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Abstract

Quality internal audit (IA) plays a crucial role in accountability, transparency and preserving public properties. This paper gives a brief
background of the 1A system in Yemen and examines its impact with regards to financial performance in Yemeni commercial banks based
on five factors: (i) independence of IAs, (ii) adherence to IA standards, (iii) governance principles implementation, (iv) size of the IA, and
(v) frequency of internal audits committees’ meetings. The primary data for the study were collected through a questionnaire prepared for
this purpose. Fifty questionnaires were distributed out of which forty-two were retrieved and valid in the analysis process. For the empirical
analysis, descriptive analysis and T-test were used for verification of the research hypotheses. Results revealed that sticking to standards
internal audit, internal auditors” independence and quality governance have significant impact on banks’ financial performance, while the
size of internal audits committees, as well as their meeting, frequently has insignificant positive impact on banks’ performance. Moreover,
the country results show that the use of automated internal audit in banks has an impact on improving financial performance. This article
provides avenues for further studies, mainly in developing countries, including Yemen, in quality internal audit and financial performance.
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1. Introduction

In the last two decades, a series of financial scandals
and collapses have happened in several international
corporations. For instance, the collapses of the World
Telecom firm of America in 2002 and Enron in the United
States in 2001 that works in the field of marketing electricity
and natural gas, which was called a sense of honesty and
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transparency, led to a loss of confidence in such companies
and their demise pointed to the disappearance of the tight
internal audit IA concept and the absence of a governance
system. In light of the high pressure of competition at the
local and international levels, internal auditing, and its
relationship to corporate governance, has become important
issues. For international institutions and companies to ensure
their survival, continuity, and competition with companies
active in the same industry, and to determine the impact of [A
as a governance mechanism, the Institute of Internal Auditors
developed international standards for internal auditing, and
the (OECD) Organization for Economic Cooperation and
Development worked to create the principles of monitoring
mechanisms to meet fierce international competition. This
is what made both audit and corporate governance a tool
for adding value to the institutions by their monitoring and
consulting services, in addition to disclosure.

In today’s business world, many firms have adopted
various governing and monitoring tools because of the
increase of the competitiveness and economic demands
including internal auditing systems. According to ITA (2011),
the IA is an objective and independent activity to increase
the quality of the operation of institutions and work to add
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value to them. As suggested by the Chartered Institute of
Internal Auditors (2017), the main reason for the emergence
of the need for audits (internal, external) is the separation
of ownership of institutions from their departments, so that
the audit includes the examination and control process to
report their view on the quality and reliability of the financial
statements. IA functions and the quality of the institutions’
financial reports have a significant positive association,
which contributes to achieving competition (Alzoubi, 2019).

Auditing quality plays an important role in protecting
companies from the risks of the crash, which is the goal
that all institutions pursue, meaning that institutions whose
operations are audited by professional auditors face less risk
(Chae et al., 2020). IA is one of the most important aspects
contributing to adding value to institutions by improving
the monitoring and follow-up process to improve outputs
(Corametal., 2008). Also, IA is a significant tool to maximize
businesses outcomes for institutions (Drogalas et al., 2015).
The efficiency of A exerts a high positive impact on adding
value to the work and improving performance (Postula et
al., 2020). There is a positive complementary correlation
between the independence of the IA, accounting experience
of the auditors, regular meetings of the internal audit, and
the effectiveness of the IA (Goodwin-Stewait & Kent, 2006).
Many factors contribute to enhancing the effectiveness of
IA, including their contribution to improving the institutions’
outputs, the most important of which are independence,
following international standards, continuous training of
auditors, and the use of modern control systems (Hazaea
et al., 2020).

Financial performance in banks is affected by many
factors, including what is related to auditing, and some
of these factors are related to management. According to
Majeed et al. (2020), the size of the bank’s board of directors
positively correlates with the return on assets, while it is
negatively related to the return on shareholders’ equity,
which are two basic measures for determining financial
performance. Financial performance requires enhancing
appropriate efficiency to IA practices (Ondieki, 2013). The
primary objective of this paper is to examine the extent of
the impact of the IA system on raising financial performance
in commercial banks. Therefore, this research investigates
the link between the quality of IA system and financial
performance in Yemen. The rest of this paper is structured as
follows. In part 2, we present a review of the relevant studies.
Part 3 discusses the methodology employed in this paper and
the results of the paper are interpreted. Part 4 concludes the
paper. Limitations and future studies are given in part 5.

2. Literature Review

The internal audit (IA) contributes to activating the
public sector institutions in a way that contributes to

achieving its goals (Enofe et al., 2013). According to
research by Alzeban and Gwilliam (2014), there are
many issues that contribute to activating the role of IA in
corporations such as the independence and efficiency of
the IA system. Many aspects contribute to enhancing the
efficiency of internal auditing, some of which are linked to
auditors, such as independence and objectivity, and some
are related to senior management, such as providing the
necessary support for auditing management so that the
work can be carried effectively (Dellai & Omri, 2016).
The independence of members of audit committees is
positively related to the quality of profits in institutions and
companies, and therefore heads of boards of departments
should not be involved as members of audit committees
because of its negative impact on performance and quality
of profits (Al-Absy et al., 2020). If the internal auditors
followed the standards that regulate the profession of TA
which will leads to contribute positively to improving and
regularizing performance (Getie Mihret et al., 2010).

Indeed, strengthening the audit department independence,
regular meetings, and continuous training of auditors to
keep pace with the modernization of international standards
that regulate the profession of audit activities, contribute
significantly to enhancing the performance of institutions
(Hazaea et al., 2020). If the internal auditors follow the
rules and procedures that regulate the profession of internal
auditing, including following the standards is one of the
most vital factors that help in refining performance (Arena et
al., 20006). Corporate governance is strongly correlated with
IA. Internal audit assists boards of directors of institutions
in discharging its governance responsibilities, leading to
improved performance and the achievement of competition
(Florea & Florea, 2013). Well-governance structure is
closely linked to improving corporate performance (Bhagat
& Bolton, 2008).

The results of the study by Al-ahdal et al. (2020) reported
that monitoring mechanisms have an impact on financial
performance in companies, which enhances their role in
achieving their goals. Furthermore, their findings showed that
audit committees have a small part in improving companies’
financial performance. The firm performance is associated
with the monitoring activities within the organizations. Still,
this relationship is not reliable, and therefore, the impact
of corporate governance on performance is minimal and
is related to synchronization, heterogeneity, and dynamic
organizational outcomes (Akbar et al., 2016). Correctly
practicing corporate  governance within institutions
contributes to enhancing performance, adding value, and
improving these companies’ economic and statistical
performance (Ammann et al., 2011). Corporate governance
increases the prices of shares of fixed companies, which
contributes to an increase and grow in the company’s total
value (Ararat et al., 2017).
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The independence of the members in charge of auditing
in institutions, the frequency of their meetings periodically,
and regularly, in addition to the AC size, have a positive
impact on the performance of institutions and improving
their outputs (Bansal & Sharma, 2016). If the size of audit
committees is large, this will lead to a lack of interest in
the work more and lack of cooperation among the auditors
(Drakos & Bekiris, 2010). Ujunwa et al. (2012) argued that
having appropriate members (audit committee size) in the
internal audit department benefits both appropriately and
substantially in obtaining different types of knowledge,
opinions, and proposals that are useful in various institutional
investments in a way that benefits institutions.

According to the study by Rahman et al. (2019), which
discussed the extent of the impact of the audit characteristics
on the financial performance of companies, the size of
the audit committees is positively correlated with the
financial performance because the large size of the audit
committees may undoubtedly include some members who
possess various professional experiences (accounting, and

finance), which may contribute to solving problems and
facing the difficulties and challenges faced by companies,
and consequently improving firm performance. If the size
of the auditors (audit committees) is large, this will lead to a
lack of interest in the work more and a lack of cooperation
among the auditors to make sound decisions. Hence, their
knowledge and skill remain unutilized (Dharmadasa et al.,
2015). Authority systems play a major role in the positive and
negative IA. Democratic systems support the independence
of IA, which contributes to improving performance, on the
contrary, in a monarchy system (Hazaea et al., 2020). Table 1
provides a sample of the empirical studies from different
contexts.

Through previous studies, we summarized the factors
that affect financial performance when using the internal
audit system in order to study and discuss the topic clearly
and smoothly. In Table 2 we expressed the association
between IA and financial performance using (+ -) and mixed
signals according to what we have come up with Results
from previous studies.

Table 1: Some example of empirical articles on commercial banks

Authors Sample and country Time limit Data collection Analysis techniques used

Ondieki (2013) | 20 commercial banks 2012 Questionnaire Multiple regression Descriptive
Kenya statistics. Average percentage

Standard deviation Covariance

Hazaea,Zhu, 7 commercial banks 2019 Questionnaire Average percentage Standard

Alsharabi, et al. | Yemen deviation Covariance

(2020).

Dianita (2015) Indonesia 2012-2014 Secondary data -

Kasiva (2012) 44 commercial banks/ 2012. Questionnaire Multiple regression Descriptive
Kenya analysis

Awdat (2015) 13 commercial bank 2015 Questionnaire Multiple regression Descriptive
Jordan analysis

Robin et al. 13 commercial banks 1983-2012. secondary data Multiple regression Descriptive

(2018) Bangladesh analysis and Correlation matrix

Deribe & 15 commercial banks 2014 Questionnaire Multiple regression Descriptive

Regasa (2014) | Ethiopian analysis

Table 2: Main factors affecting financial performance

Item Relationship Item Relationship

Quality of IA *+ Competence of IA team +

Independence of 1A *+ Governance +

Size of IA +/- Frequency of meetings +

Followed the international standards + Management support +-

Modern control system *+ Authority systems +/-

(*+) indicate that these items have a very high and positive impact (+) indicate that these items have a high and positive impact (+/-) indicate
that these items have an impact (positive or negative) depends on the process.
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Figure 1: The research framework

2.1. Conceptual Framework

The framework of the research illustrates the association
between the dependent variable and explanatory variables of
this study. It depicts that four factors may influence internal
audit adoption among commercial banks. The independent
variables are independence, international standards, and
governance principles, size of 1A, and frequency meetings
of internal audits while the dependent variable is financial
performance adoption. Three hypotheses were developed to
measure the effect of IA on financial performance in Yemeni
commercial banks.

H1: Independence of internal auditors and following the
14 standards have a positive effect on improving financial
performance.

H2: Governance principles implemented in commercial
banks have a positive effect on improving financial
performance.

H3: Size of I4 and frequency meetings of internal auditors
affect to enhance financial performance in commercial
banks.

2.2. Auditing and Commercial Banks in Yemen

Yemen started the process of comprehensive economic
reform in 1994 after achieving unity between the North and
South in 1990 and aims to achieve stability and economic
growth. The process of economic reform was launched in
parallel with the completion of the structure of the banking
sector by establishing the Central Bank of Yemen and 11
commercial banks owned by the government sector, private
and mixed in addition to the presence of two banks owned
by foreign investors. The banking sector faced from 1990 to
1994 many difficulties and challenges for several reasons,
including the lack of modern auditing systems, the absence

of control systems, the lack of competent auditors that
enables them to contribute to raising the level of auditing,
besides the political and economic problems at that time
(Qatinah, 2012). On the other hand, the auditing profession
started in Yemen after the Yemeni Unification was achieved
in 1990 with the establishment of the Central Organization
for Control and Auditing in 1992, which contributed
significantly to the establishment of audits and oversight to
preserve public and private property (Al-Iryani, 1992). With
the beginning of the year 2000, the actual development of
the audit in Yemen started by issuing government laws as
well as interest from the private sector. With all this interest
and development, however, the audit in Yemen face many
difficulties, the most important of which is the lack of a
sufficient number of auditors with professional experience
(accounting and financial), lack of clarity and the true
importance of the audit system, especially for private-sector
owners, failure to keep pace the use of modern systems, in
addition to not fully following international standards for
auditing (Hazaea et al., 2020).

3. Methodology

3.1. Population and Sample Size

This research was conducted on the Yemeni commercial
banks by the end of 2019. The study population includes
10 Yemeni commercial banks. The sample comprises of
auditors working in Yemeni commercial banks 50, (N = 42).
The researchers utilized a survey to collect the data. The
respondents of the research were auditors working in Yemeni
commercial banks, limited to internal audit departments as
these respondents are a good subject to achieve the research
objectives. In this study, the statistical package of social
sciences (SPSS) was utilized to analyze the collected data.
The observations were encoded based on the 5-point Likert
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scales for measuring trends as it is reasonably simple to be
understood from respondents. Also, it has been highlighted
that such a scale is more reliable (Lam & Kolic, 2008).
The value 1 was given where the paragraph is completely
unavailable (strongly disagreed). The value 2 (disagreed), 3
(undesired), 4 (agreed), and 5 were given to rank the answer.
For instance, in case that the paragraph is fully available,
the number 5 was given. The hypothetical mean used for the
study is 3 and it is given by the following formula:

p = (142+3+4+5) =15/5=3

This implies that if the estimated mean is higher than
the conceptual average of study 3, then this paragraph is
undoubtedly available. In case that the estimated mean of the
observations is less than the hypothetical means of the study,
it shows that the paragraph is not available. Whereas, if the
estimated mean is close to 3 shows indecision or offsetting
differences.

3.2. Data Analysis and Results
3.2.1. Descriptive Analysis

Table 3 shows that the general mean average of the first
hypothesis is 3.49, which is higher than the hypothetical
average of this study (3). This shows that the independence
of internal audits and following the IA standards positively
affect the financial performance in commercial banks. These
results are consistent with findings suggested by Alzeban and
Gwilliam (2014) and Getie Mihret et al. (2010) who reported
a positive impact existence between the independence of
auditors and financial outcomes and a similar result for the
association between the financial performance and following
international standards.

Quality of the audit represented in the auditors’
enjoyment of adequate financial and accounting experience,

Table 3: Descriptive statistics

independence has a positive and important influence on
financial performance (Phan et al., 2020). The mean of
the second and third hypotheses (3.81-3.41), respectively,
which is higher than the average mean of the hypothesis (3),
indicates that governance has a positive and high impact
on the financial performance in commercial banks, and the
meetings frequency of the audit committees and its size
affect the financial performance. This is in line with Ugwu
et al. (2020), which confirmed that the size of the audit
committees improves the financial performance in Nigerian
commercial banks. Also, Ado et al. (2020) find that the audit
committees’ size, the independence of auditors, positively
improves financial performance in Nigerian companies.
Owusu (2012) suggested that corporate governance primarily
supports improving corporate performance, which helps in
achieving profitability. This is also achieved and reported by
Al-ahdal et al. (2020).

3.2.2. T-test Analysis

To test the hypotheses, the researchers used the mean
and standard deviations and, then, the general mean as
well as the standard deviation were calculated in order to
know the degree of agreement among the sample members
on the hypotheses. In order to know the significance of the
differences between the averages of the hypotheses and the
average of the five-point scale used in this study, which is 3,
T-test was used (single sample test). A T-test is used to find
the differences between the average of the results obtained
and the central mean of the study (Ruxton, 2006). This is
also confirmed by Kim (2015). This is to judge the degree
of approval where the hypothesis is a statistical function
if the calculated value of T is greater than 3 at the level of
significance approved in this study (0.05). It means agreeing
to this hypothesis, while if the value of the significance level
is greater than (0.05) this indicates that the answers of the
sample members are dispersed and not clear.

Variable N Mean Standard division Minimum Maximum T-test Sig
ISIA 42 3.49 1.02 1.1 5.00 3.15 .00
GPIA 42 3.81 1.07 1.08 5.00 4.89 .00
SMIA 42 3.41 1.15 1.00 5.00 2.31 .03
Average mean 3.57 1.08 3.45

Table 4: One sample T-test (H1)
Test Value = 3
Confidence interval of the Difference 95%
T DF Sig. (tailed-2) Mean Difference Lower Upper
M9 -3.15 41 .003 49471 A779 .8115
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Test Value = 3

Confidence interval of the Difference 95%

T DF Sig. (tailed-2) Mean Difference Lower Upper

M12- 4.89 41 .000 .80754 4738 1.1413
Table 6: One sample T-test(H3)

Test Value = 3

Confidence interval of the Difference 95%

T DF Sig. (tailed-2) Mean Difference Lower Upper

M11-2.31 41 .026 140909 .0511 7671
Table 7: Main factors affecting financial performance in Yemeni commercial banks

Item relationship Item relationship

Quality of IA + Competence of |A team +

Independence of 1A *+ Governance +

Size of IA = Frequency of meetings =

Followed the international standards + Management support A

Modern control system +* Authority systems A

(*+) indicate that these items have a very high and positive impact (+) indicate that these items have a high and positive impact (=) indicate
that these items have a normal impact (*) indicate that these items have not been investigating in this study

H1: T-test results for one sample indicated that there
are no statistically significant differences between the first
hypothesis and the value approved in this study (3), where
the value of T calculated is 3.15, which is more than the
value T approved in the study threshold (3). The moral
significance is smaller than the level of the significance
approved in this study (0.05), which confirms the degree of
approval of the opinions of the sample on this hypothesis.
This means that the independence of internal auditors and
following the IA standards have a positive effect to improve
financial performance in commercial banks. This is in line
with Ondieki (2013), which reported that the independence
of the members of the audit committees, the professional
standards for 1A, the competence of professional auditors,
whether financial or accounting, as well as internal control,
have a significant positive relationship in improving and
enhancing financial performance in commercial banks. Fin
(2020) argued that improved performance in institutions
is greatly influenced by the independence of the internal
audit.

H2: T-test results for one sample showed that there are
no statistically significant differences between the second
hypothesis and the value approved in this study (3), where the
value of T calculated is 4.89, which is more than the value T

approved in the study threshold (3). The moral significance
is smaller than the level of the significance approved in this
study (0.05), which confirms the degree of approval of the
opinions of the sample on this hypothesis. This indicates
that governance has a positive and high impact on financial
performance. This result in line with the conclusion of Dianita
(2015) which showed that governance has a significant and
positive influence on financial performance.

H3: T-test results for one sample presented that there
are statistically significant differences between the second
hypothesis and the value approved in this study (3), where
the value of T calculated is 2.31, which is lowest than the
value T approved in the study threshold (3). The moral
significance is smaller than the level of the significance
approved in this study (0.05). This indicates the dispersion
of the opinions of the sample members on this hypothesis.
There is an association between the size of the audit (audit
committees, the frequency of meetings, and financial
performance), but it is not important. This indicates that
the size of the audit (audit committees, the frequency
of meetings), has a positive insignificant impact on the
financial performance. As the effect is normal and does not
contribute significantly to improving financial performance
(Aanu et al., 2014). According to Rahman et al. (2019) the
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audit committee meetings do not have a positive impact on
the financial performance of the companies.

Through the previous analysis, we can summarize what
has been reached about the factors that affect financial
performance in Yemeni commercial banks in the following
table.

4. Conclusion and Recommendations

This paper aims to clarify the impact of the (IA) system
on the financial performance of the Yemeni banking
sector. This research relied on preliminary data collected
via the survey (Questionnaires) distributed to 10 Yemeni
commercial banks operating under the supervision of the
Central Yemeni Bank. Emphasis was placed on some of
the factors that contribute to increasing the effectiveness
of TA, such as the independence of auditors, governance,
following relevant international standards, size of AC, and
the frequency of meetings. Descriptive analysis was also
used as well as the T independent test, which showed a
significant impact of the IA system on commercial banks’
financial performance. The result shown in Table 7 indicates
that the independence of the auditors, following the relevant
international auditing standards that govern the workflow in
addition to governance, have a significant and positive impact
in improving financial performance in commercial banks,
while the results show that the size of the IA department
(AC) has a positive effect, but insignificant, in addition to
that there is little positive impact concerning the frequency
of meetings of audit committees and auditors on improving
the financial performance of commercial banks.

This research recommends that the members of the 1A
should have professional and accounting experience, that the
number of auditors is commensurate with the size of the work,
they should be given full independence when performing
their work, in addition to the need to ensure that the auditors’
meetings are specifically designed for issues that enhance
and assist in improving financial performance. This paper
is useful for academics, policymakers, and practitioners.
Also, the current study contributes to the limited segments
of literature on IA system in Yemen.

5. Limitation and Future Studies

The interpretation of our results should be made
considering the following. The findings of this paper are
limited to verifying the influence of some factors on financial
performance and limiting this research to 10 commercial
banks only. Future studies are recommended to expand the
scope to include all commercial banks that operate under the
administration and control of the Central Bank of Yemen
in addition to the expansion in the search for the impact of

other aspects on financial performance, such as the authority
system, as well as the relationship of the external auditor.
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