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Distribution and Evaluation of Health Services in Rijal Al-Ma’a Governorate
Abstract:

Health services are of great importance to the human being because they protect him from the
risk of diseases, and their availability means the ability to work and produce, so countries seek to
take care of them, and provide them to the entire population. Health services are considered one
of the main pillars that countries are keen to provide, finance and manage, because providing
these services to the population means the basic pillar of social, economic and human
development. Health services include establishments and institutions that provide health
services, whether diagnostic, curative or preventive. This study seeks to answer how health
services are distributed in Rijal Al-Maa governorate. The extent of their suitability to the needs
of the population in the governorate, as it aims to identify the distribution of health services in
Rijal Al Ma’a Governorate, and their suitability with the growth of the population. And
developing a future vision for the optimal distribution of health services in Rijal Al-Ma’a
governorate in the future. To achieve the objectives of the study, the descriptive analytical
method and the quantitative method were used. The study concluded that health services are well
distributed in the governorate, and that there is a correlation between the size of the population
and health services in the governorate, with a degree of 0.89 for hospitals and 0.69 for primary
health care centers, which means that the governorate has a number of health services for the
population, and it needs to establish a number of health services. Where the study recommended
adding some health services to some administrative centers in the governorate, such as Rawam,
Saneb and Al-Haridah centers to increase the efficiency of health services in Rijal Al-Maa

.governorate

Keywords: Health services, Rijal Al-Maa Governorate.
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Abstract:

The objective of this paper is to examine the acquisition processes and get an obvious and clear
understanding to motives of buyers and sellers, valuation methods and its difference from the
price. Data is collected from interviews, organized, described and used to answer the study
questions. Concerning motives of acquisitions in Lebanese SMEs, many factors may trigger or
not the business owners to resort to acquisition action for SMEs, where acquisition approach is
motivated by enlarging of market power of the organization, and if the company is very
profitable to buy and the low prices offered by sellers. The motives for acquisition are the low
price of the company, the Profitability of the company, enlarging market share. Synergy and
management agency don’t play a significant role in the acquisitions of SMEs in Lebanon.
Furthermore, for Seller Company, acquisition can be affected by different motives as Personal
circumstances, Good bid from buyer, Dissatisfaction within the company or if the Company is

losing.

Keywords: Acquisition, Small Enterprises, Market power, Price, Buyer, Seller, Lebanon.
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1. Introduction:

This research was performed based on a framework that includes the three main topics; motives,

valuation, and pricing analysis of Small and Medium enterprises in Lebanon.

Many studies use the theory of industrial organization to explain acquisition motivations,
referring to market power expansion, efficiency gains, and preemptive objectives. Others relate
to motives such as the repair of internal inefficiencies, agency issues, and capital market

imperfections, while others rely on corporate governance ideas. (Motis, 2007).

Concerning valuation, there are so many ways to evaluate a company's value, valuation is both
an art and a science. Calculating a company's value entails much more than simply entering
figures into a formula. The asset approach, income approach, and market approach are the three
most popular techniques. You will get a different number using each approach. Furthermore,
when determining a company's value for strategic acquisitions, you are attempting to assess

future performance, which is at best an estimate.

However, the value of the acquired company isn’t the same as its price. Prices are set in markets
and are the outcome of two parties - supply and demand — coming together to form a market. The
price represents an amount — with certain conditions — what the seller would like to receive and

the buyer would like to pay, and is established by negotiations (Uijtendaal & Cock, 1999).
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1.1. Research Problem

Obviously, there is no clear view or understanding of acquisitions concerning valuation and
pricing for parties concerned with acquisitions, where often there is a huge gap between the two
parties concerning valuation and pricing. Different motivations for buyers and sellers in
acquisitions lead to difference between valuations and expectations. The discrepancy between
both valuations and the price is the problem. This research is conducted to solve this problem

and to give more insights for small and medium enterprises, especially in Lebanon.

1.2. Research question and hypothesis

The primary aim of this study is to study acquisitions in Lebanon in three aspects: motives,

valuation and pricing. Thus, the research question intended to be answered is:

What are the characteristics of acquisitions of Small and Medium Enterprises in Lebanon?
The research question is divided into the following sub-questions:

- What are the motives for sellers and buyers in acquisitions?

- How acquisitions are valued?

- What are the explanations for the difference between valuation and pricing?

- How did the current economic crisis affect acquisitions in Lebanon?

2. Literature Review

SME owners in emerging economies are beginning to adopt M&A techniques as an alternative
source of resources for growth and progress in order to overcome the constraints involved in
obtaining financing. SME owners and managers use M&A strategies to proactively initiate

merger activities in order to attract resources for growth and expansion.

M&A is a common business tactic for expanding or gaining access to special resources or talents
by joining with or purchasing others. M&As are becoming a powerful method of organizational
expansion and progress, and they offer the purchaser new opportunity to fulfill strategic

objectives.
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M&As also assist businesses in gaining new competencies that would otherwise be difficult to
acquire on their own, as well as gaining access to new markets. Cross-border mergers and
acquisitions are also key techniques used by business owners to raise funds from outside sources
in order to expand and grow. M&As are motivated by a variety of factors. Additionally, what
trigger acquirers to the M&As approach because are used for a variety of reasons, including
enhancing market power, promoting operating or financial synergy, and overcoming inefficient

management.

In this part, we present the literature review of the study topic "Motives, Valuation, and Pricing
Analysis of Small and Medium Enterprises”, where we analysis the previews researches about
motives, valuation, and pricing of acquisitions, in addition to the definition of the small and

medium enterprises.

2.1. Small and Medium Enterprises

Because terms suggesting size are used to name small and medium enterprises, economists
choose to split them into classes based on quantitative measurable variables. The number of
employees is the most prevalent metric used to distinguish between large and small firms
(Hatten, 2011).

And according to European Commission, "the criterion is number of the employees," but "adding
a financial criterion is still a required adjunct in order to get the adequate scale and performance
of an organization, as well as its position in comparison to its competitors.” (European

Commission, 2003).

The European Commission establishes the criteria for classifying businesses through a guide: the
number of employees, yearly turnover, and annual balance sheet. It has been concluded that
completing the number of employees’ condition is essential, but filling one of the two financial

criteria is a business decision.

Lebanon has about 225,000 small and medium businesses, with two-thirds of them located in the
economically active areas of Beirut and Mount Lebanon (International Rescue Committee,
2016).
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Small businesses are a key engine of economy growth, particularly in industries such as
agriculture, services sector and constructing, despite the fact that many of them operate

unofficially.

2.2. Acquisition and Merger in Lebanon

Given the size of the Lebanese market, that also consists primarily of SMEs and small business
owners, and the fact that merger and acquisition transactions between such organizations are
typically carried out privately in the absence of any disclosure requirements or specific M&A
regulations, M&A activity in Lebanon has traditionally been unformed especially in comparison
to its neighboring Gulf countries. Nevertheless, the banking industry received special privileges,
as it benefited from a special regulation aimed at boosting bank mergers and acquisitions in

Lebanon, which was strictly supervised by the Lebanese Central Bank.

As Lebanon's larger banks seek capital and long-term resources from foreign markets, the gap
between a limited handful of internationally active institutions and the general run of small,

mostly family-owned banks continues to widen.

Lebanon's smaller banks, like their larger counterparts, must seek capital to stay afloat in an
increasingly competitive market. Unlike the larger players, however, they cannot rely on current

owners or complex tools to entice outside investment.
2.3. Characteristics of a Strong Merger and Acquisition

Mergers and acquisitions are one of the quickest and most successful ways to expand a small
firm. However, there are a number of risks associated with this treatment that must be
considered. Understanding important traits required to effectively execute this type of transaction
IS essential, whether your organization is attempting to buy out another one or you are looking
for a possible buyer to acquire it. The following are five crucial points to keep in mind during

any M&A transaction.

When considering to buy another business (or be bought), it is critical to have very clear plan for
what you want this merger or acquisition to achieve. Here are some examples of goals to help
you decide what to focus on: Expanding Territory, Boosting Sales, Acquiring

Patents/Technology/Other Assets and Entering a New Market.
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Of course, when it comes to purchasing another small business or being purchased, a company
may have a variety of objectives. Identifying these goals as soon as feasible, as well as providing

measures to measure them, can help this process get out on the right foot.
Transparency

Transparency is essential throughout the merger and acquisition process. To reduce the chance of
someone concealing information, all parties directly involved in this event will almost certainly
be required to sign non-disclosure agreements. It's critical to provide information about the
company's finances, legal issues, and anything else that could affect the transaction, and it's

generally mandated by law.
Communication

During these types of occurrences, open and frequent communication is essential. This holds true
not only for communication between the two owners of the businesses in question, but also for
communication with the employees. Employees who believe they are not being given all of the
information they need are considerably more likely to start looking for new jobs, which may be

disastrous for the organization during this important period.
Quialified Transition Team

Having a trained transition team in place can help you prevent complications and keep things
operating smoothly both during and after the merger or acquisition. The transition team will
assist personnel from both firms in learning to collaborate efficiently and ensuring that the

customer is always the priority.
Experienced Legal Registration

Mergers and acquisitions are intricate processes that must adhere to a slew of legal guidelines.

With this in mind, it is critical that you have the services of an experienced attorney on your side.

2.4. Acquisition Price

Price is not equal to value, Prices are set in markets and are the outcome of two parties - supply
and demand — coming together to form a market. The price is determined by talks and indicates

an amount that the seller and buyer would want to receive and pay,

RSP
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Subject to certain criteria. The distinction between value and price is a contentious issue. Every
person has his own assumptions about future cash flows and hazards, therefore value is
subjective. Both the seller and the buyer have their own ideas about how much a company is
worth. According to literature, if a seller shares a buyer's estimates and assumptions to a
considerable extent and there is a high demand, the value perceptions would be similar (Klunder,
2016).

2.5. Previous Studies

To perform this study and conclude its hypotheses, the researcher has reviewed some previous
studies and every research related to the topic was considered. The following presents the most

important related studies:

% A study for (Klunder, 2016) aims to identify a gap between theory and practice in terms of
Dutch SME valuation methods, as well as a trend in the difference between the initially
calculated value and the transaction price — as well as the variables that influence this
difference — in the Dutch SME sector. A case study was done to achieve this purpose, in
which twelve examples — transactions in which de Jong & Laan Corporate Finance served
as an external advisor — were examined. It has been discovered that financial prediction
accuracy is critical, and that judging and estimating the effect of linked components

individually is difficult.

D)

» (Woerd, 2011) Aims in his study to identify the differences between valuation and pricing

L)

in acquisitions of SMEs. This research identifies, explains and rates the explanations of the
difference between value and price. The study's purpose is to narrow the gap because this
will bring the price closer to the emotional buyers' and sellers' expectations, and appraisals
will be more valuable as a result. It concentrates on a small sample of fifteen acquisitions
made by SME's in the Netherlands. The secondary data came from scientific publications
and papers, while the main data came from semi-structured face-to-face interviews with the
owners or finance directors of these fifteen companies (buyers and sellers). The study
discovers that the reasons are the starting point for valuation and pricing. The most

important incentives for buyers in the sample were synergy and corporate control.
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The circumstances that link to the owners are the motives to sell the company, according to
the sellers’ motives in the sample.

The choice of valuation methods, the value drivers, and the price drivers could all explain
the difference between valuation and pricing. Synergy is a subjective reason for the
difference that should be incorporated in the value. The Discounted Cash Flow approach
seeks to account for synergy in the computation, but the multiples method does not. The
acquisition-related benefits (synergy) are the most relevant causes for the difference in
valuation and pricing in the sample, according to the findings. These explanations are
followed by bargaining strengths and acquisition motives, which together account for a
considerable portion of the variance. According to the results of the interviews, the other
explanations (acquisition interests, presence of advisers, financing acquisitions, trends in
economics and politics, dangers, others, numerous bids, and choice of valuation
methodologies & valuation errors) explain the difference to a modest extent. In SMEs,
buyers and sellers prefer to rely on their gut instincts and a simple appraisal approach. If
buyers and sellers in SMEs wish to narrow the disparity between appraisal and pricing, they
must employ more accurate valuation methodologies, pay more attention to valuations, and
realize the relevance of these valuations.

More aspects will be considered in the appraisal in this manner, and the disparity will be
smaller. The appropriate value drivers must also be identified and incorporated into the
valuation procedure; otherwise, valuation errors may emerge. The pricing drivers must also
be considered by SMEs, since they may cause the transaction price to differ from the values.
Some price drivers (for instance, advisers) may be influenced by buyers and sellers, whereas
others may not (example interests in acquisitions). The explanations that influenced the
valuation and pricing processes (acquisition-related benefits, economic and political trends,
and dangers) should be better applied in valuations, resulting in a smaller disparity. Because
valuation and pricing are partially objective and partially subjective, there will always be a
disparity between the valuation and the transaction price of a company. Furthermore, the
differences between buyers and sellers (motives, interests, and so on) will always exist, and
the price drivers will be difficult to affect. Emotions have a role in SMEs purchases, and

they can impact the price.

RSP
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Buyers and sellers should try to put their feelings aside and be more impartial. Owners,
CFOs, and consultants must achieve the above in order to provide an accurate price estimate
and to keep buyers and sellers' emotions in check when there are significant discrepancies in
worth and price.

04

(Beld, 2017) aims to examine the accurate business valuation methods for Dutch small and
medium-sized enterprises. The goal of this study is to look into the most accurate business
valuation methods for Dutch small and medium-sized businesses. In this study, the existing
business valuation methods were discussed. A case study was undertaken in which two cases
were analyzed in order to examine appropriate business valuation methodologies. The case
study's findings suggest that DCF-methods are reliable business valuation tools. Because the
tax shield is separated, the APV approach is even more accurate than the classic DCF
method. Business valuation, on the other hand, is still subjective and dependent on a variety

of assumptions and judgments.

(Mukherjee & Kiymaz, 2004) study sheds light on the motivations for acquisitions and
divestitures During the period 1990-2001, as well as the procedures utilized to value
purchases. We discovered that the primary motivation for mergers and acquisitions is to
create operating synergies, while the top reason for divestitures is to boost focus, based on
survey findings. The findings also reveal that most companies believe diversification is a
valid reason for acquisitions, particularly as a way to mitigate losses during economic
downturns. When valuing publicly traded corporation’s vs privately owned enterprises, the
discounted cash flow method is more prevalent, but managers also employ market multiple

analysis.

(MOTIS, Mergers and Acquisitions Motives, 2007) summarizes in his study an extensive list
of different reasons that have been suggested as reasons for acquisitions and mergers. The
research has divided them into two main groups. The main difference between these two
groups of merger reasons is the actual beneficiary of the merger benefits (applicants).

The first group includes drivers that add value to the merging companies, as they cause an

increase in real or future economic benefit.
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The second group includes a list of reasons that benefit the manager of the company, not the
value of the company. That is, in these mergers the driver is to increase the acquiring firm
manager s wealth even if this may cause a decrease in the firm's value. Our classification of
merger motives is proposed to emphasize that for the assessment of merger enforcement, the
issue that matters is the effect on welfare and not whether the transaction will generate gains
to the firm or to the manager of the firm. We also review three different empirical methods
that have been proposed in the literature to investigate for merger motives, gains, and
effects.

These are the event studies, the accounting studies and the case by case studies. From the
review of their general findings I conclude the first two empirical methods, lack a structural
analysis of the merger mechanism and do not offer, by consequence, a proper assessment for
inferring merger gains. Furthermore, the general conclusion drawn from these studies is that
company acquisitions through mergers will not materially benefit from the transaction.
These somewhat paradoxical conclusions may arise because these techniques perform the
analysis with reduced forms that lead to mis-specification problems. On the other hand,
empirical case studies offer very attractive precision when evaluating the one-sided effects
of mergers, as they can evaluate models of structural competition and predict the potential

increase in market power through the merger.

Rani et al. (2012) used a sample of 1072 target companies and 687 acquirer companies, and
conducted a survey to investigate the motivations and trends of Indian merger activity from
2003 to 2008. According to the comments supplied by corporate leaders in the questionnaire,
the companies are merging to achieve synergy. The operating economies give firms with
synergistic benefits. Another finding of this study is that over the study period, subsidiaries
merged with parent firms for consolidation and to deal with the changing regulatory
environment. "Company managers can embrace the strategy of merging a significant number
of unlisted subsidiaries,"” the authors propose.

This will assist businesses in lowering compliance costs and bolstering corporate governance
procedures. However, more research into parent subsidiary mergers and synergy motives is

required, particularly in the Indian setting.
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Ghosh (2004) studied more than 2,200 mergers and acquisitions in the United States from
1985 to 1999 and discovered that companies use mergers and acquisitions to gain market
share. He used the market model to compute the abnormal returns to acquiring and target
firms, and hence the cumulative abnormal returns for combined firms, in order to assess the
rise in shareholders' wealth resulting from the gain in market share.

According to the findings, a rise in market share, which is higher in the case of linked
acquisitions, leads to increased market power and efficiency for the company. Due to the
direct positive association seen between a gain in market share and cumulative abnormal
returns, this eventually benefits equity shareholders. Furthermore, the firm's operating

performance increases as a result of increased productivity and better asset management.

( McCarthy & Weitzel, 2011) Stated that the behavior and effectiveness of mergers and
acquisitions by small and medium-sized businesses (SMEs) may differ dramatically. As a
consequence, they explore well-known M&A theories and propose a theoretical framework
as well as many testable predictions about the unique characteristics of SME M&As. Their
findings obtained back up their predictions, demonstrating that, when opposed to large
enterprises, acquisition SMEs rely more heavily on external growth via M&As, and are more
likely to be withdrawn, implying that SMEs are more adaptable and capable of avoiding bad
agreements. As a result, SME M&As are more likely to be financed with equity rather than
debt, implying that the influential financial pecking order theory has less impact on SMEs.

(Degryse, Masschelein, & Mitchell, 2010) Using data from individual loan contracts in
Belgium, this research investigates the influence of bank mergers on firm-bank lending
interactions. They investigate the impact of bank mergers on the likelihood of borrowers
continuing their loan connections and their ability to access bank credit in the future. A
variety of fascinating traits are reflected in the environment: high concentration of the
banking sector; "in-market" mergers with large target banks; large banks' role in supplying
external credit to SMEs; and SMEs' lesser amount of financial intermediation ties. As a
result, bank mergers have both short- and long-term consequences for borrowers' chances of
defaulting a loan. Mergers also have different effects on different sorts of borrowers, such as
acquiring and target bank borrowers, borrowers of various sizes, and borrowers with single

versus multiple ties.
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Firms that lend from acquiring banks have a lower risk of losing their loan relationship,
whereas target bank borrowers have a higher risk. Companies that borrow from two merging
banks are less likely to lose their relationship than companies that borrow from only one
merging bank or companies that borrow from non-merging banks.

(Worthington, 2004) The characteristics of merger and acquisition (M&A) activity in
Australian credit unions from 1992-1993 to 1994-1995 are evaluated using a two-stage
technique. For a sample of credit unions, data envelopment analysis (DEA) is utilized to
calculate technical and scale efficiency indices in the first step. The second step employs a
legit model to link credit union efficiency scores to the likelihood of credit unions acquiring
or being purchased by another credit union, as well as other management, legal, and
financial issues. The findings show that asset size and quality, management skill, profits, and
liquidity all have a significant impact on M&A activity. The apparent fit in associational
bond and membership appears to be a major factor in credit union acquisitions.

(Davenport, 2005) This article will look into the knowledge-acquisition processes and
crucial interfaces of innovative SMEs, as well as the variables that led to the lack of
geographic proximity-based knowledge search activity that was identified. Organizational
proximity-based knowledge-acquisition from foreign sources was supported by a growth
path based on innovation-driven, quick internationalization process and subsequently
customizing tactics. Surrounding environmental elements, it is suggested, will indicate
whether organizational or geographic proximity (or both) is crucial to knowledge
acquisition. For SME policy, it is advised that a variety of potential growth trajectories be
recognized.

( Kpentey, 2019) The goal of this multi-case research was to look into the M&A tactics used
by SME owners in Ghana to raise finance. The intellectual underpinning for this
investigation was Seth's value creation theory. The population comprised of five Ghanaian
small business entrepreneurs who had effectively generated financial resources through
inbound mergers and acquisitions in the previous ten years. Semi structured interviews and
an examination of corporate annual reports and M&A documents were used to gather data.
To detect patterns and emergent themes, the data were categorized and analyzed using Yin's

5-step data analysis and cross-case synthesis procedures.
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Value creation, control and autonomy, entrepreneurial quality, leadership, trustworthiness,
and effective negotiation were the six themes that emerged from the analysis. To close M&A
deals successfully, SME owners can combine entrepreneurial quality and skillful
negotiating. The findings of this study may help SMEs gain access to finance for expansion
and growth, resulting in good social change in emerging economies through job creation and

increased young employment.

As a result, around 70% of M&As involving small and medium-sized firms (SMEs) in
emerging nations underperform because of techniques used do not incorporate all of the
crucial success aspects, leaving SMEs without the money they need to take advantage of

strategic and market opportunities.

Following their observations, the researchers suggested the value creation theory to explain
how business owners employ mergers and acquisitions to raise funds for expansion. Through
the value creation theory, and provided an alternative analytical framework that addressed
how intangible asset synergies provided considerable benefits to the M&A parties.
Furthermore, posited that value creation in M&As stemmed from economies of scale and
breadth, market dominance, and the coinsurance effect, which allowed the combined
business to benefit from bigger streams of cash flows to lower the likelihood of bankruptcy.
By combining different sources of value creation, such as asset sharing, 6 reverse
internalization of valuable intangible assets, and financial diversification, synergistic cross-

border purchases can be achieved.

The value creation theory provided the best foundation for the research. Firms pursue M&As
to create value from the synergies that exist when two business entities unite, according to

the value creation theory.

As a result, the value creation theory agreed with the goals of most studies and provided an
acceptable conceptual framework for investigating and analyzing proactive M&A methods
used by small business owners. We can result that the main factors behind the motives of
merging and acquisitions for SMEs were derived from achieving operating and financial
synergy, where Financial synergy is a type of synergies that results from lowering the cost of

capital of by combining two or more companies.

RSP
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On the other hand, operating synergy is the efficiency gains that are attained in horizontal
mergers or vertical mergers. Moreover, increasing the firm’s market share is from the main
motives that affect merging and acquisitions for SMEs, where, the target of increasing the
firm’s market share is to increase the wealth of the shareholders. Never the less, managerial
gains are from the main motives affecting the decision of merging and acquisitions for
SMEs, where the conflict behind owner’s drive and management’s drive can play a role in
the decisions of merging and acquisitions. This can be reflected when generally managers

seek an increase in their salaries or bonuses, while company owner’s seek more wealth.

While the main valuation techniques of merging and acquisitions for SMEs were derived
mainly from the three methods of valuation which are: Balance sheet — based approach and
Income - based approaches, and cash flows discounted - based approach. Where, Balance
sheet — based approach depends on subtracting net assets from total liabilities, and Income —
based approach depends on the depends on calculating the future values of the cash flows,
and the cash flows discounted — based approach depends on the calculations of the present

value of the asset in discounted cash flows valuations.

According to the pricing analysis of an asset for merging and acquisitions for SMEs, it is
clear that all the negotiating ends up to a differentiation between price and value of an asset ,

whether it is a firm, a factory , or even a share.

3. Methodology

This study adopts the qualitative method to collect and analyze data to solve the research
question. This study depends mainly on the qualitative method to collect the data and analyze it.
Interviews were done with managers and vendors in the institutions from different sectors. This
interview contains 29 questions about merger and acquisition of small and medium enterprises.
Thus, for greater correctness and precision in the results, qualitative study has been introduced.
The research is a theoretical, analytical, and intellectual use of data and information to analyze
the topic under research. It comprises of additional functionality to collect, define, illustrate,
criticize, and analyze the data collected. It requires a theoretical interpretation of the choice of a

method or combination of methods to be used, as done in this research.
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A total of one hundred people were evaluated and studied in our investigation. After making the
interviews and asking the questions, the answers are collected, analyzed, and ended with the

results and conclusions.

4. Empirical Study

Our study to determine Motives, Valuation, and Pricing Analysis of SMEs in Lebanon is based
on the qualitative method, which means we will examine our data through interviews. The target
of my examination was to reach interviewees, but since not all the targeted business owners were
cooperative, thus, the interviews were conducted with one hundred participants, with a total of
29 questions separated into particular and broad categories. The interviewees were split into two

groups: firm owners and finance managers who are considered first-line managers.

4.1. Coding

Given that data analysis is the most difficult component of qualitative research, coding is an
important step in organizing the textual material throughout analysis (Tehmina and Besit, 2010).
According to Gibbs (2007), coding is the process of defining what the data you are studying is
about. It's a method of locating a section in a text and tying data to a research hypothesis and
then returning to the other data. The coding method used in qualitative research is shown in the
table below. We examined the interviews using special codes to make the data more

understandable.

In the Below table, we include the one hundred interviewees, Motives for buyers, motives for
sellers, valuation methods and factors affecting it, factors that are influencing pricing and the
influence of the current economic crisis on the acquisitions of SME in Lebanon. Then we add
numbers that are like the codes for each row. We can see that we have codes such as 0,1,2,3,4...
These codes are associated with the interviewees as well as the keywords for each subtitle in the

table, and they assess the information gleaned from the interviews.
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4.1.1 Coding for motivations:

The following table shows that the first motives is negligible to all interviewees. So as
frequencies we can find that the most motive for buyers is low price offered by seller. The
motives for sellers, as frequencies showed with regard to the responses of the interviewees, is

good bid from buyers. Whereas the least is the dissatisfaction within the company.

Table (1): Coding motivations

Intv1l|Intv2l | Intv4l | Intv 61 | Intv 81
Frequenc

Motives for buyer To 20 | to 40 to 60 to 80 to 100 |y
Can create operating or financial
synergy 0 0 0 0 0 0
Will enlarge the market power of
your organization 0 2 0 0 0 40
The company is very profitable 1 0 0 2 1 80
Low price offered by seller 3 0 2 0 1 120
Management agency 0 0 0 0 0 0
Motives For Seller 0
Personal circumstances (illness-
retirement-travelling-financial
need...) 1 0 0 0 1 40
Good bid from buyer 0 2 0 1 1 80
Dissatisfaction within the company | 0 0 1 0 0 20
Company is losing 1 0 2 0 0 60

Motives for buyer:

As shown in the table, the frequency of keywords referring to creating operating and financial
synergy and also management agency is zero, which is very surprising since these 2 motives is
very relevant in the literature review and in related studies outside Lebanon. Maybe the absence
of management agency is due to the structure of the Lebanese companies and that the

acquisitions are done by the owners of the Lebanese SMEs.
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As results show, the most important motives for buyers are low price offered by sellers, then the

profitability of the company, and lastly the enlarging of market power of the organization.
Motives for Seller:

The most important motive for sellers is a good bid from the buyer. The second important factor
is that the company is losing and that there is a dissatisfaction from the owners. The personal
circumstances (illness-retirement-travelling-financial need...) is also a considerable reason for

buying.
4.1.2. Coding for Valuation:

In valuation part, in interviewee 1 to 20, the Balance sheet-based methods (book value,
Goodwill based methods, Liquidation value) mentioned it twice, while the others are negligible.
In interviewee 21 to 100 mentioned it once in each interview. Income statement-based methods
(Using multiples-comparable, Earnings capitalization) stated once for the interview 41 to 60, 61
to 80 and 81 to 100.

Table (2): Coding for valuation

Intv1l |Intv21 |Intv4l | Intv6l | Intv 81
Valuation to20 |to40 To60 |to80 to 100 Frequency

Balance sheet-based methods
(book value, Goodwill

based methods, Liquidation
value) 2 1 1 0 1 100

Income statement-based
methods (Using multiples-
comparable, Earnings
capitalization) 0 0 1 1 1 60

Cash flow discounting-based
methods (Discounted Cash

Flow method) 0 0 0 0 0 0
Factors affecting Valuation 0
Degree of risk 0 0 1 1 1 60
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History of the business 1 0 1 1 1 80
Reputation of company 1 0 1 1 1 80
Economic and political trends | O 1 1 1 0 60
Competition in industry 0 1 0 0 0 20
Secured brands and patents 0 0 0 0 0 0

Marketing factors 0 0 0 0 0 0

Sales trend and projection 1 0 1 1 0 60
Market share of the company | 1 1 0 0 1 60

Also, income-based methods are used but less than balance sheet-based methods. Cashflow

methods appears to be not used at all in evaluation process. Concerning factors influencing

valuations, it seems that company health (financially, reputation, history) have a significant

influence on valuation of acquisitions. Also, the risk, political and economic trends in Lebanon

plays a rule in the valuation of Lebanese SME.

4.1.3. Coding for Pricing

The multiple bids and buyers is mentioned once in each of interview 41 to 60, and twice in

each of interview 81 to 100. The motives of acquisition, mentioned once in each of interview 1

to 20 and in interview 81 to 10; twice in each of interview 21 to 40. The bargaining strength, it

is mentioned once for all interviewee once except interviewee 61 to 80. The method of payment

iIs mentioned twice for each interview 61 to 80, and once for interviewee 1 to 20; 41 to 60.

Table (3): Coding for pricing

Difference between Intv1l |Intv2l |Intv4l | Intv6l | Intv8l

evaluation and pricing to 20 to 40 to 60 to 80 to 100 Frequency
Multiple bids and buyers 0 0 1 0 2 60
Motives of acquisition 1 2 0 0 1 80
Acquisition related

benefits 0 0 0 0 0 0
Bargaining strength 1 1 1 0 1 80
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Method of payment 1 0 1 2 0 80
Presence of investment
advisors/partners 0 0 0 0 0 0

The table shows that the factors that make the difference between valuation and pricing are

motives for acquisitions as the most affecting, which is compatible with the literature review.

Bargaining Strength, method of payment, and multiple bids are also highly influencing factors

that make the gap between valuation and pricing.

4.1.4. Coding for Effect of economic Crisis:

The decreased prices is mentioned once for each interviewee 1 to 60, Decreased acquisitions

and expansion due to liquidity shortage the interviewee 81 to 100 mentioned it twice while the

interviewee 61 to 80 mentioned it once.

Table (4): Coding for crisis effect

Intvl |Intv2l |Intv4l |Intv6l | Intv 81
Effect of crisis on evaluation to 20 to 40 to 60 to 80 to 100 | Frequency
Decreased prices 1 1 1 0 0 3
Decreased acquisitions and
expansion due to liquidity 0 0 0 1 2 3
shortage

The interviews showed that the impact of the economic crisis was adverse impact on the
expansions and acquisitions where it decreased it due to the lack of liquidity in the companies.

Also, acquisition prices have decreased by around 20% due the current crisis.

5. Conclusion

The reasearch’'s findings show SME owners how to implement effective M&A strategies that
need the integration of multiple factors to secure a successful transaction. It’s about collective of
factors that consist of many motives for acquisition and valuation in addition to the pricing.
Business owners are studying well the decision of acquisition depending on many characteristics,
whether they are buyers or sellers. SME entrepreneurs in a variety of industries have successfully

raised financing using the M&A tactics discussed in this paper.
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These ideas could help other SME owners in emerging markets who are looking for funding to
expand. After going through a certain motive or various motives, valuation of the methods is a
must in SME acquisition. So the business owner should look for these methods and even the
combination among them. Balance sheet-based methods (book value, Goodwill based methods,
Liquidation value), Income statement-based methods (Using multiples-comparable, Earnings
capitalization), Cash flow discounting-based methods (Discounted Cash Flow method) are the
three methods of valuation mentioned in the literature. This study shows that the only balance
sheet based methods and income statement based methods, whereas, cash flow method is not

used in Lebanon.

Furthermore, the factors that affect the valuation are the Degree of risk, History of the business
Reputation of company, Economic and political trends, Competition in industry, sales trend and
projection and Market share of the company. This is compatible with the results of related

studies.

After evaluation, negotiating starts to set the price. Price is different from value (as mentioned in
literature) due to several factors. The factors affecting pricing, triggering the gap between
valuation and pricing, are Multiple bids and buyers, Motives of acquisition, Bargaining strength,

Method of payment. These results are very identical to what is mentioned in literature.

Finally, the results showed that the impact of the economic crisis was adverse impact on the
expansions and acquisitions where it decreased it due to the lack of liquidity in the

companies.Also, acquisition prices have decreased by around 20% due the current crisis.

Interviewees has many reasons based on their experience and the different situations in order to
take this action as well as many aims. We can say that most of them has consensus of some
acquisition motives, evaluation and pricing aspects that make this study to have findings based
on what they mentioned during the interviews, and these various characteristics that we have
already discussed with them. Business owners are studying the decision very well according to

these factors that suit their company’s objectives.
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The Family and Its Role in Promoting Positive Behavior among Sample of High School
Students in Governorate of Al-Ardhiat

Abstract:

The family is the first representative of culture, and it is the strongest group that influences the
behavior of individuals, and it is the first social school for the child behavior with a social nature,
supervising the direction of his behavior and forming his personality. The study aimed to identify
levels of positive behavior with its sub-dimensions (initiation, altruism, responsibility - self-
confidence - participation) among students of high school. The process of determining the role of
the family in the promotion of positive behaviors among students of high school. The first chapter
included an introduction to that and the second chapter included: the family and its roles and the
promotion of positive behavior, while the third chapter reviewed the literature and previous
studies, and the fourth chapter presented the research tools and research procedures. In the fifth
chapter the application of the field study where it was used A sample of 331 students in secondary
education in Al-Ardhiyyat Governorate in the Kingdom of Saudi Arabia. The results of the
research found that there is a strong positive correlation between promoting positive behavior and
the role of the family by promoting this behavior. Data has been emptied and prepared for
statistical analysis using the SPSS version 25 statistical analysis program. The researcher
suggested the necessity of working to increase social, educational and cultural activities in schools
that support altruistic and participatory behavior. He also suggested that the family should pay

attention to moral values and standards.

Keywords: Family, Positive behavior, High school students, Al-Aridiyat governorate
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Abstract:

This research present a list of instruments proposed as Islamic instruments for the management of
market risks. Moreover, through the filtering of the instruments collected, resulting from this
conceptualization effort, our approach has enabled us to identify certain "non- replicative” and other
"replicative” instruments. We have seen how the latter: often present obvious contractual and /or financial
weaknesses or limits, and above all, generally struggle to represent real Islamic derivatives, according
to the very discourse of Islamic finance. Indeed, faced with such a contradiction between theory and
practice, we have tried to find the possible path (s) towards such a radical change in practice, by returning
to this sharing of risk.
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1. Introduction
Islamic financial institutions need new tools that can enhance liquidity in the market, and develop
their performance in risk management. But the process of creating new tools is complex and
sensitive and requires interdisciplinary study including a deep understanding of Islamic
jurisprudence.
The future of Islamic financial institutions- considered an emerging industry compared to its
conventional counterparts- depends on financial engineering. Therefore, Islamic banks, to be
competitive, need a variety of financial tools capable of responding to local and global economic
variables. This article will present the role of financial engineering in the risk management of
Islamic financial institutions
Economists regularly distinguish between the terms “risk™ and “uncertainty.” Based on Knight
(1921), risk explains situations in which probabilities of diverse results can be “objectively”
evaluated. Uncertainty describes situations where such measurement is infeasible. But, according
to Takayama (1993), if subjective probabilities are used instead, and axiomatic approach is
employed, the difference among risk and uncertainty "seems to have become mostly irrelevant”.
In point of view of Islam, risk as such, like hardship, is not desirable for its own sake. Hardship
is desired only when involved benefits more than offset associated hardship. Risks are desirable
only when they stimulate productive efforts and value-added activities. However, this does not
mean that any decision to take risks is prohibited. Moudaraba involves significant risks, but it is
completely Islamic.

Derivatives play an essential role in hedging and mitigating risk. However, most financial
derivatives in the financial markets are rejected by the lawyers mainly because of Gharar involved
in these transactions .

Islamic banks, similar to conventional banks, face credit risk, liquidity risk, profit-rate risk and
currency risks, among others. Conventional banks use derivatives to hedge their exposures against
interest-rate risk and currency risk, in addition to offering their customers derivative products.
However, more than 30% of Fitch-rated Islamic banks do not use derivatives, and most of the
remaining 70% use it in a limited capacity, constraining it to instruments like profit-rate swaps

and Islamic-currency forward contracts.

International Journal of Research and Studies Publishing | Volume 3 | issue 29 | March 2022 | P (135)




IJ

Volume 3 - Issue 29 International Journal of Research and Studies Publishing ;
Sl Wy Sgoed) i) dgud] dloed) EHIJRSP
ISSN: 2709-7064

Issued on: 20 March 2022

Why Conventional derivatives are prohibited?

The derivatives are accused, among other things: of promoting speculation, of driving finance
away from the economy real from contribute at the distortion some price to increase the
complexity of markets, to promote inequality in the distribution of risk and therefore wealth. As
the object of a transaction may not exist at the time a contract is signed, Islamic scholars argue
that derivatives could lead to excessive uncertainty, unnecessary risk (gharar) or speculation that
borders on gambling ( maisir) due to contingent state pricing and the lack of predetermined object
characteristics. Value could lead to zero-sum gains on both sides of the market (Kamali, 2007)
and possible exploitation of the ignorant (Smolarski et al., 2006). Many derivative contracts are
also used for speculation (they lack an actual hedging need), disproving equal risk sharing
(sharing) in the actual ownership of the reference asset(s) by all contractual parties subject to the
religious constraints that govern lending and profit-taking (Jobst, 2007b; Ahmad, 2000).

A large number of Sharia scholars do not accept futures and options because they are not
concluded contract (Osmani, 1999). "Some basic concepts and some form requirements of futures
trading are exactly the same as those established by the Prophet Muhammad for futures trading",
says Khan (1995), but the problem is the possibility of unnecessary risks resulting from
speculation, exploitation, and perceived lack of ownership of physical assets, rendering
traditional futures incompatible with the Sharia.

Another reason for considering them not in conformity with the Shariah relates to the defermentof
both actual asset delivery and final payment in conventional derivatives contracts, such as futures
(Jobst, 2008b).

For similar causes, many scholars judge options as incompatible with Sharia. Holders of a call
(put) option ("promises™) obtain from the seller ("promissory") the right (but not the obligation) to
obtain (sell) the underlying asset at a pre- determined price through a precise period of time.
Usmani (1999) examines that “according to the principle of the shari’ah, an option is a promise to
sell or purchase a thing on a specific price within a specified period. Such a promise in itself is
permissible and is normally binding on the promisor (like a wa’ad contract). But, this promise
cannot be the issue subject of a sale or purchase. Consequently, the promisor cannot charge the

promisee a charge for making such a promise".
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In many cases, Arbon (down payment) and Waad (one-sided promise) have been used to design
Shariah-compliant tools similar to call options (Al-Jamal, 2006; Oberoi et al., 2009).

For Basha (1999) the exclusion of options on the basis of Gharar and Maisir is assumed to be dealt
with primarily for speculative gain rather than a true hedge. Therefore, we can say that the use of

futures or options is contrary to Islamic principles(Jobste, 2008a).

1.1. Research objective

The main objective of this paper is to suggest products and tools for financial derivatives that can
be used in Islamic finance for the risk management. This research aim to propose Islamic financial
instruments based on the principle of "risk sharing" (as opposed to "transferring™ or "selling" the
risk). This research is mainly based on two ideas: the first is "permissible risk", and the second is
the rule of Gharar, while we try to define the possible conceptual meanings of "prohibited gharar"
in contemporary financial terms.

Our research focuses on field discovery, hybrid exploration (theoretical and empirical) of the
research object and the proposal for improving the existing (Baumard and Ibert, 2003). Indeed,
the sub-objectives of the research are: (1) Discover, understand and identify contracts, practices,
techniques or financial instruments intended for the management of market risks« currently used
by institutions Financial and banking, or proposed in the literature of Islamic Finance. (2)
Complete the prospecting work, in the light of our work theoretical and conceptual previous
ones, i.e. in particular: by filtering the instruments obtained with predefined criteria in order to
separate "replicative instruments" from derivatives of “non-replicable instruments". (3)Propose,
if necessary, from there and all of our analyses and results, avenues for the future in terms of

managing market risks.

2. Methodology

Our research follows the path of exploration, as opposed to hypothesis testing. Based on all of
our analyses and observations, we will suggest ways forward in terms of market risk
management. The empirical part will start by a case study (three Islamic financial institutions),
both descriptive and exploratory.

The exploratory case study allow us to discover the ground at the start of the research: its
results will then be substantiated and deepened by the extended investigation with the aim of

describing / exploring their market risk management practices and techniques.
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However, we will move from this simple case study to a more extensive field survey.
We therefore set out to build a sample of 100 Islamic financial institutions around the world in
order to study carefully and in detail their annual reports, websites and other available financial

publications.

3. Literature review
We don't have, from Fiqgh, a fairly accurate general definition of "Gharar", especially "forbidden
gharar". Although the legal aspects of gharar are well established in Islamic jurisprudence,
researchers in Islamic finance constantly face the dilemma of defining the concept and its precise
meaning.

3.1. Definitions of Gharar

Badawi (1998, p. 16) considers that: "The precise meaning of Gharar is itself uncertain. The
literature does not give us an agreed definition and scholars rely more on enumerating individual
instances of Gharar as substitute for a precise definition of the term.” Frank Vogel (1998, p. 64)
expresses a similar tone: “As with riba, figh scholars have been unable to define the exact scope
of gharar.” These claims might well be exaggerating, but they point to the need for further
contemporary formulation of the subject.

Gharar has many definitions, which can be summarized under three headings: (Al-Darir 1977):

1) Gharar means uncertainty. Ibn Abidin defines Gharar as "uncertainty over the existence of the
subject matter of sale".

2) Gharar also means ignorance and this can be when the subject matter of sale isunknown.
According to Ibn Hazm "Gharar in sale occurs when the purchaser does not know what he has
bought and the seller does not know what he has sold". 3) Gharar means both the unknown and
the doubtful. According to Al-Sarakhsi "Gharar obtains where consequences are concealed™.

This view is shared by most jurists.

3.2. Classification of Gharar
There are many hadiths that forbid Gharar, either by name or by identifying one or more of its

equivalents. But Gharar cannot be completely avoided. According to Shatby, "removing all
gharar from contracts is difficult to achieve". In the opinion of the majority of jurists, the gharar
that affects the contract is the excessive gharar because it affects the validity of the contract,

while the slight gharar has no effect.
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The jurists distinguish between two types of Gharar: excessive and light gharar, and its effect on
the contract is questionable. According to al-Baji, the slight gharar is that from which only just a
contract is free although excessive Gharar is that which dominates the contract that it comes to
characterize it.

Based on the degree of permissibility of gharar in Islamic operations, we can present four types

of gharar

1) The Prohibited Gharar:

For Fukuoha, gambling is the pure form of gharar, the latter being a zero-sum game with
uncertain winnings. Imam Malik's explain: “Gharar and risky deals include the case of a man
who lost slavery, or his slave ran away, the price of which is (say) fifty dinars, so someone else
tells him. The man: buy it for twenty dinars. If the buyer finds it, the seller loses thirty dinars.
Otherwise, the buyer loses twenty Dinars. Ibn Taymiyyah explicitly explains: "Al-Gharar
describes matters with an unknown fate. Selling such things is easy and a gamble". Ibn al-
Qayyim writes: "Gharar is the possibility of existence and nonexistence. Its sale is forbidden
because it is a sort of gambling, which is maysir".

2) The Permissible Gharar:

According to Shatibi, the Hadith (which prohibits Gharar) does not intend to prohibit all Gharar
because jurists permit some transactions which have Gharar such asselling what is hidden in the

ground, selling a house though its foundation has not beenseen.

Gharar can be permissible when there is no general agreement among the schoolsof
jurisprudence that this Gharar is prohibited and the contract that involves this Gharar is invalid.
If at least one school permits it with or without conditions, then it is considered permissible

Gharar.
3) The Acceptable Gharar

In the Islamic context jurists define Gharar to mean risk. Islam does not prohibit a contract just
because it involves risk. Only when risk is a channel to make one party profits at the expense of
the other that it becomes Gharar. Based on Ibn Taymiah, Islam did not prohibit every kind of
risk. What is prohibited among such kinds is eating wealth for nothing, even if there were no risk,

not that risk as such is prohibited.
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Jurisprudence scholars have three conditions for permissible risk. The risks involved must be:
1) Neglected: The probability of failure is low enough. As the magnitude of the potential loss
rises, the degree of certainty needed to consider this loss diminishes Al-Ghazali notes. 2)
Inevitable: The game allows win-win results, so that a beneficial exchange can be made. 3)
Unintentional: Win-win outcomes are preferred over lose-lose outcomes. If the player's goal is to

search for a win-win outcome this is a beneficial transaction.

When the endogenous or the exogenous uncertainties are the main sources of Gharar then this
Gharar can be considered acceptable Gharar.

4) The Mandatory Uncertainty

In this case Gharar (uncertainty) is a prerequisite to the validity of the contract. This is the well-
established view concerning the musharakah, ijarah and mudarabah contracts. In the
musharakah contract all parties are partners in case of profit and liable in case of loss and no
minimum profit can be assured to one party, or one party is entitledto a share in profit only while
the other party is made liable for the entire loss along with his share in profit as these situations

could contradict the above maxims.

4. Empirical Study

On the empirical study, we postulated that the "Prohibited Gharar" verified a number of
characteristics, which we translated into terms of filtering criteria already analyzed and clarified
on this research. The data analysis consist essentially of market risk management techniques and
instruments used in Islamic Financial Institutions or proposed in the literature, as well as their
characteristics. The second bias is that of the field survey conducted at the level of annual reports
and financial publications/communications of a well-considered sample of Islamic financial
institutions.

The collection phase therefore enabled us to draw up a list of market risk management
instruments: instruments already used or at least proposed for use in Islamic financial
institutions. We have analyzed/ filtered these instruments based on the conceptual framework
already mentioned.

Indeed, we started by taking one or two cases per country, gradually moving from one country to
another, and so on. The sample is composed of 100 IFIs (mainly BIs). The representativeness of the

sample was checked in the light of the statistics of geographical distribution but also,
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In the light of a "theoretical” analysis taking into account the distribution of the schools/models
of the IF and the composition of the Sharia Councils.

The collection phase has therefore enabled us to compile a list of market risk management
instruments: instruments already in use or at least proposed for use in Islamic financial
institutions. We analyzed / filter these instruments starting from the conceptual framework
discussed . We postulated a given vision of the "Forbidden Gharar", whose characteristics gave
rise to a number of analytical criteria. this postulated view reflects the majority view in Islamic
Finance, emphasizing the transfer aspect of market risk not only in the prohibition but also in the
alternative.

Thus, after having constituted a sample of instruments, we filtered them with these criteria (Filter
I). Two categories of instruments are therefore obtained: "derivatives replicative instruments"
according to the postulated majority view ("Category I") and "non- replicative instruments"
("Category 11"). Then, this Category Il was in turn be subjected to a qualitative filtering (Filter
I1), aimed above all at opening the way to the final discussion of the results.

The sampling and collection work corresponding to our field survey is long, repetitive and
perilous. Indeed, we studied the financial publications for each institution. It is almost the work
of an archivist: defined the desired information sections, read the media, list the information in a
central Excel file, go back and forth continuously between the sections and the elements
discovered (etc.), and all this while constantly comparing with our study of the literature.

Filter 1. The two criteria of "zero-sum game™ and "sale of risk" best reflect, according to our
study, the problem of extension. We have in the first place essentially numerical and / or
financial criteria explained, and which is called "numerical-financial criteria of Filter I"

(CNF). These are: (1) already specified criterion of "sale of risk"; (2) the already specified
""zero-sum game" criterion; and (3) the "fictitious sale" test already specified. In addition to
these criteria, there are essentially qualitative and/or legal criteria. We called them "Filter |
qualitative criteria” (CQ1 and CQ2).

CQ1 allow instruments to be analyses from the point of view of the property-return-risk-taking
relationship, and therefore of the "cause of gain”. The CQ2 make it possible to analyze the
instruments from the angle of Bay' al-Gharar. To these two families of criteria, precedes a

contractual and fighic study of the assemblies in question.
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How the analysis have taken place in practice?

(1) We started with the preliminary stage and with the contractual and fighic study.(2) We
studied the instrument from the angle of the CQ1 and CQ2 of Filter I: this allowed us to make a
first idea, to detect possible problems, to compare with our previous analyses.

(3)Then, we passed the instrument through the CNF, with the aim of refining and deciding the
results.(4) We classified the instrument in one of the two categories mentioned above generally:

any device verifying any of the CNFs is classified in Category I.

Filter 11. After obtaining the expected results of submitting our list of devices to Filter I, we are
submitted the devices of Category Il ("non-replicatives™) obtained to a second filter, qualitative
(Filter 11). The latter has two main objectives: (1) attempt to identify the possible
limitations/benefits of these instruments, especially in comparison with conventional derivatives;
(2) attempt to assess, in the light of all of our conceptual work, the extent to which they
ultimately represent "alternatives"” to conventional derivatives.

In the second step, we exposed and then discussed the results of our approach (Filter | and Filter
I1) in particular those corresponding to Filter I. In this context, it is useful to mention that the first
product of our work, after the list of instruments, is the distinction between "replicative
instruments” and "non- replicative instruments” within the meaning of our study. The second is
the identification of the financial philosophies underlying each of the corresponding categories,
and their comparison with our conceptual framework in order to complete the answer to our
research questions. The third will be the proposal of avenues of reflection taking into account the
various results of this research.

Therefore, first we present preliminary fighical and theoretical analyzes and insights fundamental
for the precise understanding of the results. Second, we present and discuss the instruments
corresponding to Category | according to our approach, and those corresponding to Category IlI.
Indeed, we present a summary of the result of the submission to our analysis of the "Islamic
instruments” collected in this study. We tried to explain most of the legal and conceptual
characteristics of these instruments. Beyond the exploratory aspect, our approach will emerge
from the conceptual and managerial results that will be discussed in detail.

The ideal typical view defended by contemporary Islamic finance essentially emphasizes, "risk

sharing", thus opposed to the "risk selling” philosophy on which derivatives are based.
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In accordance with this vision, it is therefore from this idea of "risk sharing” that we start in
order to complete the reflection on the existence or not of alternatives to conventional
derivatives (Cf. theory of need and of general interest). Indeed, our reflection leading to the
paths set out below, is based on two fundamental theoretical pillars:

* The first combines the Islamic moral and / or legal notions of Musharakah (or
“participation”) and Ta'awun (“cooperation”). According to this pillar, "participatory" and / or
"cooperative™ solutions should constitute the best reflection and the best path towards the ends
(Magasid) sought by Islamic Finance, but also by the entire Shari‘ah. In other words, they
should constitute the true antithesis to derivatives, but also, which amounts to the same thing,
the true antithesis to the dominant and already conceptualized idealtypical view of the
"forbidden Gharar". We have already seen that the Koranic discourse brought the logic of
"game" (Gharar-game relation) closer to ideas of enmity (al-"Adawah) and hatred (al-Baghda *).
In accordance with the prevailing contemporary vision, favoring the spirit of participation,
mutual aid and cooperation would therefore be consistent with the discourse of the Koran and
of Islam.

* The second pillar, linked to the first and conditioning it, is based on the Islamic notions of
Magsid (“finality") and Ma'nah (“ meaning ). This refers to two famous fighic rule-maxims
(Qawa ed Fighiyyah).

1) The first states: “Things are according to their ends [or intentions]. », (Al Umuru Bi
Magasidihah).

2) The second goes in the same direction and more explicitly: “Contracts must be understood
in relation to their purposes [or intentions] and meaning, and not in relation to their words and
sentences. », (Al" Ibrah Fil "Uqud Lil Maqasidi Wal Ma'ani...). In other words, according to
this pillar, it is the "finality" of the proposed technical path that must be our target and not its
appearance. This pillar also refers to our concept of "fictitious sale".

By resting therefore on these two pillars, we are going to propose a number of potentially
exploitable (non-exclusive) pathways. It is also about responding to the more abstract

theoretical need regarding the question of Gharar and risk.
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It will in fact: (1) the consistency of this investigation with our conclusions on Gharar (Cf.
notions of need, general interest, alternatives and Risk-sharing); and (2) that we do not adopt here
- in the ideological sense of the term - one ideal-typical view rather than another.

We are content to apply for one so that we can explore its possible translations in financial
practice.

At this stage, we are synthesized the conclusions of our reflections on so-called "classical”
instruments. Secondly, we present the so-called participatory and cooperative forms, then those
based specifically on Wa'd (lit. "promise™), and those based specifically on Khiyar (lit. "option™),

with an opening on the concept of "Islamic convertibles".

5. Results and discussions

Our empirical research work has allowed us to classify the financial products used by Islamic
banks for risk management into different lists: (1) the first list consists of Islamic replicative
products of their conventional counterparts (Category 1); (2) "non-replicating” instruments that
we have categorized as structurally weak (Category 11.A); and (3) a "Category I1.B" consisting of
non-replicating instruments. To these we have added the traditional Islamic instruments.

The empirical work carried out has allowed us to conclude that Islamic financial engineering tries
to start from existing conventional products by trying to rectify these products and make them
compatible with Islamic law. Indeed, Islamic finance has a problem of creating new financial
products without making a reproduction of conventional finance.

The theory of Islamic finance is mainly based on "risk sharing", which is different from "risk
selling" on which derivatives are based. However, we will start from the theoretical and empirical
study carried out to be able to propose ideas to help in the creation of new Islamic financial
products that can be used to manage the risks of these banks. These proposals are based on the
notion of participation, cooperation and Islamic concepts of purpose. Based on these two
concepts, we announce a number of proposals that are probably exploitable using the results of
our empirical study. Indeed, we have exposed the so-called participatory and cooperative aspects,
those based clearly on the Promise, and those based specifically on the option, with an opening

on the concept of "Islamic convertibles".
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For a list of the main instruments in question, as well as to the bibliographical references. Recall
that these are so-called "classic™ contracts because they come from the classical fighic heritage,
and in principle authorized by contemporaries. At this level, it seems useful to us to mention that
contracts such as Salam, Istisna or Bay al-Urbun were intended to finance, manufacture or
deliver, and not to protect themselves against risk.

For this, the use of these products in risk coverage is limited.

5.1. Proposals based on participation
As we mentioned earlier, our proposal will be for Islamic financial products based on "perfect"
participatory or cooperative concepts. Then, we offered other mixed products containing a part of

Derivative-like and a part of participation/cooperation.

5.1.1. Participation and ""pure'* cooperatives
At this level, we offer new financial products based entirely on the concepts of participation and
collaboration. This participatory proposal is based on the concept of profit and loss sharing
between the two parties.

The essential basis of the cooperative principle is that the actor who makes a profit will ensure
the losing party, and vis-versa.:

5. 1.2. Symmetrical participation in market risk (MR)
Indeed, the principle of participation applies in the Moucharaka contract used by all Islamic
banks. The essential notion of this Moucharaka contract is that the capital will be provided by the
shareholders who share the profit and the loss of market: in the case of profit they share the profit
and in the case of a loss they lose together. In Islamic law, Moucharakat (participatory forms) is
generally discussed, as opposed to ljara (Masri, 2010a). Based on this philosophy, we have built
the proposal in question:
Presentation
In the context of a 'symmetrical holding' (SM), it is an actor subject to a given market risk
seeking to associate this risk with another actor as opposed to a (symmetrical) participation in
favour of the corresponding market. That participation between two parties is based on the fact
that the second party bears such a percentage of the potential loss of that of the first party on a
given position on a specific date, but this, in return, entitles it to the same percentage of its

possible profit.
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In this context, we can mention that the profits and losses of both parties to the contract go in
parallel. Moreover, the second party was not going to agree to enter into such a contract if it did
not provide for a suitable action for both parties.

An example is the case of a company (E) which has 200 measures of wheat (A) and which
forecasts a decrease in prices compared to a reference price (p) at maturity (n). In order to hedge
against this price reduction,

This company can sign a contract based on the relationship (SM) with another agent (G) who
anticipates an increase in market prices.

Based on this contract with the conditions mentioned above: if the market price at maturity Pm
(n) is lower than the reference price (P), this company receives [P - Pm(n)] * a% from the agent
(G). On the other hand, if the market price of wheat is higher than the reference price, the
company will give [Pm (n) - P] * a% to the agent (G). However, an in-depth study of the SM
contract cited above allows us to conclude that the purpose of the SM particularly for the
company (E) is joined by that of the FUT contract used for coverage.

In this case, the company (E) will have precisely in the FUT contract a job opposite to its cash
job, but with a given number of contracts (remember the a% rate mentioned above). In the case
of a FUT contract, if at maturity (n) the market price increases, the company (E) will bear a loss
to the speculator, part of what he earns on the cash and vis-versa.

At this level, we can mention that with this FUT contract, the company transfers a percentage of
its risk to the speculator. Nevertheless, unlike the situation of the company (E) with the FUT
contract, in the contract (SM) it is not a sales contract, rather a sharing of risk.

That is to say, as soon as the contract is signed, both parties agree on the sharing of risk.

To conclude this proposal (SM) based on the principle of profit and loss sharing is a solution. At
this level, it seems important to us to mention that the creation of new products requires the
development of a clear assembly. In a Mousharaka contract, the partner must insure a share of the
capital (property), or insure capital and labor. Based on this principle, we will propose possible
legal "solutions":

(1) Theoretically, the company seeking to hedge against the risk can make a donation of a portion

(a%) of a form of Mousharaka (with legal personality), founded specifically for this reason,
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And whose purpose is to achieve a beneficial result of the operation of sales and purchases of the
assets in question, at a maturity (n). Let us cite at this level an example within the framework of
an SM proposal, of which at the moment zero the planter (E) signs with an Islamic speculator an
SM with the objective of making a profit through the sale of the harvest on the date (n).
However, on date (n), the planter or the director of the operation (Moucharaka) will sell the
goods subject to the contract, if this operation makes a gain by referring to the price (P), this
profit will be shared up to such a percentage (a%) between the farmer and his partner. Also, if the
MM operation achieves a negative result, the latter will be shared up to a percentage (a%).

Let us mention at this level that one of the problems that can be encountered in this operation is
the fact that the goods, which are the subject of this contract, are not really bought or sold at the
moment (n).

However, on date (n), the planter or the director of the operation (Moucharaka) will sell the
goods subject to the contract, if this operation makes a gain by referring to the price (P), this
profit will be shared up to such a percentage (a%) between the farmer and his partner. Also, if the
MM operation achieves a negative result, the latter will be shared up to a percentage (a%). Let us
mention at this level that one of the problems that can be encountered in this operation is the fact
that the goods, which are the subject of this contract, are not really bought or sold at the moment
(n). Formally, we will propose the following solution to solve this problem:

(1) Indeed, at moment (t) equals zero, two unilateral and binding promises are given for the
purpose of cooperation. The first promise is given by the party (X), the latter undertakes to give a
part a% of its profit to another party (Y) in the case of the realization of a profit at maturity (n)
(in comparison with the reference price (P).

(2) The second promise is given jointly by party (Y): the latter promises to bear part a% of the
loss to () in the case of a negative result at maturity (n), the use of promises, clearly transcribed
in the framework of cooperation, or even donation, is quite different from the dominant use at
present.

(3) The third solution is also based on the principles of charity and profit and loss sharing, two
parties of which agree to undertake to share between themselves a market risk, on a specific date

and at a specific percentage a% and the associated market profits.
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Indeed, according to this proposal, the company (E) enters into a contract who has as its objective
to share the risk and not in the obligation to sell shares in a Moucharaka contract. It should be
noted at this level that the essential advantage of this proposal lies in the fact that both parties win
together and lose together. Improvements can be proposed, according to the dominant
contemporary vision:

5.1.3. Reciprocal and integral cooperation on market risk (CR)

This proposal is based on the concept of cooperation between the different parties in which the
party in a good situation compensates for the party in an unfavorable situation, and vise-versa.
The "CR" proposes a link between the two parties (X) and (Y) who are in a situation of risk on
the market separate and diametrically opposed, on the same good, in such a way that those who
win on the date (n) fully compensate the losing party and vise-versa.

1) Suppose that on date (n), the bank (X) is in a long position regarding dollars and short on the
euro, that is, this bank will buy dollar in n, and sell euro. In this case, the bank (X) will look for
another party (Y) who is in an opposite situation, on the same date, with a third party (Z): short
situation in dollars and long in euros. The two banks (X) and (Y) agree on a contract (CR)
determining the reference price (P), of which the bank (X) uses its profit to fully compensate for
the loss made by (Y) and vise-versa.

Taking the example of the company (E), mentioned above, which seeks to sell its goods at
maturity (n), finds a company has a need to buy this same property. We do not use the traditional

Forward contract, both parties of the contract sign a form of (CR), allowing them to tie their
prices on a reference (P) by compensating reciprocally, between them, the market profits and
losses at the moment (n).

In this context we have proposed two traces of relevant legal solutions.

(1) They will also issue two unilateral and binding promises within the framework of ooperation
and solidarity. At this level, we can say that each party gives a unilateral promise to reimburse
the total market loss suffered by the other party on a given situation on a given date (n).

(2) This solution is based on the principle of authorisation, the new proposal will be to set up a
new contract (CR), based on the concept of cooperation between the different parties, each party
declaring a commitment to compensate the other party for its diametrically opposed loss for the

same property on a specific date.
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5.1.4. Reciprocal and partial cooperation on market risk — (CRP)
The new proposal that we have called it "CRP" is based on the fact that each party can take part
of the profit in the event of good market developments. At this level, we can mention that the

compensation for loss will be limited to a well-defined rate.

5.1.5. "Partial™ participatory and cooperative proposals

These proposals take on some features of the Derivative -like contract and another of "risk

sharing”. So that the operation is based on the real exchange taking into account the principle of

cooperation. At this level, we can say that this proposal concerns the technical part which
requires a fighic agreement.
5.1.6. Forward Sale Proposal with Market Risk Cooperation (BMT)

Within the framework of this proposal, we can say that the agreement between the two parties

(X) and () is based on the fact that the winner compensates for a fixed rate of loss and vise-

versa. Indeed, it is easy to see that full compensation would amount to executing the sale at spot

market prices at the moment (n).

Taking up at this level the example of the company (E) which can sign a real forward contract
(BMT) with a company (F), for a specific date, this contract sets an exercise price (P). If at the
specified maturity (n) the market price is higher than the price of the financial year, the company
(E) will lose in: the company (Z) that wins, then pays it a fixed percentage of loss and vise-versa.
Another innovation can be proposed at this level which is to introduce a support element in a
contract called "Islamic Forward". Another proposal is to create a contract whose object is
regularly mutual participation in market prices, between a seller and a futures buyer.

5.2. Participations based on the principle of promise

In this context, we have set out some proposals based on the principle of promise.

5.2.1. Proposal 1: Unilateral, independent and no-premium promise

According to our empirical study, we mentioned that there is an instrument used by some Islamic

banks called independent and unilateral promise that is based on notions near this proposal. As

part of our proposal, we add an element saying that the promise should be: unilateral,
independent and free (without detached premium and without resale logic). With regard to this

proposal,
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we can say that party (X) gives a unilateral and unprimed promise for the interest of the other
party of contract (Y) whose purpose is precisely: (1) or to buy (or sell) a specific good to it at a
fixed deadline and a fixed price; (2) or to pay the person the total (or partial) sum of a loss
suffered in a given activity.

5.2.2. Proposal of the ""attached promise™ (or parallel)
This proposal consists in linking the promise to a specific sale or other transaction. Provided that
this promise is made for the purpose of cooperation. Let us cite at this point a practical example
illustrating the case. Taking the example of the company (X) which carries out a sale transaction
today to business (Y) of any property (B) at a price specified at the signing of the contract either
(P), but the execution will be postponed to a given date(n).
The company () bears a market risk specifically related to the possibility of a price reduction of
much less than (P) on the specified date.
Under the title of cooperation, the enterprise (X) gives a promise, at the time of signing the
contract, to the enterprise (YY) to compensate it a specified percentage of the sum of loss which
exceeds a certain limit at maturity (n).
For all that concerns the optional aspect in our ways of reflection, we refer, in depth and in
addition, to the KS (Ash-Shart option):
Participations based on the concept of choice or option and openness to "Islamic
convertibles"
A Khiyar is generally defined as: the "right” conferred on a party to cancel (Haq al-Faskh) or to
confirm (Haq al-Imda’) unilaterally a contract after it has been signed, within a given period of
time. This resemblance, even partial, between the concept of Khiyar and the concept of OPT in
contemporary finance has led us, like other researchers, to reflect on possible alternative ways to
conventional Call and Put and in line with the (ideological) vision postulated.
5.3. Proposal for the option
Our proposal of the option will be based on the opinion of specialists in Islamic jurisprudence
who insist on the obligation to avoid cases of Gharar, ignorance or deception. As a result, we can
say that it is possible to launch a call or sell option at a fixed price that is part of the vision of
cooperation and mutual aid (or even donation). Therefore, this proposal is based on the

prohibition of the premium and the sale of risk.
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5.3.1. Proposal: Islamic option without premium for the purpose of cooperation
As part of our research, we propose an Islamic option issued within the framework of
collaboration and cooperation. Let us mention at this level the case of two Islamic institutions
(B1) and (B2) of which B1 will sell on a given date (d) goods (M) at the market price (P), which
makes that B1 bears a risk related to the price of these goods on the market.
The institution (B2) can give B1 an Islamic option (without premium) with the objective of
selling goods (M) at a price (P) and at the moment (n). This will allow B1 to protect itself against
the risk of a decrease in market prices. In order for (B2) to have an interest in giving this free
selling option to (B1), the latter must, at the same time, protect (B2) on another different risk.
This implies that (B2) bears a risk quite opposite to that of (B1) which allows us to easily achieve

the targeted cooperative specificity.

6. Conclusion

The importance of these conclusions for our research is twofold: on the one hand, they allowed us to
approach the question of Gharar andderivatives starting from a coherent theoretical framework of the
risk (and return)allowed, and on the other hand, they allowed us to highlight the foundations of a
general theory of Islamic Finance, potentially consensual.

Based on our data, we were able to propose a new attempt to define, as generalizable as possible, the
Gharar (or Bay™ al-Gharar) prohibited in financial transactions, while taking into account the necessary
precautions. Moreover, the issue of Gharar, or the transfer of risk that most often results from it between
thetwo parties, clearly seems to be, above all, a matter of contractual justice, justicemost likely seen in
the contract.

Therefore, we deal in this research with derivatives that depend on two questions. After assuming
a certain vision of this “prohibited gharar”, we have effectively extended the logic of gharar to a
post-contract market context, and we are looking for new Islamic financial products that are
possible alternatives to derivatives, to manage market risk in international financial institutions.
Based on the study of the forbidden risk in financial transactions and our knowledge of the
question of gharar, a way out has been suggested through the idea of the alternative (and the need
for Muta). At the end of this research, we presented possible technical answers and suggestions

for Islamic financial instruments.
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In terms of the creation of new Islamic financial products, therefore starting from acertain vision of the
"Forbidden Gharar”, and in the spirit of the already mentioned theory of need and the general interest, we
went to the search for new Islamic instruments in the literature as well as in the financial publications
of a sample oflslamic financial institutions around the world. This observation was reinforced and
deepened by the filtering work carried out on the instruments collected.

As part of this research work, we have proposed, based on our work on Gharar and risk taking, a
conceptualization of the view of derivatives by contemporaries,and therefore of the very search for the
alternative. This conceptualization will reflectabove all the content in terms of transfer of market risk, as
opposed to the simplelegal form.

Through our investigation, we were able to obtain a list of instruments proposed as Islamic instruments for
the management of market risks. Moreover, through the filtering of the instruments collected, resulting
from this conceptualization effort, our approach has enabled us to identify certain "non- replicative" and
other "replicative" instruments.

We have seen how the latter: often present obvious contractual and /or financial weaknesses or limits,
and above all, generally struggle to represent real Islamic derivatives, according to the very discourse
of Islamic finance.

Indeed, faced with such a contradiction between theory and practice, we have tried to find the possible path

(s) towards such a radical change in practice, by returningto this sharing of risk.
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Abstract:

This study has carried out a systematic literature review to examine the metrics that have been
applied in the prevailing literature to operationalise or quantify the effectiveness of internal
auditing, as well as to determine the factors that are thought to have impact on the influence of the
internal auditing. With predefined exclusion and inclusion criteria, this research has finally
selected a total of 33 primary studies that were published between 2000 and 2019.

This study has identified a total of eleven indicators will used to measure the effectiveness of
auditing. These indicators have further grouped into two categories: objectively assessed
effectiveness; and perceived effectiveness. The indicators in the perceived group have dominance
in the prevailing literature, and therefore this study argues that the indicators used for measuring
the effectiveness in objective way generally demonstrates the strides assumed by the internal
auditors. Additionally, this study has identified a total of twenty factors that have been considered
as the influencing factors in terms of the influence of internal audit. These twenty factors have
been further grouped into two categories: factors on supply side and factors on demand side.

Keywords: The Operationalizing, Influencing Factors, Internal Audit, Effectiveness

1. Introduction

1.1 The Background of the Research

The aim of this research is to identity the factors that potentially affect the influence of the internal

audits. The significance of internal audit quality (IAQ) is well-recognised in the advanced nations,
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wherein the Chief Audit Executives (CAEs) compile the International Standards for the
Professional Practice of Internal Auditing (ISPPIA) through their actions, facilitating the functions
of internal audit in various ways (Komalasari et al., 2016; Turley and Zaman, 2007). In this regard,
the CAEs and the ISPPIA try to develop an understanding of professionalism among the internal
auditors and introduce organisational structures that enable the internal auditors operating
unrestrictedly in the interests of the transparencies and internal control (Cameran et al., 2017). The
Institute of Internal Auditors (IIA, 2020) has defined the internal auditing as ‘a consulting activity,
objective assurance and independent’ that adds values and enhances the operational activities of
the organisations. However, in many developing countries, the CAEs’ attitudes towards the types
of activities for safeguarding the internal audit function’s (IAF) independence are different, which
raise impediments for the effective discharge of the duties of the internal auditors (Komalasari et
al., 2016; Turley and Zaman, 2007). Research (e.g. Abdolmohammadi and Sarens, 2011; Chan et
al., 2003; Hell and Wang, 2009; Hope et al., 2008; Jeffrey et al., 2004) suggests that these differing
attitudes are the outcome of the varying cultural perspectives and traditions, a topic that has
resulted in an increasing interest among the researchers, relating to the significant influence that

culture plays on the ways in which general auditing practices are performed.

In an effort to enhance the effectiveness of internal audit, the IIA developed the International
Professional Practices Framework (IPPF) in July 2015, which is also referred as the ten core
principles of IAF effectiveness. According to the 1A (2019), these ten principles are:
demonstrating integrity; demonstrating competencies and professional care; working
independently and Secure from unnecessary interference; aligning the objectives, risks of the
organisation; offering adequate resources, strategies and appropriate positioning; continuous
improvements and demonstrating quality ; communicating effectively; providing risk-based
assurances; being perspicuous, proactiveness and future-oriented; and encouragement of
organizational change. Although management’s responsibility is to safeguard an entity’s assets,
management is not trained to detect the frauds and irregularities, and these are left to the auditors
(Sim, 2010). Based on the IPPF, both Alzeban & Sawan (2013) and Alzeban (2015) argued that
the quality of internal audit (QIA) could be assessed by the objectivity, competence, and the tasks

carried out by the internal auditors.
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However, auditors do not supervise all decisions, as auditors are only desired to evaluate the audit
risks based on audit evidence that are collected by the internal control’s effectiveness (Sim, 2010).
Therefore, when the internal control is strong or effective, the auditors evaluate the low control

risks and revise their previous beliefs to the audit risk of an entity (ICAEW, 2015).

Considering the current challenging environments due to the COVID-19 pandemic, it would be
difficult for entities to measure how effective the activities related to the internal auditing would
be and whether the benefits of internal auditing could be achieved. Therefore, Accurate, persuasive
and clear metrics are required to allow organizations to determine the efficacy of internal auditing,
as it is a crucial feature of knowing the internal audit quality drivers (Cohen & Sayag, 2010).
Additionally, these studies focused on the significant aspects and failed to recognise the
quantification or operationalisation of the effectiveness of internal auditing in relevant empirical
works. It should be anticipated that companies should not only consider potentially powerful
internal auditing factors, but also evaluate their actual effect on the company through well-defined

indicators.

1.2. Research Gap

According to Pistoni et al. (2018), one of the crucial features of internal audit reporting is the
effectiveness of the audit quality. Although there are many research (e.g. Adams and Kuasirikun,
2000; Adams and Simnett, 2011; Alfiero et al., 2018) that have focused on the reporting of the
internal audit, Vitolla et al. (2019) noted that only few research has concentrates on the
effectiveness and quality of the internal reporting. Consequently, there exists a research gap in
relation to the effectiveness and quality of the internal auditing and the national culture.

1.3. Research Aim, Objectives, and Research Questions
The target of this study is to identity the factors that potentially affect the performance of the
internal audits. In accordance with the aim, the current study has two objectives:
e To find out the indicators that are used to operationalise the influence of the internal audit;
and

e To find out the factors that influence the effectiveness of the internal audit.

To fulfil these objectives, this study has two research questions:
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e What are the indicators that are used for operationalising the effectiveness of internal audit?

e What are the factors that influence the effectiveness of the internal audit?

1.4. Structure of the Research

This study has five chapters. The history of the research was provided by the first chapter —
Introduction — and developed the research aim, objectives, and research questions; the second
chapter — Literature Review — has reviewed the existing literature on internal control and has
identified the gaps, and based on the identified gaps, it has developed research hypotheses. The
third chapter — Research Methodology — has explained the adopted research methods for the study
and has explained why other research methods were not adopted for this study. The fourth chapter
— Research Findings — has provided the results from the data analysis. The fifth chapter —
Discussion — has discussed the findings from the data analysis chapter. The final chapter —
Conclusion — has provided the summary of the findings, implications of the findings, research

limitations, and future avenues for further research on audit function.

2. Literature Review

2.1. Introduction

This chapter has reviewed the literature on the effectiveness of internal audits and to understand
the factors that influence audit effectiveness. This chapter has first reviewed the theoretical
perspectives on internal audit, which is followed by a review on the quality of internal audit. A

conclusion has been provided at the end of this chapter.

2.2. Theoretical Perspectives

From theoretical perspectives, the literature review has identified a number of main theories, for
example the agency theory, stewardship theory, contingency theory, and institutional theory

related to the effectiveness of internal audit in auditing research.

2.2.1. Agency Theory

Based on financial economics literature, the agency theory posits that a firm contains the contracts

nexus between the managers and owners of the economic resources,
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Who are entrusted to use and control those economic resources (Adams, 1994; Mihret, 2014). The
agency theory also postulates that agents have more information compared to those of the
principals, Which create information asymmetry and severely affect the ability of the principals to
monitor whether agents efficiently represent the needs of the principals. This theory also argues
that agents and principals use the contracting processes for maximising their wealth, suggesting
that agents have self-seeking motives and these results in opportunistic behaviours. According to
the ICAEW (2006), a number of factors, for example economic rewards, opportunities that evolve
from the labour markets and the relationships with other parties that are not associated with the
principals. Furthermore, auditors could also be concerned regarding the information asymmetries
wherein agents possess the information, while the principals do not have access to that information.
Consequently, principals have lack of trust on their agents, and thus they will introduce

mechanisms, for example internal audit for reinforcing this trust.

Traditionally, the internal audit’s characteristics are related to the substantiation of accounting
information’s accurateness, timeliness, and completeness (Courtemanche, 1991), or broadly, to
assess the evidence of accounting information for determining and reporting about how well the
accounting information is reported in accordance with the recognised standards (Arnes &
Loebbecke, 2000). Conventionally, the annual statements reflect the historical information and
founded on accounting profits, which are increasingly employed for determining the firms’ values,
and therefore firms’ management and external stakeholders have significant interest in the future
cash flows of firms. Additionally, through the financial statements, these economic profits assure

that firms have the capability of materialising these future cash flows (Swinkels, 2009).

However, the application of agency theory in internal auditing has received a number of criticisms.
Firstly, Reed (2002) noted that the use of neoclassical in internal auditing research are more
applicable to developed markets, and therefore the applicability of the agency theory has
confinement in the explanation of the internal auditing in extensive settings. Secondly, the agency
theory is founded on the supposition that the capitalist-agency relationships are based on the
competitive markets (Mihret, 2014). This constrains the applicability of agency theory on internal
auditing research, as the demand for internal auditing is not market driven, wherein both the capital

markets and shareholders are unable to access the reports generated by the internal auditors.
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Thirdly, the applicability of agency theory in internal auditing is problematic for the state-owned
firms, as the principals might be indistinct and the public might not hold a single united interest
(Al-Shbail & Turki, 2017).

This results in discrepancy in interest that might exist between the principals/managers and the
public at large. Fourthly, the ICAEW (2006) noted that the agency theory fails to fulfil the interests
of other stakeholders like the regulators, who have interest in the audit reports. In reality, the
regulators act on behalf of the principals and expect that their interests are considered
appropriately. However, markets are integrally unstable and fluctuate, which create problems for
the regulators to act as principals. Finally, while the agency theory postulates that principals do

not have trust on their agents.

2.2.2. Stewardship Theory

Regarding to the theoretical perspective of internal audit, a complement to the agency theory has
been viewed as the stewardship theory. The stewardship theory implies that auditors are driven to
work for others or for organizations to carry out the tasks and duties they have been entrusted with
(Davis, Schoorman, & Donaldson, 1997; Donaldson & Davis, 1991). This theory argues that
individuals are pro-organisational and collective-oriented rather than assuming individualism
perspective, and thus people work towards the achievement of goals of the societies, groups, or
organisations, as they find higher level of satisfaction when they act like this. In stewardship
theory, a steward has been defined as an individual who assumes the responsibilities to take care
of something on behalf of another individual or group of individuals (Menyah, 2013). Therefore,
the steward’s behaviour is collective and aims to achieve the organisational objectives, which can
be beneficial at the end for the principals like the shareholders and the managerial super-ordinates.
Assuming a robust relationship between the satisfaction of the principal and the organisational
success, the steward ‘protects and maximises shareholders’ wealth through firm performance,

because, by so doing, the steward’s utility functions are maximised’ (Davis et al., 1997, p.25).

A number of studies (e.g. Davis, Allen, & Hayes, 2010; Ebimobowei & Binaebi, 2013; Hernandez,
2012) have confirmed that auditing exists due to the stewardship concept and stewardship
accounting. In contrast to the agency theory, which is based on economic models, the stewardship

theory is based on the aspects of sociology and psychology,
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And therefore this theory is suitable to explain valuable employees’ behaviours (Albrecht et al.,
2004), as well as the relationship amongst different cultures in family businesses (Davis et al.,
2010) and the interactions that exist among crucial and responsible employees, their customers,
and organisations (Hernandez, 2012). Therefore, stewardship argues that managers are responsible
and trustworthy, and thus they would not engage in activities that may lead to misappropriations

of organisational resources.

2.2.3. Contingency Theory

The term ‘contingency’ refers to something that is only valid under specific circumstances
(Chenhall, 2003). Developed by Woodward (1965), contingency theory posits that there is no best
way to manage. According to Daft (2015), the contingency theory postulates that one action
depends on other actions, and to be effective, these actions must have a goodness of fit between
the contingent considerations and the organisational design. Consequently, the optimal structure
of a firm is contingent on various aspects, for example the market conditions, the work
characteristics of the firms, and firms’ adopted technologies. These assumptions are in accordance
with the findings of Haldma & Laats (2002) and Reid & Smith (2000), demonstrating that there is
no perfect means to develop a good accounting system, but the system depends on various
contingencies that establish the best options for management accounting systems in specific

conditions.

Based on the contingency theory, the influence of internal auditing is affected by a number of
internal factors, for example the professionalism of the auditors and the independence of auditors.
According to Arens et al. (2020), professionalism refers to the professional skills that are possessed
by the auditors when they conduct the auditing for the firms’ financial statements. Similarly,
independence refers to the activities that are performed objectively and are not influenced by other
parties who are related to the carried out audit activities (Poltak et al., 2019). When auditors are
influenced by other parties, their professional activities are affected to perform the audit activities.
Independence is provided through organisational status, which helps the maintenance of the
objectivity of the auditors to the auditees. According to Van Peursem (2005), the success of an
audit programme is determined by the absence of pressure from the auditees and the independence
offered by the management.
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A number of studies (e.g. Cohen & Sayag, 2010; George et al., 2015) have empirically proved that
organisational independence affects the effectiveness of internal auditing. On the other hand, based
on the contingency theory, the influence of the internal auditing is also affected by a number of
external factors, For example, the relationship between internal auditors and external auditors, the
perceptions of the auditees and top management support.

In relation to the first factor, Alzeban & Gwilliam (2014) found that the collaborations and
coordination between the external and internal auditors are highly important for the firms and their
external stakeholders for auditing purposes. Badara & Saidin (2014) noted that internal auditors
can enhance internal audit’s effectiveness when they are able to develop relationships with the
external auditors. The second factor — perception refers to the process to interpret, organise, and
provide meanings to the stimuli that come from the environment due to the experiences and
learning processes (Sulaiman, 2011). Therefore, individuals have different perceptions when they
give differing meanings to the different objects, and consequently when it is perceived value by
both the audit service users and the internal auditors that internal auditing adds, the effectiveness
of the internal auditing also increases (Poltak et al., 2019). Finally, top management support
critically contributes in the development of circumstances that are necessary for the success of
projects like the internal auditing (Staehr, 2010). According to Kandelousi et al. (2011), top
management can provide support to handle obstacles, demonstrate commitments towards works,

and encourage the subordinates.

2.2.4. Institutional Theory

In recent times, the effect of internal audit function on the effectiveness of internal auditing has
been assessed through the application of institutional theory with increasing interest by a number
of studies, for instance Al-Twaijry et al. (2003), Arena & Azzone (2007), Lenz et al. (2018), Mihret
et al. (2010), and Vadasi et al. (2019). The institutional theory can explain the emergence process
of the institutional standards and accepted social practices (Scott, 1987; Tolbert & Zucker, 1983).
The institutional theory posits that organisations need to react with the social rules that are
recognised as acceptable practices or behaviours and should not emphasise purely on performance
and profit. This theory also posits that organisations are subject to institutional regulations and
they need to comply with for obtaining legitimacies and accessing to resources for stability (Meyer

& Rowan, 1977). The institutional theory is also applicable to internal auditing research.
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For example, legitimacy is required for firms, and one means for the internal auditing of obtaining
legitimacy is to offer evidence for its effectiveness. However, Lenz et al. (2018) noted that it is not
an easy task for the internal auditors to provide such evidence, as the works of the internal auditors

are not directly associated with the firms’ profits.

Legitimacies do not essentially ensure that firms operate effectively, and therefore firms have
tendency for pursuing effectiveness through the adoption of the behaviours and characteristics of
other firms within their environment (Al-Twaijry et al., 2003). According to Arena & Azzone
(2007), this aspect is known as the isomorphism, which could be performed through three forces,
such as the normative forces, coercive forces and the mimetic isomorphism forces, which cause
the ‘institutional isomorphic change’ (DiMaggio & Powell, 1983, p.147). Therefore, coercive
isomorphism occurs through mechanisms of legitimacies, authorities, and power that compel firms
establishing internal audit departments, which not only assess the suitability of the internal control
systems but also involve in a broader assessment of the economy, effectiveness, and efficiency of

the firm’s actions and their impact on firm performance.

The second isomorphism is the normative isomorphism that refers to the process through which
professionalism within a particular area affects organisations to change over time and to become
more similar to one another (DiMaggio & Powell, 1983). Consequently, under the normative
isomorphism, firms need to comply with the requirements like professional norms, such as the 1A
guidance. Related to the internal auditing, the normative isomorphism increases the
professionalism within the firms, which can arise when the internal auditors study the internal
auditing as a subject at the colleges and universities and finally become a qualified CIA through
certification, or when they establish chapters of the 11A as the local levels. These activities can
enhance the profiles of internal auditing and the 1A within the firms, and they can also offer more
motivation to the disseminations of internal audit activities to other firms. Additionally, the
enhancement of the professionalization can also generate a higher level of adherence to the I1A
standards. Finally, the mimetic isomorphism refers to the process through which organisations
respond to uncertainty through the emulation of practices performed by other organisations
(DiMaggio & Powell, 1983).

In summary, the institutional theory argues that coercive isomorphism occurs due to the result of

the firms’ stride for gaining legitimacies;
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Normative isomorphism occurs when institutional changes take place because of firms’
acknowledgment of the profession; and the mimetic isomorphism takes place when firms respond
to uncertainties through emulation of other firms’ practices. Therefore, the institutional theory has
implications that are related to the probable context-dependence of the effectiveness of internal
auditing,

For example, the establishment of internal auditing department to manage risks by emulating the
practices of other firms or the professionalization that can advance the practices of internal

auditing.

2.3. Quality of Internal Audit

The Chartered Institute of Internal Auditors (2019) identify internal auditing as ‘a consulting
activity, objective assurance and independent’ that adds value and improvise the operational
activities of the organisations. Consequently, internal auditing facilitates an organisation
accomplishing its goals and objectives through introducing methodical and systematic approaches
to evaluation and enhancement of the efficacy of governance, control and risk management
processes (Chartered Institute of Internal Auditors, 2019). This conceot of internal auditing sets
the fundamental characteristic, objective, and goal of the internal auditing. stated by the Chartered
Institute of Internal Auditors (2019a), both the internal auditing and the ‘code of ethics’ influence
the quality of internal auditing. also, there is no universally accepted concept of quality, as the
notion of quality is interpreted differently and it depends on the contexts (Chartered Institute of
Internal Auditors, 2019a). Despite this difficulty, the International Organisation for
Standardisation (2015) has identified seven principles of quality management, such as customer
focus (i.e. anticipating the future needs); leadership (i.e. providing vision and directions for
achieving the results); engagement of people (i.e. delivering value through the development of
individuals); process approach (i.e. increasing efficiency); continuous improvement (i.e. making
performance enhancement a perpetual goal); evidence-based decision making (i.e. making
decisions employing accurate data and facts); and relationship management (i.e. maintaining

mutually beneficial relationships).

However, quality does not just happen, and it transforms good intents into working practices and

outcomes (Chartered Institute of Internal Auditors, 2019a).
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In relation to internal auditing, researchers (e.g. Al-Shetwi et al., 2011; Alzeban, 2015; Alzeban
& Sawan, 2013; Arena & Azzone, 2009; Lin et al., 2011; Missier et al., 2011; Plant et al., 2013;
and Prawitt et al., 2009) have tried to define the variables that impact the quality of internal
auditing, and the most common attributes of the quality of internal auditing are: competence,

independence, and objectivity.

2.3.1. Competence

In this competence section, three aspects have been reviewed, such as internal auditing as a
profession, the Internal Audit Competency Framework (IACF), and individual competency

requirements.

2.3.1.1. Internal Auditing as a Profession

A number of authors (e.g. Carey, 1969; Carr-Saunders, 1928; Elliot, 1972; Larson, 1977; Larson,
2013; West, 1996) have underlined the nature of a profession. In general, these authors have
identified five characteristics, such as knowledge, training and education, obedience to ethical
standards, offering services to the general people, and connection to various professional bodies.
As auditors are the professionals who assume critical roles in businesses to authenticate
companies’ financial health by examining the accurateness of the financial statements, it discusses
that the identified five characteristics are also applicable to the professionals who work in
accounting and internal auditing fields. According to Plant et al. (2013), individuals who aspire to
be members of the internal auditing profession should possess particular standard, for example
having a professional bachelor’s degree, holding two years of continuous experience in internal

auditing or similar fields, and should successfully complete the certification programme.

Although the internal auditing history can be traced back to centuries B.C. the actual growth of
internal auditing as a profession happened during the 19" and 20" centuries with the increasing
growth of the corporate businesses, which demanded for new systems of control to conduct their
business activities across the globe (1A, 2020b). Consequently, it can be argued that internal
auditing is a new profession compared to other conventional professions like the law or the
medicine. For example, The Institute of Internal Auditing (11A) was established only in 1941 with
its global headquarter in Lake Mary, Florida, the USA. The 1992 Cadbury Report (Cadbury, 1992)

was the first feat that emphasised on the internal auditing as part of corporate governance.
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Other reports like the Turnbull Report (Turnbull Committee, 1999) in 1999, which established the
best practices on internal control for the UK listed companies, and the Smith Report (Smith, 2003)
in 2003, which also established the guidance for the audit committees for the UK listed companies
and endorsed the IlA internal standards also helped to increasing the awareness and recognition

for the internal auditing as a profession.

At present, the 11A has more than 200,000 members from more than 170 countries and territories
across the world (I1A, 2019a). Since its inception, the I1A has implemented various initiatives for
the development of Common Body of Knowledge (CBOK) of internal auditing and the
International Professional Framework (IPPF) as a competency framework with an aim to increase
the professional success of the internal auditors. Therefore, the 11 A can be viewed as the recognised
authority, chief advocator, and principal educator for the internal auditing professionals who work

in various organisational areas.

2.3.1.2. The Internal Audit Competency Framework (IACF)

Although the internal auditing has been considered as a well-established and well-respected
activity, Mautz & Sharaf (1982) stated that the internal auditing was not clearly defined and
directed till the 1980s. The business environment significantly changed during the 1980s and
1990s, and the 1A updated three its CBOK in during this time (Abdolmohammadi et al., 2006),
and another two updates were carried out in 2006 and 2010 (Plant et al., 2013), and finally, it
approved its updated version of IACF in October 2016, which is known as the International

Professional Practices Framework (IPPF), as shown in Figure 1.

Personal Skills

Technical Expertise

Internal Audit Management

Professional Ethics

Figure (1): The International Professional Practices Framework (IPPF) (11A, 2020b)
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Figure (1) shows that the IPPF contains ten core competencies for the internal auditors that have
been recommended at three broad job levels, such as internal audit staff, internal audit
management, and the chief audit executive. According to the IIA (2020b), the ten core
competencies are:

e Professional ethics: It applies the professional ethics among tasks that carried out by
auditors.

¢ Internal audit management: The task of this competency is to develop and manage the audit
function.

e |IPPF: The competency task to apply the IPPF across the organisation.

e Control, risk and governance: This develops the understanding regarding control, risk and
governance that are relevant to the firms.

e Business acumen: The task of this competency is to maintain the expertise regarding
business environment, industry practices, and particular organisational aspects.

e Communication: The task of this competency is to communicate with the stakeholders for
visible impact.

e Persuasion and collaborations: Through collaboration and cooperation, this competency
aims to persuade and motivate others within the organisations.

o Critical thinking: The tasks of this competency are to carry out the process analyses, apply
the business intelligence, and develop and apply the problem solving techniques for the
internal auditors.

e Internal audit delivery: The task of this competency is to deliver the engagements related
to the internal auditing.

e Improvements and innovations: The task of this competency is to embrace the changes and

drive the auditors for further improvements and innovations.

2.3.1.3. Tasks Carried Out by the Internal Auditors

Previous studies (e.g. Brown, 1983; Messier & Schneider, 1988) have evaluated the performance
of the internal auditors depend on the tasks they did, and these studies have identified five criteria
that evaluated the performance of the internal auditors, such as the overall assistance for the

auditing by the managers; the satisfaction of the external auditors; the procedures for follow-up;
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the supervision of internal auditing works; and the scope of the internal auditing. Two more recent
studies, such as Al-Shetwi et al. (2011) and Lin et al. (2011) have identified five criteria of
performance measurement of internal auditing, such as controlling, internal auditing reports, and

auditing feedbacks from the clients.

2.3.2. Independence of internal audit

The 11A (2020b) has defined independence from conditions that threaten, the capability of the
internal auditors to perform their auditing tasks and any threat to independence should be achieve
all the levels, including organisational, functional and individual. For example, Stewart &
Subramanium (2009) identified seven threats for the auditors. According to Stewart &
Subramanium (2009), these threats are: self-reviewing, when the internal auditors review their
own works; social pressure, which arises from the auditees or from other members of the auditing
team; economic interest, which arises when someone exerts his/her power to influence the
employment or salary of the internal auditors; personal relationship, wherein the internal auditors
are associated with the auditees; familiarities, which arises from long-term work relationship with
the auditee; cultural, gender, and racial biases, which arise mainly in multinational organisations
when the internal auditors do not have proper understanding regarding the local culture or customs;
and the cognitive biases, which arise when the internal auditors adopt a specific psychological
perspective or preconceived notions to carry out the auditing tasks.. Zhang et al. (2007) considered
that internal audit’s independence can be viewed as a determining aspect of the influence of
internal audit. Similarly, the study of Cohen & Sayag (2010) also noted that the organisational
independence of internal auditing influences the effectiveness of auditing. Additionally, the study
of Alzeban & Gwilliam (2014) examined the effectiveness of internal auditing in Saudi Arabian,
and this study found that along with the organisational independence, other factors like support
from management, the competencies of the internal auditing department, the size of the internal

auditing sector and the relationship between the external auditors and internal.

2.3.3. Objectivity
The Chartered Institute of Internal Auditors (2019b, p.2) defined objectivity as a balanced mental

approach that enables the internal auditors performing engagements in such a way that the auditors

believe in their outputs while not compromising with any quality of the works.

International Journal of Research and Studies Publishing | Volume 3 | issue 29 | March 2022 | P (167)




I

Volume 3 — Issue 29 International Journal of Research and Studies Publishing

Sl Wy Ergoed) i) ddgul] el EHIJRSP
ISSN: 2709-7064

Issued on: 20 March 2022

RSP

Reported to the Chartered Institute of Internal Auditors (2019b), objectivity attribute necessitates
that the internal auditors must not subservient their judgements to others regarding the auditing
matters. Both Missier et al. (2011) and Prawitt et al. (2011) identified that the internal audit’s
objectivity is related to the Chief Audit Executives report to the audit committees.

However, this reporting relationship for the external auditors is related to when they evaluate the

objectivity of the auditing (Gramling et al., 2004).

2.4. Summary

The agency theory assumes that agents are likely to have differing motivations as opposed to the
principals, the internal audit will also provide independent controls on the work of the agents,
which can facilitate maintaining the confidence and trust. It can also reduce the monitoring costs.
the stewardship theory tries to understand the interactions that exist among the valuable
employees, the organisations, and their customers. The contingency theory assumes that there is
no perfect means that can offer a good management accounting system, and therefore good
management accounting system depends on the circumstances that dictate the best option, as the
design effectiveness of the accounting system is influenced by organisation’s capability to change
from both the internal and external factors. Finally, the institutional theory suggests that
organisations need to conform to the societal requirements and other stakeholders’ requirements,
From the literature review, it has been noted that the most common attributes of the quality of

internal auditing are competence, objectivity, the tasks carried out by the auditors.

3. Research Methodology

The purpose of this study is to identity the variables that potentially impact the performance of the
internal audits. In accordance with the aim, the current study has two objectives: to find out the
indicators that are used to operationalise the influence of the internal audit to find out the variables
that impact the performance of the internal audit. To fulfil these objectives, this study has two
research questions. The first research question is: what are the indicators that are used for
operationalising the influence of internal audit? And the other research question is: what are the
variables that influence the internal audit? Due to the COVID-19 pandemic, the investigator agreed
to perform a systematic literature review as a research methodology, which has reviewed the

existing empirical studies related to internal auditing to answer the research questions.
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The literature review has identified a research gap, which is related to the differing opinions
regarding the actual or expected roles of the internal auditors. Based on the previous research, this
study has inferred that the function of internal auditing could be related to the ‘jack of all trade’ in
terms of governance.

A number of previous studies, for example Roussy & Perron (2018) and Turetken et al. (2020)
have used the systematic literature review to define the variables that affect the performance of

internal audit.

Emerged as an inverse approach to the traditional thematic literature review, the systematic
literature review offers a robust demonstrative base to develop the policies in education,
accounting and auditing, and medical research (Tranfield et al., 2003). A systematic review has
been realised by Liberati et al. (2009, p.19) as a research method that collates all empirical
evidence in accordance with the pre-defined eligibility criteria for answering some particular
research questions. The systematic literature review employs explicit systematic methods for
minimising biasness, which provides reliable outcomes for making conclusions and decisions.
According to Liberati et al. (2009), the systematic review has four unique features: an evidently
specified set of goals with reproducible methodology; a methodical exploration to identify the
documents in accordance with the eligibilities; an assessment of the validities of findings for the
particular studies; and a systematic arrangement and analysis of the aspects and consequences of

the specified studies.

This study has adopted the systematic literature review approach suggested by Massaro et al.
(2010), which contains 11 steps. This study has selected the systematic literature review approach
developed by Massaro et al. (2010) for two critical reasons, such as ensuring higher level of
transparency, and ensuring higher degree of replicability, as suggested by Easterby-Smith et al.
(2015).
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Figure (2): The PRISMA (reporting tools for meta-analyses and systematic reviews)

Figure (2) shows the PRISMA (reporting tools for meta-analyses and systematic reviews) flow
chart for the current study. The researcher has defined the research problem as identified in the
introduction chapter of this study, which has been followed by development of the research
questions and research objectives for the current study in second step. The researcher has
performed a pilot research to identify the scope of the search, and some amendments were done in
the search strings to carry out the subsequent comprehensive studies.

In the fourth step, the researcher derived the search strings based on the outcomes derived from
the 3 step. In accordance with the definition provided by the 11A (2020b) on the IPPF, this study
focused on the terms like ‘efficiency’ and ‘effectiveness’, and a number of studies (e.g. Abbott et

al., 2016; Trotman & Duncan 2018) have interchangeably used the terms ‘effectiveness’
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And ‘quality’, and therefore this study has used the following string for the retrieval of data from
the website.

("internal audit™) And ((effectiveness) or (quality))

It the fifth step, the research has identified the suitable electronic data sources that can provide the
relevant studies for the current research. The research performed a general search on Google for
the identification of the most relevant and appropriate databases for research studies that focused
on the internal audit effectiveness. The Google search identified an article from Aksnes &
Sivertsen (2019), which suggested for using Science Direct, Scopus, and Web of Science that can
provide the highest level of relevant articles in relation to the social science research. The
researcher decided to use both the Scopus and Science Direct databases for the literature search,
as both the databases have well-established and multidisciplinary research platforms. Additionally,
both the databases have wide variety of and up-to-date peer-reviewed journal articles. The reason
for using two databases is the fact that it can ensure all pertinent studies for consideration, as there
is high probability to omit a relevant study when the researcher uses only one database (Crossan
& Apaydin, 2010).
In the sixth step, the researcher developed the exclusion criteria and inclusion were used to identify
listed studies related to primary study research. The researcher developed the exclusion criteria
and inclusion based on the research aim, objectives, and research questions. This study has
identified five inclusion criteria for the search strategy, which are:

e Studies that have been published in English language;

e Studies that have been published from 2000 to 2019;

e Studies that are related to the internal auditing title;

e Studies that were reported through quantitative analyses with measurements; and

e Studies that were reported through the qualitative analyses incorporating the factors that

have affected the quality or the effectiveness of the internal auditing.

The rationale to include both the quantitative studies and qualitative is due to the fact that of study
has intended to enhance the findings and support the conclusions that have been derived both from
the empirical studies and literature review.

In contrast to the inclusion criteria, the researcher has also developed five exclusion criteria for the

systematic review, which are:
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e Studies that have been considered as the grey literature, for example the papers without
bibliographic information, the working papers, the white papers, and the reports produced
by the auditing firms or internal auditing related organisations;

e Studies that are not explicitly related to the internal auditing;

e Studies that examined particular sub-topics on auditing related to accounting or finance;

e Studies that assessed the measurements and indicators, or evaluated the efficiency of the
internal auditing rather than the effectiveness of the internal auditing; and

e studies that contain the latest versions that increase, complete, and provide a greater degree

of contribution towards the original studies.

In the seventh step, the researcher carried out the main search on the digital databases for the
publications that are considered as the peer-reviewed journal articles, conference proceedings, and
scientific books, which were published between 2001 and 2019. As both the Science Direct and
Scopus databases provided slightly differing search aspects, particular query strings and strategies
have been formulated for each database considering the main search string that has been developed

in the fourth step as a foundation.

The eighth step used the exclusion criteria and inclusion, and the researcher removed the duplicate
entries that resulted from the use of multiple digital databases, and it resulted in a list of unique
studies. In the ninth step, the researcher reviewed each study carefully based on the information
supplied through the keywords, summary, and title.

In the ninth stage, Both the inclusion and exclusion criteria were applied to select the pertinent
studies. In the tenth step, the researcher read all the selected studies that have been identified in
the previous step. The researcher reapplied both the inclusion and exclusion criteria to these
studies, which resulted in a refined list of studies. The researcher then analysed the reference lists
of these studies following a snowball sampling approach, which has been defined as a way to find
the research subjects (Atkinson & Flint, 2001). The tenth step resulted of primary publications.
Considering these studies as a primary publish means that these studies would be explored as a
source for answering the research questions in the systematic literature review.

In the final step, a data extraction scheme has been developed to facilitate the extraction, analysis,
and synthesis of the main proof from the studies. It is included information regarding the research

methods,
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The independent variables and the dependent variables were analysed, the means through which
these variables were operationalised, and the metrics that were employed for indicating these

variables, such as the effectiveness of audit and the outcomes of the studies.

4. Research Findings

4.1. Introduction

It has provided the research findings from systematic literature review of the selected 33 articles
for this research. This chapter has been structured into three sections: general findings; indicators

of the impact of internal auditing and influencing variables in the influence of internal auditing.

4.2. General Findings

This section has provided a summary of the general results derived from the selected studies are
related to publication types and years, study types, the methods of analyses, the participated firms
based on sectors, and the analyses of measurements. Both the Table (1) and Figure (3) demonstrate

the distribution of the research in accordance with the publication years between 2000 and 2019.

Year | Studies Number
2000 -
2001 | Dittenhofer 1
2002 -
2003 | Al-Twaijry, Brierley, & Gwilliam 1
2004 -
2005 -
2006 -
Mihret & Yismaw; Mizrahi & Ness-Weisman; Rupsys &
2007 | Boguslauskas 3
2008
Ahmad, Othman, Othaman, & Jusoff; Arena & Azzone; Cristina &
2009 | Cristina 3
Bota-Avram, Popa, & Stefanescu; Cohen & Sayag; Mihret, James, &
2010 | Mula 3
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Al Matarneh; Karagiorgos, Drogalas, & Giovanis; Salameh, Al-
2011 | Weshah, Al-Nsour, & Al-Hiyari 3
2012 | Feizizadeh 1
2013 | Badara & Saidin; Endaya & Hanefah 2
2014 | Alzeban & Gwilliam; Badara & Saidin 2
2015 | Alzeban; D’Onza, Selim, Melville, & Allegrini; Lenz & Hahn 3
Barisic & Tusek; Dejnaronk, Little, Mujtaba, & McClelland; Dellai,

2016 | Ali, & Omri; 3
2017 | Alshbiel; Baheri, Sudarmanto, & Wekke; Lenz, Sarens, & Hoos 3
Bednarek; Erasmus & Coetzee; Nurdiono, & Gamayuni; Oussii &

2018 | Taktak 4
2019 | Chang, Chen, Cheng, & Chi 1

Total 33

Table (1): Distribution some of studies in accordance of year

Slected Studies

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

Figure (3): Distribution studies in accordance of year

Figure (3) shows that 2018 had the highest number of selected studies, while three studies were
selected from 2007, 2009, 2010, 2011, 2015, 2016, and 2017. Figure (3) also implies that there
was an increasing interest regarding the subject area of the effectiveness of internal auditing
between 2015 and 2018. Out of the 33 selected studies, 29 studies were published as journal

articles,
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And the Managerial Auditing Journal had the highest publications of 7 studies, which is followed
by International Journal of Auditing with 3 publications, and the Research Journal of Finance and

Accounting with 2 publications.

In relation to the study types, 27 publications were based on empirical studies, while 6 studies
were based on literature reviews that can be categorised as the secondary study. In relation to the
method of analysis, 24 studies or 73% of the studies adopted the survey method to collect data
from multiple stakeholders, for example, the internal stakeholders like the internal auditors and
the auditees, and the external stakeholders like the management board and the external auditors.
There were a total of 6 studies (18%) adopted both the survey and interview methods for the
collection of their study data, while 3 studies or 9% of the selected studies used the secondary data

analysis method for their reported data.

Types of Organisations

o Public Organisation

® Private Organisation

Public and Private Organisation

Figure (4): Types of firms based on sectors

Figure (4) demonstrates the organisational types on which the selected studies were carried out,
and Figure (4) reveals that 48% of the primary studies or 13 of the out of 27 primary studies were
performed on both the public and private organisations; while 33% or 9 organisations belonged to
public sector and 19% or 5 organisations belonged to private sector. In relation to the analyses of
measurements, nearly half of the 27 empirical studies (48.14%) performed the regression analysis
for examining the variables that impact the influence of the internal auditing, while a total of 6

studies,
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For example Badara & Saidin (2013); Cristina & Cristina (2009), Dittenhofer (2001); Endaya &
Hanefah (2013), Feizizadeh (2012), and Lenz & Hahn (2015) were based on the literature review

or secondary study to examine the impact of factors that effect on internal auditing.

4.3. Indicators of the Effectiveness of Internal Auditing

There are two objectives of the current study, and one of the objectives is to find out the indicators
that are used to operationalise the performance of the internal audit. The development of the
indicators is based on the operationalisations that are detectable and assessable entities that enable
to develop the notion (Bryman, 2012; Sarantakos, 2013). Due to the level of academic studies that
assessed the influence of the internal auditing, Cohen & Sayag (2010) noted that the literature
proposed only few indicators, which have been substantiated and tested to assess their reliability.
Consequently, although the selected studies have noted the variables that can affect the influence
of internal auditing, these studies (e.g. Dittenhofer, 2001; Endaya & Haefah, 2013; Lenz & Hahn,
2015; Lenz, Sarens, & Hoos, 2017) have not presented the actual metrics that can applied to
quantify the influence of the internal auditing. Additionally, from the literature review, it has been
noted that there is no universally recognised metrics that can be applied for the quantification of
the influence of the internal auditing. This section has synthesised the metrics that have been

applied in the selected primary studies for answering this study’s first research question.

Table 2 demonstrates the identified metrics to operationalise (IMO) the influence of internal
auditing, along with the measurement perspectives, and many studies that applied the metrics in
their research. These metrics have been divided into two groups: objectively assessed
effectiveness; and the perceived effectiveness that are based on the stakeholders’ subjective
perceptions. Additionally, in accordance with the study of Arena & Azzone (2009), these metrics
have been grouped into three categories, such as process, output, and outcome metrics based on
the organisational types that were assessed. According to Arena & Azzone (2009), the process
metrics evaluate the tasks carried out by the auditors, for example adhering to the standards,
planning and executing the auditing tasks, and communicating the findings from the auditing tasks.
The output metrics are associated with the stakeholders’ expectations related to the internal
auditing (Dittenhofer, 2001). According to Dittenhofer (2001), these metrics are in accordance
with the changing expectations of the stakeholders. Lastly, the outcome metrics apply the impacts

of the auditing process’s specific outcome (Arena & Azzone, 2009).
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Identified Metrics of
Effectiveness

Types of
Entity

List of Studies

Obijectively Assessed Effectiveness

Effectiveness of

Internal Auditing

IMO-1 | Audit Values Outcomes | Al-Twaijry, Brierley, & Gwilliam (2003); Bota-
Avram, Popa, & Stefanescu (2010); Erasmus &
Coetzee (2018)
IMO-2 | Number of Audit Outputs Bota-Avram, Popa, & Stefanescu (2010); Chang,
Outcomes Chen, Cheng, & Chi (2019); Dittenhofer (2001);
D’Onza, Selim, Melville, & Allegrini (2015);
Nurdiono, & Gamayuni (2018); Oussii & Taktak
(2018)
IMO-3 | Time Management Outputs Cristina & Cristina (2009)
IMO-4 | Time for Solving the | Outputs Bota-Avram, Popa, & Stefanescu (2010); Cristina &
Internal Audit Cristina (2009)
Findings
IMO-5 | Time for Issuing | Outputs Bota-Avram, Popa, & Stefanescu (2010); Cristina &
Internal Audit Reports Cristina (2009)
IMO-6 | Implementation Level | Outputs Arena & Azzone (2009); Barisic & Tusek (2016);
of Recommendations Bednarek (2018); Bota-Avram, Popa, & Stefanescu
(2010); Erasmus & Coetzee (2018); Mizrahi &
Ness-Weisman (2007)
IMO-7 | Time Needed for Processes | Bota-Avram, Popa, & Stefanescu (2010)
Completing the Audit
Plan
IMO-8 | Fulfilment Level of Processes | Bota-Avram, Popa, & Stefanescu (2010); Cristina &
Internal Auditing Plan Cristina (2009)
Perceived Effectiveness
IMO-9 | Perceived Outputs Ahmad, Othman, Othaman, & Jusoff (2009); Al

Matarneh (2011); Alshbiel (2017); Al-Twalijry,
Brierley, & Gwilliam (2003); Alzeban & Gwilliam
(2014); Badara & Saidin (2014); Baheri,
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Sudarmanto, & Wekke (2017); Barisic & Tusek
(2016); Dejnaronk, Little, Mujtaba, & McClelland
(2016); Dellai, Ali, & Omri (2016); Endaya &
Hanefah (2013); Lenz, Sarens, & Hoos (2017);
Mihret, James, & Mula (2010); Rupsys &
Boguslauskas (2007); Salameh, Al-Weshah, Al-
Nsour, & Al-Hiyari (2011)

IMO- | Satisfaction of the Outputs Bota-Avram, Popa, & Stefanescu (2010); Cohen &

10 Stakeholders Sayag (2010); Erasmus & Coetzee (2018)
IMO- Perceived Outcomes | Cohen & Sayag (2010); D’Onza, Selim, Melville, &
11 Organisational Values Allegrini (2015); Erasmus & Coetzee (2018)

Table (2): Effectiveness metrics of internal auditing in accordance with the primary studies

This section has briefly described each of the metric to assess the effectiveness of the internal
auditing.

IMO-1: Audit Values: Al-Twaijry et al. (2003) defined the notion of value tracking as the
enhancements of revenues or savings in expenses because of the internal auditing tasks. This study
has used the cost-benefit analysis for tracking and calculating the values that the internal auditing
could offer to the organisations. The study of Bota-Avram et al. (2010) revealed that firms can

apply the cost-benefit metrics for quantifying the effectiveness of the internal auditing.

IMO-2: Number of Audit Outcomes: Audit findings have been identified as 'products of the
assessment of the audit evidence collected against audit criteria’ (ISO, 2018), and therefore the
findings from the audit may identify the conformities or nonconformities against the set procedures
and thus can result in the development of the enhancement recommendations. Both the studies of
Bota-Avram et al. (2010) and Chang et al. (2019) used a number of audit findings as indicators for
measure the influence of the internal auditing.

IMO-3: Time Management: The study of Cristina & Cristina (2009) proposed this metric to
measure the effectiveness of internal auditing, distinguishing the time necessary for performing
the tasks related to the internal auditing and the time necessary for performing other tasks, for
example administrative tasks. This finding supported by other studies like Arena & Azzone (2009)
and Bender (2006).
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IMO-4: Solving the Internal Audit results: From the study of Cristina & Cristina (2009), it has
been noted that monitoring the time to solve the internal audit findings can be used as a measure
of the effectiveness of internal auditing. Therefore, the time required to solve the findings from
internal auditing may entail the time necessary for analysing and validating the findings until the
findings turn into real problem, along with the time necessary for solving the real problems. In
reality, workloads and time pressure can compromise the influence of internal auditing by
compressing the number of days allocated for the production of the report. This finding has been
supported by the study of Ali (2016).

IMO-5: Time for Issuing Internal Audit Reports: From both the studies of Bota-Avram et al. (2010)
and Cristina & Cristina (2009), it has been noted that the time for publishing audit reports is used

to measure the effectiveness of internal auditing.

IMO-6: Implementation Level of Recommendations: Table 2 reveals that a total of six studies used
this metric for representing the influence of the internal audit. This metric identifies the proportion
between the total number of approved recommendations from the auditees and the
recommendations that have been executed and the numbers of proposed recommendations
suggested by the auditors. Therefore, this metric facilitates the auditees determine the internal

audit’s impact to a large extent.

IMO-7: Time Needed for Completing the Audit Plan: From the study of Bota-Avram et al. (2010),
it has been noted that the time needed to complete the audit plan and mission. However, this study
did not specify how to measure the time required for the completion of the plan auditing and

mission.

IMO-8: Fulfilment Level of Internal Auditing Plan: The fulfilment level of internal audit plan has
been defined as the proportion of internal audit tasks which are executed in accordance with the
internal audit strategy in a specific time against the planned tasks (Bednarek, 2018). Therefore,
this metric counts the number of realised tasks for a specific duration and compare those against
the original plan.

IMO-9: Perceived Effectiveness of Internal Auditing: Tackie et al. (2016) defined the perceived
influence of internal auditing as the extent to which pre-established goals that are recognised by

the audit stakeholders and accomplished through the task of an internal auditing.
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Alzeban & Gwilliam (2014) noted that this metric is the key aspects for examining the
effectiveness of the internal auditing, and this has been reflected in most of the selected empirical
studies.

IMO-10: Satisfaction of the Stakeholders: Both the studies from Bota-Abram et al. (2010) and
Cohen & Sayag (2010), it has been noted that it is necessary to measure the overall satisfaction
rate of the stakeholders of the internal audit, as well as to identify the possible reasons of
stakeholders’ dissatisfaction related to internal audit tasks. Therefore, majority of the selected
empirical studies used this metric to measure the influence of the internal auditing. However, Lenz
et al. (2017) noted the disadvantage of this metric, as there are differing expectations among the

stakeholders and these expectations could be contradictory to each other in practice.

IMO-11: Perceived Organisational Values: The primary goal of the internal audit is to added new
value for organisations (Mihret et al., 2010), and therefore most of the selected empirical studies
are tried to use this metric to estimate the influence of internal audit through organisational
performance (Alzeban & Gwilliam, 2014) or enhanced organisational processes (Dellai et al.,
2016). However, D’Onza et al. (2015) noted that it is not easy to create relation between the

auditing tasks and financial performance that bring additional values to the organisations.

4.4. Influencing Factors in the Influence of the Internal Auditing

The second research objective of this study is to find out the factors that impact the effectiveness
of the internal audit. The literature review has noted that an effective audit can bring additional
values to the organisations through complying with the established regulations and procedures and
can bring improvements in the existing processes and these problems are generally identified after
the internal auditing tasks, which create problem to define the influence of the internal auditing
(Bender, 2006). Consequently, it is important to examine the factors that impact the influence of
the internal audit by addressing the second research question of this study.

Based on the scheme developed by Cohen & Sayag (2010) and Lenz & Hahn (2015), the current
study has identified and categorised the potential influencing factors in the effectiveness of internal
auditing to two groups: factors on the demand side and factors on the supply side. the demand side
factors contain the other stakeholders’ perspectives. Whereas the supply side factors are associated

with the factors that emerge from the self-evaluation of the auditors.
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Factors of Effectiveness (FOE) in Internal Auditing
Supply Side
FOE-1 Competencies of the internal audit sector
FOE-2 The size of the internal audit sector
FOE-3 Compliance with standards
FOE-4 Organisational settings
FOE-5 The limitation of the auditing scope
FOE-6 Attributes of the auditees
FOE-7 Ground of management training
FOE-8 Independence of the internal auditing
FOE-9 Obijectivity of the internal auditing
FOE-10 Risk assessment
FOE-11 Outsourcing of internal auditing
FOE-12 The quality of the auditing tasks
FOE-13 The leadership style of the Chief Audit Executive
Demand Side
FOE-14 Support from management
FOE-15 Relationships between external and internal audits
FOE-16 Relationships with the audit committee
FOE-17 Communication and information sharing
FOE-18 Availability of the follow-up processes
FOE-19 Accommodating control environment
FOE-20 Cultural dimensions

Table (3): The factors of effectiveness (FOE) in internal auditing

Table (3) demonstrates the factors of effectiveness (FOE) in internal auditing, and these factors

have been analysed briefly in the following section.

FOE-1: Competencies of the internal audit sector: The most common examined factor in the
existing literature is the expertise of the internal auditing sector, and 18 of the 27 empirical studies
examined this factor. According to the 1A (2012), the competencies of the members of the auditing

team is the critical aspect of the influence of the internal auditing task.
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In reality, this factor is linked to the proficiency and the sponsor of the auditors. In relation to the
proficiencies, auditors must have expertise, skills and competencies. A number of selected
empirical studies (e.g. Ahmad et al., 2009; Al-Twaijry et al., 2003; Dellai et al., 2016; Mihret et
al., 2010) have identified the competencies as the team members’ educational levels, experience,

and professional qualifications.

FOE-2: The size of the internal audit department: Studies like Alhajri (2017), Bednarek (2018),
and Chang et al. (2019) revealed that another used metric to consider the effectiveness of internal
audit is the size of the internal audit department, as larger department facilitates performing the
roles of the auditors in rotation, which leads to more objectivity of the internal auditing.
Additionally, larger size of the internal audit department requires higher investments and

resources, which ensure higher quality.

FOE-3: Compliance with standards: Both the external and internal auditors must comply with the
applicable standards, and this notion has been reflected in Dejnaronk et al. (2016) and Feizizadeh
(2012). Based on these studies, it has been noted that internal auditors must adhere to the
objectivity, professional sponsor and proficiencies of the internal auditing, which is also in line
with the argument made by the 11A (2012).

FOE-4: Organisational settings: Studies from Karagiorgos et al. (2011), Lenz et al. (2017), and
Mihret et al. (2010) revealed that policies and procedures that are in accordance with the
organisational practices are significant to influence the effectiveness of the internal auditing.
Therefore, organisational policies and procedures clarify the roles and positions of the
organisations along with the profiles, which develop the structure and determine the segregation

of the work roles, resulting in effective internal auditing.

FOE-5: The limitation of the auditing scope: The level and boundaries of the audit determine the
scope of the audit (ISO, 2018). Studies from Al-Twaijry et al. (2003) and Erasmus & Coetzee
(2018) noted that audit can examine any feature, process, and system of the organisation, and thus
it can detect non-compliance and provide framework for potential improvements by
communicating with all the stakeholders. Therefore, a good scope constraint for the internal

auditing suggests that there should not be any constraint on the activities of the internal auditing.
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FOE-6: Attributes of the auditees: Auditees refer to the individuals in the organisations. The
empirical studies revealed a number of characteristics of the auditees, such as proficiencies,
attitude, and the extent of cooperation with the auditors, which are critical to assess the influence
of the internal auditing (Mihret et al., 2010).

FOE-7: Ground of management training: Studies of Cohen & Sayag (2010) and Dellai et al. (2016)
found the ground of training enhances the influence of the internal audit, as the tasks of audit could
be used for training to the future managers. By performing the audit tasks, the internal auditors can
develop clearer understanding regarding the processes and wider variety of knowledge, including

the internal controls.

FOE-8: Independence of the internal auditing: Dejnaronk et al. (2016) defined independence from
provisions that reduce the capability of internal audit for carrying the responsibilities of the internal
audit in an impartial way. The studies of Al-Twaijry et al. (2003), Alzeban & Gwilliam (2014),
and D’Onza et al. (2015) recognised the independence of the internal audit as a main driver to the
influence of internal audit. However, to work independently, internal auditors should have
safeguarding mechanisms like the reference documents that include the roles of the internal
auditing sector, the scope of the internal auditing, records and assets, and the rights of accessing

to individuals, which can ensure the independence of the internal auditing.

FOE-9: Objectivity of the internal auditing: In addition to the independence, studies from Al
Matarneh (2011) and Alzeban & Gwilliam (2014) considered the objectivity issue as another
principal driver to the effectiveness of the internal auditing. Objectivity has been defined by
Dejnaronk et al. (2016) state that enables the auditors carry out their engagements along with no
compromises are occurred in terms of tasks and quality. Although auditors need high degree of
subjectivity to perform their tasks.

FOE-10: Risk assessment: Through developing risk profile, organisations can develop controls for
managing their risks, which can enhance the organisational processes in the end. Studies from
Arena & Azzone (2009) and Lenz & Hahn (2015) noted that risk-based auditing has become a
new perspective in auditing that can facilitate organisations understanding their risks, as these risks

can impede the achievement of the organisational objectives.
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This suggests that, in addition to the traditional role of focusing on the compliances and monitoring
the processes against the regulatory requirements, auditors have new roles that offer consulting

services for the improvement of the processes to achieve higher organisational performance.

FOE-11: Outsourcing of internal auditing: The study of Dellai et al. (2016) noted that internal
auditing can be performed through in-house, outsourced, or a mixture of these approaches.
However, there are both advantages and disadvantages of in-house auditing and outsourcing. For
example, in-house auditing helps employees to obtain knowledge and skills, but this approach can
be expensive in relation to the recruitment and training of employees. On the other hand,
outsourcing increases the degree of objectivity of the auditing, while it fails to understand the

organisational culture and the critical knowledge of the business.

FOE-12: The quality of the auditing tasks: Quality of auditing tasks include planning and
supervision, fieldworks, recording, analysing and generating outcomes, developing
recommendations, and follow-up the tasks (Endaya & Hanefah, 2013). Studies from Al-Twalijry
etal. (2003), Badara & Saidin (2014), and Cohen & Sayag (2010) noted that internal auditors must
perform their tasks and asses the processes in accordance to the established procedures or

standards.

FOE-13: The leadership way of the Chief Audit Executive: The value proposition of the internal
auditing depends on how the CAE manages the internal auditing (D’Onza et al., 2015). Studies
from Alzeban (2015, Alzeban & Gwilliam (2014), and Baheri et al. (2017) noted that influence of
the internal auditing largely consists on the quality of the leadership. Leadership could be
transactional, transformational, and laissez-faire. The transactional leadership practices contingent
reinforcement of followers and rewards when the followers meet expectations; the
transformational leadership inspires and motivates the followers to carry out works for the overall
good rather than fulfilling own interest; while the laissez-faire leadership is considered as the
absence of leadership (Eagly et al., 2003). However, Nurdiono, & Gamayuni (2018) noted that

these three leadership styles may not be appropriate in a regulated environment.

FOE-14: Support from management: Although internal auditors have higher level of autonomy
and independence, their tasks might be constrained when they do not receive assistance from

management.
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Studies from Ahmed et al. (2012), Alzeban & Gwilliam (2014), and Baheri et al. (2017) found that
the influence of internal auditing largely depends on the support from top management,
particularly in case of the implementations of the recommendations provided by the internal
auditors.

FOE-15: Relationships between external and internal audits: Studies from Alzeban & Gwilliam
(2014) and Badara & Saidin (2013, 2014) noted that increased and positive interactions work as a
key driver in the effectiveness of internal auditing.

FOE-16: Relationships with the audit committee: The internal audit carries out their tasks within
the organisation, whereas the audit committee consists the board members for monitoring and
assessment purposes, and therefore positive and impact collaboration between the audit committee
and auditing is significant for the influence of internal auditing, as demonstrated from the studies
of Alshbiel, (2017) and Bednarek (2018).

FOE-17: Communication and information sharing: This factor identifies, understands, and
exchanges information in the appropriate time and forms for the fulfilment of the objectives of the
internal auditing. Studies from Dejnaronk et al. (2016) and Karagiorgos et al. (2011) found that
both verbal and written forms of communication should be in place for the fulfilment of the internal
objectives.

FOE-18: Availability of the follow-up processes: Studies from Mihret & Yismaw (2007) and
Oussii & Taktak (2018) found that the follow-up process is essential for the influence of the

internal auditing for the implementations of the recommendations.

FOE19: Accommodating control environment: it is contains the processes, rules and structures
that develop the foundation to perform the internal control across the organisation (COSO, 2013).
Studies from Barisic & Tusek (2016) and Karagiorgos et al. (2011) demonstrated that supportive

control environment is a key driver for the influence of the internal audit.

FOE-20: Cultural dimensions: placed to Hofstede’s cultural framework, the study of Alzeban
(2015) examined the influence of three cultural dimensions, such as uncertainty avoidance and the
power distance on the internal audit’s quality. This study revealed that auditors have positive
relationship between uncertainty avoidance, individualism, higher power distance and higher

internal audit quality.
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Therefore, the outcomes of this study indicated that the influence of the internal audit is mainly
impacts by the achievements of the internal auditors that are related to the processes. It should be
noted in here that a high-power distance society has clearly established hierarchies within the
institutions, while the individualistic society demonstrates loose relationships related to

individuals to the immediate families (Hofstede et al., 2010).

5. Discussions

This chapter has presented an overview of the effectiveness factors that have been identified in the
previous chapter. Based on the findings, this study has developed an integrated effectiveness
framework, which has been mapped with the outcomes of the Common Body of Knowledge
(CBOK) 2015 Practitioner Survey (1A, 2015).

5.1. Outcomes of the Empirical studies that impact on the factors of the auditors (internal)

Table (4) has listed all the selected studies for this research and provided an identification number
for discussion purposes.

Study Identification Number
Ahmad, Othman, Othaman, & Jusoff (2009) R1
Al Matarneh (2011) R2
Alshbiel (2017) R3
Al-Twaijry, Brierley, & Gwilliam (2003) R4
Alzeban (2015) RS
Alzeban & Gwilliam (2014) R6
Arena & Azzone (2009) R7
Badara & Saidin (2013) R8
Badara & Saidin (2014) R9
Baheri, Sudarmanto, & Wekke (2017) R10
Barisic & Tusek (2016) R11
Bednarek (2018) R12
Bota-Avram, Popa, & Stefanescu (2010) R13
Chang, Chen, Cheng, & Chi (2019) R14
Cohen & Sayag (2010) R15
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Cristina & Cristina (2009) R16
Dejnaronk, Little, Mujtaba, & McClelland (2016) R17
Dellai, Ali, & Omri (2016) R18
Dittenhofer (2001) R19
D’Onza, Selim, Melville, & Allegrini (2015) R20
Endaya & Hanefah (2013) R21
Erasmus & Coetzee (2018) R22
Feizizadeh (2012) R23
Karagiorgos, Drogalas, & Giovanis (2011) R24
Lenz & Hahn (2015) R25
Lenz, Sarens, & Hoos (2017) R26
Mihret, James, & Mula (2010) R27
Mihret & Yismaw (2007) R28
Mizrahi & Ness-Weisman (2007) R29
Nurdiono, & Gamayuni (2018) R30
Oussii & Taktak (2018) R31
Rupsys & Boguslauskas (2007) R32
Salameh, Al-Weshah, Al-Nsour, & Al-Hiyari (2011) R33

Table (4): List of the selected studies and their identification number

Table (5) demonstrates the outcomes of the empirical studies on the factors that have been
recognised as the influencing factors on the internal audit’s effectiveness. Table (5) has used the
following legends to identify the factors:

Statistical significance = S

Positive statistical significance = SP

Negative statistical significance = SN

Inconclusive outcomes = 10

No correlation = NC

No statistical check = NS
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Rl | NS | NS NS NS

R2 | s SE

B3 | 5P 53 SE SE SE

R4 | NS NS NS NS NS

RS 5
R6 | 5P | 5P SE SE | &

R71 | IO | IO I0 I0

RS

RY | S& 53 SE

RI10 NC

RLL SE
RI2 | SP | NC SB 10 I0

R13 NS

RI4 | 5P | &°

RIS NC 53 SE SE

S NS xS

R1I 53 10 | 10 | SP SP 10 0

RIS [ NC SE SB[ SP NC SP

RIS

R20 NC SRS SE SE
R21 | NS NS NS

R22 |1 10 | IO S I0 NC 10 I0

R23 | NS NS

R24 NS NS | NS NS
R23 | NS NS NS NS NS NS | NS | NS

R26 | NS NS NS

R27 NS NS NS

R28 | NS NS NS NS NS
R29

R30 | 5P

R3[| SP NC SE 53 5P
R3 [ Ns NS

R33 S

Table (5): Outcomes of the primary studies that impact on the factors of the auditors

Based on the empirical studies, it is possible to deduce that the degree of influence of some the
effectiveness factors rely on the interactions with the stakeholders and other factors. Consequently,
the outcomes of some of these studies vary significantly. For instance, the study of Erasmus &
Coetzee (2018) reported mixed outcomes on the variables that impact the influence of the internal
auditing, for instance the independence of audit department, the objectivity of the internal auditing,
and managerial support for the internal auditing, when the study considered the various stakeholder
groups in its analysis. Likewise, the study of Badara & Saidin (2014) reported inconsistent
outcomes regarding the impact of the management of risk consulting. Although the study of Badara
& Saidin (2014) reported a positive relation on outsourcing of the internal auditing, the study of
Erasmus & Coetzee (2018) reported a negative relationship on this factor. Similarly, the study of
Dejnaronk et al. (2016) assured a positive relationship on this factor, and the study of D’Onza et
al. (2012) did not find any relationship.

In relation to the empirical studies, this research has examined the types of organisations on which

the studies were based on.
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As demonstrated in Figure (4), there is a balanced participation of the types of organisations, such
as public, private, and both. However, this study has not found out any primary study that
examined the inequality between the private organisations and public organisations in relation to
the practices and effectiveness of the factors in the auditing. However, research from Goodwin
(2004) and Mihret et al. (2010) noted that there are considerable inequality between the
organisations in the private sector and public sector in relation to the practices of internal auditing.
Consequently, it can be argued that it is necessary for further examination on the moderating
impact of private-public organisational settings in relation to the factors that affect the influence
of the internal auditing. Similar to the types of the organisations, the organisational settings (FOE-
4) has inconsistent outcomes, as demonstrated in Table 5, despite the fact that the influence of

internal auditing is impacts by organisational factors (Lenz et al., 2017).

Several studies, for example Lenz & Hahn (2015) and Mihret et al. (2010) focused on internal
auditors’ soft-skills, such as determination, negotiation, and capability of speaking up in complex
contexts, which are thought to be crucial in the influence of internal auditing. The study of Soh &
Martinov-Bennie (2011) also supports this finding. Similarly, the internal audit’s effectiveness
facilitates achieving organisational goals (D’Onza et al., 2015), and Table 5 demonstrates

inconsistent outcomes, and thus it requires further investigation.

Although this study has identified a wide range of indicators and variables that are used for
operationalising the internal audit’s effectiveness, this study has not found any clear evidence of
the convergence of metrics that can be used as a generally accepted set of metrics. However, this
study has differentiated between two groups of indicators that were found in the prevailing
literature, such as indicators measured through objectively, and indicators measured through

perceived effectiveness.

5.2. Integrated Model for the Effectiveness of Internal Auditing

It has been noted in the previous section that there is no set of generally admitted metrics which
will used to estimate the efficiency of audit and this study has developed an integrated model to

estimate the effectiveness of the internal audit through the synthesising of the prevailing literature.
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Factors of Effectiveness (FOE]) in Internal Auditing Effectiveness Measured Objectively
Supply Side _ _ : IMO-1 | Audit Values

FOE-1 | Competencies of the internal audit department IMO-2 | Number of Audit Outcomes
FOE-2 | The size of the internal audit department IMO-3 | Time Management

FOE-3 | Compliance with standards IMO-4 | Time for Solving the Internal
FOE-4 | Organisational settings Audit Findings

FOE-5 | The limitation of the auditing scope IMO-5 Time for Issuing Internal Audit
FOE-6 | Aftributes of the auditees Reports

FOE-7 Ground of management training IMO-6 Implementation  Level of
FOE-8 Independence of the internal auditing Recommendations

FOE-9 Objectivity of the internal auditing |—> IMO-7 Time Needed for Completing
FOE-10 | Risk assessment the Audit Plan

FOE-11 | Outsourcing of internal auditing IMO-8 Fulfilment Level of Internal
FOE-12 | The quality of the auditing tasks Auditing Plan

FOE-13 | The leadership style of the Chief Audit Executive Effectiveness Measured through
Demand Side Perceptions

FOE-14 | Support from management IMO-9 Perceived Effectiveness of
FOE-15 | Relationships between external and internal audits Internal Auditing

FOE-16 | Relationships with the audit committee IMO-10 | Satisfaction of the
FOE-17 | Communication and information sharing Stakeholders

FOE-18 | Availability of the follow-up processes IMO-11 | Perceived Organisational
FOE-19 | Accommodating control environment Values

FOE-20 | Cultural dimensions

Figure (5): Integrated model for the efficiency of internal auditing

Figure (5) demonstrates the integrated model to gauge the effectiveness of internal auditing. This
model has incorporated the metrics employed for gauging the effectiveness of internal auditing.
Each selected study has assessed in this literature review examined the effect of as a minimum one

of these metrics on at least one of indicators of the influence of internal auditing.

The state of the practices of the internal auditing is presented in the CBOK (Common Body of
Knowledge), which is developed through comprehensive survey by the members of the I1A (2015).
The CBOK 2015 global practitioner survey includes a total of ten measurements that can be used
for evaluating the internal audit activity performance by the organisations. Figure 6 demonstrates
shows the effectiveness indicators of internal auditing from model (Figure 5) and ten

measurements that have been employed in the CBOK 2015 global practitioner survey.

RSP
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Integrated Model of the Effectiveness |Internal Audit Performance (CBOK 2015 Global
Measured Objectively Practitioner Survey) (Seago, 2015)

IMO-1 Audit Values

IMO-2 Number of Audit Qutcomes
IMO-3 Time Management

IMO-4 Time for Solving the Internal Audit | 2. Timely completion of the issues related to auditing

Findings
IMO-5 Time for Issuing Internal Audit Reports | 8. Cycle time to the draft report from the conference
initiation
9. Cycle time to the final report from the end of
fieldwork
IMO-6 Implementation Level of | 5. The accomplishment of particular set of
Recommendations expectations that have been agreed with the

stakeholders
IMO-7 Time Needed for Completing the Audit | 3. Accomplishment of assigned coverage

Plan

IMO-8 Fulfilment Level of Internal Auditing | 1. Proportion of completed audit plan
Plan

IMO-9 Perceived Effectiveness of Internal
Auditing

IMO-10 | Satisfaction of the Stakeholders 4. Satisfaction objectives of the clients

IMO-11 | Perceived Organisational Values

6. Budget to actual audit hours

7. Performance against the internal audit financial
budget

10. We have not established formal performance
measures

Figure (6): Mapping of the integrated model of the effectiveness measured objectively with the

internal audit performance measurements in the CBOK 2015 global practitioner survey

Figure (6) shows a significant overlap between the current study’s developed integrated model and
the measurements of the CBOK 2015 survey. Ignoring number 10 measurement of the CBOK
2015 measurements, Figure 6 demonstrates that two measurements of the CBOK 2015 survey have
not been matched with the current study’s developed integrated model — number 6 and number 7,
and these two measurements are directed to assess the assigned budgeted hours and the assigned
financial resources in comparison to the actual hours and resources. However, the current study
has not found any evidence of using these measurements in the selected studies. In contrast, there
are a total of four measurements in the developed model that have not been incorporated into the
CBOK 2015 global practitioner survey. Among these four indicators, IMO-2 and IMO-9 are
significant, as these are the two metrics that have been used in most of the selected empirical
studies in this research. This finding is in contrast with the CBOK 2015 survey findings, which

have been compiled from 14,518 participants from 166 countries (Seago, 2015).

International Journal of Research and Studies Publishing | Volume 3 | issue 29 | March 2022 | P (191)




I

Volume 3 — Issue 29 International Journal of Research and Studies Publishing

Sl Wy Ergoed) i) ddgul] el EHIJRSP
ISSN: 2709-7064

Issued on: 20 March 2022

RSP

Data from the CBOK 2015 survey indicates that 73% of the organisations use the proportion of
completed audit plan as a measurement of the performance of the internal audit (Seago, 2015).
This finding is significantly higher compared to the IMOO0-8 measurement that is used by only

three studies out of 33 selected studies (or 9%).

6. Conclusions

This chapter has concluded the current research, providing the summary findings of the research,

implications of the findings, limitations and suggestions for future research.

6.1. Summary of the Research

The purpose of this research is to identity the variables that potentially affect the influence of the
internal audits. In accordance with the aim, the current study has two objectives: to find out the
indicators that are used to operationalise the influence of the internal audit; and to find out the
variables of the influence of the internal audit. To fulfil the research objectives, this study has
carried out a systematic literature review to examine the metrics that have been applied in the
prevailing literature to operationalise or quantify the effectiveness of internal auditing, as well as
to identify the variables that are thought to have impact on the effectiveness of the internal auditing.
The study used two electronic databases: Scopus and Science Direct databases for the literature
search. With predefined exclusion and inclusion criteria, this research has finally selected 33
primary studies that were published between 2000 and 2019. In accordance with the developed
research questions, the researcher has analysed the relevant data from the 33 selected studies.

In relation to the first research objective, this study has identified a total of eleven indicators to
find the effectiveness of internal auditing. These indicators have further grouped into two
categories. The first category has been termed as objectively assessed effectiveness, which
contains eight metrics, such as audit values; number of audit outcomes; time management; time
for solving the internal audit findings; time for issuing internal audit report; implementation level
of recommendations; time needed for completing the audit plan; and fulfilment level of internal
auditing plan. The second category has been termed as perceived effectiveness, which contains
three metrics, such as perceived effectiveness of internal auditing; satisfaction of the stakeholders;

and perceived organisational values.
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It has also been noted that the indicators in the perceived group have dominance in the prevailing
literature, and therefore this study argues that the indicators used for measuring the effectiveness
in objective way generally demonstrates the strides assumed by the internal auditors, and they have

not reached at the outcome level.

In relation to the second research objective, this study has identified a total of twenty factors that
have been considered as the influencing factors in terms of the effectiveness of internal audit.
These twenty factors have been further grouped into two categories. The first category is related
from supply side, and this category contains a total of 13 factors, such as competencies of the
internal audit department; compliance with standards; organisational settings; the limitation of the
auditing scope; attributes of the auditees; ground of management training; independence of the
internal auditing; objectivity of the internal auditing; risk assessment; outsourcing of internal
auditing and the quality of the auditing tasks. The second category is related to the factors that
emerge from demand side, and this category contains a total of 7 factors, such as support from
management; relationships with the audit committee; communication and information sharing;

availability of the follow-up processes and cultural dimensions.

Based on these two research objectives, this study has developed an integrated model of the
effectiveness of internal auditing, and finally it has mapped the integrated model of the
effectiveness measured objectively with the internal audit performance measurements in the
CBOK 2015 global practitioner survey. It has been noted that there is a significant overlap between
the current study’s developed integrated model and the measurements of the CBOK 2015 survey.
Data from the CBOK 2015 survey indicates that 73% of the organisations use the proportion of
completed audit plan as a measurement of the performance of the internal audit, which is
significantly higher compared to the current study’s findings — only 9% of the selected studies

used this measurement.

6.2. Implications of the Findings
The result of the current research has practical and academic implications. From the practitioners’
perspective, the developed integrated model could be effective for the practitioners who aspire to

develop the effectiveness of the internal auditing in their firms.
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Both the identified metrics and factors can be applied not only to evaluate and monitor the
effectiveness of the auditing tasks, but also to understand and enhance the factors that contribute
in the effectiveness of these tasks.

From academic perspective, researchers can use the integrated model as a basis of future research
within the auditing field. The outcomes of this study suggest that there is limited understanding on
the factors that contribute in the effectiveness of internal auditing, and therefore researchers can
examine the operationalisation of the effectiveness of auditing in relation to the outcome-related

and objectively-evaluated metrics based on the developed integrated model in this study.

6.3. Limitations of the Study

The current study has used the systematic literature review as the research method, which has a
number of limitations on its own as a research method. For example, the current study has used
only the empirical studies, and the predefined exclusion and inclusion criteria have constrained the
current study with only specific types of publications. The current study has excluded the non-
academic magazine articles, books, industry reports, white papers, non-English papers,
unpublished papers, and studies that did not any bibliographic data. Therefore, the inclusion of
these publications could have provided more insights on the subject of effectiveness of internal
auditing. Additionally, the current study has investigated the influencing factors of the
effectiveness of internal auditing, which have been published as a scientific study and used the
effectiveness of internal auditing as a dependent variable. However, the effectiveness of internal
auditing can be measured through other diverse sets of functions, for example the influence of the

factors on the influence of internal auditing and the financial reporting quality.

6.4. Suggestions for Future Research

The limitations of this study can be used as suggestions for future research. For example, as
previously noted in the limitation section that the current study did not consider the studies that
reviewed the effect of internal audit effectiveness on a number of key aspects like financial
reporting quality or the earnings management. In future studies, researchers can focus on the
empirical studies that incorporated the effectiveness of the internal audit not only as a dependent

variable but also as the independent variable.
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Consequently, researchers can incorporate a wider set of metrics and functions in the developed
model in this research to operationalise the effectiveness of the internal auditing. Additionally,
future studies can be extended into the scope of review by incorporating the grey literature like
technical reports or industry reports, which can provide a more thorough understanding on the

effectiveness, influencing factors, and operationalising factors of the internal auditing.
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Abstract:

The study addressed the topic: The role of family cohesion in reducing cases of juvenile
delinquency: A field study in the city of Tabuk.

The study aimed to identify the concept and importance of family cohesion for spouses and all
family members, as well as the relationship of factors affecting family cohesion (social,
economic, health, psychological and religious) with juvenile delinquency. It also aimed to
identify the factors that lead to juvenile delinquency, and to try to come up with preventive
measures that would limit the phenomenon of juvenile delinquency.

. The most important of them are as follows: That the most social factors affecting family
cohesion and related to juvenile delinquency are: bad relationship between spouses, and
weakness of responsibility for one of the two parties, The most economic factors affecting family
cohesion and related to juvenile delinquency are: the large number of family requirements and
needs, and the inability to manage the family's needs, The most psychological factors affecting
family cohesion and related to juvenile delinquency are: Feeling safe and secure, and the poet
expressing love and affection for all family members, The most important health factors
affecting family cohesion and related to juvenile delinquency are Paying attention to the
cleanliness and ventilation of the home in order to preserve the health of family members, and
taking measures into account, Preventive health when an individual is infected with an infectious
disease, That the most common factors leading to juvenile delinquency is the influence of bad
companions and weak family control.

Keywords: Family cohesion, Cases, Juvenile delinquency, Tabuk city
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Administrative Obstacles Facing the Role of the Social Worker in Comprehensive
Rehabilitation Centers (A study applied to comprehensive rehabilitation centers in the
Makkah region)

Abstract:

The study issue is summarized as per its key goal into the identification of the administrative
obstacles facing the Social worker in the Exhaustive rehabilitation centers - in Makkah region -
from which a set of goals subordinated and represented to identify the nature of the work
presented by the counseling specialist in the exhaustive rehabilitation centers in the prospect of
identifying the administrative hinders, confronting them in the exhaustive rehabilitation and

trying to conclude a set of conclusions to overcome these obstacles.

The study is classified as the descriptive survey studies, throughout using the social survey by
the involvement of 78 respondents to the questionaire tool used in collecting the data.

The study concluded, through its results, to the most prominent works practiced by the social
worker, namely: forming a professional relationship with people with disabilities, participating
with the professional team in providing the necessary information about people with disabilities,
and participating in organizing administrative work. Work within the center. The social worker
faces a lack of interest in the issue of finding a suitable place for the social worker to perform his
professional roles, a lack of appreciation of human resources and optimum utilization of them in

achieving the goals of the center, and the lack of incentives provided to the social worker.

Keywords: Administrative obstacles, the role of the social worker, comprehensive rehabilitation

centers, Makkah Al Mukarramah Region
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Analytical Study of the Authenticity of the Judgments
Mohammed Hamoud ALAHMADI
Abstract:

The research dealt with the validity of the res judicata as a legal presumption, that judicial rulings
have an argument in what they have decided, and prove to the ruling as soon as it is issued, and
the court rules it on its own at any stage of the case because it is from the public order. The study
aims to clarify the achievement of stability in the legal centers on the statement of the authority of
the res judicata from preventing the re-submission of the dispute again before the judiciary, and it
IS necessary to obtain it fulfilling conditions related to the judgment and others related to the
claimed right, so the judgment must be a final judicial judgment, and in terms of the claimed right.

It is necessary to unite the opponents, the subject and the reason.

The research was divided into three sections as follows: The preliminary topic: what is the validity
of the res judicata, the first topic: determining the idea of the validity of the res judicata, the second

topic: the provisions of acquiring the authority of the res judicata.

The research reached a set of results, the most prominent of which are: the authenticity is for the
operative of the judgment and not its reasons or facts. To acquire the authority of the res judicata
is required, as well as the meeting and union of the litigants, the cause and the place, the res judicata
will be based on the general successor and the private successor as well, and the researcher
recommends encouraging studies and research to compare each legal research In Islamic
jurisprudence with its four schools, the request from the Arabic language complexes to add new
words to foreign words that do not have a synonym so that there is consensus on them, to include
a text in the regulations considering that the authority of the decree is from the general system and

is not accepted by jurisprudence.

Key words: Authenticity of res judicata, strength of res judicata, judicial rulings, public order
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