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ABSTRACT

The main objective of this study is to examine the perception of managers on the effectiveness of the internal audit functions in
an electric utility company, Tenaga Nasional Berhad (TNB). In addition, it also investigates the factors affecting the internal
audit effectiveness in TNB. TNB is chosen as the object since it is largest electricity utility company in Malaysia. Moreover, its
internal audit department is considered as one of the excellent internal audit departments among the Government-linked
companies in Malaysia. This study used survey questionnaire in collecting the data. Samples are the managers in selected TNB
offices across divisions in Selangor and Wilayah Persekutuan. Based on the 114 sample size, the study found that TNB managers
have positive perception on the internal audit effectiveness. Furthermore, all three factors (competence, independence,
management supports) showed positive correlations with the effectiveness. The findings can be used by TNB management in
order to better enhance its internal audit functions. They may come up with relevant policies or procedures to ensure the
effectiveness of the internal audit department.
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Introduction

Internal audit plays an important role for companies that strive to achieve their objectives. They are responsible to help
management to demonstrate that they are managing organization effectively and reliably on behalf of the stakeholders. Normally,
internal auditor will have a discussion with management and advise them on their business operations and risks associated with
them. Subsequently, management would be able to reduce the company’s risks and continue their operations with the advice of
the internal auditors. Thus, it is viewed that management and internal auditors have a close relationship eventually. However, the
independence of internal auditor must also be considered in order to ensure their effectiveness and avoid any potential frauds
from happening (Institute of Internal Auditors (11A), 2013). Not only that, internal auditors should observe and practice internal
audit principles at all time. The internal audit principles are integrity, objectivity, competence and confidentiality.

This research aims to examine the perception of managers towards factors that affecting internal audit effectiveness based on the
case study in Tenaga Nasional Berhad (TNB). This study was conducted in TNB since TNB is considered as one of the largest
Government Linked Companies (GLCs) in Malaysia. Besides that, TNB is the largest electricity utility company in Malaysia
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with RM60billion worth of assets. In addition, the company has won the Energy Company of the Year Award in Singapore in
2014, which indicates its excellence achievement (Tenaga Nasional Berhad, 2014).

Research Background

Nowadays, to be global high performing company, there were a lot of challenges. They need to upgrade their strategies to
compete with others and be successful. Tenaga Nasional Berhad (TNB) is one of a monopoly company in Malaysia.
Furthermore, TNB contributed in Government-linked Companies (GLCs) towards development of the Malaysian economy
(Tenaga Nasional Berhad, 2011). However, an establish company also have a risk on transparency and accuracy on internal
audit. Thus, the internal audits act as an important component of the management in a private company such as TNB. The
objective of this study is to measure the effectiveness of internal audit functions based on competence of internal audit,
management support for internal audit and independence of internal audit (Alzeban, 2012).

In Malaysia, there was lack of exposure of effectiveness in internal auditing based on journal article of “Perception of managers
and internal auditors as to factors affecting the effectiveness of internal audit in the public sector context” (Alzeban & David
Gwilliam, 2012). The researchers were able to use only a few journal articles from Malaysia as their reference.

In Malaysia, significant fraud in organization may cause losses and affect the reputation of the organization. Survey conducted
by KPMG Malaysia shows that internal audit is the most important mechanism (24 percent) to detect fraud in organization. The
finding proves that effectiveness of internal audit would reduce any discrepancies in organization in Malaysia (KPMG Malaysia,
2013). Another example of the significant role played by the internal audit was in the case of Sime Darby. In 2010, Sime Darby
Engineering Sdn Bhd management was found committing frauds in the organization. The financial fiasco was found by the
internal audit team of the Sime Darby. Malaysian Anti-Corruption Commission (MACC) initiated investigation towards the
company and finally found elements of corruption, misappropriation and abuse of power. Sime Darby asked Datuk Seri Ahmad
Zubir Murshid, their group chief executive to take leave of absence. But not only that, he also allegedly found accepting
RM100,000 from a contractor in Johor and from another contractor in Klang Valley for almost RM200,000. The money is used
for the purpose of paying down payment for the purchase of luxury car. Based on this case, it can be proved that the effectiveness
of the internal audit management shall reduce misappropriation in the organization (Sanusi, 2011).

Therefore, this study aims to achieve the following objectives. Firstly, it is to examine the perception of TNB’s managers
towards the factors that affect the effectiveness of the internal audit functions in TNB; Secondly, to investigate the factors that
determines the effectiveness of the internal audit functions in TNB.

The results of the study are expected to provide some information to appropriate regulators such as TNB’s management. They
can provide high quality products and services to their customers with the effectiveness of the internal audit in the organization.
This can allow TNB to protect its good name and reputation. Besides that, as one of the GLCs, it will be able to show the good
example to other GLCs or government departments by operating the internal audit functions effectively.

Findings from the current study also would contribute to the literature by discovering the factors that influence the effectiveness
of the internal audit in an organization such as TNB. Understanding the factors that determine internal audit effectiveness is
important because it can improve accountability and transparency of internal auditing.

Literature Reviews
Functions of Internal audit

The internal auditors are trained professionals that have the expertise to assess risks and their potential impact on the business
and evaluate controls that a company might have implemented to mitigate those risks (Ravi, 2014). Internal audit are very
important in organization, where it conducted to improve internal controls and audit. Internal audit department provides
management with information, appraisals, recommendations and counsel regarding activities or issues in organizations. It helps
company to do their work properly with guide from internal auditors. Internal auditor is able to listen actively to others in order
to understand the idea.

Based on definition of internal auditing that has been defined by I1A (2013), internal audit is involved in internal control of the
company. Functions of internal control are to provide reasonable assurance that financial information is accurate and reliable.
Internal auditor should participate in the design of the data processing system to ensure that the system provides a proper audit
trail and included adequate controls (Nnenna, 2012). It means internal auditing is focus on evaluation of the system of internal
control. Despite, it minimizes employees’ frauds that has intentionally to theft the assets or does the manipulation in the financial
statement to meet their own interest. Auditor can use audit test to make sure the system are working properly.

Another benefit of internal audit is accuracy of financial statement. Internal auditor will review the financial statement to ensure
reasonable assurance of information. Besides that, it also to ensure that information is complying with law and regulation that
stated in the standards. Existence of internal audit will make investors are assured that their interest are being properly protected
and managed without any manipulation by another party.

Issues and Challenges
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In era of globalisation, all industries would have experienced and face some degree of stress situation such as financial pressure
or turmoil caused by the global economic recession which government had imposed in financial crisis. In global environment
internal auditor should realize on the challenges on resourcing and multiple regulatory regimes that would not take that as easy
(ViewPoints, 2013). Tenaga Nasional Berhad itself had been in issue during 1997 which suffered foreign exchange losses of
RM1.29 billion and the losses keep increasing to RM2.47 billion for the first six months after the crisis began (Financial Times,
1997).

Nowadays, internal auditing important in playing their role to assists management and the board of directors or audit committee
by examining, evaluating, reporting and recommending improvement with relevant strategies and ensuring the effectiveness of
the entities towards Enterprise Risk Management (ERM) process (Beasley et al., 2006). It is in line with the functions of internal
audit in the organization if internal auditor can conduct an annual audit universe risk assessment by identifying auditable entities
and transparency and also internal audit can perform ERM. Rather than that, internal auditor should against the grain, give great
opinion and alert of imbalances between risks and control. They need to suggest the management on improvements to increase
efficiency in the company or about lowering the operating costs.

Moreover, it is important for internal audit to focus on to ensure the effectiveness of internal audit which is they should be
worked out on risk-based not only on transaction-based. That means internal audit need to look on true risks that the organization
facing on for examples risks of IT and compliance (ViewPoints, 2013). Internal auditors need to analyses the situation deeply
and find out the solution that can overcome or control the situation which suitable and adequate. ERM can be used to minimize
level of risk and it also as a tool, which seeks to intensive strategy in handling risks in management. Risk-based internal auditing
is has emerged as important contributor to effective risk management because it will help on the effectiveness on internal audit in
an organization (Allot, 1996). Furthermore, internal auditor should great on use all the information and data to plan the strategies
to structure audits that can add real value but still policies or procedures should be applied. In auditing planning there are two
levels which are planning the annual schedule of audit known as macro risk assessment and planning each audit engagement
known as micro risk assessment (Allergrini & D'Onza, 2003).Internal auditor should shows the competence and due care in their
audit assessments.

In addition, internal audit move to continuous auditing on evaluating key performance indicator and recognize issues as earlier in
critical processes. Risk assessment means by method of identifying, measuring and prioritizing risk. It is about prerequisite of
risk management and steps to lowering the risk with identifying how risk acceptable, second formation the actions should be
taken to avoid and lastly evaluate whether risk need to be share or control. Approaches in methodical way were different
procedures that should be taken in order to protect and add value to the organization. Enable internal audit on identifying any
fraud or manipulation of records in financial reporting. Not only that, internal auditor should expert and upgrading their
knowledge on technologies to ensure the effectiveness on their task.

Tenaga Nasional Berhad (TNB)

Tenaga Nasional Berhad (TNB) is the largest electricity utility company in Malaysia and a leading utility company in Asia.
Previously, TNB was former known as Central Electricity Board (CEB). It was listed on the main board of Bursa Malaysia with
almost RM 87 billion in assets in 1991. TNB’s core business is generation, transmission and distribution of electricity. Other
than that TNB had diverse into the manufacture of transformers, high voltage switchgears and cables, the provision of
professional consultancy services, and architectural, civil, electrical engineering works and services, repair and maintenance. The
company also took part in research and development, property development and management services. As a leading government-
linked company, TNB also emphasis on its social responsibilities through its foundation, Yayasan Tenaga Nasional that outreach
programed on educations through scholarships and loans. TNB was presented with Energy Company of the Year Award during
the inaugural 5th Annual Power & Electricity Awards 2014. The Award honors and recognizes a corporate leader for his or her
exemplary skills in growing, expanding and transforming the organization towards a profitable, responsible and sustainable
power company in the region.

In order to improve the internal audit effectiveness of TNB, internal auditor need to monitoring TNB’s risk profile and
identifying the areas to improve risk management. It is important for TNB to enhance organisational efficiency and effectiveness
through constructive criticism because internal auditing is link in business and financial reporting processes of corporations and
not-for-profit providers (Reynolds 2000).

TNB would avoid the bad experience in 1997 and it was nightmare for them losing profit in their organization because as a
national power utility they should impressed their investor and to put their name on world-class enterprise. Restructuring their
management, which is needed but still complies with the rules and regulations, is one of their strategies and from here measuring
the performance and effectiveness of internal audit is necessary. Quickly adapt to new regulatory environments is important for
internal auditor and organization. Internal audit must be functioning and focusing more on monitoring and controlling. Internal
auditor is about tolerated and it is not about deemed essential in control the organization (Spira & Page, 2003). Most important is
make sure ethics budgets are protected in difficult times because internal audit need to be ready on all difficulties and need to be
more strategic part of business.

Agency theory

Theory that can relate for explaining the existence and scope of internal audit function is agency theory. Agency theory means
the relationship between agent and principal, where agent is management or TNB and principal is the shareholder. The




South East Asia Journal of Contemporary Business, Economics and Law, Vol. 7, Issue 1 (Dec.)

ISSN 2289-1560

assumptions behind agency theory is relate to the separation of power between management and ownership (F.Fama & C.Jensen,
1983). Principal and agents each may be seen as utility maximizers where each party has their own interest. Different people
have their own needs in life. Managers work in the organization as agents to perform service on behalf of shareholders who
delegated some decision-making authorities to managers (Jensen & Meckling, 1976). The authorities perhaps lead manager
misused to fulfil their personal interest. Existence of internal audit helps to fulfil both interest between managers and
shareholders. Agency problem may occur when board or audit committee is inefficient.

There were ways to mitigate the agency problem. It is by monitoring cost, where it bears by shareholders. Higher monitoring
cost reflects to lower manager salary. It means managers will do the best in their work. Example of monitoring cost is hire
internal auditor. Internal auditor act as watchdog on behalf principal to monitor and assess the reliability of information provided
and to make sure manager do their works and in line with shareholders interest. Internal auditors must perform audit processes at
the professional level that requiring independence, objectivity and professional due care to perform their responsibilities
excellently (IPPF, 2015).

Theoretical Framework
Based on the preceding discussions of the previous research and related theory, this study postulates the following theoretical

framework as shown in Figure 1 below:
Figure 1: Theoretical Framework

Independent Variable Dependent Variable

Competence of Internal Audit

Effectiveness of Internal
> Audit

Independence of Internal Audit /

Effectiveness of internal audit helps for achieving performance, profitability and prevents any lack or loss of revenues
particularly. Audit effectiveness is an outcome of auditors’ activity, duties, policies and procedure (Ussahawanitchakit &
Intakhan 2011). Besides, Shoommuangpak & Ussahawanitchakit (2009) stated that the audit effectiveness refers to ‘achieving
audit’ objectives by gathering of sufficient and appropriate audit evidence in order to reasonable opinion regarding the financial
statement compliance with generally accepted accounting principle.

Management Support

Furthermore, Institute of Internal Audit (2013) defined internal audit effectiveness as the degree including quality to which
established objectives are achieved. In addition, because of internal audit plays an important role in organizations, many
organizations is given more concerned to their effectiveness internal audit in order to give guidance and advice at different levels
of management. In the same reason effectiveness internal audit function could be a major asset for improving public confidence
in financial reporting and corporate governance if it contains organisational independence, competence staff and support from
management (Belay, 2007; De Smet& Mention, 2011).

Hypotheses Development
Competence of Internal Audit

In Malaysia, internal audit are impossible to function well because among of staff are lack of competence (Ali et al., 2007). Staff
expertise is also considered important in the organization of company because it’s a main reason some organization achieved
their goals and target successfully. Internal audit team must have a competence to enable them to provide the high quality
services. Besides that, they should have qualified internal audit from certificated agencies. Based on Mihret et.al (2010), both
technical competence and continuous training are considered essential for internal audit effectiveness. Audit communication is
the factors that can influence competence of internal audit departmental (A.Bailey, 2010). Thus, this study hypothesizes that:

H1: There is significant relationship between competence of staff and effectiveness of internal audit

Management Support

Management support plays a crucial role in organizational renewal (Fernandez and Rainey, 2006). Management support also
needs some improvement in order to achieve quality management practice (Dale & Duncalf 1985). Quality can be achieve by
improve the attitudes and behaviors’ of top managers (Flynn, Schroeder & Sakakibara, 1994). Indeed, previously studies that
stated about management support on internal audit that have been taken into reference are by Leung, Cooper and Robertson,
2004 which they believe that management bring positive performance towards internal audit because it can influence decision,
maintain level of objectivity, integrity and competence in their job. Alzeban & Gwilliam (2014) and George et al. (2015) argue
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that there is positive association between management supports and internal audit effectiveness. Thus, this study posits the
second hypothesis as;
H2: There is significant relationship between management support and internal audit effectiveness.

Independence of Internal Audit

Internal auditors need to have a good relationship with management (Sarens, 2003). It is the most challenging task for internal
audit to be in line between independence and partnership because internal audit need to gain confidence of external auditor in
order to strengthen the relationship and encourage external auditor to rely on the work of internal auditor (Abubakar, 2007).
Apart from that, audit department need to be strong to achieve the effectiveness of internal audit in organization (Ernst & Young,
2013). The independence of internal audit department is to ensure there are free from interference (Emmanuel, 2013). This to
avoid conflict of interest due to no independence of internal department thus fraud or legal action might be occur (Council,
2014). Cohen & Sayag (2010) and Alzeban & Gwilliam (2014) also argued that independence of internal audit affect internal
audit effectiveness. Thus, this third hypothesis for this study is:

H3: There is significant relationship between independence of internal audit and effectiveness of internal audit

Research Methods
Data Collection Procedures

Population in this research is managers of Tenaga Nasional Bhd (TNB). The number of managers in TNB is around 2,500
throughout the company (Human Resource Department, TNB, 2014). Samples selected for this study were TNB managers
stationed in Jalan Timur (Selangor), Dua Sentral and Bangsar (Wilayah Persekutuan). The number of samples selected was 400
managers who were from distribution, transmission and generation divisions in TNB. These TNB stations were selected based on
TNB Human Resource’s recommendation since these offices have the most numbers of managers that represents all the three
divisions in TNB.

This research used questionnaires in collecting the data. The questionnaires were adapted from the journal article titled
“Perception of managers and internal auditors as to factors affecting the effectiveness of internal audit in the public sector
context” from Alzeban & David Gwilliam (2012). Researcher gets the questionnaires by emailing to Alzeban as the
questionnaires are not compiled together in their journal article. Moreover, the researchers asked their permission to use their
questionnaires as a reference for this study. Questionnaires are divided into five sections. Section A is demographic profile of
respondents. Section B is pertaining to management support. Section C covers independence of internal audit question. Next,
Section D is related to competence of internal audit function. Lastly, Section E contains questions regarding internal audit
effectiveness. The respondents were required to answer the questionnaires using interval scale. This study utilized a five point
Likert scale in which 1 indicates “strongly disagree” and 5 indicate “strongly agree”. The Likert scale is most commonly used
scale survey in research (Sekaran & Bougie, 2013). According to Sekaran & Bougie (2013), data collection using questionnaires
helped researchers to obtain data fairly and quickly. It is also an alternative to collect data easily because the information from
questionnaires is easy to be coded.

Data collection administration applied was personally administrated to TNB managers. It is to ensure that researchers were able
to collect all completed responses within a short period of time. In addition, any doubts on the question can be clarified on the
spot and also researchers can explain the purpose of study. Target respondents for this study are 400 managers. A total of one
hundred and fourteen questionnaires were used in this study. The questionnaires were distributed to TNB employees who are
positioned as managers, senior managers and general managers. Prior to the distribution of questionnaires, the researchers had
obtained the permission from the Head of Department of the TNB’s Business Units. The researchers personally administered the
questionnaires. Out of 400 questionnaires distributed, 114 (28.5%) of questionnaires were collected.

Statistical Analysis

This research used Cronbach’s alpha to test the reliability of the questionnaire. Cronbach’s alpha is the most common measure of
internal consistency, reliability. It is considered to be a measure of scale reliability where it can be correlation efficient when the
range is between 0 to 1. In terms of reliability, if the alpha value is less than 0.6, it is considered not acceptable, while the alpha
value is over 0.6, the result (questionnaire) is acceptable (Hair et al, 2003). Hair et al, (2003) provide a rule of thumb pertaining
to the Cronbach alpha value as shown in Table 1.

Table 1: Rule of Thumb on Cronbach Alpha

Alpha Coefficient Range | Strength of Association
<0.6 Poor

0.6t0<0.7 Moderate

0.7t0<0.8 Good

0.8t0<0.9 Very Good

0.9 Excellent

Sources: Hair et.al (2003); Essential of Business Research Method.
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Table 2: Results of Reliablity Test

Variables Cronbach's N of Items
Alpha

Management Support .870 5

Competence .878 5

Independence .879 7

Effectiveness .929 10

Table 2 shows that Cronbach’s alpha for this study. All variables have Cronbach’s alpha of more than 0.8. This indicates that all
questions are acceptable and can be used for future analyses.

A normality test is a statistical process used to determine if a sample is normally distributed or not normally distributed. There
are two methods under the normality test, which are graphical assessment and statistical assessment. Graphical assessment was
examined by using the histogram, stem and leaf plot, normal probability plot and for statistical assessment use the Kolmogorov-
Smirnov (KS) statistic, Shapiro-Wilk (SW), Skewness and Kurtosis. In this study, both Kolmogorov-Smirnov (KS) and Shapiro-
Wilk (SW) statistic were used to test the normality of data.

In order to test normality of the data, Kolmogorov - Smirnov (KS) or Shapiro —Wilk (SW) was used. According to Field (2009),
if the sample is more than 50, it is appropriate to used KS and if the sample size is less than 50, SW would be preferred. Based
on the results of normality test, it shows that all variables have p < 0.05. This indicates that all data are not normally distributed.
Hence, the non — parametric tests would be more appropriate to use for further analysis.

Correlation analysis measures the relationship between two variables that is dependent and independent variables. The objective
is to see whether a change in the independent variables will result in a change of the dependent variable. If the data is normal, the
technique used is Pearson Correlation whereby if the data is not normal, Spearmen Rho Correlation will be used. This resulted in
a positive or negative correlation as well determines the level of the relationship whether strong, moderate or weak. This study
employed Spearman Correlation in analyzing the correlation of the dependent and independent variables since the data was not
normally distributed.

Results and Discussion of the Findings
Descriptive Analysis - Perception of Managers

Descriptive analysis was used in order to measure central tendency of the investigated variables by examining the mean of data.
The higher the mean score indicates most respondents’ gives positive feedback. While, standard deviation is used to measure the
variability or dispersion. The higher the standard deviation indicates that more scores spread out. Table 3 below illustrates the
perception of managers toward internal audit effectiveness. There were 10 items relating to internal audit effectiveness. These
results are related to the main objective of this study, which is to examine the perception level of TNB’s managers. Based on the
mean scores of more than 4.0 for all items, it shows that most managers in TNB agree with all the 10 questions. It implies that
TNB managers perceived internal audit functions are effectively carried out.

Table 3: Results of Descriptive Test for Internal Audit Effectiveness

No N |solo |In | A |sa|wmedian | Mean |39
Deviation
1 Internal audit improves
organisational performance 114 § 0O 0.9 114 | 57.0 ] 30.7 | 4.00 4.18 0.655
Internal audit reviews operations
and programs to ascertain
2 | whether results are consistent§ 0, | o Y9 |140 | 579 272 | 400 |41 |osee2
with established organisational
objectives and goals
Internal audit determines the
adequacy and effectiveness of
3 the organisation’s systems of | 114 | 0.9 0 158 | 57.0 | 26.3 | 4.00 4.08 0.706

internal accounting and
operating controls

Internal  audit reviews the
4 compliance with policies, plans, | 114 | 0 0 149 | 57.0 | 28.1 | 4.00 413 0.645
procedures and regulations
Internal audit reviews the
5 compliance  with  applicable | 114 J O 0.9 16.7 | 57.0 | 25.4 | 4.00 4.07 0.675
external laws, and regulations
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Internal audit evaluates and
6 improves the effectiveness of | 114 | O 0.9 16.7 ] 509 | 316 | 4.00 413 0.71
risk management

Internal audit reviews the

7 economical, effective and | 114 | 0.9 0.9 19.3 | 49.1 | 29.8 | 4.00 4.06 0.779
efficient use of resources
Internal audit makes

g | recommendations forl 114 oo |o 193 | 579 | 219 | 400 400 | 0.704

improvements to the internal
control system where appropriate

Internal audit develops

9 appropriate annual audit plans 114 § O 0.9 21.9 | 50.0 | 27.2 | 4.00 4.04 0.728
Internal audit provides adequate

1o | follow-up to make sure that ., Yo |og |219 |a74 |208 |a00 406 |o.724
appropriate corrective action is
taken and that it is effective

Valid N (listwise) 114

Closer scrutiny of the questions shows that the highest ranking of mean was for statement number 1, ‘Internal audit improves
organisational performance’, which is 4.18. Standard deviation for statement number 1 is 0.655. There are 57% and 30.7% of
managers agreed and strongly agreed that internal audit improves organisational performance respectively. The lowest mean
(4.00) for the questions is for statement number 8, ‘Internal audit makes recommendations for improvements to the internal
control system where appropriate’. The standard deviation for statement number 8 is 0.704. Even though the statement records
the lowest mean but it still falls under ‘agree’ scale. The result indicates that most of TNB managers agree with this statement.

Correlation

Since the result from Test of Normality shows that the data is not normally distributed, Spearman’s rho correlations are used to
determine the correlation between two continuous variables.

Table 4: Spearman Correlation Matrix

Variable Competence Independence | Management | Effectiveness
Support
Competence
Correlation Coefficient 1.000
Sig. (2-tailed) .
N 114
Independence
Correlation Coefficient .683** 1.000
Sig. (2-tailed) .000 .
N 114 114
Management Support
Correlation Coefficient .583** .620** 1.000
Sig. (2-tailed) .000 .000 .
N 114 114 114
Effectiveness
Correlation Coefficient .599** .584** B77** 1.000
Sig. (2-tailed) .000 .000 .000 .
N 114 114 114 114

**_Correlation is significant at the 0.01 level (2-tailed).

Table 4 shows the results of the correlation analysis. Overall, the findings show that all dependent variables under study have
significant positive correlation between independent variables (competence, independence, management support) and dependent
variable (effectiveness). Meanwhile, the coefficient correlations for all the relationships record the values of more than 0.5 in
which Competence (1=.584), Independence (r=.677) and Management Support (r=.599). The results imply that there are ‘strong
relationships’ between the variables (Davies & Whittred, 1980). As for the directions of the relationships, the positive signs
indicate that the independent variables and dependent variables move in the same direction. It means that as Competence,
Independence, or Management Support increases, the Effectiveness of the internal auditors also increases and vice versa.

The findings from this research were supported by the earlier studies such as Zulkifli Baharuddin (2014); Sayag (2010); George
et al. (2015); Alzeban & Gwilliam (2014); Angus Okechukwa Unegbu and Mohamad Isa Kida (2011) as far as the Competency
of internal auditors is concern. These researchers found that internal auditors can effectively carry out their duties if there are
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enough internal auditors possessed the required competencies. In terms of management support to internal auditors, again
Zulkifli Baharuddin (2014) and Sayag (2010) share the similar findings with this study. Both researchers found that management
support is most crucial to the operation and success of internal audit. George et al. (2015) and Alzeban & Gwilliam (2014) also
argued that there is positive associated between management supports and internal audit effectiveness. As for the Independence
of the internal auditors, previous studies such as Sayag (2010); George et al. (2015); Alzeban & Gwilliam (2014) and Zulkifli
Baharuddin (2014) support this study’s findings. For example, Sayag (2010) found that ‘Greater organizational independence
will be related to auditing effectiveness’. Meanwhile, Zulkifli Baharuddin (2014) supports the statement that independence and
objectivity are closely related to internal audit effectiveness.

Conclusion, Limitations and Recommendations

The main research objective of this study is “to examine the perception of TNB’s managers towards the factors that affect the
effectiveness of the internal audit functions in TNB”. 114 questionnaires are successfully collected out of 400 questionnaires
distributed. Based on descriptive analysis for the managers’ perception as provided in Table 3, the findings show that the mean
for all 10 questions surveyed was above 4.00. This indicates that TNB managers have positive or high level of perception on the
internal auditors’ effectiveness.

The second objective of this research is “to investigate the factors that determine the effectiveness of the internal audit functions
in TNB”. There are three hypotheses that had been examined in this study which are competence, management support, and
independence. Table 4 shows the findings of this study which conclude that all three hypotheses are accepted since there is
significant relationship of all variables under study. The findings imply that the internal auditors must have the relevant factors or
characteristics such as competency, independent and management support, in order to be effective.

There are several limitations encountered in carrying out this study. To illustrate, during the data collection process, there were
lack of cooperation among the business units within TNB. As a result, there were not very encouraging responses received
(28.5%). Furthermore, some of the respondents did not well cooperated with the researchers in completing the survey. Besides,
in term of timing, there were problems when collecting the data. Almost all the managers were not in their office at that time.
The reasons given were either attending meetings or attending training outside their offices. Nevertheless, the sample gathered
(114 out of 400 questionnaires distributed) is large enough to proceed with further statistical analyses.

The second limitation is that the sample chosen for this study was limited to managers of TNB only and confined to certain TNB
offices located in Wilayah Persekutuan and Selangor only. With these constraints, the findings for this study could not generalize
to the whole of TNB and what more for other companies. In the course of conducting this study also, researchers encountered
difficulties in finding the relevant journals or articles pertaining to internal audit functions particularly in the electric utility
company such as TNB. Most of the previous studies focus on other industries.

In response to the limitations highlighted in the previous section, future researchers may properly plan and organize in their data
collection processes. They may be able to get a better cooperation from the target respondents should they carry out a proper
procedure or set the time and date when most of the managers is available. Furthermore, this kind of research should not only be
carried out in a specific company or industry such as TNB but also future researchers can broaden their ideas to other industries
or perhaps the same industry but with more companies. This would allow a comparison be made across industries or with the
same industry. Another recommendation is perhaps the sample selection should not be limited to only managers but also to
include other positions. This would give a more comprehensive findings and more reliable generalization could also be made.
Finally, the survey can be conducted in specific intervals such as every two years, so that a comparison of data for research
improvement can be made. For future research, this study can help another researcher to gather any information or new ideas to
develop a new research based on the same purpose. Researchers may highlight company that has issues regarding to internal
audit for future.
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