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Abstract

Internal audit is a systematic and independent éation of data, financial statements, accountonas;
operations and performances of an enterprise ®ptirpose of verifying their authenticity and faiss. It is a
broad term which means a number of checks andalergxercised in a business to ensure efficienkingrin
the organization. It is regarded as indicating theole system of controls through vigilance and atiom
established by the management in the conduct ofess It has become an indispensable manageawiot
achieving effective control by detecting the wealges in management operations in all industry éshec
banking industry. Taking this into cognizance, thisidy examines the effect of internal auditing tbe
organizational performance of major Jordanian bavksample of 364 employees has been selectechéor t
study. Data have been collected through self aditaired questionnaires and analyzed with the helputtiple
regression. Internal audit is used as the independariable whereas organizational performancehis t
dependent variable. The analysis of data revediat there is a significant impact of internal auaiit the
organizational performance in all banks except Asabk.

Keywords: internal auditing, organization, performance, tsmmkultiple regression.

INTRODUCTION

Internal auditing is a systematic and independeatrgénation of data, financial statements, accoueterds,
operations and performances both financial andraibe, of an enterprise for the purpose of veriyiheir
authenticity and fairness (Butcher, Harrison, arab$®k 2013). It is an independent, objective asseramd
consulting activity designed to add value and impr@an organization’s operations (Gramling, 2004). |
comprises the plan of the organization and all weghand measures adopted within a business tousateg
operational efficiency, and encourage adherengeréscribed managerial policies. It is a pre-retgigr the
efficient and smooth working of an organizationr@itk & Hassan, 2014). The organization must esthldind
maintain adequate systems of internal control gpjate to the size and nature of business of thigyeihe
auditor perceives and recognizes the propositidoreehim for examination, collects evidence, eviadaathe
same and formulates his judgment. Thereafter, jeddgns communicated through the Audit Report whscthe
end result of auditing (Ravinder & Virender, 200%he insiders and outsiders of the organizatioessately
guided by the audit report whether the financiaoamts and statements present a fair and truerpictuthe
performance of the organization. The report is aftipular interest to shareholders, creditors, $twes,
employees, and government i.e. who have a finastée in the success or failure of the businessrtise
(Daniel, 2013).

Internal audit control ensuring the orderly andiogéht conduct of its business, including adheretze
management policies, the safeguarding of assetseption and detection of fraud and error, the mxguand
completeness of account records, and the timelygpagion of reliable financial information (Abidand Ismail,
2009). The system of internal control extends bdythose matters which relate directly to the funmtdi of
accounting system. Moreover, internal auditing hasome an indispensable management tool for acigevi
effective control by detecting the weaknesses imagament operations in all industry especially bk
industry (Nyakundi, Nyamita, & Tinega, 2014). Itopides a basis for correcting deficiencies thatehalded
the first line of defense before these deficientiesome uncontrollable or are exposed in the extewnditor’s
report (Goodwin and Yeo, 2001). It is a system rodtituting checks on the day-to-day transactionschvh
operate continuously as part of the routine systdr@reby the work of one person is proved indepeihyglen is
complementary to the work of another, the objedhdpéhe prevention and early detection of errordrand
(Shahnawaz, 2016).

Internal auditing is a broad term which means almemof checks and controls exercised in a busittesasure
efficient and economic working (Chopra, 2012).slthiest regarded as indicating the whole systenowtirals,
financial and otherwise, established by the managerm the conduct of business, including interclaéck,
internal audit and other forms of control (Abu Bgka2009). It involves a sort of vigilance and diien over
important matters like budget and finance, purchasel sales and internal administration by the gwment;
for example, in case of proprietary concern, suchrdrol would be exercised by the proprietor witile case of
a joint stock company, it would come from the dioes. Thus, it may be stated that internal audivjgles a
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measure for the management to obtain informatioateption, and control which is quite important fbe
successful working of a business organization (Raphi, 2015).

REVIEW OF LITERATURE

Ahmad (2007) recommended that there should be more attentiGutlifors and institutions regulating the audit
profession in Jordan towards compliance with astiihdards, especially those concerning internait aundl
imposing on auditor’s responsibility to detect flaim financial transactions and statements at gprapriate
stage.Hung & Han (2010) found that management’s attitude, controller'swate, the probability of internal
auditors’ promotion, the implementation of perfomoa evaluation, the establishment of the job dp8ori, and
the training and professional abilities of the intd auditor were the factors that affect managem@erceiving
effectivenessObert & Munyunguma (2014) evaluated the factors causing negative perceptidriaternal
audit and the impact on the performance of themateaudit function. Data was collected throughsgiomnaires
which were distributed to managers, section heagservisors and clerical staff. The research ugetbeatory
and qualitative techniques. The causes of negp8veeptions were; auditors failure to meet expegtajap, the
bad reputation of an auditor, the quality of awstaff, level of professional competence and theeadxs of
independence and objectivity in internal auditswideer, the research suggested that internal aeditisto
adopt a new mindset in view of the changes takiagepin the business environment, to correct thergrnof
financial scandals, intense focus on corporate m@aree. The study revealed that internal auditoeaimproved
by getting adequate support from management, tewujualified and professional auditoBahir & Omar
(2016) examined the role of internal audit practice ogamizational performance of Somalian companies. The
sample size was 200 respondents and data wastedlfdfrough questionnaires set on Likert scale. firtténgs
highlighted that there was a significant positivdationship between internal audit and organiratio
performance of the companies under stusifakour & Chaudhary (2017) investigated the impact of internal
audit on organizational performance of selectedlamian banks with the sample size of 145 employEks.
study revealed that there is a significant impdctnternal audit on organizational performance efested
banks.Alflahat (2017) in the study titled;The Impact Of Internal Audit On Organizational Pébrmance Of
Selected Jordanian Companiegxamined the impact of internal audit on the orgatidbnal performance of
Jordan Electric Power, Jordan Telecom, and Natidtettoleum. The sample size of the study was 290
employees. Data was collected through questiormdideltiple linear regression was used as thessiezdi tool
for analysis. Internal audit was the independerialsée and organizational performance was usedhas t
dependent variable. Professional competence, aiteomtrols, internal audit standards, independefdaternal
audit were used as the proxy measures of interrdit.arhe analysis of data revealed that there sgyaificant
impact of internal audit on the organizational parfance in companies under study.

OBJECTIVESOF THE STUDY
a) To examine the impact of internal auditing on thgamizational performance of Bank of Jordan.

b) To investigate the impact of internal auditing ba brganizational performance of Cairo Amman Bank.
¢) To evaluate the impact of internal auditing onleeformance of Jordan Kuwait Bank.
d) To examine the impact of internal auditing on thgamizational performance of Arab Bank.

HYPOTHESESOF THE STUDY

Hoy: There is no significant impact of internal audiftion the organizational performance of Bank ofidar

Ha,: There is a significant impact of internal audition the organizational performance of Bank of dord

Ho,: There is no significant impact of internal auattion the organizational performance of Cairo Amman
Bank.

Hax: There is a significant impact of internal audition the organizational performance of Cairo AmiBank.
Hos: There is no significant impact of internal audtfion the organizational performance of Jordan Kuwa
Bank.

Hag: There is a significant impact of internal audition the organizational performance of Jordan Kut#ank.
Ho,: There is no significant impact of internal audition the organizational performance of Arab Bank.

Ha,: There is a significant impact of internal audition the organizational performance of Arab Bank.

RESEARCH METHODOL OGY

A self-administered questionnaire was used to cblfgimary data. Self-administered questionnairghis
survey in which respondents take responsibilityriading and answering the questions. It is consilas a
superior mode for minimizing bias and improvingpasse rates. The questionnaire consists of fiveabks
wherein organizational performance was dependetdbla and internal auditing was the independentiie.
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Figure 1 highlights the framework of the presendesrch. The effects of independent variables on the
dependable variable were assessed by the 5-pdiettlattitude scale. The questionnaire was predestveral
times. A total of 500 questionnaires were distgélosuamong the employees working in selected banlseirn
364 questionnaires were considered valid for daialyais. Table 1 shows the questionnaires disehut
rejected, and accepted. The data collection pevasisix months since September, 2017 to Februaig.2
Secondary information was gathered from differentrses such as books, magazines, journals, newspape
online databases via internet etc. Sample survegrass-sectional survey was the main method tooespl
attitudes of patients’ satisfaction with privatespitals. This is a method of primary data collattio which
information is based on communication with a repnéstive sample of target population at a pointirime.
Simple linear regression was used to analyze thalteethrough Statistical Package for the Sociaérge
(SPSS) 20 version.

Analysis of Data

Data collected from primary as well as secondamyraes was analyzed and interpreted and on the bésis
which conclusions were drawn. For analyzing theadaultiple linear regression analysis was used and
hypotheses have been tested at confidence le@&io6f

Table 1. Sample Size of the Study

Selected Banks Questionnaires
Distributed Rejected Accepted
Bank of Jordan 100 31 69
Cairo Amman Bank 100 24 76
Jordan Kuwait Bank 150 44 106
Arab Bank 150 37 113
Total 500 136 364

Source: Primary Data

Fig.1l:Research M odel

Internal Controls
Professional
Competence

Organizational

Performance

Internal Audit
Standards

Independence of
internal audit

Variablesof Internal
Audit

Source: Researcher's Own Compilation

139



Research Journal of Finance and Accounting www.iiste.org
ISSN 2222-1697 (Paper) ISSN 2222-2847 (Online) !.2!;',!
Vol.9, No.14, 2018 IIS E

Fig.2: Questionnairesdistributed, re ected, and accepted
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CORRELATION STATISTICSOF STUDY VARIABLES
Table 2 highlights the correlation matrix of theidst variables. There exists significant positiverelation
between internal audit variables and organizatipealormance.

Table 2: Correlation Matrix

Dependent Independent Variables
Variable

IC PC AS A OoP
oP 0.804" 0.867" 0.699" 0.718 1

Note: IC: Internal Control; PC; Professional Competer&8; Internal audit standards; Il1A: Independence of
internal audit; OPOrganizational Performance
" Correlation is significant at the 0.05 level (2esd)
Source: Output of SPSS_20
HYPOTHESISTESTING
Ho,: There is no significant impact of internal auditing on the organizational performance of Bank of
Jordan.
Ha;: There is a dignificant impact of internal auditing on the organizational performance of Bank of
Jordan.

Table 3: Multiple Regression Analysis[Bank of Jordan]
Model 1 Variables Regression T Value P Value
Coefficients
X1 Internal control 0.554 11.521 0.000
Xy Professional competence 0.629 2.698 0.003
X3 Internal audit standards 0.337 -4.577 0.008
X4 Independence of internal audit 0.228 26.685 0.006
R 0.856
R Square 0.732
Adjusted R Square 0.726
Standard Error 1.254
ANOVA (Model Fitness) F Value: 62.967; P ValueO@5*
Dependent Variable: Organizational Performance

* Significant at 5% level
Source: Output of SPSS_20
Multiple linear regression has been used to chkeekirhpact of internal auditing (independent vdaalon the
organizational performance (dependent variableplelr'8 shows the regression model of Bank of Jordae.
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value of adjusted R square is 0.726 which mean§ P2rcent variation in organizational performanse i

explained by the internal audit and the rest of whdation (1-K) is an unexplained variation. Furthermore,

ANOVA shows the model significance. The F value6&967 and the p value corresponding to it is 0005
(P<0.05) meaning thereby all the variables fuldiltee criteria of model accuracy.

The regression coefficient gives a measure of tdribution of each variable to the model. A largatue
indicates that a unit change in the predictor Vdeidas a larger impact on the criterion variablee value of
regression coefficient on the variable professiaahpetence is 0.629 which is an indication of plsitive
impact of professional competence on organizatipeaiormance. The significant value of this varéais 0.003
which is less than 0.05 at 95 percent confidenterval. However, the value of beta coefficient ateinal
controls is 0.554 and the significant value coroesling to this variable is 0.000. Moreover, theueal of
regression coefficients on the variables internalitastandards and independence of internal aveli0837 and
0.228 respectively. The significant value undeteaariable is less than 0.05 at 95 percent confidenterval.
Therefore, the null hypothesis is rejected andhit be said that there is a significant impact térimal audit on
the organizational performance in Bank of Jordan.

Ho,: There is no significant impact of internal auditing on the organizational performance of Cairo
Amman Bank.

Ha,: Thereisasignificant impact of internal auditing on the or ganizational performance of Cairo Amman
Bank.

Table 4: Multiple Regression Analysis[Cairo Amman Bank]
Model 2 Variables Regression T Value P Value
Coefficients
X1 Internal Control 0.601 -2.551 0.001
Xy Professional Competence 0.599 19.525 0.00d
X3 Internal audit standards 0.507 1.705 0.000
X4 Independence of internal audit 0.413 3.448 0.002
R 0.901
R Square 0.811
Adjusted R Square 0.804
Standard Error 1.557
ANOVA (Model Fitness) F Value: 159.587; P Valued@*
Dependent Variable: Organizational Performance

* Significant at 5% level
Source: Output of SPSS_20

Multiple linear regression has been used to ingagti the impact of internal auditing (independeariable) on
the organizational performance (dependent variabfelCairo Amman Bank. Table 4 shows the regression
model. The value of adjusted R square is 0.804 hwhians 80.4 percent variation in organizational
performance is explained by the internal auditing aest of the variation (14Ris an unexplained variation.
Furthermore, ANOVA shows the model significancee Fhvalue is 159.587 and the p value corresportditity

is 0.004 (P<0.05) meaning thereby all the variahlfgled the criteria of model accuracy.

The regression coefficient gives a measure of tdribution of each variable to the model. A largatue
indicates that a unit change in the predictor Vdeidas a larger impact on the criterion variablee value of
regression coefficient on the variable professia@mhpetence is 0.599 which is an indication of plsitive
impact of professional competence on organizatipeaiormance. The significant value of this vargais 0.000
which is less than 0.05 at 95 percent confidentenial. However, the value of beta coefficient ateinal
controls is 0.554 and the significant value coroesiing to this variable is 0.000. Moreover, theueal of
regression coefficients on the variables internalitasstandards and independence of internal aveli0&07 and
0.413 respectively. The significant value underhegariable is less than 0.05 at 95 percent conéidenterval.
Therefore, the alternate hypothesis is accepteditaceh be said that there is a significant impafcinternal
audit on the organizational performance in Cairondan Bank.

Hos: There is no significant impact of internal auditing on the organizational performance of Jordan
Kuwait Bank.
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Has: There is a significant impact of internal auditing on the organizational performance of Jordan
Kuwait Bank.

Table5: Multiple Regression Analysis[Jordan Kuwait Bank]
Model 3 Variables Regression T Value P Value
Coefficients
X1 Internal Control 0.432 -5.509 0.000
Xy Professional Competence 0.397 15.228 0.00d
X3 Internal audit standards 0.385 13.377 0.000
X4 Independence of internal audit 0.511 -2.207 0.002
R 0.917
R Square 0.841
Adjusted R Square 0.829
Standard Error 2.114
ANOVA (Model Fitness) F Value: 96.684; P ValueO@0*
Dependent Variable: Organizational Performance

* Significant at 5% level
Source: Output of SPSS_20

Multiple linear regression has been used to ingati the impact of internal auditing (independemiable) on
the organizational performance (dependent variabfeJordan Kuwait Bank. Table 5 shows the regressio
model. The value of adjusted R square is 0.841 hwhians 84.1 percent variation in organizational
performance is explained by the internal audit #r@rest of the variation (1%Ris an unexplained variation.
Furthermore, ANOVA shows the model significancee Fhvalue is 96.684 and the p value corresponding t
is 0.000 (P<0.05) meaning thereby all the varialfidflled the criteria of model accuracy. The regsion
coefficient on the variable internal control is 84and its corresponding significant value is 0.QB&0.05).
However, the value of beta coefficient on profesalocompetence is 0.397 and the significant value
corresponding to this variable is 0.000. Moreotlee, values of regression coefficients on the végminternal
audit standards and independence of internal aneli0.385 and 0.511 respectively. The significabier under
each variable is less than 0.05 at 95 percentdemndie interval. Therefore, null hypothesis is ngdand it can
be said that there is a significant impact of inééraudit on the organizational performance in dorduwait
Bank.

Ho,: Thereisno significant impact of internal auditing on the organizational performance of Arab Bank.
Ha,: Thereisasignificant impact of internal auditing on the organizational performance of Arab Bank.

Table 6: Multiple Regression Analysis[Arab Bank]
Model 4 Variables Regression T Value P Value
Coefficients
X1 Internal Control 0.227 16.664 0.467
X, Professional Competence 0.119 -2.229 0.294
X3 Internal audit standards 0.192 9.542 0.738
X4 Independence of internal audit 0.078 -3.337 0.525
R 0.557
R Square 0.310
Adjusted R Square 0.301
Standard Error 2.009
ANOVA (Model Fitness) F Value: 254.667; P Value6@&8
Dependent Variable: Organizational Performance

Source: Output of SPSS_20

Multiple linear regression has been used to ingati the impact of internal auditing (independemiable) on
the organizational performance (dependent variatfieédrab Bank. Table 6 shows the regression moteé
value of adjusted R square is 0.301 which mean& Peércent variation in organizational performanse i
explained by the internal auditing and the resthef variation (1-B is an unexplained variation. Furthermore,
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ANOVA shows the model significance. The F value$1.667 and the p value corresponding to it is 8.66
(P<0.05) meaning thereby all the variables do wdftlléd the criteria of model accuracy. Nevertrgdethe
regression coefficients are not statistically sigant because p value under each variable is riane 0.05 at
95 percent confidence interval. Therefore, the hyppothesis stands accepted and it can be saidhbe is
insignificant impact of internal audit on the orgaational performance in Arab Bank.

Table 7: Summary of Hypotheses Tested

No. Hypotheses Results

Hoe | There is no significant impact of internal auditiog the organizational performancdRejected
of Bank of Jordan.

He: | There is no significant impact of internal auditiog the organizational performancdRejected
of Cairo Amman Bank.

Hos | There is no significant impact of internal auditiog the organizational performancdRejected
of Jordan Kuwait Bank.

Hos | There is no significant impact of internal auditiog the organizational performancé\ccepted
of Arab Bank.

CONCLUSION

Internal auditing is a systematic and independeatrgénation of data, financial statements, accoueterds,
operations and performances both financial andraibe, of an enterprise for the purpose of veriyiheir
authenticity and fairness. It comprises the plammfanization and all methods and measures adegthth a
business to safeguard operational efficiency, ersgmiadherence to prescribed managerial poliaieshalps in
achieving the objectives of the enterprise. In gtigly, an effort has been made to examine thetaiffenternal
audit on the organizational performance of thectete Jordanian Banks. The author collected data thé help
of self administered questionnaire set on a fivepbikert-scale from the employees working in thdsanks.
The size of the sample is 364 employees and datdden analyzed with the application of multiplgression.
Internal audit is the independent variable and wimgdional performance is used as the dependemblar
Professional competence, internal controls, infeandit standards, independence of internal auditused as
the measures of internal audit. Three hypothesi® lheeen rejected and one has been accepted. lisntigsn
there is a significant impact of internal audittbe organizational performance of Bank of Jordaaifd@CAmman
Bank, and Jordan Kuwait Bank. However, insignificampact of internal audit on the organizational
performance has been revealed in Arab Bank andehescrecommended to take necessary steps in Baak.

LIMITATIONSOF THE STUDY
i. The study examines the impact of internal auditinghe organizational performance of four
Jordanian banks. Therefore, the results cannotberglized to other companies.
ii. The sample size of the research is 364.
iii. Only four variables of internal audit have beenduisethe study.
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