AB. and M. Ahmad, 2009. Auditor
independence: Malaysian accountants perceptions.
Int. I. Bus. Manage., 4: 129-141.

Peecher, M.E., R. Schwartz and I. Solomon, 2007. It’s all

audit
strategic-systems auditing.
Organizations Soc., 32: 463-485.

Pincus, K. V., 1994, Discussion of fraud detection: The
effect of client integrity and competence and auditor

about quality: Perspectives on

Accounting

cognitive style. Auditing, 13: 90-97.

Pott, C., T.J. Mock and C. Watrin, 2009. Review of
empirical research on rotation and non-audit services:
Auditor independence in fact vs. appearance. J. Bus.
Manage., 58: 209-239,

Power, D. and M. Terziovski, 2007. Quality audit roles and
skills: Perceptions of non-financial auditors and their
clients. I. Oper. Manage., 25: 126-147.

1665



J. Eng. Applied Sci., 12 (6): 1662-1666, 2017
Spraakman, G., 1997. Transaction cost economics: A

Rahmina, 1..Y. and S. Agoes, 2014. Influence of auditor
independence, audit tenure and audit fee on audit
quality of members of capital market accountant

forum in Indonesia. Procedia Soc. Behav. Seci.,

164: 324-331.

Saidirny, 5.7., 2013. Impact of the effective internal control
system on the internal audit effectiveness at local
government level. T. Soc. Dev. Sci., 4: 16-23.

Samagaio, A. and R. Rodrigues, 2016. Human capital
and performance in young audit firms. J. Bus. Res,,

69: 5354-5359.
Sarens, G. and DI Beelde, 2006. Internal auditors
perception about their role in risk management: A

comparison between US and Belgian compames.
Y

Managerial Auditing T., 21: 63-80.
Sarwoko, I. and 5. Agoes, 2014, An empirical analysis of
auditor's

auditor's  industry  specialization,
mdependence and audit procedures on audit quality:
Evidence from Indonesia. Procedia Soc. Behav. Sci.,

164: 271-281.

Sawyer, B.L., 2003. The Practice of Modem Internal
Auditing. 5th Edn., The Institute of Internal Auditors,
Altamonte Springs, Florida, pp: 1061-1102.

Schneider, A., B.K. Church and K. M. Ely, 2006. Non-audit
services and auditor independence: A review of the
literature. J. Accounting Lit., 25: 169-211.

Spatacean, 1.0., 2012, Addressing fraud risk by testing the
effectiveness of internal control over financial
reporting-case of romaman fancial investment

compares. Procedia Econ. Finance, 3: 230-235.

theory for intemal audit?. Managerial Auditing T.,

12: 323-330.
Suleiman, D M. and K.I. Dandago, 2014. The extent of

internal audit functions outsourcing by Nigerian
deposit money banks. Procedia Soc. Behav. Sci.,

164 222-229.
Sun, Y., Y. Y1 and B. Lin, 2012. Board independence,
internal information environment and voluntary

disclosure of auditors reports on internal controls.

China J. Accounting Res., 5: 145-161.

Unegbu, A.O. and MI. Kida, 2011. Effectiveness of

internal audit as instrument of improving public
sector management. J. Emerging Trends Econ.

Manage. Sci., 2: 304-309.
ee, C.3., A Swan, K. James and J.K. Leung, 2008.
Perceptions of Singaporean internal audit customers
regarding the role and effectiveness of internal audit.

AsianJ. Bus. Accounting, 1: 147-174.
Zakaria, 7., D.3. Selvara) and Z. Zakaria, 2006. Internal

auditors: Their role in the institutions of higher
education in Malaysia. Managerial Auditing T., 21:
Discussion of independence in

892-904.
Zhang, P., 2003,
appearance and in factt An  experimental
Contemp. Accounting Res., 20:

investigation.
115-119.

Zhang, Y., I. Zhou and N. Zhou, 2007. Audit committee

quality, auditor independence and internal control

weaknesses. J. Accounting Public Policy, 26: 300-327.

1666



	1662-1666_Page_1
	1662-1666_Page_2
	1662-1666_Page_3
	1662-1666_Page_4
	1662-1666_Page_5

