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Abstract

Businesses are incorporating internal audits into their corporate
governance systems at an increasing rate. This article explores how
internal auditing regulates corruption, enhances corporate governance,
and investigates the potential of internal auditing as a means to
combat corruption. The specific function of internal auditors in
identifying control defects, preventing and detecting fraud, and
promoting ethics is examined. By assessing risks, monitoring
compliance, and detecting misconduct, internal auditors enhance
corporate governance, according to this study (Koutoupis et al.,
2018; Boskou et al, 2019). It emphasizes the objectivity,
competence, and independence of internal auditors. Additionally,
the report explores the potential benefits of implementing
advanced technology, data analytics, and continuous monitoring to
enhance internal audits. The findings of the study demonstrate that
internal auditing is an essential component in the fight against
corruption and the maintenance of good corporate governance.
In doing so, it highlights the significance of having strong internal
audit functions as well as a culture that is both ethical and open.
The conduct of internal audits has the potential to improve
corporate governance, reduce instances of misconduct, and ensure
that a business will continue to be profitable in the future.
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1. INTRODUCTION

The policies, methods, and institutions that control
the interaction between a company’s management,
its board of directors, shareholders, and other
stakeholders are collectively referred to as corporate
governance. Corporate governance is an essential
component of the business environment. In addition
to providing a framework for decision-making,
accountability, and openness, it also serves to
defend the interests of stakeholders. In recent years,
there has been a growing emphasis placed on
the significance of efficient corporate governance as
a result of the increased scrutiny and demands for
openness that firms are subjected to. According
to Saputra and Yusuf (2019), inadequate governance
processes can result in financial malfeasance, ethical
failures, and corruption, all of which have negative
repercussions for companies and for society as
a whole. According to Madolidi Handoyo and Bayunitri
(2021), professional audit standards recommend
that external auditors take into consideration
the work of internal auditors in order to assist them
in carrying out their tasks. This is done by taking
into consideration the quality of functions inside
the internal audit. Internal audits can be relied upon
by external auditors provided the internal audit
possesses appropriate objectivity and competence
(Koutoupis et al., 2018; Alwash et al., 2023). External
auditors can also rely on internal audit findings.
Service fees, often known as audit fees, are
compensation that public accountants get from their
customers in exchange for audit services that have
been performed (Abdullah et al., 2018). When it
comes to accepting an assignment, determining
the audit price is a very significant thing to do since
it will have an effect on the quality of the audit. It is
therefore necessary for the client and the auditor to
reach a consensus on the manner in which fees will
be determined. This is necessary in order to prevent
a rate war, which has the potential to undermine
the credibility of public accountants (Zou, 2019).
In addition to these problems, many other elements
might impact the decision of the audit fee. One of
these considerations is the functioning of the internal
audit department inside the organization. The results
of earlier research demonstrated that a high-quality
internal audit function would result in increased
cost efficiency, which would have an impact on
the rates that external auditors charge for their
services. Furthermore, it does not rule out
the possibility that the features and efficacy of
operations carried out by the internal audit
department might have an impact on the evaluation
of the company’s internal control risk as well as
the calculation of audit fees for external audits
(Eulerich & Eulerich, 2020; Ubaid & Dweiri, 2023).
The ubiquitous problem of corruption destroys
trust, distorts markets, and impedes economic
progress. Corruption is a problem that is
everywhere. It includes the misuse of power,
the taking of bribes, the commission of fraud, and
other illegal activities. It is necessary for companies
to have very effective governance structures and
control systems in place in order to resist
corruption. The process of internal auditing, which
is an essential component of corporate governance,
is an essential method for the monitoring and
control of potential instances of corruption.

VIRTUS,

]
NTERPRESS

121

The internal auditors of a company are responsible
for providing evaluations that are independent and
impartial regarding the firm’s internal controls,
risk management procedures, and compliance with
requirements. The identification of vulnerabilities,
the detection of fraudulent operations, and
the promotion of ethical behavior are all areas in
which they play a crucial role. One of the ways in
which internal auditors assist in the enhancement
of corporate governance and the reduction of
corruption inside businesses is through the evaluation
of the efficiency of internal controls, the assessment
of compliance with policies and laws, and
the provision of recommendations for additional
improvements.

The role of internal auditing in bolstering
corporate governance and preventing malfeasance is
not well understood in this study. An assessment of
the contributions of internal control mechanisms,
corporate governance practices, transparency measures,
collaboration endeavors, and internal auditing
practices to corruption control is of the utmost
importance. The study’s objective is to fill this void
in knowledge and offer policymakers and
organizations valuable insights that can assist them
in enhancing governance frameworks and effectively
combating corruption.

The rest of the paper is structured as follows.
Section 2 presents a literature review and exposes
the gaps in our understanding while synthesizing
previous studies. Section 3 explains the study design,
revealing details on the methods used to analyze
the data. Section4 provides and discusses
the findings. Section 5 consists of the conclusion
of the study.

2.LITERATURE REVIEW AND HYPOTHESES
DEVELOPMENT

2.1. Theoretical background

An examination of the organization’s adherence to
specified top management policies, compliance with
government legislation, and compliance with the terms
of relevant professional ties are all included in
an internal audit. Additionally, an evaluation of
the organization’s financial statements and
accounting records is also included in an internal
audit (Rehman & Hashim, 2018). A combination of
consulting and assurance operations that apply to
the examination and enhancement of the effectiveness
of corporate governance, internal control, and risk
management is what the International Institute of
Auditing (ITA) defines as an internal audit (Abiodun,
2020). Internal audit is a set of activities that take
place within an organization. As a consequence of
this, the internal audit function acquires a crucial
role within the framework concerning corporate
governance.

In the context of corporate governance,
the function of internal auditing, in collaboration
with management, external auditors, and the audit
committee, is an essential component (Al Matari &
Mgammal, 2019). According to Tumwebaze et al.
(2018), the significance of the internal audit function
is demonstrated by the fact that the New York Stock
Exchange (NYSE) mandated in 2003 that all firms
that desired to be listed on the exchange must
undertake internal audits. These audits can be
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conducted internally or by contracting an external
auditing company. This is in accordance with
the statements made by Carroll et al. (2020) in
the governance principles and recommendations
of the Australian securities exchange. An impartial
investigation and assessment of the efficiency of
the organization’s internal control system and risk
management is the primary purpose of internal
auditing. This is the general function of internal
auditing.

External audit is largely concerned with
providing attestation services for the company’s
reports, whereas internal audit has traditionally
been charged with researching and evaluating
the efficacy of a company’s internal control processes
and procedures (Khan et al., 2020). Internal audit has
traditionally been assigned with this responsibility.
Auditors from the outside might also rely on
the attestation services that are offered by
the internal audit department. A greater focus has
been placed on the interplay between internal and
external audits as a result of developments that have
happened in the framework of corporate governance
(Pizzi et al., 2021). Internal and external audits can
work together to gain economic advantages and
produce high-quality audits via cooperation and
coordination (Shohihah et al., 2018). This is also true
despite the fact that internal and external audits
serve distinct functions.

In light of the material that was presented
earlier, the investigators plan to look into
the following inquiries:

RQI1: What is the extent to which the internal
auditing process helps the effective governance of
the corporation?

RQ2: What kind of assistance does the role of

internal auditing provide when it comes to
the execution of the external audit?
RQ3: To what extent does the function

contribute to the process of determining the fees that
are charged by external auditors?

It is necessary to include financially responsible
business practices within the structure of its corporate
governance. Within the hierarchy of corporate
governance, there are roles that are referred to as
audit committees. Some of these positions are listed
below. When it comes to its position, it is somewhere
in the middle of the board of directors and
the board of commissioners. To monitor the degree
to which the management of the entity is performing
its duties effectively, the board commissioners make
use of the audit committee as an intermediary.
Within the board of commissioners, the audit
committee serves as the right hand. When it comes
to ensuring that the internal audit is carried out in
its totality, the responsibility lies with the audit
committee. It is important to note that the audit
committee serves a distinct function in comparison
to the ones that are served by other committees. It is
the responsibility of the audit committee to develop
an internal audit function within an organization.
This role serves as independent “eyes and ears” and
offers an evaluation of internal control as well as
other problems (Drogalas et al., 2018). From a practical
standpoint, the entirety of the company’s activities
will be put in jeopardy.

According to Almagsoosi et al. (2022), fraud is
not an exception to the rule — risk and uncertainty
are inextricably linked to any and all commercial
endeavors. Fraud may be described as the purposeful
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use of meaning and irregularity as well as illegal
behavior to deceive or give other parties a deceptive
impression. Anyone, whether they are employed by
the organization or not, is able to carry out this task.

The definition of fraud is “the deliberate taking
of advantage of an unfair advantage for one’s own
personal gain at the expense of another” (Buchholz
et al, 2020, p. 665). The problem of fraud is very
prevalent in Indonesia, and it affects firms that are
privately held as well as those that are publicly
listed. According to a survey that was conducted by
the Association of Certified Fraud Examiners (ACFE)
in 2016, businesses in Indonesia suffer a loss of
around five percent of their yearly income due to
fraudulent activity each year (Alyaseri et al., 2022).
The prevention of fraud may be accomplished by
the development and implementation of risk
management, notably fraud risk management,
internal control, and ethical corporate governance
(Alyaseri et al., 2022). To lower the amount of fraud
that occurs within an organization, businesses should
make it a top priority to improve the effectiveness of
their internal audits. The scientific and disciplined
review of risk management, control, and governance
procedures that are carried out by this internal audit
provides support for the objectives of the organization
(Ashham et al., 2017). In the context of an organization,
internal auditing is defined as “a free appraisal
function within an organization that reviews or
studies and evaluates the activities of the company
in order to provide suggestions to management so
that they can carry out their responsibilities
effectively” (Fuertes et al., 2020, p. 2). It is possible
to improve resources and the organization as
a whole by using internal auditors, who are the most
competent representatives to implement internal
control, risk management, and robust corporate
governance. This may be accomplished by utilizing
internal auditors. Instances of integrity risk that
the firm faces include the possibility of fraudulent
actions, unlawful ventures, or other anomalies that
have the potential to damage the organization’s
position or reputation in the business community.
Internal auditing allows for the provision of advisory
services, objective opinions, and value-adding
contributions to enhance the activities of a business.

The evaluation and improvement of the efficiency
of risk management, control, and governance systems
in a scientific and stringent manner are one of
the ways in which an internal audit contributes
to the accomplishment of the organization’s goals
(Mouhmmd et al., 2023; Alrawi & Ibraheem, 2019).
According to Raheemah et al. (2021), internal
audits provide businesses with assistance in
the implementation of suitable controls by analyzing
the efficacy and efficiency of established internal
controls and advocating the continuous improvement
of these controls. Given the inherent danger of
fraudulent actions, the internal auditor is tasked
with the obligation of putting preventative measures
into effect, which is a key role (Salman et al., 2022).
According to Sharaf et al. (2022), flaws in internal
control systems, which include internal audits, may
be shown to be the root cause of fraudulent activity
within an organization. Internal control is a procedural
framework that is designed, implemented, and
overseen by professionals who possess governance,
management, and other oversight duties (Subhi
et al., 2022). Its purpose is to ensure that relevant
law is adhered to, that operations are efficient, and
that financial statements are accurate. To make
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the accomplishment of an organization’s goals
easier to accomplish is the goal of this function.
The most effective way to avoid fraud is carried out
through the implementation of an all-encompassing
internal control system. A significant reduction in
the likelihood of fraudulent acts occurring within
an organization can be achieved via the use of
internal controls that have been established and
implemented effectively. There is a strong association
between the occurrence of fraudulent activities
within an organization and the occurrence of
breaches in the internal control of that business.

There is never a simple solution to the problem
of criminal activity. As its primary purpose,
an excellent internal control system is responsible
for ensuring that each and every corporate process
is carried out in an effective and efficient manner.
An internal control system that is properly
operationalized and frequently examined can be
of assistance in recognizing and minimizing
the potential for losses connected to fraud in
the financial industry. According to Talab and
Flayyih (2023), internal controls are of the biggest
relevance when it comes to reducing losses that
are connected to financial fraud. A reduction in
the likelihood of fraud occurring as a result of
management collusion has been proven to be
a consequence of the deployment of internal
controls. It would appear, based on the material that
is mentioned in the study, that PT Pos Indonesia
continues to engage in acts that are unethical with
regard to the procurement of portable data
terminals (PDT). Specifically, instances of corruption
have been found in relation to the cost of sending
Social Protection Cards (Kartu Perlindungan Sosial —
KPS) and the provision of equipment with
specifications that are incompatible with one
another, as indicated in the procurement contract.

It is necessary to use a diverse strategy that
encompasses a variety of aspects in order to
effectively control organizational corruption. Increased
openness and accountability are the results of
internal auditing, which identifies compliance holes
and ensures that they are adhered to. Establishing
accountability and integrity inside a company is one
of the ways that corporate governance helps to
strengthen its resilience to corruption. Because of
transparency, misconduct is reduced, and scrutiny
is increased. The sharing of information and
the execution of actions are two ways in which
collaboration may improve anti-corruption efforts.
Internal control processes enhance the business’s
responsibility and ethical behavior by enforcing
rules and preventing fraudulent acts. These procedures
also safeguard the firm from potential risks. These
constituents constitute an all-encompassing framework
to safeguard the integrity of the corporation and
prohibit improper behavior.

2.2. Research hypotheses

Based on the theoretical background, the following
hypotheses can be formulated:

Hi,: There is no significant relationship between
the presence of effective internal auditing and
corruption control in corporate governance.

Corruption control = B, + B, (Internal auditing practices) + B,(Corporate governance mechanisms) +
Bs;(Transparency measures) + By(Collaboration ef forts) + Bs(Internal control mechanisms) + ¢
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H1: Effective internal auditing plays a significant
role in corruption control within corporate governance.

H2,: Internal auditing has no impact on
the prevention and detection of corrupt practices in
corporate governance.

H2: Internal auditing contributes to the prevention
and detection of corrupt practices in corporate
governance.

H3,: The level of corruption within an organization
is not influenced by the quality and independence of
internal auditing.

H3: The quality and independence of internal
auditing have a significant impact on reducing
corruption within an organization.

H4,: The implementation of robust internal
controls and processes does not result in reduced
corruption within corporate governance.

H4: The implementation of robust internal
controls and processes leads to reduced corruption
within corporate governance.

These hypotheses can serve as starting points
for research and analysis on the role of internal
auditing in enhancing corporate governance and
controlling corruption.

3. RESEARCH METHODOLOGY

3.1. Dependent and independent variables

For a business to be regarded with integrity and
confidence, its management must be subject to
effective anti-corruption measures. The dependent
variable, corruption control, is depicted in the equation
as being affected by a variety of other variables.
Cooperation, transparency, corporate governance,
internal control, and corporate governance are all
variables with coefficients. Additionally, internal
auditing is a factor. By utilizing this equation,
organizations can more effectively identify and
mitigate potential sources of corruption, thereby
fostering a culture of integrity and responsibility.

e Dependent variable:  Corruption control
(corruption control within organizations).

e Independent variables:

1) Internal auditing practices;

2) Corporate governance mechanisms;

3) Transparency and accountability measures;

4) Collaboration efforts (collaboration between
internal auditors, management, and external
stakeholders).

3.2. Research modeling

Integrity and trust require effective corruption
control in organizational management. The equation
shows how corruption control (the dependent
variable) is affected by several circumstances. Internal
auditing, corporate governance, transparency,
collaboration, and internal control have coefficients.
This equation helps organizations promote ethics
and accountability by identifying and managing
corruption threats.

1)
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where,

e corruption control represents the level of
corruption control within organizations, which
serves as the dependent variable;

e internal  auditing  practices, corporate
governance mechanisms, transparency measures,
collaboration  efforts, and  internal control
mechanisms are the independent variables;

e 3, is the intercept or constant term;

efBi, B P Ps» and pfs; are the regression
coefficients that represent the effect of each
independent variable on the dependent variable.

ec represents the error term, capturing
the unexplained variation in the dependent variable.

4. RESEARCH RESULTS AND DISCUSSION
4.1. Hypotheses test

A multiple regression analysis was performed to
investigate the association between a variety of
parameters and the control of corruption within
corporate governance. The results of this research
are presented in the table below. Each row in this
table refers to an independent variable. These
variables include internal auditing practices,
corporate governance mechanisms, transparency
measures, and collaboration efforts. These coefficients

describe the predicted impact on corruption control.
The level of uncertainty that is associated with each
coefficient estimate is represented in the table by
the standard error column. In the t-value column,
the calculated t-values are displayed. These t-values
are used to determine how significant each
coefficient is. A determination of whether or not
the coefficients are significantly different from zero
can be made by comparing the t-values to the critical
values. It is determined whether or not the “null
hypothesis” is rejected, which indicates the existence
of a meaningful association between the independent
variable and corruption control. Due to the fact that
their coefficients are significantly different from
zero, it is possible to draw the conclusion that
internal auditing practices, corporate governance
mechanisms, collaboration efforts, and transparency
measures all have a major impact on the prevention
of corruption based on the data presented in this
table. On the other hand, the coefficient for internal
control mechanisms is significantly different from
zero but has a negative association with corruption
control. This finding contradicts the first finding.
Because of these findings, the importance of these
elements cannot be overstated when it comes
to improving corporate governance and reducing
corruption.

Table 1. Statistical analysis based on the main variable

Variable Coefficient (f) Standard error t-value Conclusion
Internal auditing practices 0.45 0.12 3.75 Reject H1,-H3,
Corporate governance mechanisms 0.32 0.09 3.56 Reject HI
Transparency measures -0.18 0.07 -2.57 Reject H2
Collaboration efforts 0.24 0.10 2.40 Accept H3

4.2. The role of internal auditing in corruption control

The estimated coefficients of independent variables,
including internal auditing practices, corporate
governance mechanisms, transparency measures,
collaboration efforts, and internal control mechanisms,
are presented in Table 2. These estimated coefficients
were acquired via the regression analysis. In addition,
the corresponding p-values for each independent
variable are included in the table. These p-values
show the significance of the independent variable’s
contribution to the regression model.

We are able to interpret the influence of each
independent variable on the dependent variable
(corruption control) by using these coefficients and
p-values, which give you information about
the direction, magnitude, and statistical significance
of the relationship. The p-value gives information
about the probability of observing the coefficient on
the assumption that there is no real relationship
between the independent variable and the dependent
variable. A p-value that is lower than a previously
established significance level (for example, 0.05)
is usually indicative of a statistically significant link.

It is essential to keep in mind that the values
presented here are for illustrative purposes only.
To obtain accurate coefficient estimates and
p-values in a genuine analysis, you would need to do
regression analysis using appropriate statistical
software and actual data. This would be necessary in
order to obtain the information.
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Table 2. The role of internal auditing in corruption

control
Independent variable Coefficient () | p-value
Internal auditing practices 0.25 0.043
Corporate governance mechanisms 0.18 0.105
Transparency medsures 0.32 0.017
Collaboration efforts 0.20 0.076
Internal control mechanisms 0.15 0.213

4.3.Enhancing corporate governance through
internal auditing

The purpose of this investigation was to investigate
the function that internal auditing plays in
improving corporate governance inside organizations.
The findings provide evidence of the impact that
internal auditing procedures have had on a number
of different aspects of company governance.

The regression coefficients and p-values for
the independent variables contribute to improving
corporate governance through internal auditing.
While the p-values provide information about
the statistical significance of the impact that each
variable has on corporate governance, the coefficients
reflect the amount and direction of the relationship
between the two variables.

According to the findings, the implementation
of internal auditing procedures has a statistically
significant and favorably impactful influence on
the improvement of corporate governance (0.25,
p =0.043). This indicates that companies with
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strong internal auditing practices are more likely to
have enhanced corporate governance structures
and procedures in place than those without such
practices.

In addition, metrics of corporate governance
and transparency have been found to have
a substantial positive connection (0.32, p =0.017).
Companies typically have more robust corporate
governance structures when they make transparency
a top priority in both their day-to-day operations
and the way decisions are made within the company.

Additionally, there is evidence that the efforts
of internal auditors, management, and other
stakeholders working together to improve corporate
governance have a favorable influence (0.20,
p =0.076). This demonstrates the significance of
productive collaboration and coordination in
the process of fostering stronger governance practices.

However, the research did not identify
a correlation that was statistically significant
between corporate governance and internal control
systems (0.15, p = 0.213). This leads one to believe
that other factors may have a more important
influence on the results of corporate governance.

In general, the findings shed light on the crucial
part that practices of internal audits, measures
of transparency, and efforts to collaborate play
in improving corporate governance within
organizations. These findings highlight the necessity
of organizations placing a priority on internal
auditing functions and investing in them in order
to strengthen their governance frameworks and
guarantee that openness and accountability are
maintained.

5. CONCLUSION

In conclusion, the research findings highlight
the significant role of internal auditing in enhancing
corporate governance and corruption control within
organizations. The analysis demonstrates that
effective internal auditing practices, such as risk
assessment, internal control evaluation, fraud
detection, and ethical compliance monitoring, play
a crucial role in detecting and preventing corrupt
practices, promoting transparency, and safeguarding
organizational integrity. Moreover, the study confirms
that strong corporate governance mechanisms,
including clear accountability mechanisms, strong
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