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ABSTRACT

The study analyzed the impact of internal audit function on corporate governance in a parastatal company
specifically NSSA. The research focused on the role of internal audit function on corporate governance and
factors that enhances the effectiveness and efficiency of the internal audit function in promoting excellent
corporate governance in a parastatal company like NSSA.NSSA has been experiencing a series of corporate
scandals thus affecting performance of the organization the research’s problem statement exposed that
NSSA has been struggling to mirror its purported ethics in its employees, hence the entity is riddled with
counterproductive behaviour of employees such as fraud and corruption which is affecting the reputation of
NSSA to a greater extent as well as NSSA beneficiaries.. Descriptive research design was used in this study
and structured questionnaires were used to collect data. Pearson correlation coefficient was used to analyse
quantitative data using the Statistical Package for Social Scientific (SPSS 26). The study established that
there is a positive relationship between the effectiveness of internal audit functions and corporate
governance. The research recommend NSSA and other organizations to develop other anti-corruption
procedures, promote independence of internal audit functions so as to enhance the efficacy of internal audit
functions in promoting superficial corporate governance.
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1. BACKGROUND OF THE STUDY

The National Social Security Authority will be used as a case study (NSSA). The NSSA is a
statutory body that provides social security to Zimbabweans. It was founded in 1989 with the primary
mission of providing sustainable social security schemes for Zimbabwe's civil servants and employees, and
is primarily governed by the NSSA Act of 1989, Chapter 17.04.

Institute Internal auditors (I1A) defines internal auditing is a liberated, impartial guarantee and
consultant activity intended to improve to and increase an entity's operations. According to Banerjee (2022),
internal audit has been the focus of corporate governance. Internal auditing assists a business in attaining its
goals by using a disciplined approach to assess and improve the efficacy of risk, control, and governance
management (Florea et al. 2013). Internal audit is thought to play a role in the centralized management of
internal control and risk in corporate governance. As a result, internal audit can be viewed as one tool that
can assist management and the board of directors in risk management by not only classifying, evaluating,
fully operational, reporting, and compliance, but also by having provided guidance and recommendations on
proper management decisions to manage risk and expand the business in order to meet set corporate goals
(Yusuf & Saputra, 2019). Internal auditing is a proactive method intended to enhance the operations of the
organization (Krishna et al., 2010) as one of the pillars of quality governance.

The internal audit function plays a critical role in the governance of organisations (Gebrayel et al.,
2018). Yassin et al. (2011) stressed that the corporation must concentrate into all corporate governance
players in order to achieve quality in governance, with a larger emphasis on the internal audit function
because it is crucial for observing and influencing corporate governance quality. In Zimbabwe's public
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sector, the government has stipulated that all institutions have internal audit capabilities that assist external
auditors in doing their responsibilities (MOFED, 2015).

A corporation's direction, control, and accountability are governed by a system of procedures,
conventions, value codes, policies, regulations, and structures known as corporate governance. Corporate
governance ensures that the company is run efficiently, that goals are achieved, and that resources are
managed with the highest level of legality and probity (CGF, 2010). Accountability, fairness, openness, and
responsibility are the four pillars of corporate governance. In Zimbabwe, the Corporate Conceptual
Framework was established which aims at achieving these four pillars in both SEPs and Parastatals.
Shareholder rights, transparency, and board responsibility have long been considered the "holy trinity" of
excellent corporate governance (Calder, 2003)

Effective corporate governance is required for any business entity to grow. The importance of
corporate governance is the core of investment choices (Banerjee, 2022). An examination of listed Indian
companies reveals that internal audit plays a substantial part in improving corporate governance
effectiveness through increased use of the Audit Committee, greater public transparency, and the adoption of
a sinewy and decisive Board structure (Banerjee, 2022).

The government must make sure that State Enterprises and parastatals have reliable governance
structures. While minimizing risks related to undesirable human behaviour, good corporate governance will
enable enhanced service delivery for these fundamental human needs for which the government is
responsible to the people of Zimbabwe. As an illustration of these concerns, corporate crime is a global
disease that thrives in settings with poor corporate governance (Corporate Framework Report (CFR), 2010).

Nevertheless, NSSA was established to provide social security services to enhance the lives of
Zimbabwean citizens but it seems there is a deviation between what it was formed for and its operation now.
A high rate of corruption has been frequently increasing at NSSA over the past five years with pensioners
being given monthly allocations which cannot cater their needs. This is as a result of increasing corruption in
the organisation especially in the areas of salaries and allowances.

According to Mutingwende (2019) in the Best News Online, High-ranking officials have been
involved in corruption cases involving millions of dollars that have eroded the value of citizens’ savings. He
noted that among these cases include the case involving former Minister of Public Service, Labour and
Social Welfare who abused her office in deals at the entity involving amounts upwards of ninety-five million
United States Dollars. Presently, NSSA’s General Manager by the name Arthur Manase, who is alleged to
have received a US $750 000 housing loan on top of receiving a monthly housing allowance of US$2500 for
servicing the loan but he owns a home. Mutingwende also noted that;

1. Top executives are said to be receiving loans from US$60000 to US$100000 at the institution
2. In addition to travel and fuel allowances, executives are receiving top- of- the range Land Rover Discovery

vehicles.

3. NSSA directors and former directors are reportedly receiving yearly holiday allowances worth US$15000 per
individual.

4. Executives at NSSA have benefits of unlimited school fee allowances running into millions of US dollars per
year

Furthermore, in the 2019 Auditor-General Report, he mentioned that now the NSSA accounting
information for the fiscal year ended 31 December 2018 were audited and received an adverse opinion,
suggesting that NSSA’s financial statements are misstated, misrepresented and do not accurately reflect the
true financial performance and health of the company. Nothing is being done to address these scandals but
this is a regular finding and this worsens the state of corruption in not only NSSA but in other parastatals.
Ndoro (2022) stated that recently the entire NSSA board team took a luxurious vacation to Kenya.
Furthermore, he mentioned that pensioners with more than 20 years of service are being given a pittance
ranging from ZWL$14000.

Despite having the internal auditing function, NSSA as ever increasing cases of corruption. Could all
this happen without the Internal Auditor having highlighted this to the relevant authorities? This poses a
question ‘If the company had been following good corporate governance, could these scandals have been
avoided or is a matter of hiding behind a finger. Again the Internal Auditor‘s role comes into perspective are
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they not to highlight to shareholders some of the questionable activities done by Management, especially
considering their know — how and application of corporate governance.

Research Obijective
The aim of this research is to determine the impact of the internal audit function on corporate
governance in a parastatal company.

2 THE ROLE PLAYED BY INTERNAL AUDIT FUNCTION ON CORPORATE GOVERNANCE

As stated 1lA (2017) the role of the IAF is to operate the internal audit within a company and
resources, competence, structure and the implementation of IIA’s standards are the pillars for the good
operation of 1AF.

According to Volodina et al. (2022), the spread of neoliberal ideals in the Ukrainian public sector has
altered the functions of internal auditors. In support of the aforementioned, a study by Deloitte (2018) found
that 1A's position in corporate governance has changed from a watchdog to a more strategically valuable
service.

In their research in Nigeria, Omolaye & Jacob (2017) found a positive association between IAF and
institutions' performance in terms of functioning effectiveness, organizational progression, high
lucrativeness, solvency, and business stability due to the availability of liberated guarantee services and
enhanced threat management, control as well as governance procedures. Kontogeorgis (2018) noted that a
research by Lee (2022) on internal controls and risk management and other key pillars of good corporate
governance in Singapore asserted that in order to complete the proper institutionalization of internal controls
and risk management the responsible board notably the Audit committee or a separate Board Risk
Committee should put in place a team of internal auditors to monitor the implementation of the control
policies and rules.

Lee (2022) further noted that to ensure risk management thereby ensuring good corporate
governance the auditor’s should be independently staffed and should report directly to the audit committee.
The author also emphasized the need for an effective whistle blowing system by internal auditors which says
that internal auditors should be able to act independently in doing their job and should detect and report any
breach of the group’s internal control or any management override without any fear or favour (Lee, 2022)
.This was in the view to support risk management. Internal auditors’ main concern with the three E's, or
economy, efficiency, and effectiveness, is strongly related to the concept of risk assessment and how risks
are controlled by technology.

The prominence of the internal audit functions in risk administration was stressed by Malafronte &
Pereira (2021) in their investigation of corporate risk management in the United Kingdom. According to the
authors, managing risks in a comprehensive way through a suitable and organized process is a crucial
obligation of an organization's corporate governance structure. Internal auditing is a tool for managing risk
across the range of an organization's activities, within the context of organizational policies and procedures
that operate as control parameters (Mihret & Grant, 2017). Likewise, sound corporate governance is ensured
and the function of internal auditing of risk management is fulfilled (Mihret & Grant, 2017).

A study by Park & Park (2020) in Korea also supported the risk management role of internal audit.
The purpose of the study was to examine the whether legal internal auditors impact firm — level stock price
crash risk. The study concluded that legal auditors play a vital role in monitoring future stock price crash
risk and steadiness in the equity marketplace. Deloite (2018) stated that internal auditors have increased the
services they offer .They have included disruptive technologies risk assessment and cyber risk assessment as
well as embarking on onto using innovative audit analytics, responsive practices, dynamic and visual
broadcasting as innovative . Islam et al. (2018) supported the idea that internal audit's role in risk
management has changed recently to include IT risk, particularly IT Security in the cyber world, in both
consulting and assurance services. This is because business development is increasingly leading to a digital
environment.

Internal audit's primary responsibility with regard to risk is to monitor an organization's operational
environment for potential risk exposures, consider the impact of identifying risks, and give
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recommendations on risk alleviation strategies as well as steps that should be taken to minimize risks found.
According to Eke (2018), the role of internal audit in regard to risk is as follows:
e Assess the current risk in the assessed environment and communicate the results to the managerial department and the
audit committee.
e Construct a scheme for uniformly evaluating threat throughout the organization.
e  Use threat self-assessment techniques to lead the risk assessment.
e Assess the hazards posed by cutting-edge computer innovations, and halt the project if the risks cannot be managed at
predefined acceptable levels.

Internal auditors must evaluate the organization's control procedures while taking into account
knowledge of controls gained from consulting engagements in order to fulfil these roles (Eke et al., 2018).
Control is whichever deed engaged by management to enhance the possibility that established intentions and
aims will be achieved (Eke, 2018). Thus, proper planning, organization, and management-based controlling
produce control. He or she then makes recommendations for improvement.

According to Majid et al. (2022) the function of high quality internal audit with a greater degree of
training and experience significantly affects the quality and control of the internal control systems.
Additionally internal auditors will contribute more to financial statements audits where there is a larger
proportion of internal audit staff and also those with previous experience in accounting and auditing ,
effective internal audits are more likely to detect and prevent fraud. Cheng et al. (2018) asserted that an
effective internal audit function which adheres to the International Standards for the Professional Practice of
Internal Auditing and Regulatory standards is needed to produce cost control reports that are of good quality
in order to improve the performance efficiency of a company that is assessing corporate risks, saving costs
and increasing corporate operational effectiveness.

A study by Mohammadi et al. (2021) indicated that internal auditors who act independently, with the
necessary financial expertise and the size of the internal audit team has a significant impact on corporate
social responsibility thereby ensuring good corporate governance. Tossin et al (2021) noted that internal
audit which uses independent measures, professional skills, scope of work, implementation of investigation,
internal audit management simultaneously ensures good corporate governance.

As pinpointed by Mulvane et al. (2021) on their study of the impact of internal audit, ethical
leadership and accounting information systems towards Good Corporate Governance in Arden they
emphasized that internal audit significantly affects good corporate governance implementation because it
assist management distributor in identifying failures, weaknesses, inefficiencies from several programs that
have been carried out by a concerned corporate because the internal audit will push the emergence of better
corporate governance. Bananuka et al. (2018) further noted that internal audit function significantly affects
accountability as a pillar of corporate governance in Ugandan statutory corporations.

According to Bananuka et al. (2018) a well undertaken internal audit is the baseline for financial
reporting and a functioning internal audit evaluates the effectiveness of internal controls, participates in risk
management and ensures compliance with the laws and regulations .The institute of internal auditors’
professional guidelines stated that the public sector governance encompasses the policies and procedures
used to direct an organization’s activities to provide reasonable assurance that objectives met and that
portions carried out in an ethical and accountable manner.

3 INTERNAL AUDIT INDEPENDENCE AND CORPORATE GOVERNANCE

The Institute of Internal Auditors (11A) internal auditing is regarded as an independent consulting
activity and objective designed to elevate the value and operational. Ta & Doan (2022) in their study on the
factors affecting IA effectiveness in Vietnam noted that internal auditors’ impartiality and managerial
backing to internal audit have a constructive effect on the usefulness of internal audit. The authors further
noted that competence of internal and quality of 1A do not affect internal audit effectiveness. Mwanza &
Kaira (2022) in their study on the efficacy of internal auditing in the public sector in relation to corporate
governance concluded that internal audit independence is a necessary attribute which ensures good corporate
governance which the government should ensure it is guaranteed to make sure that the 1A work with without
fear or interference.
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The internal auditor must be sufficiently hierarchical within the organization so as to ensure that the
inter nal audit function exercises its duties responsibly because independence by internal auditors is not
achieved when the internal auditor reports to the functionality to the Board (Krichene, 2020). According to
Ratmono & Darsono (2021) there is a favourable correlation between 1A effectiveness and 1A independence
in local governments in Indonesia. The authors also agreed that the effectiveness of IA increase with
increasing levels of independence. According to Saputra et al. (2020) and Mupeta (2017), an adequate
auditor's independence increases the efficiency of the IAF.

Shio (2019) examined the variables affecting the performance of internal audit's functions in
Tanzania. According to the report, internal auditors in public organizations must perform adequately, and
they should not be given more responsibilities than they can handle. The authors pointed out that internal
auditors lack the independence they need to carry out their duties, and management should provide them the
freedom and independence they need to do their tasks well.

Karyawati & Josh (2021) held the opinion that internal audit independence is not regarded as a
serious issue in developing nations, especially those with family business characteristics, because there is no
agency issue between shareholders and management. Instead, the family business companies' internal
auditing goals place a greater emphasis on external regulations.

Mohammadi et al. (2021) on their study of the impact of board and audit committee characteristics
on corporate social responsibility from the Iranian Stock Exchange asserted that board independence
significantly affects corporate social responsibility as a pillar of corporate governance. Lee (2022) further
noted that to ensure risk management thereby ensuring good corporate governance the auditor’s should be
independently staffed and should report directly to the audit committee The author also emphasized the need
for an effective whistle blowing system by internal auditors which says that internal auditors should be able
to act independently in doing their job and should detect and report any breach of the group’s internal
control or any management override without any fear or favour.

According to Mugattash (2017), independent internal audit processes and objectivity among internal
audit specialists are necessary if organizations are to conduct highly effective audits. Internal auditors should
adhere to professional regulations according to Djordjervic & Dukic (2017), and they should be able to
identify and deal with any threat to independence and objectivity. Sherriff (2021) observed that the internal
audit system's lack of independence, complete support, and an inadequate budget allocation render it useless.
The success of the internal audit function, according to the American Institute of Certified Public
Accountants (AICPA) and other like-minded organizations, depends on organizational independence. To be
able to work independently and, equally crucial, be seen working, auditors must be sufficiently removed
from the parties they are needed to audit. When an organization is independent and objective, it improves
the quality of the auditors' work and offers staff member’s confidence that they can depend on their findings
and reports. Since independence shields internal auditors from influence or coercion and increases their
neutrality in their auditing work, it is said that liberty is more harmful to internal auditors' effectiveness.

4. RESEARCH METHODOLOGY

The study adopted a quantitative research approach and data was collected using questionnaires. The
researchers engaged 35 participants, which included all management and non-managerial staff from the
accounting department as well as internal audit department. According to Krishnaswami (2006), cited by
Mbelengwe (2020), an optimal sample achieves the academic's objectives. As confirmed by Steyn (2016), a
sample size of 35 is adequate. The table below shows and sample size and the targeted population.

Table 1. Population and sample size

Department Targeted Sample Size Sample
population Frequency %

Internal 12 12 100

Auditors

Management 15 13 87

Finance 13 10 77

Total 40 35 88
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5.RESULTS
5.1 Relationship results
5.1.1 Correlation Analysis

Table 2. Correlation analysis of results of pearson correlation analysis

Internal Corporate governance
auditing
Internal auditing Pearson Correlation 1 0.950"
Sig.(2-tailed) 0.000
N 35 35
Corporate governance Pearson Correlation 0.950" 1
Sig.(2-tailed) 0.000
N 35 35
**Correlation is significant at the 0.01 level (2-tailed).

Internal auditing and corporate governance are positively and significantly correlated, as shown in
Table 2 above, with a significantly positive coefficient of 0.950 and a p-value of 0.000, which is lower than
0.05 at the 95% Confidence Interval.

5.2 Regression analysis

Table 3. Model summary of results of linear regression analysis
Model R Rsquare Adjusted Std. Error of the
RSquare Estimate
1 0.950* | 0.902 0.899 0.43337

a. Predictors:(Constant),Internal auditing

Table 4. Summary of results of linear regression analysis

Model Unstandardized Standardized T Sig.
Coefficients Coefficients
B Std. Error Beta
1 (Constant) -4.816 0.466 -10.340 0.000
Internal 1.839 0.105 0.950 17.433 0.000
auditing
a. Dependent Variable: Corporate governance

Source: SPSS version26

Y=p, +p1 X1+€ ; Where : Y=Corporate governance, p0= Interceptionaty —axis , p1= Regression co-
efficient of Xn , X1=Internal auditing, e=Error

Y=-4.816+ 1.839X1+ 0.466

Outcomes for the model's importance are shown in Table 4, with Internal Auditing accounting for
about 90.2% (R2=0.902) of the variation in Corporate Governance.

Internal auditing and corporate governance have a significant positive relationship, as shown in Table
4 (B=1.839, p-value = 0.000). There is a predicted 1.839 increase in corporate governance for each and
every one increment in internal auditing.

6. CONCLUSION

The results showed that internal auditing plays a crucial role in enhancing good corporate governance
in NSSA. The researchers also found that factors such as competency of the internal audit team, internal
auditors independence, and managerial support for the IAF roles, internal audit quality and professionalism
of the internal auditing team thereby fostering good corporate governance in NSSA. The researchers came to
the conclusion that a substantial beneficial relationship between corporate governance and the internal audit
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function do exist. The researcher came to the additional conclusion that, in order to achieve effective
corporate governance, NSSA must guarantee greater independence for the IAF.
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