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Abstract: Internal auditors add value by helping commercial
banks achieve their tactical and strategic objectives. They provide
useful assurance, identify competitive advantages, protect bank
assets, act as a third line of defense, and ensure effective banking
performance. In this regard, the article proposes approaches to
measure the impact of internal audit on banking performance and
assess the impact of internal audit on the progress of commercial
banks.
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Research aims: provide comments on how to measure the
impact of internal audit on the performance of commercial banks.

Research novelty: a methodology has been proposed for
measuring the performance of internal audit activities in
commercial banks.
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Introduction

It is appropriate to compare the actions of a car mechanic with
the activities of an internal auditor. When a driver buys a car from
the mark(et and tries to be sure, that everything is in order with the
car before setting off on the road, he does not rely on the seller's
verbal assurances, that the car is in good condition, but turns to a
third impartial party - a car mechanic, who inspects the car at a
technical service point, as a result of which he aims to identify
malfunctions that will be risky when operating the car on the roads,
and then, taking action, promptly eliminates them. Moreover,
during the technical inspection, an experienced car mechanic also
tries to suggest ways that will be aimed at improving the operation
of the car and will increase its competitiveness and additional safety
during road traffic (Tshughuryan, A., Mnatsakanyan H., Grigoryan,
L. 2025).

Therefore, as a result-generating activity, the work of an auto
mechanic leads not only to the safe operation of the car, but also to
improved conditions, which is visible, but difficult to implement in
terms of measurability. The same applies to the result-generating
activity of internal audit, the measurability of which is a major
problem in the banking system, but it is obvious that throw to the
organization of internal audit, banking work is improved, progress
is recorded in the field of competitiveness and sustainable
development (Indah Mursyida 2023).

Research results
As a third line of defense, internal auditors provide banks with

confidence that risks are under control. They also provide
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assurance that the bank’s approach to risk and control is based on
sound processes that ensure objectivity and consistency. In today’s
changing market environment, where new risks are constantly
emerging, it is essential to have a flexible and proactive control
system that can respond to risks facing financial institutions in a
timely manner and contribute to the stability of the banking system.
In the banking sector, internal auditors are in a key position to
identify weaknesses and gain a broader picture of the situation, as
well as to spot warning signs and gaps that bank employees may
not even notice. By communicating their findings, they help
management make the best decisions. Moreover, competitive
advantages are identified during internal audit and as a result of
the realization of these opportunities, internal audit acts as a driving
force for banks to be in a better position, which, by the way, faces
the problem of practical measurability (Hovsepyan H. 2020).

If new consumer protection guidelines are introduced, the
internal audit function can help a commercial bank prepare in a
way that protects both the consumer and the quality standards of
their services RA Law "On Internal Audit" (2010). This ensures that
there are no disruptions in the provision of banking services, which
can improve customer satisfaction and help increase the
attractiveness of the bank by ensuring additional customer
engagement, which can act as a performance indicator for internal
audit.

While the board of directors is responsible for corporate
governance, internal auditors can support improvements in the
culture of governance (Khachatryan N. 2024). They do this by
providing objective assurance and insight into how well an
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organization’s risk management, internal controls, and governance
processes are working. Internal audit may also review areas such
as a company’s corporate culture, sustainability, cybersecurity, and
other major business risks. In doing so, the internal audit function
helps to ensure that corporate governance is as effective as
possible. And here again, the challenge arises of measuring that
effectiveness and assessing the potential added value that the
internal audit function can provide. The ability of internal auditors
to provide this value depends on how competent they are to
perform their work effectively. Thanks to modern technology,
internal audit departments can gain real-time confidence and a
360-degree view of audit activity, helping them make their audits
more effective, transparent, and risk-aligned (Zeitouny, H. 2012).

In addition to their responsibility for assessing internal controls
and making recommendations, internal auditors’ skills in risk
management and their broad perspective on the organization
uniquely position them as a valuable resource for strong corporate
governance.

As a result, senior managers and boards of informed banks rely
on internal auditors for advice on everything from transaction
analysis and risk assessment to recommendations for improving
corporate governance. Moreover, internal audit professionals are
increasingly challenged to apply their expertise to a much broader
range of objectives than ever before, such as evaluating emerging
technologies, detecting and preventing fraud through digital
transformation, analyzing the effectiveness of policies and
procedures, and identifying opportunities to save money for the
organization’s stakeholders. It is also important to note that internal
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audit functions that are focused on delivering results should be
closely aligned with business management to identify opportunities
for business process improvement, cycle time reduction, and cost
savings. In this regard, a value-adding internal audit function
engages subject matter experts who can bring new perspectives and
industry best practices to the organization’s progress (Khachatryan
N., Khachatryan K. 2025).

Thus, the result-making activity of internal audit is multi-vector
and multi-content, which in turn creates practical difficulties in
measuring the impact of audit functions on the increase in the
results of commercial banks (Eulerich A. K., & Eulerich M. 2020).
We believe that this problem can be solved by using key indicators
of progress in the field of internal audit activities (KPIs). That is,
internal audit should first of all conduct a self-assessment of its
capabilities, clarify its capabilities in the field of progress in the field
of commercial bank activities, defining KPIs for this purpose. Then,
by the actual performance of the defined KPls, it will be possible to
measure the impact of internal audit on the increase in the results
of the organization. Thus, we propose to define the key indicators
of progress of internal audit in three groups: protection of
accumulated results, modernization of accumulated results,
progress in the competitiveness of results (see Table 1). Then, key
indicators of progress are defined for the self-assessment of
internal audit. In other words, internal audit poses the question of
how much it can contribute to the protection of banking assets and
the reduction of financial and cybersecurity risks during the
reporting period.
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Table 1. Performance of key indicators of progress for internal
audit activities in the banking system?

Key indicators of progress Targ- | Acqui- | Devia-
eting sition | tion
ratio

Accumulated results Protection | a

Credit Risk Reduction a 5% 4% 0,8
Cybersecurity Risk Reduction a 6% 3% 0,5
Operational Risk Reduction as 4% 3% 0,75
Compliance Risk Reduction a4 7% 5% 0,71
Defense subindex la=
0,69
Modernization of accumulated b
results
Improvement of capital quality b 8% 6% 0,75
Improvement of management | b, | 15% 12% 0,8
culture
Improvement of accountability b | 10% 8% 0,8
Improvement of advice submission | bs | 18% 16% 0,89
Modernization sub-index Ib
=0,81
Competitiveness progress c

Investment  growth in  ESG | ¢ 15% 1% 0,73
principles

Corporate responsibility growth C 12% 7% 0,58
Financial and economic standards | c3 6% 4% 0,67
growth
Business reputation growth Cs 5% 5% 1,0
Customer satisfaction growth Cs 25% 20% 0,8
Progress sub-index lc=
0,76
Key Performance Index I=laxlbxlc=0,425

* Created by the author
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However, internal audit does not limit its result-making activities
to this only and moves on to activities that support the
modernization of the accumulated results of the commercial bank's
activities (see Table 1). To this end, the task is set to record progress
in the areas of improving management culture, accountability, and
consulting, which are also assessed by key performance indicators.

Finally, internal audit self-assesses its capabilities that
contribute to improving the competitiveness of a commercial bank
in the areas of corporate social responsibility, growth of business
reputation, and growth of customer satisfaction, for which key
performance indicators are also defined in advance.

After defining the KPlIs, their actual performance is assessed,
as a result of which the degree of performance of the key
performance indicator is recorded in the form of coefficients of
deviation of actual achievements from goals (see Table 1).
Moreover, the closer the deviation coefficients are to 1.0, the higher
the internal audit's productive activity is assessed for this indicator.

Thus, we propose to make the productive activity of internal
audit measurable by an aggregate index consisting of the product
of three sub-indices.

I=laxlbxlc

Each sub-index is calculated by the arithmetic mean of the
coefficient deviations calculated for the components included in it.
Thus, it becomes clear from Table 1, that in the reporting period,
the role of internal audit on the productive activity of a commercial
bank was most successful in the areas of modernization of
accumulated resources, since the |b sub-index exceeded the other
la and Ic sub-indices in its magnitude.
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Figure 1. The proposed cycle for measuring the impact of internal
audit on increasing the performance of the banking system*

Therefore, in such a situation, the internal audit should set itself
the task of subsequently improving the protective and progressive
measures in order to achieve the necessary results in terms of the

performance of the KPIs defined for them.

Conclusion

Thus, for the purpose of measuring the value of internal audit
in the banking system, we propose a cyclical option using the

following cycle (see Figure .1):

First of all, internal audit clarifies the most important centers of
banking activity that have performance characteristics. The goal is

* Created by the author
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to focus internal audit resources on the activities and studies of the
centers of formation of key banking results.

Second, by recording the centers of banking performance,
internal audit provides self-assessments of its capabilities in them
and defines key indicators of progress, the level of accessibility of
which characterizes the performance-creating style of internal
audit.

Third, as a result of its activities, internal audit records the
achievement of the performance indicators, which serves as the
basis for measuring the impact of internal audit aimed at increasing
the performance of a commercial bank through the corresponding
aggregate index.

Fourth, by analyzing the components of the aggregate index of
increasing performance, the weaknesses and strengths of the
internal audit's performance-generating activities are revealed, and
accordingly, adjustments are made by internal audit for the new
period of activities aimed at increasing the performance of a
commercial bank.

Therefore, we propose to carry out the measurement of the
impact of internal audit aimed at increasing the performance of the
banking system on a continuous basis, introducing a progressive,
cyclical approach to this process (see Figure 1).
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Lerehrt UNhhSh UNd6LUUSEND AUPNRUTLEN P
<hULURLAPPLENE AULUUSHPL LU WLWUNSNRU

2nihinw Lwjwjw
Lwjwuwnwup whnwlywu inunbuwghnwywu hwdwjuwpwu
wuwhpwuwn

Pwuwih pwnbp - ubippht wninhn, wnlunpwiht pwuybp,
KPls,  wninhnph  wqgnbgnigjwu  swihnwdubip,  wninhwnp
wnryntuwybwnnip)ntu

Lbtippht wninphinnputipt wpdtip Gu wybjwugunid, odwu-
nwybiny wnbwpwhu pwuybppt hwuubiint hptug dwpunw-
qupwywu b nwgiwjwpwlwt tywunwlwnpnwubphu: Lpwup
wpwdwnpnwd Gu ogunwywp hwywuwmhwgnudubp, pwugwhwy-
wnnwd dpgwygwiht wnwybinueniuutip, ywonwwunwd Gu pwu-
Ywjhu wywnpyutipp, hwunbu Gu quihu npwbu Wwonwwuwlwu
Gppnpn ghd L Gpwptuwynpnud GU pwulwihtu gnpdh wprynt-
twybn Yuwwnwpnnuywunyenit: L<Gnbwpwn, hhduwfuunhp &
dwagnud, b huswbiu swiht] ubippht wninhnh wprynitupuntind
wanbignyeniup pwuwihtu gnpdniubingejwu Yypw b qguwhwunt
ubipphtu wninhinp htimbwupubipp wnlwnpwihu pwulbph gnpént-
ubinypjwu wnwopupwgh Yypw:

<nnywond  wnwownyynd £ pwulwiht hwdwwpgnid
ubppht  wninhnp  wpdbipwuwnbng  swihnwdubph  bwywwnwyny
2nowthnyuyh wwppbipwy’ Yhpwnbing - htnbyw)  wwppbipw-
2nguitip:
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Luwfu b wnwy, ubppht wninhunp hunwybigunud £ pwulwjphu
ghponwubinygwu wju Ywpunpwgnyu  YGuwnpnuubpp, npnup
wpryniupwuwnbind puniypwagphsubp niubu: Lwywwwyp delu £
ytunpnuwgub ubpphu  wninhnh  nGunippuubpp pwulwhu
wnwugpwjpu  wpryntupubiph duwynpdwtu  YGuwnpnuubiph
gnpontubinyejwu U nwunwuwuhpnieniuutiph Yypw:

Gpypnpn, wpdwuwgpbind pwulwihu  wpryntupwuntind
gnpéniubinywu  YGunpnuubpp, ubippht  wninhunp  hupuw-
quwhwwnwlwuubp £ wwhu npwugnd hp gnpdnnnipniuutinp
huwpwynpnigyniuubipph gdnd U uwhdwunwd £ wnwopupwgh
wnwugpwihu gnighsubip, npnug hwuwubijhnigjwt dwlwpnwlyu
EL punpnaynud £ ubpphu wninhinp wprynipwunbing gnp-
otijwnép:

Gppnpn, - ubippht wninhip hp o gnpdnnnuegniuiiph - wip-
ryntupnid wpdwuwgpnd £ wnwepupwgh wnwugpwihtu gnt-
ghsutiph ywwwpnnwywuh hwuwubijhniejniup, npu £ hhdp &
hwunhuwunw wnnpwiht pwuyh gnpdniubinyEjwu wpryniuph
dtdwgdwut ninnwd ubippht wninhunph wgnbigniejwu swihdwu
hwdwp' hwdwwwwnwufuwu wagpbiquunwihu hunbpuh dhongny:

Cun  npnw, pwllwht  hwdwlwpgh gnpdniubiniejuu
wpryntuph  dGdwgdwuu  ninnywd ubppht wninhwnp  wqnb-
gnipjwu swihnwubpp wnwowpyynud £ hpwlwuwgub| wupun-
hwwniegjwu  uygpniupnd'  wyn  gnpdpupwght  hwnnpnbiny
wnwopupwghu dhinywd 2powithniwihtu dninbignid:
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