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Abstract

Theoretically, the Internal Audit function (IAF) is expected to help increase the company’s
value by reducing risk. Therefore, we have tested this theory experimentally. This research
was conducted with the aim of investigating the impact of internal audit performance on
reducing perceived risk from the perspective of Chief Audit Executives (CAEs) and Chief
Financial Executives (CFOs). We used a questionnaire to collect data and a multiple linear
regression model was used to test the hypotheses. The statistical population of the research
is all 620 companies listed in the Tehran Stock Exchange (TSE) & lIran Farabourse in
2021. The number of collected questionnaires was 198. Results showed that from the point
of view of CAEs & CFOs of those companies, internal audit performance has a significant
effect on reducing perceived risk. Also, risk reduction is greater when internal audit reports
to the audit committee than when it reports to executives. However, from the point of view
of CAEs & CFOs of those companies, applying quality assurance and improvement
program standards (QAIP, Standard 1300) and using internal audit function as
Management Training Ground (MTG), does not lead to more reduction of perceived risk.

Keywords: Internal Audit, Perceived Risk, Internal Audit Performance, Report to Audit
Committee, Management Training Ground.

Introduction

Internal auditing is considered one of
the main internal mechanisms of
corporate governance. In the last decade,
due to the increased focus on corporate
governance in Iranian organizations, the
establishment and use of internal auditing
in Iranian companies have been highly
considered. So, the establishment of the
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Internal Audit Function (IAF) in banks
and  credit institutions, insurance
institutions, and companies listed in the
Tehran stock exchange (TSE) & Iran
Farabourse is required through the
establishment of laws and regulations by
the supervisory institutions.

According to the definition of internal
auditing, internal auditing helps an
organization accomplish its objectives by
bringing a systematic, disciplined
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approach to evaluate and improve the
effectiveness of risk  management,
control, and governance processes
(11A,2016).

Therefore, theoretically, an internal
audit is expected to help increase the
value of the company by providing
assurance and consulting  services
through risk mitigation. But in the real
world, research is needed to provide
supporting evidence for this theory.

Outside of Iran, some empirical
evidence confirms this theory. For
example, Carcello et al. (2018) have
shown that internal audit performance
reduces perceived risk. Also, the
comprehensive research of  the
Association of Certified Fraud Examiners
(ACFE) in 2022 titled " Occupational
Fraud 2022: A Report to the Nations"
shows that the existence of an internal
audit function in the organization plays
an important role in detecting fraud and
preventing it. This research shows that
the average loss due to fraud in
companies with an internal audit function
was 100,000 $, while this figure was
more than 150,000 $ in companies
without an internal audit function. Also,
the ACFE’s research has shown that
organizations that did not have an
internal audit function discovered fraud
in an average of 18 months, while
organizations with an internal audit
function discovered fraud in an average
of 12 months; with the earlier detection
of fraud by internal auditors, the losses
caused by fraud have been significantly
reduced (ACFE, 2022).

However, few empirical researchers
have examined the empirical evidence of
risk reduction through the performance of
internal auditing. And our review has not
found any studies that have investigated
this issue in Iran, so the current research
was conducted to investigate the effect of
internal audit performance on mitigating
perceived risk from the point of view of

Chief Audit Executives (CAEs) and
financial managers in Iran.

Methods & Material

For this purpose, 198 financial
managers and CAEs of Publishers listed
in TSE and the Iran Farabourse were
surveyed in 2021. Research data was
collected through a questionnaire. In this
research, the impact of some aspects of
internal audits, such as independence,
objectivity, and the implementation of
quality assurance and improvement
program standards (Standard 1300) was
also investigated.

Reporting to the audit committee was
considered a proxy of internal audit
independence. Also, using the internal
audit Function as a Management Training
Ground (MTG) was considered a proxy
of objectivity. According to the
International ~ Professional  Practices
Framework (IPPF) of internal auditing,
independence, and objectivity are two
key elements of internal auditing (lIA,
2017).

Finding

Results showed that from the point of
view of CAEs & CFOs of those
companies, internal audit performance
has a significant effect on mitigating
perceived risk. Also, risk reduction is
greater when internal audit reports to the
audit committee than when it reports to
executives. However, from the point of
view of CAEs &CFOs of those
companies, applying quality assurance
and improvement program standards
(QAIP, Standard 1300) and using internal
audit function as Management Training
Ground (MTG), does not lead to more
reduction of perceived risk.

Conclusion & Results

Our  research  findings  provide
empirical evidence of the theory that
internal audit reduces organizational risk.
So that according to the participants in
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this research, internal auditing leads to a
reduction of perceived risk in the
organization.

According to  the viewpoint  of
participants in  this research, the
independence of the internal audit
functions is considered an important
factor in reducing the perceived risk, so
in their opinion, the reduction of the
perceived risk when the internal audit
functions report to the audit committee is
more than when the Internal audit
functions report to the executive.

Due to the immaturity of the internal
audit function (due to their infancy
nature) in Iran, most likely, the internal
audit standards (such as standard 1300)
have not been fully implemented
(Nikbakht & Ghods Hasan Abad, 2018);

Therefore, the relationship between the
implementation of this standard and the
reduction of perceived risk is not
meaningful according to the opinion of
the participants in this research.

The use of the internal audit Functions
as a Management Training Ground
(MTGQG) is related to the objectivity of the
internal auditors. Based on previous
research (Mennati & Alipour, 2021),
when internal audit functions are used as
an MTG; This causes the objectivity of
internal auditors to be impaired.
Therefore, most likely, in such cases,
according to the participants in this
research, the performance of the internal
audit function does not lead to a further
reduction of perceived risk.
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Table 3: Descriptive characteristics of quantitative variables
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o 44 e _
el WS 4 15
o 19 St
$8/8 AA :
= kS a9 3 gage sl
00/ Y e
0t Vev o
e fiys g 5l
£ a\ b A SIIR 2D

S laiie 5 lanl 5 Jsls il

w\ ina Li“'l" 9 Mbda JGl u...ﬂj..sl.m;-

S sleasl 1
Olpde 31 o A3 o 0L (8) o) il



Ve L)LZ.,.A) g(Oi) &Lﬁ cr)l.ég- a)l.o.:« chJ)Lﬁ JL.A sgl.d 6)\.,\.&.«9- 6‘&&&5}1 YA

Sas b 003l 5 oo sl wlsl

s b S o g blanal Slel sla by 51 e,
Sesar Oga3l 5 03pdl o )
el & edd ) dhe Lol sla iz o

Aleds 28 (0) oK 8 w Oge3l ol

8878 il o ol Olpde w1y Lo 5sl5S
P PSR WE N E P IN R 7 PR R [ W %
Ll sty CokS ped 5 S slaasl
S Xsb cpl o OUT doys 08 5 Lsd e
Olgen gl eS8 53 s o pla ladsl b

Llois ealarul j'.’"’\'ﬁ U':’J)JT': Jﬂ.ﬁb

MW#MJ&J&)QJA)IO e)\g.?

Table 5: Normality test and linear correlation of variables

el (S AP
wle | glaaslas s sl Ay 5 Shes S st | KS oyu R
s ol | I3 ol Sl
XY VAAY Shsl Sea
\ =+ /00" | /ey Vet | s el s 5 Shas
\ AT YVATE L /e Y/440 sl | gladaliars 5 51w
\ —t/eXY —+/v0n /)4 /0 V/YAA &S il

Solslns 5 e LU 0ddl ) glaasbas 5
Sy daolyy pla Lol e(r=—+/Y0Y) 5,05 5455
los g5 lsbins 0/00 (gllax o 5o RSl
Jsl a2 (g 5

2 ) ey s eldm e S G
Ssbae 5 e dde cpl 3 Br e b &S S5
o Al 5 Shee Sl Wlg e il
Slsle 3 Shsl Ky, ialS o sl
Sl 3 dele mls () S el IS 5t
a0 3031 3l S 4 a3 o DL 1y Je
OLer 5 )8 Jass 5l Cuas 4

sl el ealazad (V) ‘\bb )‘ (YeY4)

RISK= BO+B; AUDPRF+f, IMP+B; (py,1,
EXP+¢ i

Sl el i s e 0L (0) 0K s

Ay 3, Shas it 55 gl edalo e,
Slas 5 (olslome = /0¥ e) sty o ol
53 (ulslims = /0 v 0) suil | slaasbas s
ssBeas )bl (i Je i /00 ot <l
Sian o 3 i ol
335l s Gl A eslizad e el (6 el LU
S odaliie ba pite (ot (Soecan il
Olpdee 5 Sl Ol pie Slysl Sy s
b Al 2 Sles L (A (o sl
35 35 g 5slime 5 oy Ko bLS,I sl
saslas g sl b akasly -l Ll o = —+/700)
sdel Cwd 4 Hlaline 5 Cde g 53 ol |
Ao e 0L i pioman (M= 2 /TVA)

Shss 5 At vl a5 Shas




S Al 5 e A

Shal Sy ials y Jls sl s Shas 30

dol a3 g3l 11 0 S

Table 6: Results of the first hypothesis test
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Table 7: The results of the second hypothesis test
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Table 8: Results of the third hypothesis test
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Table 9: Results of the fourth hypothesis test
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