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Abstract

This study examines how transparency, independence, and integrity contribute to
strengthening internal audit quality within public healthcare governance.
Positioned within broader discussions of public trust, institutional accountability,
and ethical governance in developing-country contexts, the study investigates the
role of integrity as a moderating factor in the relationship between transparency,
independence, and internal audit quality. Using a quantitative explanatory design,
data were collected from 320 respondents across 36 public hospitals in North
Sumatra Province, Indonesia, representing hospital directors, deputy directors,
heads of finance, planning, medical services, supervision, and administrative units.
Data were analyzed using Partial Least Squares-Structural Equation Modeling
(PLS-SEM) to evaluate both direct and moderating effects. The findings reveal that
transparency and independence positively and significantly influence internal
audit quality, indicating that accountable and autonomous oversight mechanisms
are essential for strengthening governance effectiveness in public healthcare
institutions. The study also finds that integrity does not moderate the relationship
between transparency and audit quality, suggesting that transparency functions as
an institutionalized governance mechanism independent of individual ethical
characteristics. However, integrity significantly strengthens the relationship
between independence and internal audit quality, highlighting the importance of
ethical values in ensuring effective and trustworthy oversight. These findings
contribute to broader social science discussions concerning institutional
legitimacy, governance reform, and the delivery of accountable public welfare
services in transitional and developing governance systems.

Keywords: Governance, Independence, Internal Audit Quality, Integrity,
Transparency
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Introduction

Public sector governance remains a major challenge in many developing and
transitional countries, particularly in sectors related to social welfare such as
healthcare, education, and public administration (Shaheen et al., 2024; Zabidi et al,,
2022). Weak institutional accountability, bureaucratic inefficiency, limited
transparency, and corruption risks continue to affect the quality of public services and
reduce public trust in government institutions (David et al., 2025; Pamungkas &
Munawir, 2025; Sari & Muslim, 2025; Van De Walle & Migchelbrink, 2022). In many
developing contexts, public hospitals operate under complex administrative
pressures, including limited resources, political intervention, and uneven governance
capacity. Consequently, strengthening transparency, integrity, and institutional
independence has become an important agenda in governance reform and
sustainable public sector management. Within this broader context, the case of public
hospitals in North Sumatra represents an illustrative example of wider governance
challenges experienced across developing regions where accountability systems are
still evolving.

Transparency, independence, and integrity are not solely technical auditing
dimensions but also social governance mechanisms that contribute to institutional
legitimacy and public trust in healthcare administration. From a social science
perspective, high-quality internal audits strengthen accountability relationships
between public institutions and society, thereby supporting ethical governance and
sustainable public service delivery. Internal auditing now serves as a watchdog for
management and the board of directors, providing adequate assurance regarding
internal control activities, risk management, and governance processes. The audit
function is an important part of public accountability (Alkatiri et al., 2023). According
to a survey by the Association of Certified Fraud Examiners Indonesia (2019), internal
auditing is the second most effective means of detecting fraud. Financial losses caused
by fraud can be seen in the amount of losses in rupiah and in small losses that
contribute to the proportion of losses at various scales.

Weaknesses in internal oversight can lead to poor audit quality due to various
problems within the company, affecting performance and signaling potential fraud.
The above cases, both involving companies and regional public hospitals (Rumah
Sakit Umum Daerah or henceforth RSUD), were caused by inefficient internal
supervision within the organizations, which were discovered by the financial
supervisory agency (BPK). Therefore, many supporting factors can enhance audit
quality, thereby improving performance through optimal supervision, thereby
preventing fraud that can have fatal consequences for the company. This condition
indicates that several factors play a significant role in promoting good performance
and governance in regional public hospitals (RSUDs) in North Sumatra Province.
Transparency will encourage a high-quality supervisory system, thereby positively
impacting audit results. Transparency in reporting not only involves compliance with
accounting standards but also comprehensive disclosure of financial and non-
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financial information, enabling stakeholders to make informed decisions (Roelofs,
2019). From a social, business, and humanities perspective, transparency refers to
actions by individuals or groups that allow others to observe or understand them
objectively (Gurama & Ishaku, 2024). Researches found that transparency influences
audit quality; the higher the transparency, the better the audit quality produced (Aziz
& Wediyanto, 2024; Kabir et al., 2022; Masimane et al., 2022; Rajabalizadeh, 2025),
but this differs from the results of the study by Deumes et al. (2012).

Independence refers to viewing everything objectively during an audit (Prabowo &
Suhartini, 2021) and indicates the presence of suspicious reports (Abbott etal.,, 2016).
It is a very important attitude for auditors to avoid bias and prevent losses for any
party (Peng & Chau, 2023). Independency of auditor must be maintained because
distrust by interested parties in audit results can lead clients or companies to avoid
using the auditor’s services in the future (Thalia et al., 2024). Independence for
auditors means not being easily influenced because auditors carry out their duties in
the public interest. Therefore, auditors are not allowed to take sides with any party’s
interests. Independent auditors, in conducting audits, avoid managerial intervention
in determining their activities and can collaborate without prioritizing personal
interests (Adil etal., 2022). Research (Ardianto, 2013; Hadisantoso et al., 2022; Senan,
2024) shows that independence has a positive and significant impact on audit quality.
When audits are highly independent, audit work will be of higher quality, and reports
will be free of external influences. Independence is a determining factor in audit
quality. However, this differs from the results of research (Alkatiri et al.,, 2023), which
shows that independence does not have a positive and significant effect on internal
audit quality.

Integrity is a fundamental requirement for all parties acting in the public interest.
Integrity requires auditors to be fair and honest and to comply with ethical standards,
norms, and auditing principles, including independence, objectivity, professional
behavior, and protection of the public interest (Hikmayah & Aswar, 2020). Integrity
requires auditors to be honest, transparent, courageous, prudent, and responsible in
conducting audits (Ahmad, 2023). When faced with pressure or conflict, auditors
must uphold the principle of integrity, which requires them to have a character based
on honesty, courage, and prudence.

This study examines the effects of transparency and independence on internal audit
quality, with integrity functioning as a moderating factor within public healthcare
governance. Beyond its technical contribution to auditing literature, this study
contributes to broader social science discussions concerning public trust,
institutional accountability, and ethical governance in public-sector organizations.
The findings are expected to provide practical implications for hospital management
and policymakers in strengthening governance systems that promote transparency,
professional independence, and integrity in internal oversight practices. In addition,
the study highlights the importance of reliable internal audit mechanisms in
enhancing institutional credibility, reducing governance risks, and supporting
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equitable and accountable healthcare service delivery. By positioning public hospitals
as key social welfare institutions, this research also contributes to wider debates on
sustainable public administration and governance reform in developing-country
contexts.

Research Questions

Does transparency affect the quality of internal audits?

Does independence affect the quality of internal audits?

Does integrity moderate the effect of transparency on the quality of internal audits?
Does integrity moderate the effect of independence on the quality of internal audits?
Literature Review

Public Sector Governance, Institutional Trust, and Social Welfare

In social science and public administration literature, governance quality is closely
connected to institutional trust and the effectiveness of social welfare delivery
(Barbier & Burgess, 2021; Danish & Nawaz, 2022; Dinesen & Sgnderskov, 2021).
Publicinstitutions are expected not only to operate efficiently but also to demonstrate
ethical accountability, transparency, and fairness in managing public resources. In
developing and transitional countries, weak governance systems often lead to
declining public trust, misuse of public funds, and unequal access to social services,
particularly in healthcare institutions. According to institutional legitimacy theory,
public organizations maintain legitimacy when they are perceived as transparent,
accountable, and aligned with societal expectations (Salehi et al.,, 2026; Wilson &
Knighton, 2021). Similarly, social contract theory emphasizes that governments and
public institutions hold moral obligations to provide trustworthy and equitable
services because they operate using public resources and authority delegated by
society. Within healthcare governance, internal auditing functions not merely as a
technical financial mechanism (Cantu et al., 2025; Raiborn et al., 2017; Van Gelderen
et al., 2017) but also as an institutional safeguard that protects public interests and
strengthens accountability systems.

Accountability in Public Healthcare

Accountability is a fundamental principle in public healthcare governance because
healthcare institutions are responsible not only for financial management but also for
ensuring equitable, transparent, and ethical service delivery to society. From a social
governance perspective, accountability functions as a mechanism that strengthens
institutional legitimacy and public confidence (Adea et al, 2026). Institutional
legitimacy theory suggests that public organizations maintain societal support when
they operate in accordance with social expectations, ethical standards, and principles
of fairness. In healthcare governance, accountability is reflected through transparent
financial reporting, effective internal supervision, ethical decision-making, and
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responsiveness to public needs (Aminu-lbrahim & Chinemerem Ogbete, 2024;
Gobezie et al., 2025; Nunes et al,, 2023; Putri et al,, 2025). Weak accountability
systems may increase the risk of corruption, misuse of public funds, bureaucratic
inefficiency, and declining public trust in healthcare institutions, particularly in
developing and transitional countries where governance structures are still evolving.

Transparency in auditing improves institutional openness and public confidence,
while independence ensures objective oversight free from political or managerial
influence. Integrity, meanwhile, represents an ethical foundation that reinforces
public trust in governance systems. Therefore, examining transparency,
independence, and integrity in internal audit practices contributes to broader
discussions regarding governance reform, institutional legitimacy, and sustainable
social welfare administration in developing-country contexts.

Research Method

The objectives of this study are as follows: (1) To prove and analyze the effect of
transparency on internal audit quality, (2) To prove and analyze the effect of
independence on internal audit quality, (3) To prove and analyze integrity
moderating the effect of transparency on internal audit quality, (4) To prove and
analyze integrity moderating the effect of independence on internal audit quality.

H1: Transparency has a positive and significant effect on internal audit quality.
H2: Independence has a positive and significant effect on internal audit quality.
H3: Integrity moderates the effect of transparency on internal audit quality.

H4: Integrity moderates the effect of independence on internal audit quality.

Integrity
4

Transparency H3 H1

(X1)

Internal Audit Quality
H4 -
(Y)

Independence %

(X2)

Figure 1. Conceptual Framework
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Data Collection

The population and sample of this study comprised regional general hospitals
(RSUDs) in North Sumatra Province, across 33 districts/cities and 36 RSUDs. Of the
353 questionnaires distributed, 320 were returned with data meeting the analysis
criteria, yielding a response rate of 91%. This study is causal. The purpose of this type
of study is to identify facts or events as dependent variables and investigate the
influencing variables as independent variables. Because this study is qualitative and
explanatory research, the instrument used to collect the necessary information is a
questionnaire. The measurements obtained were used on an ordinal scale with the
Likert method. The Likert scale in this study aimed to elicit responses indicating the
extent to which individuals felt positive or negative about the topic being studied. The

table below shows the measurements for each variable:

Table 1. Measurement for each variable

Variable Definition Indicator Scale
Internal Audit A reflection of the internal 1. Objectivity and Likert
Quality audit function consistently autonomy

providing significant added :
value and helping the 2. Competence Likert
organization achieve its T3 0o e with  Likert
ob]ectn./e.s more effectively standards
and efficiently.
4. C icati f Likert
(Hanskamp-Sebregts et al, | ommupication o Heer
audit results
2020)
5. Follow-up Likert
monitoring (Kaawaase
et al,, 2021; Nalukenge
etal, 2022)
Transparenc  Transparency is a principle 1. Transparency of the Likert
y that requires all activities, audit process
decisions, and infi tion, - -
CCIsions, and nrormation, = Openness of audit Likert
especially those related to i .
. information (Kabir etal.,
the use of public resources,
. 2022)
to be communicated openly,
honestly, and in a manner
accessible to the public.
(Roelofs, 2019)
Independenc Independence is one of the 1. Program Likert
e main principles of good independence
corporate governance, — :
meaning that the board of 2 Investigation  Likert
o .. independence
commissioners, audit
committee, and other
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corporate bodies must be (Prabowo & Suhartini,
free from managerial or 2021)

other influences that could

reduce their ability to act

objectively in the best

interests of the company

and prevent the abuse of

authority.

(Nugraha &  Syafdinal,
2021).

Data Analysis

The data analysis in this study uses Structural Equation Modeling (SEM). The data
processing tool in the equation model in this study uses Partial Least Squares (PLS).
PLS-SEM was selected because it is suitable for examining complex relationships
involving moderating variables and for predicting latent constructs within
governance and organizational research contexts. The PLS model is evaluated by
assessing the outer and inner models. The outer model is a measurement model that
predicts the relationships among indicators, their latent variables, and the estimated
parameters. In contrast, the inner model is a structural model that predicts the causal
relationships among latent variables (Sekaran & Bougie, 2016).

Next, an inner model analysis is performed to ensure the structural model is robust
and accurate. The inner model evaluation can be assessed using the coefficient of
determination (R2), Predictive Relevance (Q2), and Goodness-of-Fit Index (GoF)
(Ghozali, 2020). Hypothesis testing is done by examining the probability and the t-
statistic. The p-value is less than 0.05, the alpha level. The t-Table value for alpha 5%
is 1.96. Thus, the criterion for accepting the hypothesis is that the t-statistic is greater
than the t-value from the t-table.

Ethical Consideration

This study adhered to ethical research principles throughout the data collection and
analysis processes. Participation in the study was voluntary, and all respondents were
informed about the purpose of the research before completing the questionnaire.
Informed consent was obtained from participants, and respondents were assured
that their responses would remain confidential and used solely for academic research
purposes. No personal identifiers were disclosed in the analysis or reporting of
findings. Institutional permission to conduct the study was obtained from the relevant
public hospital authorities in North Sumatra Province. The study was conducted in
accordance with principles of research integrity, anonymity, confidentiality, and
professional ethics in social science research.
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Results

Convergent validity is part of a measurement model referred to as confirmatory factor
analysis (CFA) in covariance-based SEM and as an external code in SWM-PLS. To
determine whether the measurement model or outer model meets the convergent
validity requirements for reflective constructs, two criteria are used: a significant P
value (< 0.05) and loadings must be greater than 0.7. However, especially for newly
created questionnaires, the requirement for loadings exceeding 0.7 is sometimes not
met. Therefore, outer loadings in the range of 0.40 to 0.70 should be considered for
retention. It is recommended that indicators with loadings below 0.40 be removed
from the model. The impact of removing indicators with loadings between 0.40 and
0.70 must be assessed in relation to composite reliability and average extracted
variance (AVE). If removing these indicators increases the AVE and composite
reliability beyond the threshold values, they can be removed provided the outer
loadings are in the range of 0.40 to 0.70. The thresholds for composite reliability and
AVE are 0.70 and 0.50, respectively.

Based on the outer loading validity test shown figure 2 and table 2, all outer loading
values are > 0.7, indicating they meet the validity criteria. After that, a validity test
was conducted using the average variance extracted (AVE) value.

Table 2. Validity measurement based on average variance extracted (AVE)

Average variance extracted

(AVE)
Indepedence (X2) 0,780
Integrity (Z) 0,861
Internal Audit Quality
) 0,932
Transparency (X1) 0,921

The recommended threshold for AVE is above 0.5. All AVE values were found to be >
0.5, indicating that the validity criteria based on AVE were met. Next, reliability
testing was conducted using composite reliability (CR) values.

Table 3. Reliability testing based on Composite Reliability (CR)

Composite reliability
(rho_c)

Indepedence (X2) 0,966

Integrity (Z) 0,987

Internal Audit Quality (Y) 0,996

Transparency (X1) 0,991
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Table 4. Path coefficient test & significance of effect

Sample  Standard

Original mean deviation T statistics P
sample (0) (M) (STDEV) (JO/STDEV|) wvalues
Indepedence ->
Internal Audit
Quality 0,326 0,328 0,064 5,078 0,000
Integrity ->
Internal Audit
Quality 0,133 0,135 0,048 2,793 0,003
Transparency ->
Internal  Audit
Quality 0,273 0,272 0,068 3,988 0,000
Integrity X
Transparency ->
Internal Audit
Quality -0,086 -0,083 0,080 1,065 0,144
Integrity X
Indepedensi  ->
Internal Audit
Quality 0,183 0,184 0,066 2,768 0,003

Based on the table, the results obtained are as follows:

Transparency (X1) has an effect on internal audit quality (Y) with a coefficient
value 0f 0.273 and is significant with a T-statistic of 3.988 > 1.647 and P-values
0f 0.000 < 0.05 (Hypothesis accepted)

Independence (X2) has an effect on internal audit quality (Y) with a coefficient
value of 0.326 and is significant with a T-statistic of 5.078 > 1.647 and P-values
0f 0.000 < 0.05 (Hypothesis accepted)

Integrity (Z) does not significantly moderate the effect of transparency (X1)
on internal audit quality (Y) with T-statistic = 1.065 < 1.647 and P-values
0.144 > 0.05 (Moderation hypothesis rejected)

Integrity (Z) significantly moderates the effect of independence (X2) on
internal audit quality (Y) with T-statistic = 2.768 > 1.647 and P-values 0.003
(Moderation hypothesis accepted).

Discussion

Based on the results in Table 4, which indicate that transparency has an original
sample value of 0.273, a t-statistic of 3.988, and a P-value of 0.000. Because the P-
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value is <0.05, hypothesis 1 is accepted. This shows that the quality of internal audits
at the North Sumatra Provincial Hospital is good. Theoretically, transparency is a key
pillar of public-sector organisational governance. This indicates that the more open
the audit process is, from planning to reporting, the higher the quality of the audit
results will be. At the North Sumatra Provincial Hospital, open access to data for
internal auditors enables a more in-depth verification process. These findings are in
line with (Alshamrani, 2023; Arso & Putro, 2022; Grose et al, 2023), where
transparency serves as an effective monitoring mechanism to ensure that
management works in accordance with the interests of the principal (government).

Next is independence, which is the lifeblood of the auditing profession. The
hypothesis results show an original sample value of 0.326, a t-statistic of 5.078, and a
P-value of 0.000. Considering that T>1.96 and P < 0.05, hypothesis 2 is accepted.
Independence has been proven to have a positive and significant effect on internal
audit quality. The coefficient of 0.326, the highest among the direct effects, indicates
that independence is the most dominant predictor of internal audit quality at the
North Sumatra Provincial Hospital. Hospital auditors who are free from managerial
pressure or practical political interests in the provincial environment will be able to
provide honest and objective opinions. These findings are in line with (Jayden, 2021;
Novatiani et al.,, 2018; Prabowo & Suhartini, 2021; Puspitasari et al.,, 2019), which
emphasise that internal audit quality does not only depend on technical capabilities
but also greatly depends on the extent to which auditors can maintain their
professional distance from the audited object.

In the first moderation effect test, the interaction between integrity and transparency
showed an original sample value of -0.086, a t-statistic of 1.065, and a P-value of 0.144.
Because the p-value is >0.05, hypothesis 3 is rejected. This means integrity cannot
moderate the relationship between transparency and internal audit quality.
Empirically, auditor integrity at the North Sumatra Provincial Hospital does not
function as a factor that strengthens or weakens the impact of transparency on
internal audit quality. This is likely because transparency in government institutions
has been rigidly regulated through a bureaucratic system and digital standard
operating procedures (SOPs). When the transparency system runs automatically and
procedurally, the auditor’s personal integrity no longer has a significant interaction
effect on the quality of work results. Audit quality resulting from transparency is more
systematic than personalistic, meaning that, as long as the system is open to
whomever the auditor is (regardless of the level of individual integrity), the benefits
of transparency on audit quality will remain constant.

The fourth hypothesis test examines whether integrity moderates the relationship
between independence and internal audit quality. The results show an original
sample value of 0.183, a t-statistic of 2.768, and a P-value of 0.003. Because the p-
value is <0.05, the fourth hypothesis is accepted. Integrity is proven to significantly
moderate and strengthen the influence of independence on internal audit quality. A
positive coefficient of 0.183 indicates that integrity acts as a reinforcing factor. At the
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North Sumatra Provincial Hospital, structural independence will have a much more
massive impact on audit quality if the auditor has high integrity. Independence
without integrity is a fragile position; an auditor may have structural freedom, but
without strong moral principles, he or she can still be tempted to compromise audit
quality. Conversely, when an honest and courageous auditor (one with integrity) is
appointed to an independent position, they will maximise that independence to
uncover the truth without compromise (Prabowo & Suhartini, 2021; Nugraha &
Syafdinal, 2021). This synergy between independence and integrity is what creates
superior audit quality.

The findings of this study should be interpreted not only within the technical
framework of internal auditing but also within broader discussions of public
governance and social welfare administration. The positive effects of transparency
and independence on internal audit quality indicate that accountable governance
mechanisms are essential for strengthening institutional trust in public healthcare
systems (Nunes et al., 2023; Oppong et al., 2023; Putri et al,, 2025; Singh et al., 2021).
In developing-country contexts, where public institutions often face challenges
related to bureaucratic inefficiency, political intervention, and corruption risks,
transparent and independent oversight systems become important instruments for
ensuring fair and reliable public service delivery. These findings are consistent with
international studies emphasizing that governance quality directly influences public
confidence in healthcare and other welfare institutions (Helliwell et al., 2018; Klomp
& De Haan, 2008; Rockers et al., 2012; Sirag et al., 2017; Svallfors, 2013). Research
conducted in various developing and transitional countries has similarly shown that
transparent governance practices contribute to stronger institutional legitimacy,
reduced misuse of public resources, and improved public accountability (Birdayanthi
et al,, 2025; Bughory et al, 2026; Mendoza Reyna et al., 2024; Surjono, 2022).
Furthermore, the moderating role of integrity in strengthening the relationship
between independence and audit quality highlights the importance of ethical values
in governance systems. Structural independence alone is insufficient if not supported
by moral responsibility and professional integrity.

From a social policy perspective, this study suggests that improving governance
mechanisms in public hospitals can contribute to broader social welfare outcomes by
enhancing institutional credibility and strengthening public confidence in healthcare
administration. Thus, the North Sumatra case should not be viewed as an isolated
regional phenomenon, but rather as part of wider governance challenges faced by
many public-sector institutions across developing societies.

Conclusion

The results indicate that audit quality does not stand alone; it is generated by the
interaction between a strong formal system and the auditor’s personal integrity. Data
analysis reveals that transparency and independence have a positive, significant
impact on audit quality. Within the context of agency theory, transparency and
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independence serve as efficient control mechanisms to reduce information
asymmetry between hospital management and leadership, thereby ensuring that all
operational processes are carried out in accordance with public accountability
standards.

A key finding of this study is that integrity can act as both a moderating variable and
a dependent variable. Integrity has been shown to enhance the impact of
independence on internal audit quality substantially. Self-efficacy theory posits that
integrity is an internal strength that helps auditors feel more confident in their ability
to remain objective. Independence gives auditors the freedom to work in any manner
they choose, but integrity ensures they have the moral courage to exercise that
freedom to report their findings honestly. Integrity and independence work together
to protect.

This study ultimately demonstrates that internal audit governance in public
healthcare institutions should not be viewed solely as a technical administrative
process, but as part of a broader social governance framework that influences public
trust, institutional legitimacy, and the effectiveness of social welfare delivery. The
findings highlight the importance of integrating transparency, independence, and
ethical integrity into governance systems to support accountable and sustainable
public service administration, particularly in developing-country contexts where
institutional trust remains a critical social challenge.
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