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ABSTRACT 

The main purpose of this study is to analyze on the determinants of internal audit effectiveness in the public listed 

company in Indonesia specifically Top Ten Property Company by BCI Asia. Questionnaire was using for collecting 

data and distributed to the internal auditor and manager that has been audited by internal audit. The result of the 

study is to show the positive relation effects of Organizational Independence (OI), Formal Mandate (FM), 

Unrestricted Access (UA), Sufficient Funding (SF), Competent Leadership (CL), Objective Staff (OS), Competent 

Staff (CS), Stakeholder Support (SS) and Professional Audit Standards (PAS) with the internal audit effectiveness 

on the public listed company in Indonesia. The regreesion result shows OI, UA, SF, CL, OS, CS and SS have 

contributed for the internal audit effectiveness in the public listed company significantly and positively. The 

remaining two variable; FM and PAS were positively related with the IAE but their contribution for the IAE were 

statistically not significant. All of these nine independent variable are making 64% of the contributions for internal 

audit effectiveness in the public listed company.  
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I. INTRODUCTION 

The growth and development of property in Indonesia is expected to be increasing, it can be 

seen from the developer creating a superblock development. Superblock development means 

the developer develop the property in one area and at that area has Malls, Hospitals, Schools, 

University, Real Estate, etc. Nevertheless, the increased number will not be a good sign for 

those developer since there are problems existed. YLKI (Yayasan Lembaga Konsumen 

Indonesia) stated that there are so many complaints from the customer regarding property such 

as: the handover of the building unit and certificate delayed, quality, specification and design 

of the building layout different, maintenance fee, the land that are going to develop is still 

dispute, the list of services that are in the brochure does not correspond with the actual, and 

refund funds are not immediately resolved. (Bayu, 2015) 

From the data given by the YLKI and there are so manya others cases that did not expose to 

the outsider regarding the property cases, the company should take an action to minimize the 

complaints and cases. To solve the problems, the company should conduct an Internal Audit 

function. Every public listed company in Indonesia, most of them already had Internal Audit 

Function, but in this study, it will be study further about the factors that affected the Internal 

Audit Effectiveness of the company, so the Internal Audit function can minimize the complaints 

and the cases. The factor that are going to use in this study or the independent variable is the 

factors that are already determine by IIA to make Internal Audit more effective such as  

Organizational Independence, Formal Mandate, Unrestricted Access, Sufficient Funding, 

Competent Leadership, Objectives Staff, Competent Staff, Stakeholders Support and 

Professional Audit Standards. 

 



II. LITERATURE STUDY 

Internal auditing is an independent, objective assurance and consulting activity designed to add 

value and improve an organization’s operations. It helps an organization accomplish its 

objectives by bringing a systematic, diciplined approach to evaluate and improve the 

effectiveness of risk management, control and governance processes. (Protiviti, 2009) 

Types of audits performed by Internal Auditors (Hailemariam, 2014): operations audits, 

financial audits, compliance audits, information system audits, internal control reviews and 

investigate fraud.   

Internal audit effectiveness is the degree (including quality) to which established objectives are 

achieved (IIA, 2010). Effectiveness is the achievement of internal auditing goals and objectives 

using the factor measures provided for determinng such factors (Dittenhofer, 2001). Internal 

Audit effectiveness is the extent to which an internal audit office meets its supposed objective 

or the extent to which it meets the intented outcome. 

The update practice guide by IIA presented nine key elements needed to establish an effective 

public sector audit activity. 

II.1.1. Organizational Independence 

Organizational independence allows the audit activity to conduct work and be perceived to 

conduct work without interference by the entity under audit. The audit activity should have 

sufficient independence from those it is required to audit so that it can both conduct and be 

perceived to conduct its work without interference. 

Shamsuddin and Bharathii (2014) state that the internal auditor effectiveness is very much 

affected by the independence of internal auditors. If the internal auditors were not independent, 

the report they produce will be biased which in turn is useless in improving the accountability 

and transparency of the public sector as a whole. The objective and independent report 

produced by the internal auditor is one of the main keys to prevent scandals and frauds 

happening in the public sector. In fact, this is the main reason the internal audit function is set 

up in the ministry the first place. 

II.1.2. Formal Mandate 

The audit activity’s powers and duties should be established by the public sector’s constitution, 

charter, or other basic legal document. Among other topics, this document would address 

procedures and requirements of reporting and the obligation of the audited entity to collaborate 

with the auditor. 

Hailemariam, Shewamene (2014), it stated that the existence of approved internal audit charter 

in the public sector office contributes for the effectiveness of internal audit works by facilitating 

the activities of internal auditors and to make their purpose and authority in line with the 

standards for the professional practices formulated by the institute of internal auditors in 

accordance to the rules and regulations of the organization 

II.1.3. Unrestricted Access 

Audits should be conducted with complete and unrestricted access to employess, property, and 

records as appropriate for the performance of the audit activities. 

 



II.1.4. Sufficient Funding 

The audit activity must have sufficient funding relative to the size of its audit responsibilities. 

This important element should not be left under the control of the organization being audited, 

because the budget impacts the audit activity’s capacity to perform its responsibilities. 

II.1.5. Competent Leadership 

The head of the audit must be able to independently and effectively recruit, retain, and manage 

highly skilled staff without undue managerial or political influence. The leader should be 

knowledgeable of applicable audit standards, professionally qualified-preferably certified-and 

competent to oversee and manage an audit activity. Moreover, the CAE should be an articulate 

public spokesperson for the audit activity. 

II.1.6. Objectives Staff 

An audit activity’s staff must be objective. Audit staff must have impartial attitudes and avoid 

any conflict of interest. Conflict of interest is a situation in which an internal auditor, who is in 

a position of trust, has a competing professional or personal interest. A conflict of interest may 

exist even if no unethical or inappropriate act results. Such a conflict can create an apperance 

of impropriety that can undermine confidence in the internal auditor, the internal audit activity 

and the profession. Moreover, a conflict of interest could impair an individual’s ability to 

perform audit duties and responsibilities objectively. 

II.1.7. Competent Staff 

The audit activity needs a professional staff that collectively has the necessary qualifications 

and competencies to conduct the full range of audits required by the mandate. Auditors must 

comply with minimum education requirements established by their relevant professional 

organizations and standards. 

Shamsuddin and Bharathii (2014), they use Comptency of Internal Auditors to describe the 

competent of the staff and the result is Competency is the ability of an individual to perform a 

job or task properly, being a set of defined knowledge, skills and behaviour. In order to achieve 

competency, various types of training and development should be provided to internal auditors. 

A competent internal auditor will have all the skill necessary to produce a good audit report. 

In Baharud-din et all ( 2014) they use Auditors Competency to describe Competent of the staff. 

Competency can be relate to the ability of an individual to perform a job or task properly base 

on the educational level, professional experience and the effort of the staffs for continuing 

professional development. Auditors’ competency determines the effective auditing in the 

organization. It contributes to the ability of the auditors to perform the systematic and discipline 

audit approach to improve the effectiveness of IA. 

II.1.8. Stakeholders Support 

The legitimacy of the audit activity and its mission should be understood and supported by a 

broad range of elected and appointed public sector officials, as well as by the media and 

involved citizens. 

Audit activity and its mission should be supported by the stakeholders. According to Baharud-

din et all (2014) it stated The support and commitment of management also have the certain 

impact to make sure IA is functioning effectively. The success of IA function will depend on 



the strength of management’s support for the auditing process. They have to accept the fact that 

the IA process is just as critical and important activity as any other process within the 

organization. Some study found that without management approval, support, and 

encouragement, the IA audit process are likely to face failure and worse – time and money 

wasted. 

II.1.9 Professional Audit Standards 

Professional audit standards, such as the International Professional Practices Framework (IPPF) 

promulgated by The Institute of Internal Auditors, support the implementation of the previous 

elements and provide a framework to promote quality audit work that is systematic, objective 

and based on evidence. Audit activities should conduct their work in accordance with 

recognized standards. 

III. METHODOLOGY 

The company’s property that is selected for this research is a property company that included 

in BCI Top 10 Award Property Company in Indonesia. Data used in this study are primary data 

obtained through questionnaires. Questionnaires will be distributed to the auditor and manager 

that had been audited by internal audit of the compant. Total population is 200 respondent and 

the minimal sample data is 67 samples according to the Slovin sample size formula (Sevilla & 

et.al, 2007). The questionnaire will be use a Likert-Scale with 4 categories which is there was 

no neutral categories. 

Below is the model of analysis of the study, where is Internal Audit effectiveness is dependent 

variable and the independent variable is organizational independence, formal mandate, 

unrestricted access, sufficient funding, competent leadership, objectives staff, competent staff, 

stakeholders support and professional audit standards. 

 



 

IV. RESULTS AND DISCUSSIONS 

The result of the validity and reliability test analysis, it shows that there are several question in 

the questionnaires should be removed or take out. The validity of the questions in the 

questionnaire show from the correlation coefficient where if the correlation coefficient greater 

than 0.444 with n = 20 then the question is valid and if lower that 0.444 with n = 20 then the 

question is not valid and must be eliminated or removed. Organizational Independence must 

remove 2 questions, Formal Mandate 1 question, Competent Leadership 1 question, Competent 

Staff 1 question, Stakeholders Support 1 question and Internal Audit Effectiveness 1 question. 

And for the reliability, it shows from the Cronbach’s Alpha, if the Cronbach’s Alpha greater 

than 0.6 then the variable is valid. In this study, all variable is reliable because the result of 

Cronbach’s Alpha is greater than 0.6. 

The result of the post test, the respondent for the managers 58 (83%) were males and 12 (17%) 

were females, while from the internal audit almost is the same with the respondent of the 

managers where 56 (80%) were males and 14 (20%) were females. The majority of the ages of 

the managers are falls under the age of 30–39 (64%), 40-49 (21%), 50–59 (11%) and then 20–

29 (3%) and for the internal auditors are falls under the age of 20-29 (47%), 30-39 (31%), 40-

49 (19%) and then 50-59 (3%). In the term of field of study, the majority of managers and 

internal auditors were studied accounting 51% (Managers) and 80% (Internal Auditor) and the 

rest is Management 26% (Managers) and 10% (Internal Auditor) and Others 23% (Managers) 

and 10% (Internal Auditor), but unfortunately there were no respondent who are study 

economics. 

In the term of educational background, all of the managers and internal audit already got their 

Bachelor’s Degree. No one of the managers and internal auditors are diploma background. 

Bachelor’s degree 70% (Managers) and 84% (Internal Auditors) and Master’s degree 30% 

(Managers) and 16% (Internal Auditors). 



There several questions that have to be answered by internal auditors, who are the main 

participants in the internal audit effectiveness, and the questions regarding the professional 

certification, experiences working as Internal Auditor and in their company has the audit 

committee or not. In term of professional certification, as it shows in the table above only 25 

out of 70 internal auditor have a certification and other 45 did not have any certification. 

In term of experiences working as Internal Auditor fell under the age of  5 to 10 years (46%), 

below five years (37%) and the last is 11 to 15 years (17%). From the table, it shows there was 

no one that the experience working as internal audit more than 16 years. 

In term of the presence of audit committee, all of the answer by the Internal Auditor is 100% 

has audit committee in their company. 

This research finds the composite measure of Organizational Independence, Formal Mandate, 

Unrestricted Access, Sufficient Funding, Competent Leadership, Objective Staff, Competent 

Staff, Stakeholder Support and Professional Audit Standards amounted for 64% (R2 = 0.642) 

variance for the Internal Audit Effectiveness in identifying the non-compliance activities and 

internal auditor added value to the company. That means, the impact of nine independent 

variable contributed for the dependent variable Internal Audit Effectiveness were 64% and the 

remaining 36% were other variables that are not included in this research. 

Independent variable that give the most influence to the internal audit effectiveness is 

Competent Leadership where the regression result, B coefficients, amounted 0.155 and the 

followed by Organizational Independence with B Coefficient 0.152 and the next is Competent 

Staff with B Coefficient 0.123, it means that if the company put a concern in increasing these 

three variables then the effectiveness of internal audit will be increase too. 

There are four other variables that give influence to the internal audit effectiveness but not as 

big as the above variables such as Stakeholders Support with B Coefficient 0.12, Unrestricted 

Access with B Coefficient 0.12, Objectives Staff with B Coefficient 0.093 and Sufficient 

Funding with B Coefficient 0.075. 

And for the last two variables, Formal Mandate and Professional Audit Standards, eventhough 

these two variable has B coefficient amounted 0.061 and 0.069, it will not give any influence 

or affect to the internal audit effectiveness because these two variable are not significantly 

affect the internal audit effectiveness, it means that if the company increase the Formal Mandate 

and Professional Audit Standards then the internal audit effectivenss in the company will not 

become more effective or less effective. 

V. CONCLUSION  

The correlation analysis shows all the independent variable have a positive correlation towards 

the Internal Audit Effectiveness in public listed company in Indonesia especially in property 

company. However, the statistical significance shows that there were two independent variable 

(Formal Mandate and Professional Audit Standards) insignificantly contributed to Internal 

Audit Effectiveness in public listed company in Indonesia especially in property company due 

to larger of significance level p>0.05, therefore this conclusions requires future research should 

be considered for obtaining the impact of these variables on the Internal Audit Effectiveness. 

The finding of the research proved that the Organizational Independence, Unrestricted Access, 

Sufficient Funding, Competent Leadership, Objective Staff, Competent Staff and Stakeholders 

Supports were statistically significant and have a positive contributed to Internal Audit 

Effectiveness in public listed company in Indonesia especially in property company. Thus, the 



public listed company in Indonesia if they want their internal audit become more effective then 

the company should make the internal audit function become organizational independence, 

give the unrestricted access to all document, planning, forecast and data that support audit 

activities, give sufficient funding and compensation to do audit activities, have a competent 

leadership and staff and give full support to the Internal Audit Function so that they can be 

become more effective and the Internal Audit can be in line with IIA standards and the office 

policies and guidelines. 

The internal auditors of the public listed company in Indonesia especially property company 

should be recommended to maintain and improve their effective contribution for the Internal 

Audit Effectiveness in their companies, by taking professional development activities to know 

more about Internal Audit Function, using the management or stakeholders support 

appropriately, do not do the audit activities subjectively and with conflict of interest, and the 

last is improving their professional certification in line with IIA Standards or Otoritas Jasa 

Keuangan standards and organizational guidelines and by introducing themselves with modern 

technologies that can improve their Internal Audit Function in the companies. 

The last one is, the Indonesia higher educational institution should be contributed for the 

effectiveness of internal audit in public listed company in Indonesia especially in property 

company with supplying the competent staff and also give briefing how to hiring internal audit 

staff and also give appropriate training to upgrade the exisiting Internal Audit staffs profiency 

in line with the Institute of Internal Audit standards, or in Indonesia, can use Otoritas Jasa 

Keuangan standardization. 
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