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Abstract. Audit plays a crucial role in enhancing corporate governance transparency. In the context of emerging markets,
especially Indonesia, where specific Islamic finance requirements apply, this control mechanism is of particular
importance. The quality of audit services and the reliability of internal control structures have a direct impact not only on
financial reporting but also on the overall performance of the firm. This study aims to empirically analyse and quantify
how these two key elements affect the performance of companies included in the Jakarta Islamic Index, providing valuable
information for investors, regulators and business |eaders seeking sustainabl e devel opment within the framework of Sharia
principles. Audit quality measurement uses audit quality metric scores (AQMS). This research employs a causal
compar ative design with a quantitative approach. The study sample comprises 24 companies, and the data span the period
from 2017 to 2024. Data were analysed using the data panel regression, as determined by the Lagrange Multiplier test.
The results reveal that audit quality has a negative and significant effect on a firm's performance. In contrast, internal
audit structures, measured by the frequency of internal audit meetings, have a negative but insignificant effect. However,
audit quality and internal audit structures explain only 7.88% of the variance in a firm's performance, with the remaining
92.12% attributed to other factors not involved in this study. This situation arises for several reasons. The largest part of
the firm's performance indicators (the same 92.12%) often depends on macroeconomic and market conditions that are not
the subject of the audit (industry dynamics, economic cycle, competitive environment). The role of audit is to ensure
transparency, reduce risks and comply with rules. It is not a driving force for innovation, sales or operational efficiency.
The impact of an audit is often indirect, rather than direct. Thus, the result of 7.88% does not mean that the audit is
unimportant. 1t means that fundamental economic and management decisions (such as strategy, marketing, innovation,
and operations) have a significantly greater impact on the firm's performance than control and reporting mechanisms.
Companies must place a greater emphasis on the quality of internal audits and integrated governance strategies to ensure
that audits make a meaningful contribution to long-term performance.
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EKoHOMiKa Ta MmeHeaXXMeHT

BB sIKOCTi ayAUTy Ta CTPYKTYP BHYTPIilIHBOI'0 ayAUTy HA eeKTHBHICTH
AistibHOCTI Gipmu: EMmipuyHe 10CHiIKeHHsI KOMIIAHIM, 10 BXOAATH
10 JI2kakapTCbKOro icJ1aMCbKOI0 iHIEKCY

Kamina Ca;[iaxl, Bepa Knapa CiMaH)DKyHTaKl, IOni Anapi EKaBaTiZ,
Ciri Bapaax Ilparinina HacyTiOHZ, Binpaa Bapzlxani2

1 .o . . . . .
Inoonesiticokuii ynisepcumem binaniaza, m. boeop, Inoonesis
21, ; .
Yuisepcumem Anv-Bawinis, m. Medan, [nOone3zis

Anomayin. Ayoum eidicpac eupiwianvHy poib y RIOSBUUWEHHI HPO30pOCmi ma eQeKmueHOCmI KOPHOPAMUBHO2O
VAPAGNinHA. Y KonmeKkcmi punKis, wo po3eusaromscs, ocodoauso maxux ax Inoouesis, de ditoms cneyuiuni eumozu
icnamcoko2o QinancyeanHs, yeu Mexamizm KOHmponio Habyeac 0cobaugozo 3uauenus. Akicms ayOumopcoKux nociye
ma HAOIHICMb CIMPYKMYP 6HYMPIWHBLO20 AYOUmy 6NIU8AIOMb He Juue Ha (IHAHCO8Y 36IMHICMb, ale U HA 332aNbHi
nokasHuku OisnoHocmi gipmu. Lle docriodxcenns mae Ha memi eMRIPUYHO NPOAHANIZY8AMU MA KITbKICHO OYIHUMU, K
came yi 06a KN0408i enemMenmuy 6naueams Ha eqhekmusHicms KOMNAHIll, BKII0OUEHUX 00 J]oIcakapmcbKo20 iClamcbKo2o
iHOekcy, Haoalouu YiHKy ingopmayito 0 iHeecmopia, pe2yiamopie ma Kepi6HUKi8 NiOnpuemMcms, AKi npazHyms 00
CMano2o0 po3eUMKy 6 pamKax NpuHyunie wapiamy. Bumipioeanmna sxocmi ayoumy 30iUCHIOEMbCA 34 00NOMO2010
nokaznuka sxocmi ayoumy (AQMS). I]e docnidoicennsn € npudUHHO-HACIIOKOBUM, 3 BUKOPUCAHNS KITbKICHO20 NIOX00Y.
Bubipra odocnioscenns cknaoacmocs 3 24 xomnanitl, a dani oxonmoroms nepiod 3 2017 no 2024 pix. Ananiz oanux
npogedeHo 3a 00NOMOo2010 naneabHoi peepecii danux. Pe3ynemamu noxasyioms, wo AKicmb ayoumy Mae He2amusHull
ma 3HAUHUIL 6NAUE HA eeKkmusHicmb Qipmu, moodi K CMPYKMYpU 6HYMPIUHbO20 AYOUMY, GUMIDAHI YACMOMOI0
3ycmpiueil Crysicou 6HympiuiHb020 ayoumy, Maioms He2amusHull, aie HesHaunuu enaug. OOHax, AKicms ayoumy ma
CMPYKMypu GHYmMpIiuHb020 ayoumy noscriooms auute 1,88% sioxunenus 6 pesyrbmamax OisnoHocmi ¢ipmu, a pewuma
92,12% noscuwoomobcs inwumu akmopamu, sKi He 8paxo8aHi 8 yvomy oocriodcenti. Taka cumyayis BUHUKAE 3
Kinokox npuuun. Hailbitbwa uacmuna nokaswukie, wo énaueaiomes na egexmusnicms Oisnvrnocmi ipmu (mi cami
92,12%), uacmo 3anescums 6i0 MAKPOCKOHOMIMHUX MA PUHKOBUX YMO8, K He € npedmemom ayoumy (Qunamika 2anysi,
EKOHOMIYHUL YUK, KOHKYpeHmHue cepedosuwye). Ponb ayoumy nonseae @ 3abe3neuenti npo30pocmi, 3HUNCEHHI PUUKIE
ma oompumanti npasun. Bin He € pywiiiHow cunow IHHO8ayil, NpPooadicie yu onepayitinoi egexmusnocmi. Bniue
ayoumy uacmo € nHenpsamum. Taxum yunom, pesyromam 7,88% wne oznauae, wo ayoum nesadxciusuii. Ile osnauace, wo
dynoamenmanvHi eKOHOMIUHI ma YNpasninceKi piwenns (maxi sk cmpamezis, mapkemune, IHHO8ayii ma onepayii)
MAomb 3HAYHO OLILWMUL BNIUE HA NOKAZHUKU OIsIbHOCII ipmu, HIJIC MeXaHizMu KOHmMpoio ma 3eimuocmi. Komnanuii
nosunHi npudinamu Oinvuwie ysacu AKOCMI SHYMPIWHbO20 ayOumy ma I[HMeSpo8aHuUM CMpameiam YAPAeuiHHs,
o0 3abe3nedumu 8a20Mutl 6HeCOK ayoumy 8 00820CMPOK08Y epeKmugHicms.

Kniwouosi cnosa: sxicmv ayoumy, NOKA3HUK SAKOCMI Ayoumy, CMpyKmypu 6HYmpiuiHb020 ayOumy, 4acmoma 3ycmpivet
CAYHCOU BHYMPIUHBO20 ayoumy, egpexmusHicms Qipmu, koepiyiecnm Tobina.

INTRODUCTION

Auditing plays a vita role in strengthening the
governance and sustainability of an organisation.
Bamford et a. (2024) emphasise that sustainability is an
important element of corporate strategy, ensuring long-
term competitive advantage through social responsibility
and resource efficiency. While management, in a general
context, aims to integrate financial and non-financia
objectives. In the operational context of externa audits,
sustainability means the consistency and continuity of
audit quality over time. The role of the external auditor in
the context of capital markets, allowing assurance on the
financial reporting quality of public corporations, has
been arguably criticised over the last several decades
(Herusetyaet a., 2013).

In 1999, as quoted from “The Internal Auditors’ by
Sawyer et a. (2005), internal audit was defined as an
objective, systematic study conducted by internal auditors
on different controls of operations to determine whether
organisational goals are realised effectively. The interna
auditing environment indicates when auditors are

performing their functions according to the conditions of
service, laws, and policies, as well as other organisational
rules and regulations that integrate the auditing work
(Eze, 2016). This competency is the primary factor that
distinguishes professional auditors from general
practitioners, as it determines the auditor’s ability to
assess risks, identify system flaws, and provide insightful
recommendations for improvement (IIA Indonesia,
2020). In alimited context, the internal audit department
is crucial to a corporation because it is considered the
primary component in implementing accounting systems,
which aids in assessing the department’s performance
(Al-Matari et al., 2014). The firm's interna audit
structure is a fundamental element that connects the
functions, environment, and competencies of interna
auditors. For a public company, the function of internal
audit has a strategic position in the corporate governance
framework.

According to the Financia Services Authority
(abbreviated as “OJK” in Indonesia),
No 56/POJK.04/2015 about the Establishment and
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Guidelines for the Preparation of Internal Audit Unit
Charters, the internal audit structure must meet the
following criteria: (1) The Internal Audit Unit (IAU)
must be directly under the President Director, but aso
have a direct link to the Board of Commissioners and the
Audit Committee. (2) The Board of Commissioners
approves the appointment and dismissal of the Chief
Audit Executive (CAE), who is head of the IAU, by the
President Director. (3) The IAU must report audit
findings to the President Director and report a summary
of audit results to the Audit Committee periodically
(OJK RI, 2015).

Internal audit adds value to corporations by acting as
a deterrent and offering management consultation
recommendations based on the assurance and
consultation services provided by the internal audit
function (Qu et a., 2020).

Therefore, a scientific approach to identifying
problems, such as audit quality measurements, which are
difficult to define with various types of measurements,
requires empirical studies by adding components
originating from both internal and external factors of the
enterprise, which are then verified on a research model
proposed (Husain & Syniuta, 2020). Research by
Dzikrullah et a. (2020) indicates that the size of the
internal audit team, as a monitoring mechanism, has a
positive impact on the fees of PAF, auditor reputation,
and audit quality. Consequently, a strong internal audit
structure  strengthens governance mechanisms and
improves audit quality. Externally, the reputation and
experience of an auditor’s office are important indicators
of audit quality. Auditors with high reputations, such as
thosein the Big 4 category, are perceived as more reliable
and trustworthy, which impacts investor confidence and
firm value (Ofoegbu & Ndubuisi, 2024). Almagoushi and
Powell (2021) and Daromes and Ng (2022) support this,
showing that the use of Big 4 auditors and measuring
audit quality using Audit Quality-Metric Scores (AQMS)
are positively associated with quality of financial
reporting and firm value based on Tobin's Q. However,
this influence is not universal. Chinemerem et a. (2025)
found that audit firm size has a positive impact on
profitability, while auditor tenure can have a negative
impact on it. El-Dyasty and Elamer (2021) aso
emphasised that while affiliation with aforeign audit firm
can improve perceived audit quality, Big 4 auditors do
not necessarily guarantee higher quality compared to non-
Big 4 auditors. In the context of internal auditing, Hazea
et d. (2020) and Ghaleb et al. (2020) demonstrated that
internal audit team competence has a positive impact on
financia performance and plays arole in suppressing rea
earnings management practices. Consequently, a strong
internal audit function enhances the accuracy of financial
reporting, strengthens the quality of external audits, and
ultimately enhances firm value.

When companies incorporate sustainability as part of
their management strategy, sustainability reporting and
ESG peformance become a criticd part of the
information that must be audited and reported; the
external audit function becomes relevant and must evolve

to assess non-financial aspects. Furthermore, the quality
of the externa audit supports management in
implementing sustainability, as good audits ensure that
sustainability disclosures are valid, reliable, and
independent of manipulation, which in turn supports the
firm's reputation and long-term  performance.
Governance is the meeting point for general management
in supporting sustainability. In contrast, from the external
audit perspective, governance (through the board of
commissioners, auditor independence, and audit
committee) supports audit quality and sustainability
reporting. A gap identified is the paucity of research that
examines explicitly internal audit structures in the context
of publicly traded company reporting, along with the role
of audit quality in general.

LITERATURE REVIEW

Audit Quality

Watkins et a. (2004) state that a large number of
scholars concur that the application of quality audits must
be predicated on the auditor's competence and
independence, serving as a tool for assessing strength.
Perceptions of audit quality can differ depending on the
perspectives of the parties involved regarding how audit
quality is dimensioned.

DeAngelo (1981) measured audit quality based on the
PAF categorisation based on the Big 8; he determined
audit quality based on audit fees using two main factors:
total assets of the firm for large corporations, and total
receivables for small companies (Chung & Lindsay,
1988). According to Behn et al. (2008), audit quality is
crucid for the quality of financia reporting.
The analytical approach of the audit offices, categorised
as Big-5, leads to higher performance compared to those
outside this category. Audit quality consists of a
framework that includes audit professionals, processes
and results (PCAOB, 2015).

The category of public accounting firm (PAF) can
reflect the quality of services provided. Auditors are
considered qualified when they meet Auditing Standards,
as outlined in the Public Accountant Professional
Standards. Larger companies will establish strong internal
controls. Financial reports presented by management will
be more complex, requiring highly qualified auditors,
which can ultimately increase firm value and share price
(Chamers et d., 2019). The audit quality metric score
(AQMYS) is another method for quantifying audit quality
measurement. AQMS is the sum of the scores of the five
audit quality proxies that include the dimension of auditor
competency (size of PAF, industry specialization, audit
tenure) and the dimension of independence (client
importance, going concern opinion and accuracy of the
going concern opinion in reporting) (Herusetya et 4.,
2013). On the other hand, enterprises should focus more
on motivating wider audit coverage, especially among
companies with low reputations, to ensure the reporting
of major audit issues and thereby improve audit quality
(Zeng et al., 2021). Research findings over the last five
years on audit quality indicators indicate severa
relationships between these two variables (Table 1).
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Table 1. Matrix Variable Gap for Audit Quality and Firm’s Perfor mance

Used Variable (Proxy)
Researchers (Y ear) Subject Research Audit Quality Firm's Findings
Performance
Ivungu et al. (2019) Conceptua Audit Firmby: | Firm Theimpact of audit quality on

clarification of the . Size Performance: in | firm performance can be either
audit quality and . Reputation terms of financial = positive or negative. Some
firm performance . Opinion and market studies report a positive
. Fees performance correlation between specific audit
. Tenure quality proxies and firm
. Independence performance metrics, while
others find a negative association
between these variables.
Additionally, most of the research
reviewed hails from outside the
Nigerian business landscape, and
among those conducted in
Nigeria, they rarely evaluate the
effect of audit quality on
performance in general, instead
focusing on financial
performance or market
performance.
Monametsi and Domestic financial - Auditor Size: Firm The results of the study indicate
Agasha (2020) and non-financial Big-4 Performance: that audit quality is a negative
companies from . Audit Fees: Return on Assets, = but non-significant predictor of a
the Botswanaand = LNFE Tobin'sQ firm'sfinancial performance.
Uganda Stock
Exchange period
of 2014-2018
Ammar Zahidetal. 620 firms . Big-4 Auditor  Firm Audit quality is a strategic
(2022) headquarteredin . Audit Fees Performance catalyst that strengthens the link
Western Europe, Nexus. Returnon = between sustainability
including Austria, Assets, Rev (In), | responsibility (ESG) and
Belgium, France, Return on Equity, corporate value. High audit
Germany, Price-to-Book quality not only enhances the
Luxembourg, credibility of financial reports
Monaco, the but also enhancesthe
Netherlands, and effectiveness of sustainability
Switzerland, for performance in cresting
the period 2010- economic value.
2019
Ahmeti et al. 22 insurance . 1A Sandard Financial The study’ s findings indi cate that
(2022) companiesin . Professional 1A | Performance: professional competence
Kosovo with the Competence Return on Assets | significantly enhances financial
6-month financial . |A Independence performance, whereas the
statements for the . | A Efficiency effectiveness of internal audits
period of 2015- has a negative impact on the
2021 financia performance of
insurance companies.
Chinemeremeta. | 9 consumer good - Audit Firm Size: Financia The size of the audit firm and
(2025) firmslistedonthe = Big-4 Performance: Net = auditor tenure have a significant
Nigerian . Audit Tenure Profit Margin positive and negative effect,
Exchange Group . Audit respectively, on firms
from 2015t0 2024 = Committee Size profitability. In contrast, audit

committee size showed a
negative but insignificant effect
onfirms' profitability.

Source: Authors' analysis (2025).
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Prior research has yielded mixed results regarding the
linkage between audit quality and a firm’s performance,
financial performance, or value. Most studies, such as
Monametsi and Agasha (2020) and Chinemerem et al.
(2025), still employ traditional measures, including Big-
4, audit tenure, and audit fees, without incorporating
composite measures like the Audit Quality Metrics Score
(AQMS). Meanwhile, studiesthat have used Tobin's Q as
a proxy for a firm's value, such as Ammar Zahid et a.
(2022), have not directly integrated audit quality as a key
variable influencing a firm’'s market value. Furthermore,
studies such as Ahmeti et a. (2022) and Ivungu et al.
(2019) tll focus on accounting-based financial
performance (ROA, ROE) and have not considered the
market dimension. Thus, there is a research gap in the
form of the need to examine the effect of audit quality as
measured by AQMS towards a firm's performance as
measured by Tobin's Q, especialy in the context of
developing countries such as Indonesia, to gain a
comprehensive understanding of the role of audit quality
in creating afirm’s performance.

Internal Audit Structures

Although the definition of internal audit structure
cannot be defined explicitly in International Standard
Auditing (ISA) 610 (Revised), this concept is reflected in
severa standards. In particular, according to 12 CFR 30,
Appendix A, the Comptroller’s Handbook: Internal and
External Audits, a system of internal controlsis akin to a
set of rules and tools within a corporation that help keep
everything running smoothly and safely. These include
special checks and computer systems. The way these

rules and tools are created and utilised depends on the
company’s size and complexity, as well as the nature of
its work. Different people are responsible for creating
these rules, ensuring they work effectively, and
performing the daily tasks necessary to keep everything
running smoothly (OCC, 2019). This structure
encompasses the position of the internal audit function
(IAF) within the corporate hierarchy, its reporting lines to
the board or audit committee, independence from
operational management, auditor competency, and
available resources (I1A Indonesia, 2020).

Internal audit quality refers to the interna audit
function’s capability to perform its duties effectively
through qualified staff, an adequate organisational
structure, and independent reporting that enhances the
bank’s financial performance (Hazaea et al., 2020).
Although it does not use this term directly, as structure
defines the internal audit function through structural and
institutional dimensions, which are substantially identical
to the concept of “Internal Audit Structure”, it examines
the IAF as part of the corporate governance mechanism
(Ghaleb et a., 2020). Referring to Article 7,
No. 56/POJK.04/2015, the internal audit unit is directly
under the President Director, with direct access to the
Board of Commissioners through the Audit Committee
(OJK RI, 2015). Then, the firm's internal audit is
required to collaborate closely with the audit committee
and external auditors to establish good communication
and coordination, thereby avoiding audit duplication and
strengthening the quality of supervision. Research from
the last five years has mapped several relationships
between these two variables (Table 2).

Table2. Matrix Variable Gap for Internal Audit Componentsand the Firm’s Performance

. Used Variable (Proxy)
Researchers (Y ear) VB T f Internal Findings
Research ype of fnterm Firm's Performance
Audit Components
1 2 3 4 5
Al-Matari et al. Conceptual - Qualificationof = Firm Performance: = The characteristics and
(20149) Theoretica CAE Return on Assets effectiveness of interna audit
Model . Sizeof IA (including professionalism,
. Experience of IA experience, and department
- Qualification of size) are important determinants
A in improving organizational
performance, aswell as
contributing to stronger
corporate governance and more
reliable financia reporting.
Ghaleb et al. (2020) 1,056 - Investment inthe = Real Earnings Research evidence shows that
observations internal audit Management: robust interna investment and
from Maaysia, function (IAF) abnormal effective governance of the
period of - IAF sourcing discretionary internal audit function (I1AF and
2013-2016 expenses, abnormal | in-house |AF) substantially curb

cash flow from
operations and
abnormal
production costs

real earnings management
practices and enhance financial
reporting quality in emerging
markets, including Malaysia
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Daily Official List

Table 2 (continued)

1 2 3 4 5

Hazeaet al. 42 auditors - Independenceand = Financial Findingsindicate that adherence

(2020) workingin Yemeni = adherenceto Performance: to interna audit standards,
commercial banks international Return on Assets | independence of internd auditors,
in 2019 standards and strong qudity governance

. Followed the have a substantial influence on
governance banks' financial performance,
principles whereas the size of internal audit
meeti ng frequency fra]uency exhibit Only an

. Interna audit insignificant positive effect on
effectiveness banks' performance.

Almagoushi and = Principal Financial Reporting | Firm This study demonstrates that

Powell (2021) = Component Quiality: Performance: high-quality audit committees, in
Anaysis (PCA) of . Audit Fees Tobin'sQ terms of independence, expertise,
82 audit committee . Audit opinion and composition, are positively
(AC) characteristic . Auditor quality related to the quality of financial
variablesusingthe  changes reporting, internal control
USdataset for the  |nternal Control effectiveness, and increased firm
period 2002-2012 Quality: value. Conversely, weak audit
(AC Quality . Accounting issue committees increase the risk of
Indices) . Financial earnings management, auditor

restatement dependence, and interna control
problems.

Odunko (2022) = Secondary datathat = Internal Control Firm The study concludes that interna
were sourced from | Quality: Performance: control exerts a positive influence
the NigeriaStock - Cash control Return on Assets = on firm performance in Nigeria
Exchange (NSE) . Risk assessment Consistent with the objectives and
Fact Book and - Inventory control findings, it is recommended that

cash control likewise hasa
positive and significant impact on
firm performance in Nigeria.

Source: Authors' analysis (2025).

Prior research has yielded mixed results regarding the
linkage between internal audit components, real earnings
management, and firm or financia performance. Most
studies, such as Al-Matari et a. (2014), emphasise that the
structure of the internal audit function, including its size,
resources, and the intensity of communication and regular
mestings, contributes to the effectiveness of supervision
and the improvement of company performance. The more
frequently interna auditors hold meetings, the stronger the
independent oversight of manageria activities, thereby
minimising conflicts of interest and increasing reporting
accountability (Hazaea et al., 2020). In terms of resources,
regular meetings help optimise audit personne and
technology and accelerate follow-up on  audit
recommendations (Dzikrullah et a., 2020).

Frequent meetings encourage compliance with audit
professional standards and enable continuous risk
assessment, which in turn reduces earnings management
practices and improves financial reporting quality
(Ghaleb et a., 2020). Frequent meetings also strengthen
the coordinating relationship with the audit committee,
the quality of which revedls a positive impact on
reporting and the firm's value (Almagoushi & Powell,
2021). Overdl, this mechanism enhances governance

effectiveness and has a positive impact on company
performance, both financialy and in terms of market
value (Odunko, 2022). Thus, there is aresearch gap in the
form of a need to test the influence of interna audit
activities (meeting frequency) as part of the internal audit
structure on increasing a firm's performance by
enhancing the effectiveness of supervision, risk control,
and transparency of financial reports.

Firm’s Performance

Wernerfelt and Montgomery (1988) define a firm's
performance as the firm's capability to create market
value that exceeds the replacement cost of its assets,
which is represented by the Tobin's Q ratio. A key
quantifying of a firm’s performance because it combines
market and economic perspectives, reflecting how a
company’s strategy, asset structure, and focus trandate
into value recognised by capital markets. Tobin's Q is
also a comprehensive indicator of company performance,
seeing that it combines market-based performance and
accounting-based performance (Lang & Stulz, 1994).
According to (Singh et a., 2018), the formula for
calculating Tobin’s Q coefficient is as follows:
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Tobin's Q =

Market Value of Equity + Book Value of Debts

Tobin's Q not only reflects historical financia
performance (based on accounting), but aso market
expectations regarding corporate governance
effectiveness, strategy, and oversight quality, including
audit mechanisms. The higher the Tobin’s Q score, the
more effective internal and external oversight (including
audits) is in increasing market confidence and the firm's
value. Conversely, a low Tobin’s Q score may indicate
operational inefficiencies, weak internal control systems,
or poor audit quality, which could impact investor

Book Value of Total Assets

confidence. Additionally, Tobin's Q employed this
aternative ratio measurement to calculate the proxy.
Thefinancial market’s return on investment, as estimated
by current data, makes this ratio a highly vauable
concept. The MV-Equity and total debt compared to the
total assets is how Tobin's Q proxy is computed
(Ado et a., 2020).

Proposed Resear ch M odel
Figure 1 presents the model of this study.

[ Audit Quality (X,)

—

Hs

I

#[ Firm’s Performance (Y) ]

A

H>

[ Internal Audit Structures (X,) ]

J

Figure 1. Research Model

Source: Proposed by the authors (2025).

This study is built on the following alternative
research hypotheses:

H;: Thereis an influence of audit quality on the firms
performance registered at Jakarta Islamic Index (JI1).

H,: There is an influence of internal audit structures
on the firms' performance registered at Jakarta Islamic
Index (JI).

Hs: There is a simultaneous influence of audit quality
and internal audit structures on the performance of firms
registered at Jakarta Islamic Index (JI1).

Thus, this study aims to investigate the effect of audit
quality and internal audit structures on the performance
of firms listed on the Jakarta Islamic Index (JIl), using
Tobin's Q asaproxy.

RESEARCH METHODOLOGY

The research method is an ex ante assessment.
Anthony G. Picciano (2004) defines it as a type of causa
comparison research, a method for discovering cause-
and-effect relationships between independent and
dependent variables. The research population comprises
30 firms registered at the Jakarta Islamic Index (JI1) from

2017 to 2024. To collect data, researchers conducted an
observation of the annual and financial reporting.
The purposive sampling criterion is as follows:

(i) to select firms listed on the Jakarta Islamic Index
that have consistently reported in their annual and
financial reports from 2017 to 2024, and

(ii) to include firms with complete data reporting
(supporting calculation of the Audit Quality Metrics
Score or AQMS and the Internal Audit Section of
Corporate Governance in the Annual Report).

Data Collection

Data collection techniques involve conducting a
literature review and browsing articles from various
sources and publishers. Study documentation methods are
based on secondary data gathered from official sources:
annual reports, www.idx.co.id, and individual corporate
web pages. Based on these criteria, a sample of 24
observed firms was selected. The following exposition
calculates the total measurement of variables using the
ratio scale, with a description of the operationalization of
the variables (Table 3).
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Table 3. Operationalization of Research Variables

Sign Variable Description
Variable Dimension Silloe] 2 . P
Abb.  (4/-) Sub-Indicator Reference
Thetotal scores of thefive audit quality = (Herusetyaet al.,
. . proxiesfor the public accounting firm’'s ~ 2013)
Audit Quality ?A”gt'rtiggi'rtg AOMS  +  dientjinyeart (Big4 + SPCL +
TENURE + Cl + RQA), weighted by the
highest AQMS score, which is 5.
, Frequency of The frequency of meetingsin ayear (Hazaea et d.,
Internal Audit ool Auditor | FreglA |+ 2020)
Structures .
Meetings
MVE + BV of Debts (Singhetdl.,
Firm's - BV of Total Assets 2018)
Performance Tobin'sQ TQ *

MVE isthe market value of equity

BV isbook value

Source: Developed by the authors (2025).

Analysis Methods

This study employs the following analysis methods:
descriptive statistics, panel data analysis, and hypothesis-
testing model verification. The regression equation has
the following form:

TQ: a + ,SPCL + B,FreqlA + e... [i]

The coefficients of independent variables produced an
output of an equation regression (Ghozali & Ratmono,
2017). This method tests the technique of panel data
analysis. For understanding the data panel anaysis, the

problem of omitting variables can be significantly
reduced by including information related to these
variables (Gujarati, 2013). Simultaneous testing (F-test)
and individual parameter testing (t-test) are the
commands for decision-making in panel data analysis
after determining the choice of the estimation model.

RESULTSAND DISCUSSION

Analysis Findings

Table 4 summarizes descriptive statistics from output
programs.

Table 4. Descriptive Statistics Summary

Observations X1
(n=192) (AQMS)

Minimum Score 0

Maximum Score 4
Mean Score 1.864583
Std. Dev. Score 0.939196

Source: Data processed (2025).

Table 4 summarizes the descriptive dtatistics,
including the lower and upper scores, the ¢c- and standard
deviation counts, and the normality assumptions for the
192 data observations. In addition, the audit quality
metric score (AQMS) has a mean score of 1.864583 and a
standard deviation of 0.939196, indicating that both the
average and standard deviation scores are very high
(exceeding 1 point). The minimum and maximum scores
for internal audit structures range from 1 to 80.

X, Y
(FreglA) (TQ
1 0.432433
80 2223284
7.854167 2.192589
9.932506 2.760581

Theaverage score of the frequency of internal audit
meetings is 2.192589, which is amost 80 percent of the
standard deviation (2.760581), indicating sufficient
variation. Furthermore, the firm's performance (TQ) is
decomposed, with a score of Tobin's Q of 1.864583,
implying that the index of the linkage between market
capitalisation and debt is divided by tota assets.
The deviation score is 0.939196; this indicates that it is
highly significant (greater than 100 percent).
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Table 5. Results of Panel Data Analysis
Assumption Methods

Chow-Test
Testing Common Effect (OLS)
Criteria «

Fixed Effect
Results

F = 19.171439; Prob. cross section (< 0,05) is0.0000,
than it is selected “Fixed Effect”*

Hausman's Test
Fixed Effect

«

Random Effect

Chi-Sguare (Sats.) is 0.343052; Prob. is
0.8424 (higher than 0.05), inferred as
“Random Effect””

*\ no testing, because from estimations inferred “ Fixed-Effect” model testing was verified Lagrange Test

A) Fixed-Effect El Random-Effect

Source: Data processed (2025).

Table 5 summarises the predictions from the panel
data analysis, as output by the Chow programs.
Theproposed regression equation models result in
appropriate F-scores of 19.171439, respectively, with a
Prob. cross-section is 0.0000. The pand data analysis
estimates from the output programs of the Hausman test

_ (24x8)
T 2(24-1)

(8x1412.357)%2-12
1412.3572

LM-Stats.

Based on the calculations of the LM-test, the score of
204.5211 is greater than the score of (>) the Chi-Square
table (df-1) of 3.84146". For this reason, the LM-test for
estimating the common effect (OLS) was verified. To
perform the data panel analysis separately for the
common effect (t-test) and the simultaneous (F-test)
methods, we measured the pooled EGLS (cross-section

yield a statistical score of 0.343052, with a chi-square
probability higher than 0.05, i.e., 0.8424. Thus, the Chow
test specified is assumed to have a fixed effect. But the
Hausman test has not been tested in this forecast.
Mathematical calculations were then made to obtain the
following Lagrange Multiplier (LM) statistical score:

=4,1739 x (8 — 1)2 = 4,1739 x 49 = 204,5211

weights) and the pooled OLS as follows, as shown in
Table 6. Table 6 indicates a very low contribution of
model fit, with an Adjusted R? of 0.078788. This suggests
that audit quality and interna audit structures explain
only 7.88% of the variance in firm performance, with the
remaining 92.12% related to another factor not involved
in this study.

Table 6. EGL S Methods — Pooled (cross-section weights)

t-Stats (Prob) | Goodness of Fit
Source: Data processed (2025).

2
Adjusted R =0.078788

Table 7. Regression Results

Earned Value/ Conclusion

“ t/F-Stats | sig. Results of Hypothesis
AQMS — TQ - 0.259923 - 3.58628 | 0.0004 H; Accepted
FreglA —» TQ - 0.009197 - 1.723552 | 0.0864 H, Rejected
AQMS; FreglA —» TQ 9.167723]0.000158 Hz Accepted

Source: Data processed (2025).

Table 7 presents the findings of the hypotheses
testing, where the first and third aternative hypotheses
are declared ‘Accepted’ partiadly and simultaneously.
It follows that the audit quality, i.e. the audit quality
metric scores (AQMS), is of high importance, abeit a
negative one. At the same time, interna audit structures
do not affect the firm’ s performance.

Discussion
The panel regression (Table 7) yields a finding that
audit quality has a significant negative effect on the

firm's performance, as measured by audit quality metric
scores (AQMYS). The statistical score has a probability of
less than 0.05, which is 0.0004, and is the sum of the
components. Thus, the first hypothesis is accepted.
The measure of audit quality, as indicated by a negative
regression coefficient, is 0.259923 for the AQMS test of
public companies listed on the Jakarta Islamic Index (JI1)
for the period from 2017 to 2024. The inferences
supporting the first hypothesis are supported by a
previous study by Ivungu et a. (2019) Chinemerem et al.
(2025) for al components to formulated audit quality
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metric score, but did not evaluate the overall impact of
audit quality on firm's performance; instead, they
analysed it in terms of financial performance or market
performance, finding a significant positive effect on
profitability and a significant negative effect on firms
profitability, respectively. The high audit quality in this
research has a real implication for the firm’'s market
value, as evidenced by a decrease in Tobin's Q and
earnings. This may be due to the observation data used,
which covers the period before and after the COVID-19
pandemic; this often occurs in developing countries,
where market efficiency is still relatively low.

Internal audit structures, represented in this study by
the frequency of interna audit meetings, do not affect the
firm's performance. The statistical score has a probability
of more than 0.05 and is 0.0864. Thus, the second
hypothesis is regjected. The measure, which has internal
audit structures, as indicated by a negative regression
coefficient, is 0.009197 for the frequency of internal audit
mestings of public companies listed on the Jakarta Ilamic
Index (JII) for the period from 2017 to 2024. These
findings support a study by Hazaea et al. (2020), which
found that frequent interna audit meetings have a positive
impact, abeit one that is statisticaly insignificant in the
context of banking performance. However, Al-Matari et a.
(2014) and Dzikrullah et a. (2020) state that the
characteristics and effectiveness of internal  audit
(including professionalism, qualification, experience, and
department size) are important determinants in improving
organisational performance and sustainability. This
condition suggests that the intensity of interna audit
meetings has not been fully effective in enhancing market
perception (Tobin'sQ vaue), possibly because the
meeting results do not directly influence investor decisions
or have not been disclosed openly.

The audit quality and internal audit structures,
represented in this study by the simultaneous influence,
do affect the firm's performance. The statistical score has
a probability of less than 0.05 and is 0.000158. Thus, the
third hypothesis is accepted. The regression results show
that although the Adjusted R? score is only 0.078788, the
variables Audit Quality (AQMS) and Internal Audit
Structures (frequency of internal audit meetings) have an
essential role as governance mechanisms that can
influence afirm’s performance (Tobin’s Q), both directly
and through increasing credibility and effectiveness of
supervision. Companies with high audit quality and
active internal audits of ongoing meeting activities tend
to have a higher market value; however, their influenceis
comparatively small compared to other external factors.

CONCLUSIONS

The results from analysis using the EGLS panel data
method on firms listed in the Jakarta Islamic Index (JI1)
period of 2017-2024 indicate that audit quality proxied
by audit quality metric scores (AQMS) has a negative
and significant effect on a firm's performance
(Tobin’s Q proxy) with a coefficient of -0.259923 and a
probability of 0.0004. This implies that a rise in audit
quality is actually followed by a decrease in the
company’'s market value, possibly because the
observation period coincides with the COVID-19
pandemic. Internal audit structures, proxied by the
frequency of internal audit meetings, have a negative
and insignificant implication (probability of 0.0864),
indicating that the frequency of internal audit meetings
is not a determining factor in improving the firm's
performance. Companies must place a greater emphasis
on internal audit quality, risk communication, and
integrated governance strategies to ensure that audits
make a meaningful contribution to long-term
performance.

At the same time, as our research shows, audit quality
and internal audit structures explain only 7.88% of the
variance in a firm's performance, with the remaining
92.12% attributed to another factor not involved in this
study. This situation arises for several reasons;

The largest part of the firm’s performance indicators
(the same 92.12%) often depends on macroeconomic and
market conditions that are not the subject of the audit
(industry  dynamics, economic cycle, competitive
environment).

The role of audit is to ensure transparency, reduce
risks and comply with rules. It is not a driving force for
innovation, sales or operational efficiency. A high-quality
audit is a necessary condition for a healthy business, but
its presence does not guarantee high profits. The absence
of an audit can lead to collapse, but its ideal quality does
not guarantee market leadership.

The impact of an audit is often indirect, rather than
direct. A quality audit leads to better risk management,
which in turn enables better-informed management
decisions, ultimately improving performance. A direct
statistical relationship may be weak.

Thus, aresult of 7.88% does not mean that auditing is
unimportant. It means that fundamental economic and
management decisions (such as strategy, marketing,
innovation, and operations) have a significantly greater
impact on the firm's performance than control and
reporting mechanisms.
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