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This study examines the relationship between internal audit function
(IAF) and the effectiveness of corporate governance (CG) in Yemeni
commercial banks. The data were collected by a questionnaire survey
distributed to internal auditors, heads of internal audit, chairman and
members of audit committees, chief executives, and financial managers
of Yemeni commercial banks. After distributing the questionnaire
survey to the respondents, 158 valid questionnaires were obtained for
analysis. Smart PLS 3 was used to analyse the data and test the
hypotheses on the relationship between the attributes of the IAF and the
effectiveness of CG. The study findings show a strong association
between the efficacy of CG and the IAF's objectivity, independence,
professional ethics, and IAF size. The results obtained represent a

valuable addition to the literature on the attributes of IAF that affect the
effectiveness of CG in developing countries, such as Yemen. Finally,
the paper concludes that the attributes of the IAF have a significant and
influential role in enhancing the effectiveness of CG.
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1. Introduction

The growth of global industries, the size of commercial projects, and the emergence of multinational
corporations have made it impossible for owners and investors to manage their businesses themselves, as
many investors lack the time or experience to operate the business and ensure a return on their investment,
necessitating the separation of ownership and management. The investors entrust the business's
management to professionals to ensure that the ‘business's objectives are met efficiently and effectively.
The owners and investors hire people with administrative experience to handle the business's management
and daily operations. Corporate Governance (CG) ensures a balance between various actors and the
implementation of tools for preserving economic wealth, whether for shareholders or other interested

parties in the business's capital, particularly given that other parties are managing the companies (Tabara
& Ungureanu, 2012).
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Despite the importance of CG, it requires the support of many accounting functions. Consequently, IAF
is considered one of the essential pillars of CG (Gramling et al., 2004). Historically, internal audit has
played a significant role in CG in many firms, dating back to the early 1940s (Moeller, 2004), and the nature
of this role has changed through time (Lin et al., 2011). Moreover, it has gained a higher level more
significance than ever before (Carcello et al., 2005). It has also enhanced CG’s effectiveness (Gramling et
al., 2004; Karagiorgos et al., 2010).

The presence of an effective IAF is critical to the success of any organisation because of the strong
relationship between the IAF and CG (Carcello et al., 2005). Many academics have stated that the 1AF is
prepared to assist and succeed in CG and control processes based on the link between the 1AF and CG
(Kontogeorgis, 2018). Internal audit quality has a beneficial function in CG by giving reassurance that
company risks are adequately handled and that internal controls for financial reporting are working
successfully, as well as its role in avoiding profit manipulation and fraud (Arena & Azzone, 2009; Arum,
2015; Cohen et al., 2010; Ege, 2015; Maria, 2012; Mihret et al., 2010; Onumah et al., 2016).

For the audit function to play its critical role in improving CG, it must possess specific characteristics
that boost its efficiency. Competence and professional care are the most crucial factors contributing to the
IAF's effectiveness (Abdolmohammadi, 2009; Cohen & Sayag, 2010). In addition, professional ethics
(D’Onzacetal., 2015; 1A, 2009), independence and objectivity (Alzeban & Gwilliam, 2014; Dellai & Omiri,
2016), and the size of the IAF (Alzeban & Gwilliam, 2014; Mat Zain et al., 2006; Prawitt et al., 2009).

Despite current scientific literature focusing on the importance of IAF as a CG mechanism, particularly
in developed nations, little research has looked into the role of IAF in developing countries (Ahmad et al.,
2009; Al-Twaijry et al., 2003; Alzeban & Gwilliam, 2014; Mihret & Yismaw, 2007; Sakour & Laila, 2015).
This prompted many researchers to call for more research into the role of 1AF, particularly in different
international settings, such as developing countries, where more research and attention are required
(Abdullah, 2014; Ahmad et al., 2009; Al-Twaijry et al., 2003; Arena & Azzone, 2007, 2009; Barac & Van
Staden, 2009; Mihret & Yismaw, 2007; Sarens et al., 2012; Soh & Martinov-Bennie, 2011).

As a developing country, Yemen is an interesting case study that emphasises the importance of
examining factors that influence internal auditing's effectiveness and role in strengthening CG, particularly
in the banking sector. According to researchers' knowledge, this is the only study that has looked at the role
of IAF quality drivers in promoting CG in the Yemeni banking sector. To this end, this study aims to shed
light on variables of the quality of the IAF that enhance CG in the Yemeni banking industry. As a result, it
is expected that this research will contribute to the body of knowledge on CG and the role of IAF
effectiveness. Therefore, this study fills a gap in the literature by examining the connection between the
determinants of the quality of IAF and the efficacy of CG, raising awareness of the IAF's status as one of
the most crucial pillars of CG alongside the board of directors, the AC, and the external audit.

2. Literature review and hypothesis development
2.1 Underpinning theory of the study

Agency theory is one of the most prevalent theories for both IAF and CG. The connection that occurs
between two parties, agents and owners, in which the first (the owners) contracts the second (the agents) to
execute service on their behalf is the focus of agency theory (Jensen & Meckling, 1976; Muda & Dharsuky,
2015). The term “agency theory” is frequently used to explain the interaction between business owners and
management. Owners (shareholders) delegate authority to managers (agents) to handle their affairs and
make decisions on their behalf. Owners anticipate significant returns on their investment, while
management expects high compensation and fulfilling their psychological demands (Muda et al., 2018).
According to agency theory, this creates a conflict of interest between owners (shareholders) and agents
(managers) because it is assumed that corporate managers are more interested in exploiting the company
for their gain (opportunistic behaviour) than increasing returns to shareholders (Davidson et al., 2005;
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Hillman et al., 2011; Lin et al., 2011). Manipulation of financial reports is one of the manipulations that
managers can use to carry out their opportunistic behaviour (Ittonen et al., 2010; Xie et al., 2003).

According to CG studies, two agency issues arise from conflicts of interest between directors and
shareholders. The first occurs when the board of directors is made up of persons who make decisions in the
best interests of the shareholders, but management’s goals are not aligned with the board and shareholders.
The second agency problem occurs when the board of directors is made up of directors who are obedient
to the CEO but do not share the shareholders’ interests (Kachouri & Jarboui, 2017). According to agency
theory, there should be an appropriate level of control to protect shareholders’ interests from management’s
self-interest (Al-Matari, 2019). The agency processes problems mitigated by CG mechanisms, which
promote information transparency, safeguard shareholder interests, and discourage opportunistic
management action. The IAF is one of these mechanisms (Bushman & Smith, 2001; Shleifer & Vishny,
1997).

According to agency theory, the CG’s IAF is a crucial control mechanism to alleviate conflicts of interest
and information asymmetry difficulties managers and agents (Goodwin - Stewart & Kent, 2006; Sarens &
Abdolmohammadi, 2011). According to agency theory, an internal audit represents the interests of
shareholders and a vast range of internal audit users, including the board of directors, the AC, and
management (Internal audit represents the interests of shareholders and a vast extension of internal audit
users, according to agency theory (Peursem & Pumphrey, 2005).

According to proponents of the agency theory, senior management invests in the IAF to reassure the
board that the internal control system and risk management process are working correctly. According to
agency theory considerations, specific characteristics of internal audit employees may improve the IAF’s
ability to maintain and evaluate an effective internal control system (Oussii & Boulila Taktak, 2018).
Therefore, internal auditors must perform their work in a professional manner, which necessitates
educational and professional certificates and other expertise and competencies to contribute effectively to
reducing agency problems and protecting the interests of shareholders; they must also maintain objectivity
and independence while doing their work (Endaya & Hanefah, 2013). As a result, we anticipate a favourable
link between the determinants of IAF quality and CG effectiveness.

2.2 Corporate governance

CG is defined as "A set of relationships between a company’s management, its board, its shareholders
and other stakeholders which provides the structure through which the objectives of the company are set,
and the means of attaining those objectives and monitoring performance. It helps define the way authority
and responsibility are allocated and how corporate decisions are made" (BCBS, 2015). CG is also defined
as "the system by which companies are directed and controlled" (The Cadbury Report, 1992).

CG has been recognised as an essential component of market discipline since Perley's publication of
"Modern Enterprise and Private Ownership"” in the early 1930s, especially in light of the separation of
ownership and management. The urgent need for reassurance and credibility in capital markets, as well as
the activation of investments in response to the economic shocks that occurred at the turn of the third
millennium, provided the impetus for reformulating governance mechanisms and rules, giving it global
momentum as well as scientific and professional significance (BRC, 1999).

CG s critical to a company's success because it ensures that it can fulfil its legal requirements and
fiduciary responsibilities to investors while also giving it a competitive edge over companies with less
effective systems of governance (Levis, 2006). The quality of CG processes also influences the financial
system's capacity to withstand risk. It is also beneficial for firms to have a robust governance framework to
help resolve disagreements between shareholders, executives, and other stakeholders (Oino, 2019).

Other studies found a positive correlation between high levels of CG quality, for example (financial
experience, size, independence of the Audit Committee, independence of the external auditor, the
independence of the board of directors), and the quality of internal control. The study made by Johnstone
et al. (2011) also stressed a good connection between the effectiveness of CG and the effectiveness of
internal controls, by addressing weaknesses in internal control, as the treatment of liabilities goes hand in
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hand with improvements in the Governing Council, the Senior Review and Administration Committees as
essential elements of CG.

It is widely known that internal audit is an essential component of CG (Bame-Aldred et al., 2013; Burton
et al., 2012). Where the internal auditor is seen as a critical member of strategic value and an integral part
of CG, and the internal audit is dealt with as the function that will create assurances and provide
recommendations for the completion of the implementation and follow-up of the CG framework (Abdullah,
2014). Because of this, the IAF's contribution to CG is unquestionable (Eulerich et al., 2013). Especially
after the series scandals that occurred over the past few years which drew attention to the importance of
good CG (Endaya & Hanefah, 2016; Khlif & Samaha, 2014; Sultana et al., 2015).

2.3 Independence and objectivity of IAF

Despite its functional relationship with senior management, several professional organisations and
standard-setters have repeatedly emphasised the necessity of the IAF's independence and impartiality
throughout the last years (Dellai & Omri, 2016). Independence is defined as “freedom from conditions and
circumstances that threaten the ability of the internal audit activity or chief audit executive to carry out
internal audit responsibilities in an impartial manner” objectivity is “an unbiased mental pattern that
authorises internal auditors to perform internal audit tasks in such a way that they believe in the integrity
and quality of their work without reproach” (Moeller, 2015). Having direct and unfettered access to top
management and the board of directors is critical for ensuring the proper independence of the internal audit
function. Objectivity also requires that internal auditors’ judgments on audit matters not be subordinated to
the opinions of others (11A Moeller, 2015).

The 1AF's ability to be objective and independent is critical to its success (Alzeban & Gwilliam, 2014;
Cohen & Sayag, 2010; D’Onza et al., 2015). The IAF's efficiency is directly proportional to its
independence and objectivity (D’Onza et al., 2015; Dellai & Omri, 2016). And any position that weakens
these characteristics may result in the loss of credibility and the profession of internal auditors in the eyes
of stakeholders, among other consequences (Anderson, 2008). Internal auditors will be unable to offer the
essential information to the board of directors and audit committee if the 1AF lacks independence and
objectivity, lowering the 1AF's quality (Chambers & Odar, 2015; Christopher et al., 2009). Hence, it's
evident that the Independence and objectivity of IAF affect the effectiveness of CG, and thus, the following
hypothesis is assumed:

H1: There is a positive and significant relationship between the independence and objectivity of IAF and
the effectiveness of CG.

2.4 Ethics of the profession of IAF

When performing their duties, internal auditors must uphold the most significant levels of honesty,
integrity, and ethics (Alias et al., 2019). Internal auditors, unlike external auditors, are exposed to internal
influence by management and other stakeholders, making this difficult to resist (Roussy, 2013; Suddaby et
al., 2009). As a result, the question arises as to whether internal auditors are motivated by the ideals of
ethics, honesty, and objectivity when carrying out the internal audit process (Alias et al., 2019; Everett, J.,
& Tremblay, 2014).

Obijectivity, honesty, confidentiality, and competency are essential characteristics expressed in the I1A
Code of Ethics. These guidelines were created to promote ethical behaviour and create an ethical culture
within the internal auditing profession. The code of ethics, for example, highlights the significance of
internal auditors completing their work honestly, diligently, and responsibly and not engaging in any
unlawful activity or dishonourable conduct in the internal audit profession or the business. According to
the document, internal auditors should also help achieve legitimate corporate goals and uphold ethical
norms inside the organisation, With the obligation not to utilise information gathered during their work for
personal gain at the expense of the organisation's legal and ethical goals (1A, 2009).
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Internal auditors must follow the principles of the Code of Ethics to ensure the reliability of their
assessments, so providing a basis for trust in their judgement and contributes to the organisation’s creating
value (D’Onza et al., 2015; I1A, 2009). Furthermore, internal auditors' lack of commitment to professional
ethics may lead to their acceptance of unethical activity within the firm, which limits the effectiveness of
IAF (Mirshekary & Carr, 2015). Moeller (2004) also stated that adhering to the (I1A Standards), which
emphasise integrity, objectivity, confidentiality, and efficiency, is an effective way to improve the overall
quality of an organisation's IAF. On the other hand, a recent study by Eulerich and colleagues (2015) found
that companies' overall performance is improved when internal auditors adhere to professional norms and
the code of ethics. Hence, it's evident that the professional ethics of IAF affects the effectiveness of CG,
and accordingly, the following hypothesis is assumed:

H2: There is a positive and significant relationship between the professional ethics of IAF and the
effectiveness of CG.

2.5 The size of internal audit function (IAF)

1A' guidelines emphasise the importance of providing the IAF with appropriate and required resources
to accomplish its duties efficiently and effectively (Moeller, 2015). “Ensure that internal audit resources
are sufficient and appropriate to carry out the audit properly is the responsibility of the chief IAF” (ISPPIA,
Standard 2030). “A sufficient number of internal auditors should also be employed according to the
standard” (Advisory Practice, Standard 2030-1) (Moeller, 2015).

Furthermore, various prior studies have stressed the importance of IAF size in efficiency and
effectiveness. There is a positive correlation between the number of resources available to the IAF and its
significance, according to Alhajri (2017). Mat Zain et al. (2006) discovered, in a study they did, that there
is a positive association between the appraisal of internal auditors for their contribution to auditing the
financial statements and IAF size. Alzeban and Gwilliam (2014) discovered that there is a positive and
statistically significant relationship between the size of an organisation's IAF and the efficacy of that
function. Among the essential prerequisites for good internal audit performance, according to Bednarek
(2018), is the availability of a sufficient number of qualified internal auditors. The effectiveness of 1AF
grows as the ratio between the number of internal auditors and the number of workers in the organisation
increases, according to Arena & Azzone’s (2009) research. As a result, it's clear that |AF size influences
the effectiveness of CG, leading to the following hypothesis:

H3: There is a positive and significant relationship between IAF size and the effectiveness of CG.

The hypothesised relationships between internal audit function attributes and the effectiveness of CG
are shown in Figure 1:

Independence and
Objectivity of IAF

Professional CG Effectiveness
Ethics of IAF

IAF Size

Figure 1. The relationship between IAF attributes and the effectiveness of CG
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3. Methodology
3.1 Research design

The research design refers to “the approach and procedures used to collect and analyse data linked to
the research questions or hypotheses addressed” (Crotty, 2009). In most cases, quantitative and qualitative
methodologies are employed in research. In this study, a quantitative method was chosen to determine the
correlation between independence and objectivity of IAF, professional ethics of IAF, IAF size, and the
effectiveness of CG. To achieve the study's objectives and answer its questions, the researchers chose the
questionnaire form as the primary tool for collecting study data. This is because the questionnaire list is
known for obtaining the highest response rate and is one of the most accessible instruments in exploratory
and field research. In addition, according to Sekaran & Bougie (2016), when collecting data, the
questionnaire is the most powerful and effective method as well as the fact that many similar past studies
employed the questionnaire list to collect study data (e.g. Alzeban, 2015; Alzeban & Gwilliam, 2014;
Madawaki & Ahmi, 2021; Oussii & Boulila Taktak, 2018; Prawitt et al., 2009; Vadasi et al., 2019). The
survey took place between February and April 2021. And to measure the variables and test the study
hypotheses, the researchers employed the Smart PLS-SEM 3.3.3 version.

3.2 Sample

In this study, sixteen Yemeni commercial banks participated in the research, eleven of which are
conventional banks and five Islamic banks. Internal audit heads and personnel, audit committee heads and
members, chief executives, and financial managers in these banks are included in the study sample, as they
have been in similar previous studies (Alzeban & Gwilliam, 2014; D’Onza et al., 2015; Jachi & Yona,
2019; Oussii & Boulila Taktak, 2018; Sarens et al., 2012; Vadasi et al., 2019). The researchers also chose
the banking sector for various reasons, the most notable being that banks are the most regulated of all
industries in Yemen, notably in internal audits and CG.

A total of 219 survey questionnaires were distributed, with 174 returned, 45 not returned, and 16 rejected
as invalid for analysis. The total number of usable questionnaires was then employed 158 questionnaires.
They were yielding a response rate of 72 per cent. For this investigation, 158 questionnaires were deemed
adequate. Men make up the bulk of responses (135 participants) and account for 85.4per cent of the total.
Respondents between the ages of 31 and 40 make up the most significant share of respondents, accounting
for 57 of the total number of respondents, or 36 per cent of the total number of respondents. The 41-50 age
group comes in second, with 25.5per cent (40 participants) of the total. On the other hand, of the 158 people
who responded to the survey, the majority (57 participants) had more than 15 years of experience, while
only (7) had less than one year.

3.3 Measurements

The study's independent variables are represented by IAF objectivity and independence, professional
ethics, and IAF size, and the dependent variable, which is defined by the effectiveness of CG. According
to previous studies, ten items were selected to measure the objectivity and independence of IAF (Alzeban
and Gwilliam 2014; Dellai and Omri 2016; Drogalas et al. 2015; Habib and Jiang 2015). And ten elements
to measure the professional ethics of IAF, extracted from (BCBS, 2012; D’Onza et al., 2015; Eulerich et
al., 2015). The number of internal auditors in each bank is used to determine the size of IAF, extracted from
(Alzeban & Gwilliam, 2014; Mat Zain et al., 2015). Eleven elements have also been suggested as proxies
for the effectiveness of CG. These components were adapted from earlier studies (Hung & Tuan, 2019;
Sarens et al., 2012; Vadasi et al., 2019). All study variables were rated on a five-point Likert scale, where
1 one strongly disagree, and 5 = strongly agree. This scale was chosen because it is seen to be the best for
attaining higher mean scores, preserving the measuring method's dependability, and being the most
appropriate (Dawes, 2008; Krosnick & Fabrigar, 1997).
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4. Findings

As a means of verifying and testing the variables and hypotheses, PLS-SEM 3.3.3 was employed. We've
checked the items were tested for reliability, discriminant validity, and convergent validity for each of these
study variables. The path coefficients and R2 and Q2 values have also been determined. The intensity and
direction of the correlations between the variables are represented by path coefficients. The degree of
variance in the dependent variable caused by the independent variables is also shown by the R2 value. Q2
may also be used to assess the model's predictive potential. According to Hair Jr et al. (2016), indicators
with external loadings ranging from 40—70 per cent must be deleted from the measure if deleting the
indication causes the CR or average variance extracted (AVE) to climb beyond the specified threshold
value. As a result, 7 items were deleted from the model, while 25 items were kept. The following sections
detail the outcomes of the measurement model and the structural model analysis.

4.1 Measurement model

The items utilised must be precise to get reliable measurements of the latent variables. As a result, the
items were tested for reliability, discriminant validity, and convergent validity. The collected findings show
that all measurement models meet the basic standards. The outer loading of each construct was checked to
evaluate the measurement model (Hair Jr. et al., 2014). More prominent loading factors for external loading
factors indicate greater reliability. Items were kept as a general rule when they had an outer loading of more
than 0.60, according to Hair Jr. et al. (2014). Seven items of the total 32 items in the current study were
removed due to low outer loading for these items (less than 0.60), as seen in Table 1.

Cronbach's alpha and composite reliability are further measures of data consistency that allow for more
exact estimation of data consistency. Internal consistency reliability refers to the degree that all items on a
single (sub) scale measure the same variable (Sun et al., 2007). In this study, the findings show that the
components have a high level of internal consistency. Chin (1998a) advised that the AVE of every latent
structure be more than 0.50 in order to provide appropriate convergent validity. Table 1 shows that the AVE
test scores for all variables are greater than 0.5, which means that all variables have a high level of internal
consistency. Table 1 shows a summarised depiction of the measuring model.

We also looked at discriminative validity to see how closely the variable measurements are connected.
Discriminant validity is used to determine the extent to which a given variable in the research framework
differs from each other (Madawaki & Ahmi, 2021). Fornell and Larcker (1981) propose that the square root
of AVE for a specific variable must have been more significant than the correlations between latent
constructs to attain appropriate discriminant validity. It was determined that discriminant validity was
present because the AVE values were more significant than the squared correlations for each set of
constructs. As seen in Table 2, all AVEs were more than the specified value, which confirms the
discriminant validity of the test. On the other hand, based on the findings that have been reported, it appears
that the measurement model is both reliable and valid. This leads us to conclude that the existing measuring
methodology used in this study is appropriate for other analyses. Figure 2 shows the measurement model
assessment.
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Table 1. Measurement model: Loadings, Reliability and Convergent Validity, Cronbach's Alpha, and AVE

Variables Items Loading Cronbach’s alpha CR AVE
CG Effectiveness CGE1 0.794 0.935 0.945 0.609
(CGE) CGE2 0.791

CGE3 0.768

CGE4 0.740

CGE5 0.833

CGE6 0.675

CGE7 0.817

CGES8 0.700

CGE9 0.796

CGE10 0.812

CGE11 0.844
Independence and IND1 0.677 0.819 0.869 0.526
Objectivity of IAF IND2 0677
(IND)

IND3 0.770

IND6 0.770

IND7 0.760

IND9 0.690
Professional Ethics ~ ETH1 0.755 0.842 0.881 0.515
of IAF (ETH) ETH2 0.639

ETH3 0.706

ETH6 0.703

ETH7 0.727

ETHS8 0.697

ETH9 0.786
IAF SIZE 1As 1 1 1 1

Notes: AVE = average variance extracted; CR = composite reliability

Table 2. Discriminant validity (Fornell-Larcker criterion)

CGE ETH IND SIZE
CGE 0.781
ETH 0.619 0.718
IND 0.675 0549 0.725

SIZE 0232 0108 0128 1

Notes: CGE = corporate governance of effectiveness; SIZE = size of the internal audit function; IND = independence and objectivity
of the internal audit function; ETH = professional ethics of the internal audit function. Entries shown in boldface represent the square
root of AVE (measurement model).
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Figure 2. Measurement model assessment
4.2 Structural model

The structural model employs the PLS approach to assess the link between the research variables and
evaluate the study hypotheses. Where t-statistics, path coefficients, and R2, Q2 values are computed. The
path coefficients show the strength and direction of the associations, and the t-statistics and standard errors
show the effect magnitude. R2 value shows the degree of variance in the dependent variable induced by the
independent variables was represented. The explanatory power of the suggested model is determined by
the differences associated with the dependent variables. It is also possible to determine the model's
predictive capacity using Q2, which examines whether the model can correctly forecast data that was not
used to develop its parameters.

Through the results of the study, the R2 values indicate that the suggested framework accounts for
around 56 per cent of the variance in the effectiveness of CG. in other words, independent variables can
account for roughly 56per cent of the variation in point of CG, indicating that the proposed framework has
a reasonable level of explanation (Chin, 1998b). Similarly, blindfolding findings with an omission distance
of 7 generated numbers of Q2 that were much higher than the zero and positive values suggested by Chin
(1998b). Consequently, the proposed model's explanatory power and predictive relevance are acceptable in
this context. The results are shown in Table 3.
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Table 3. Construct Cross validated redundancy

Variables SSO SSE Q2 (=1-SSE/SS0O)
Corporate Governance Effectiveness ~ 1,738.000 1,156.699 0.334

Regarding path structure, the study used the bootstrapping approach to test the predicted relationships
empirically; the path coefficients' significance was examined using 2000 bootstrapping techniques. Table
4 shows the p-values, t-statistic and path coefficients for each connection. The table shows that the
relationship between independence and objectivity of IAF and the effectiveness of CG was positive and
significant (path coefficient =0.467; t=7.024; p<0.01), which means that if independence and objectivity of
IAF increase, the effectiveness of CG will also increase, thus H1 is acceptable. The relationship between
IAF's professional ethics and CG's effectiveness was positive and significant (Path coefficient= 0. 0.348;
t=5.796; p<0.01), indicating that if the professional ethics of IAF improves, effectiveness of CG will
improve. As a result, H2 gets approved. Finally, the relationship between IAF size and CG effectiveness
had been positive and significant (path coefficient =0.135; t=2.481; p<0.01), showing that if the IAF were
significant, the effectiveness of CG would improve. As a result, H3 gets approved. The results of the
hypothesis testing are shown in Table 4.

Table 4. Path coefficient for hypotheses testing

Hypotheses  Relations Path coefficient  Std. error  T-value  P-value Decision

H1 IND 9 CGE  0.467 0.067 7.024 0.000** Supported
H2 ETH » CGE 0.348 0.060 5.796 0.000**  Supported
H3 SIZE» CGE  0.135 0.054 2.481 0.007**  Supported

Note: Significant level **p < 0.05
5. Discussion of the results
5.1 Theoretical contribution

In this study, it is being investigated whether 1AF attributes help to improve CG in Yemeni commercial
banks. The independence and objectivity of IAF, the ethics of the profession of IAF, and IAF size were all
assessed as IAF attributes in this study.

According to the findings, the first characteristic has a positive and considerable impact on the
effectiveness of CG due to IAF's independence and objectivity. These findings support the prior study by
Fadzil et al. (2005), which discovered a positive and substantial link between the internal auditor's
objectivity and the efficacy of the internal control system. The study findings are also in line with the
conclusions of the Hazami-Ammar study (2019), which highlighted the significance of independence and
objectivity of IAF, which is favourably connected with the choice to launch a self-investigation on fraud
and violations. Furthermore, D’Onza et al. (2015) found in their study a solid and positive relationship
between the objectivity and independence of the IAF and the ability of the IAF to add value.

Furthermore, other studies found that the IAF's neutrality and independence are critical to the CG process
because it increases internal auditors' ability to report difficulties to the AC (Scarbrough et al., 1998) and
help the CG perform its duties more efficiently (Chambers & Odar, 2015). However, the findings of this
study contradict those of Oussii & Boulila Taktak (2018), who found that the number of significant internal
control defects revealed by the IAF is not significantly connected to the IAF's independence.

Regarding the second characteristic, the ethics of the profession of IAF, the study's findings reveal a
positive and significant link between the professional ethics of IAF and the effectiveness of CG. This
outcome is consistent with past research findings. According to Eulerich et al. (2015), internal auditors'
compliance with professional standards and the code of ethics improves CG's overall effectiveness and
efficiency. According to D’Onza et al. (2015), there is a positive relationship between the IAF's ability to
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offer value and auditors' adherence to the I1A code of ethics. Furthermore, a recent study discovered that
IAF ethics are positively connected with transparency and accountability, hence improving CG (Jachi &
Yona, 2019). To be ethically compliant, according to the Basel committee on banking supervision (BCBS,
2012), internal auditors must keep secret all information they obtain while doing their job and not use it for
personal benefit or harm. Internal auditors, especially the Chief Internal Auditor, must avoid conflicts of
interest to improve CG performance.

About the third characteristic, which is the IAF size, AF size has a substantial impact on CG
effectiveness, according to the study results. These findings are comparable to those of Martino et al.
(2021), who found that IAF size is related to the level of IAF engagement in CG. In addition, Alzeban &
Gwilliam (2014) found a positive and substantial association between the magnitude of IAF and its
effectiveness. This conclusion is also in line with the Institute of Internal Auditors' proposal, which
emphasises the need to hire the correct number of internal auditors and provide the IAF with the tools it
needs to do its job efficiently and effectively (Moeller, 2015).

However, the findings of this study contrast those of another recent study, Oussii & Boulila Taktak
(2018), which found no link or correlation between the size of the IAF and the significant internal control
flaws uncovered by the organisation’s |1AF.

5.2 Managerial contributions

To the best of the researcher’s knowledge, this is the first study to look into the factors of IAF quality
and its role in fostering CG in Yemen’s economic sectors, particularly the banking industry. It is also one
of the few studies examining IAF in the Middle East. Because IAF research is scarce in Middle Eastern
nations (Al-Twaijry et al., 2003; Alzeban & Gwilliam, 2014; Mihret et al., 2010; Mihret & Yismaw, 2007;
Oussii & Boulila Taktak, 2018), this study seeks to fill the gap by offering insights into internal audits in
Yemen, whether the IAF is seen to be effective, and how the quality of the IAF effects the promotion of
CG. Doing so allows practitioners better to grasp the benefits of IAF’s quality in Yemen.

Furthermore, the outcomes of this study have ramifications for CAEs, internal auditors, and boards of
directors who want to improve the efficiency of their organisations’ business operations. For example, the
knowledge of the parts of the IAF that impact the quality of the IAF can assist CAEs and internal auditors
in identifying areas for development that will help them achieve their objectives. Commercial bank boards
of directors and ACs also use these findings to aid them in carrying out their obligations, such as selecting
CAEs, employing internal audit professionals, and reviewing the IAF to ensure that it is effective.

6. Conclusion

The fundamental purpose of this study is to look at the link between IAF attributes and the effectiveness
of CG in emerging countries. The findings of this study contribute to the corpus of earlier research on the
relevance of the characteristics of IAF in enhancing CG, which has been undertaken previously. Research
hypotheses are generated to determine whether the bank’s IAF attributes influence CG's effectiveness. The
empirical findings provide evidence that the characteristics of IAF are positively and significantly related
to the efficacy of CG in a company. In particular, the results indicate that the relationship between
independence and objectivity of IAF, professional ethics of IAF, IAF size and effectiveness of CG were
positive and significant. We feel that our joint findings have shown the importance of the IAF's
independence and objectivity and the professional ethics of IAF and scale in creating trust in strengthening
internal control and the financial reporting process.

The current study's findings provide several significant contributions. This study bolsters research on
the association between IAF quality and CG effectiveness. It demonstrates the value of IAF traits and their
capacity to improve CG. Specifically, our findings show that improving the independence and objectivity
of 1AF, as well as enhancing the professional ethics of IAF and IAF size, will result in more robust internal
controls, which will assist managers in improving the quality of financial reporting by their companies, and
will assist audit committees in overseeing the activities of IAF and evaluating the performance of internal
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auditors. Specifically, concerning regulatory bodies, our findings indicate that reexamining how to improve
the independence and objectivity of IAF and the professional ethics of IAF to improve internal control
quality and thereby produce higher-quality financial reporting outcomes may be beneficial. This, in turn,
leads to a more muscular CG system.

There are various limitations to our study that should be taken into account when analysing the findings.
First and foremost, our study has a small sample size. On the other hand, the Yemeni market is known for
its modest sample sizes. Second, this study concentrated on the banking sector, neglecting to consider the
other of Yemen's economic sectors, which motivates the remaining researchers to include all of Yemen's
economic sectors in their future research. Third, IAF may have additional characteristics that were not
included in our model, which can help organisations enhance their efficiency and effectiveness in CG by
improving internal control and raising the quality of financial reporting, among other things. Hence, future
studies may look at additional IAF characteristics such as risk consulting of IAF, top management support
for IAF, and the CAE leadership style on CG effectiveness.
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Appendix A: Questions for Each of the Items

Independence and Obijectivity of the Internal Audit Function

1 | The internal audits staff have free to report

2 | The internal audit staff rotates periodically rotate within the internal audit function

3 | the internal audit staff remuneration is not linked to the financial performance of the banks
business

Internal audit reports are submitted to the audit committee or the board of directors
Internal audit staff are not requested to perform non-audit function

The internal audit committee is responsible for appointing, monitoring, and identify the
internal auditor's fees

7 | Internal audit staff have free access to all the informations, departments and employees in the
bank
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8 | Internal audit staff are sufficiently independent to perform their professional obligations and
duties
9 | The audit committee participates in evaluating the internal audit function
10 | The lines of authority, validity and responsibility of the bank create adequate protection for the
internal auditors from administrative bullying

Profession ethics of the Internal Audit Function
1 | The internal auditors are straightforward, honest, truthful, and objective
2 | Internal auditors respect the confidentiality of information acquired and they didn't use that
information for personal gain
3 | The internal auditors avoid potential conflicts of interest among stakeholders within the bank
4 | Internal auditors do not engage in auditing activities for which they have had previous
responsibility before a sufficiently long
5 | Internal auditors do not receive financial rewards inconsistent with the characteristics and
objectives of the internal audit function
6 | The Code of Ethics for Internal Auditing is implemented in all audits by internal auditors
The Bank's defined code of ethics is enforced by the internal auditors
8 | Internal auditors adopt ethical values and principles to the sections being audited within the
bank
9 | Internal auditors able to identify the risks of unethical behaviour occurring within the bank
10 | Internal auditors discuss with the Chief Audit Executive when there is an ethical conflict
which arises during an audit engagement

Corporate governance effectiveness

Effectiveness and efficiency of activities and operations within the bank
Financial and operating reports are true and reliable and do not contain hidden or modified
data
All laws and regulations are compliance with within the bank
The effectiveness of controls related to asset protection is evaluated
Comprehensive risk registers are developed and the related risks assessed on a periodic basis
Integrity and Ethical values are considered as High Priority Issues
An adequate information and communication system is provided at all levels to reinforce the
relevant internal controls
Segregation of duties and responsibilities of Management and Employees is adequate
Risks are identified, analyzed and evaluated to determine appropriate actions to reduce them
10 | Deficiencies in internal control are evaluated and communicated periodically to take
corrective actions
11 | Adequate IT controls are developed to ensure that the bank's objectives are achieved
The size of Internal Audit Function
1 | The size of the internal audit function is measured by the number of internal auditors in the
bank
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