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Abstract: Corruption poses a significant challenge to economic development and governance world-
wide, with its detrimental effects permeating various levels of society. In the context of Greece,
where corruption has been a longstanding issue, the role of internal audit mechanisms within local
government organizations (LGOs) emerges as paramount. This paper presents a comprehensive
analysis of the internal control landscape within LGO revenue departments, focusing on factors
influencing its effectiveness and proposing strategies for improvement. Drawing upon survey data
and regression analyses, this study highlights the crucial role of robust internal control mechanisms in
combating corruption and fostering economic development. The findings underscore the importance
of competent personnel, legislative compliance, interdepartmental collaboration, and technology
utilization in enhancing internal control practices. Despite existing legislation, gaps in internal
control implementation persist, including understaffing, inadequate procedures, and limited access to
information. This study emphasizes the transformative potential of effective internal audit measures
in mitigating corruption at the local level, thereby contributing to broader economic growth and
societal well-being. Recommendations for strengthening the internal control structures within LGOs
include the formal establishment of internal audit functions, adherence to professional standards,
and the promotion of information system utilization. By addressing the corruption and inefficiencies
within LGOs, this research underscores the pivotal role of institutional effectiveness in promoting
transparency, accountability, and sustainable economic progress.

Keywords: internal audit; public administration; financial fraud; corruption; local government

1. Introduction

In times of global crises, the specter of financial fraud and corruption in public ad-
ministration looms large, reaching alarming proportions during periods of turmoil. The
Hellenic Republic, navigating a tumultuous landscape marked by successive crises since
2010—ranging from the debt crisis and the reverberations of the COVID-19 pandemic
to unfolding geopolitical events—has encountered unprecedented challenges. Against
this backdrop, the study at hand delves into the critical arena of the internal audit, recog-
nizing its pivotal role in combating corruption and fortifying the effectiveness of public
administration.

The effectiveness of internal control mechanisms within local government revenue
departments is significantly challenged due to fragmented procedures, inadequate human
resources, and deficiencies in internal audit practices. These issues potentially hinder
financial transparency and operational efficiency, raising concerns about the integrity
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of financial operations. To address these challenges and enhance the effectiveness of
internal control mechanisms, it is imperative to thoroughly investigate the impact of
the fragmentation of these control procedures, the inadequate human resources, and
the deficiencies in internal audit practices on the overall effectiveness of the internal
control within local government revenue departments. By understanding the extent of
these challenges and their implications, strategies can be formulated and implemented
to improve financial transparency and operational efficiency, thereby strengthening the
governance framework within local government entities.

This study delves into the critical role of institutional frameworks, specifically fo-
cusing on local government revenue departments, in shaping economic development. It
examines how the efficacy of the internal controls and organizational structures within
these institutions can significantly influence the broader economic landscape.

This research specifically focuses on the evaluation of the recently implemented
internal audit institution at the local authority level in Greece. To methodically gauge
its effectiveness, we conducted two meticulously designed surveys in 2022, including 98
employees from various local authorities in the first survey and 117 employees in the
second. The systematic assessment undertaken in this study not only provides nuanced
insights into the unique challenges faced by Greece but also extends its purview to provide
broader implications for global economic development.

While the scope of this empirical study may seem narrow in comparison to the broader
themes mentioned in this paper, it does serve to address specific challenges faced by LGOs
in maintaining financial transparency and operational efficiency. The link between these
surveys and broader themes such as corruption, economic development, and crises lies
in their implications for the overall governance framework within LGOs. By examining
the intricacies of revenue control and the effectiveness of internal control systems, the
study seeks to shed light on the factors influencing financial transparency and operational
efficiency, which are crucial for addressing issues related to corruption, fostering economic
development, and navigating crises within LGOs. Thus, while this empirical study may
seem focused on specific questions, its findings have implications for the broader themes
introduced in this section, thereby contributing to a deeper understanding of the challenges
and opportunities facing LGOs in the context of governance and economic development.

As the deleterious effects of financial misconduct continue to impede economic
progress, our findings cast a spotlight on the potential impact of robust internal audit
measures in mitigating corruption. Beyond mere oversight, the enhancement of the pub-
lic administration efficiency through these measures emerges as a catalyst, fostering an
environment conducive to sustainable economic growth. In a world grappling with mul-
tifaceted challenges, the outcomes of our study assume practical significance, offering
valuable insights for the design and implementation of antifraud policy measures.

Moreover, by honing in on the local level, our findings contribute substantively to the
broader discourse on economic development. They underscore the indispensable role of
institutional effectiveness in championing transparency and accountability and, ultimately,
in paving the way for sustainable economic progress. Through this exploration of the
intricate interplay between internal audit, corruption mitigation, and economic growth, our
study seeks to inform and guide initiatives aimed at fortifying the foundations of robust
governance globally.

As we navigate the intricate landscape of the internal audit within Greek local gov-
ernment, this study unfolds in subsequent sections. First, it delves into the historical
and contextual background, exploring the key literature on internal control challenges.
Then, the methodological framework is outlined, encompassing the survey design and
data analysis. Accordingly, the survey results are revealed and discussed, shedding light
on human resources, legislative impacts, and collaboration dynamics. Finally, practical
recommendations and conclusions are offered, paving the way for future research on and
interventions in the realm of internal control effectiveness.



Economies 2024, 12, 78 3 of 21

2. Literature Review

Addressing the evolving societal and political transformations, the literature un-
derscores the importance of internal control as a management tool that is vital for local
government organizations (LGOs), especially in the midst of technological, political, regu-
latory, and economic changes. In particular, internal control, deemed crucial by Jorge and
Costa (2009), serves as a management tool that is particularly vital amid the technological,
political, regulatory, and economic changes affecting LGOs. Drogalas et al. (2015) stress
its dynamic nature and the absence of a consensus on the most effective framework. The
Government Finance Officers Association of the United States and Canada (2020) advocates
a formal internal audit function in high-risk activities, urging its consideration, even if this
audit is not independent.

Simultaneously, global economic crises amplify the relevance of internal control in
organizational settings. Organizations navigate financial complexity, regulatory demands,
and technological advancements, with crises heightening the focus on corporate gover-
nance. LGOs face revenue challenges influenced by economic, technological, and demo-
graphic shifts. With decreased state funding and increasing demands for quality services,
internal control emerges as a key tool in optimizing the revenue flows for autonomous
municipalities.

Finally, the United Nations emphasizes the role of local government in protecting
human rights. Local governments are considered crucial in delivering and securing human
rights, and their role has been further underscored by the COVID-19 pandemic. The text
mentions the concept of “Human Rights Cities” (United Nations 2019) and the World Cities
Human Rights Forum as important events for fostering dialogue and sharing experiences
between local governments, civil society organizations, and other international actors in
promoting human rights.

As we shift our focus from the broader challenges confronting LGOs worldwide to
a more specific examination of the Greek context, it becomes imperative to delve into the
unique landscape within which Greek LGOs operate. In this section, we will specifically
concentrate on LGOs in Greece, exploring the legal and constitutional framework that
governs their operations under Laws 3852/2010 and 4555/2018. By doing so, we aim to
provide a nuanced understanding of the intricacies and distinctive factors shaping the
internal control landscape in Greek LGOs. The Greek Constitution outlines the role of
LGOs, emphasizing their administrative and financial autonomy. It also discusses the
models of local government governance and the modern role of LGOs in addressing market
and government failures.

The role of LGOs in promoting sustainable development, especially in environmental
matters, is explored. Four roles that LGOs play in sustainability—Minimalist, Implementer,
Entrepreneur, and Regional Champion—are discussed. LGOs in Greece participating in
the Sustainable Greece 2020 initiative (Sustainable Greece 2022) are highlighted.

Local government revenues in Greece are governed by Law 1828/1989 and the Code
of Municipalities and Communities No. 3463/2006. Local government revenues are
categorized into regular and extraordinary, encompassing various sources, such as property
taxes, compensatory fees, royalties, and income from loans and donations. The traditional
theory of fiscal federalism emphasizes a limited tax base for local governments, primarily
relying on property tax. Reforms aimed at streamlining local government taxes may lead
to revenue losses, as seen in the example of Tanzania.

LGOs play a crucial role in fostering both political engagement and socio-economic
growth within their communities (Akudugu 2012). These entities are tasked with the impor-
tant mission of driving development, a goal that inherently requires substantial financial
resources. As noted by Baltaci and Yilmaz (2006), the effectiveness of local governments in
fulfilling their roles largely hinges on the extent of the fiscal or financial decentralization
they experience. Recognizing the financial demands of these developmental objectives,
central governments in various countries regularly allocate funds to local authorities to em-
power them to perform their duties. Moreover, district assemblies are legally empowered
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to generate revenue locally to supplement these central transfers. To ensure the efficient
use of these funds, the principle of fiscal decentralization is closely tied to accountability
measures. It is argued that without strict accountability from local government officials
regarding the use of financial resources, the anticipated benefits of fiscal decentralization
are unlikely to materialize.

Internal control units have become increasingly critical in the public sector, driven by
the need to safeguard public interest and preserve government assets. This emphasis largely
mirrors the significance of public funds, which are fundamental to a country’s stability
and prosperity. As a result, internal control units have emerged as the primary safeguard
for protecting and managing government assets. They play a crucial role in preventing
manipulation and corruption, which are common challenges within the government sector
(Al-Hawatmeh and Al-Hawatmeh 2016). Internal control adds significant value to LGOs by
monitoring risks, identifying control weaknesses, facilitating enterprise risk management,
and contributing to the development and enhancement of corporate culture (Goodwin and
Yeo 2001; Sarens and De Beelde 2006; Arena and Azzone 2009; Eulerich and Eulerich 2020).

While enhancing the efficiency of carrying out public duties in entities in the public
finance sector is important, management control remains critical. This concept encompasses
a range of activities designed to ensure that goals and tasks are achieved legally, effectively,
economically, and on time. A key component within the management control framework is
the internal audit. This involves independent advisory and verification efforts aimed at
improving the organization’s operations and delivering additional value. The significance
of internal auditing experienced a notable increase following recent legislation. According
to the updated legislation, internal auditing now predominantly focuses on evaluating the
management control system’s performance, shifting away from the traditional emphasis
on financial control, which was mainly concerned with the financial operations of an entity
(Gołębiowska et al. 2022).

An internal audit is an independent and objective assurance and consulting activity
designed to enhance organizational operations (The Institute of Chartered Accountants
of India 2019; Eulerich and Eulerich 2020). Its primary objectives include assessing the
accuracy and reliability of financial and business information, identifying and minimizing
risks, ensuring compliance with regulations and internal policies, and evaluating the
achievement of the organizational objectives (Pantelidis et al. 2011; Drogalas et al. 2012). It
adds value by systematically evaluating and improving the risk management, control, and
governance processes. The multifaceted nature of the internal audit is highlighted by its
involvement in areas such as internal control, risk management, resource utilization, legal
compliance, and management information systems (Kester et al. 2013; Vasilleiou et al. 2017;
Eriotis et al. 2019). This multi-layered contribution underscores the importance of internal
control in the effective functioning of LGOs.

The significance of the internal audit in LGOs cannot be overstated, especially consider-
ing its evolving role from merely ensuring financial compliance to significantly influencing
organizational effectiveness and change. Recent studies have shed light on how internal
audit functions not only provide critical oversight of financial practices but also drive
organizational learning and positive change within local governments (Handoyo 2024).

Roussy et al. (2020) presented a conceptual model that highlights the transformation of
the role of the internal audit from focusing solely on effectiveness to becoming a cornerstone
of organizational significance. This transition is achieved by leveraging the so-called
“effectiveness building blocks” that catalyze organizational learning, thereby fostering an
environment of continuous improvement and adaptation. The study emphasizes that an
internal audit should not only concentrate on its immediate tasks but should also aim at
creating a lasting impact on the organizational culture and operational excellence.

The internal audit is of paramount importance for local authorities in Greece, serving
as a critical tool for enhancing transparency, accountability, and governance effectiveness
within the public sector. As Greece grapples with the historical challenges related to corrup-
tion and financial mismanagement, the role of the internal audit is becoming increasingly
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pivotal in safeguarding public resources and ensuring the efficient delivery of services. The
internal audit function within local government organizations (LGOs) plays a multifaceted
role, encompassing the evaluation of financial controls, risk management processes, and
compliance with legal and regulatory frameworks (Ncgobo and Malefane 2017). Through
systematic reviews and assessments, internal auditors help identify weaknesses in internal
control systems, thereby enabling authorities to mitigate risks, prevent fraud, and optimize
their operational efficiency (Rosdini et al. 2019). Moreover, internal audit activities con-
tribute to enhancing the public trust and confidence in governmental institutions, which
are crucial for promoting citizen engagement and fostering socio-economic development
(Muchiri and Jagongo 2017). By adhering to professional standards and best practices,
internal audit functions in Greek LGOs can serve as indispensable mechanisms for pro-
moting good governance, integrity, and ethical conduct in public administration (Ayagre
2015). However, the absence of established, staffed, organized, and operationally effective
internal control units in the Greek public sector poses the risk of managerial issues, thereby
hindering the enhancement of the public sector’s efficiency and effectiveness (Toudas et al.
2024). Moreover, the quality of an internal audit is affected by various factors, such as
culture (Alzeban 2015), the audit reputation, and the independence of the moderating audit
(Avakian et al. 2023; Abbott et al. 2016).

It is noteworthy that the literature has recognized both the importance and role of
internal control in enhancing public administration efficiency, as supported by various
scholars (Enofe et al. 2013; Baharud-din et al. 2014; Ayagre 2015; Menza et al. 2019; Saeed
et al. 2020; Dwamena and Ofori 2021; Hamawandy et al. 2021). The present study highlights
challenges in revenue collection, including a poor administrative capacity, tax evasion,
corruption, and political pressure. Kounadeas et al. (2022) analyze the factors affecting tax
evasion in Greece. Martinez (2015) emphasizes the significance of accountability and good
governance in managing local government revenues.

In particular, we would like to underline the importance of internal auditing in public
organizations as a way to detect and reduce corruption. Corruption severely undermines
the development process, as it is negatively related to fiscal space (Katuka and Mudzingiri
2023), productivity (Borovic and Radicic 2023), and subjective well-being (Ma et al. 2022).
Jeppesen (2019) argues that “commercial and political corruption leads to misstatements
in the financial statements of both the corruption giver’s and the corruption receiver’s
organizations”. In addition, Asiedu and Deffor (2017), in their empirical study, conclude
that the “full implementation of Act 658, the size of the internal audit department and the
independence of the audit department significantly affect the effectiveness of the internal
audit function which impacts negatively on corruption”.

The reciprocal association between corruption and the quality of financial statements
within public organizations is nuanced. Beyond corruption, political pressure emerges as
a pivotal determinant influencing the standard of the financial reporting in such entities.
This intricate interplay is exemplified in the Canadian Sponsorship Program, as demon-
strated by Neu et al. (2013), who underscore how political considerations intricately shape,
permeate, and manifest in audit judgments. Further enriching the risk analysis, Brezis
(2023) stresses the significance of an “abuse of power”—a legal yet ethically questionable
phenomenon—in shaping the landscape of the potential risks and compromises associated
with financial statements. Moreover, Hall and O’Hare (2023) argue for a pronounced
temporal correlation, asserting that increased government revenue leads to a sustained
enhancement of governance. This observed virtuous circle suggests that additional govern-
ment revenue significantly impacts the achievement of the Sustainable Development Goals
beyond prior assessments.

In light of these challenges, empirical studies have been conducted to investigate the
practical implications and effectiveness of the internal control in various LGOs. However,
as Nerantzidis et al. (2022) mention, most of the studies “are single country–focused, and
particularly on emerging markets”. The fiscal health of a municipality has a profound
impact on the long-term economic trajectory of a region and stands as a pivotal instrument
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for the effective delivery of public services (Ali et al. 2007). However, the competence
of the human resources significantly impacts the quality of financial statements, thereby
emphasizing the pivotal role of human resource competency in elevating the standards of
local government financial reporting (Sumaryati et al. 2020).

Tackie et al. (2016) investigated the factors influencing the internal audit effectiveness
in the decentralized Ghanaian local government administrative systems. Focusing on the
Ashanti region, which harbors the largest number of Metropolitan, Municipal, and District
Assemblies (MMDAs) in Ghana’s structured local government system, the study revealed
that a majority of the internal audit staff in the Ashanti region possess the necessary
professional competence. Contrary to the perception of compromised audit quality in
the public sector, the research demonstrated a high standard of audit work, attributed to
compliance with both international auditing standards and local audit legislation. The study
identified professional competence, organizational independence, and career advancement
as factors with statistically significant positive relationships to internal audit effectiveness,
while top management support showed no effect on the internal audit effectiveness.

Papcunová et al. (2020) conducted a comparative analysis of the local government rev-
enue generation mechanisms in Slovakia and the Czech Republic, underscoring the reliance
on state revenues, particularly on tax-based sources. Yurniwati and Rizaldi (2015) delved
into the control environment within the government internal control system in Indonesia,
stressing the imperative of fostering a positive and transparent control environment for
successful implementation.

Examining West Java’s local governments, Rosdini et al. (2019) scrutinized the roles
of government internal auditors, emphasizing their effectiveness in risk management. In
Ghana, Akudugu (2012) focused on financial accountability at the local government level,
shedding light on the “who” aspect and the imperative of raising awareness regarding
financial management responsibilities.

Assessing the impact of the internal audit system on revenue collection in Uganda,
Okidi et al. (2021) found that control activities significantly influence revenue collection.
Eton et al. (2022) delved into the role of internal control in financial accountability in
Uganda’s Lira District, highlighting the significant effects of the control environment and
monitoring. Thyaka and Kavale (2021) evaluated the internal control system of the Kenyan
Revenue Authority, revealing positive significant effects on revenue collection.

Suwanda (2015) conducted a comprehensive examination of factors influencing the
quality of financial statements in Indonesian local governments. The study concluded
that the government accounting standards, human resource quality, internal control, or-
ganizational commitment, and IT utilization significantly impact the quality of financial
reports. Aswar et al. (2021) analyzed the impact of internal control, internal auditing, and
information technology on the financial statement quality in North Sumatera, Indonesia,
uncovering significant effects.

Muchiri and Jagongo (2017) explored the effect of corporate governance and audit
committees on the financial performance of a Kenyan government agency, underscoring
the importance of an independent and competent internal audit function. Linnas (2008)
scrutinized the internal control in small local government units in Estonia, arguing that an
internal audit operating without optimal integration may lack the capabilities to fulfill the
expected responsibilities, thereby hindering assistance to local decision-makers.

Sepsey (2011) delved into internal auditing in Hungary, highlighting the frequent
shortcomings in the implemented internal controls by local governments, leading to in-
effective management. Gyüre’s (2012) examination of the internal control in Hungarian
local government organizations revealed deficiencies in basic controls, incomplete asset
management decision processes, and an inadequate assessment of the financial risks.

Jorge and Costa (2009) studied the internal audit procedures in Portuguese munici-
palities, noting their absence due to a lack of technical and human resources. Christopher
et al. (2009) investigated the independence of the internal audit function in Australia,
identifying threats related to its relationship with management and the audit committee.
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Pilcher’s (2014) report on Australian local government emphasized the complexity and
risks introduced by internal audits, potentially leading to the manipulation of financial
figures.

Onumah and Krah (2012) delved into the role of the internal audit function in the
Ghanaian public sector, citing limitations such as low professional competence and in-
sufficient management support. Unegbu and Kida (2011) focused on internal audits in
Kano State, Nigeria, demonstrating its effectiveness in controlling fraud. Jones and Beattie
(2015) reported on local government councils’ compliance with internal control in Australia,
highlighting their reliance on guidelines for good governance.

In conclusion, the framework of internal control is integral to the governance and
operational success of the LGOs in Greece. Its multifunctional role and dynamic adaptation
to organizational changes underscore its significance in ensuring accountability, risk miti-
gation, and efficient resource utilization within LGOs. This study investigates the intricate
relationship between internal control and revenue management in LGOs, addressing fac-
tors such as organization, human resources, and information systems. This research aims
to provide insights into enhancing revenue processes and internal controls, acknowledging
the challenges, and proposing avenues for further exploration. It suggests that a reliance on
external revenue sources may diminish accountability improvements in local governments.
In the realm of LGOs in Greece, the framework of internal control plays a pivotal role in
ensuring effective governance, risk management, and operational efficiency.

3. Methodology

In this study, we employed a mixed-method approach to analyze the data collected
from two distinct sample surveys. Both surveys were conducted electronically in 2022 using
Google Forms, and anonymity was secured. Participants used the Likert scale to assess the
survey questions (presented in the Supplementary Material). The first survey focused on
revenue control within local government organizations (LGOs), involving 98 participants
employed in LGO revenue departments in 2022. The second survey evaluated the efficacy
of implementing an internal control system within LGOs, with 117 participants, including
officials from grades A and B of the LGOs, as well as decentralized administration officials.
The evidence obtained was synthesized to present a comprehensive analysis of the internal
control landscape in LGOs, focusing on factors influencing its effectiveness and proposing
strategies for improvement.

To elucidate the data, we employed both descriptive statistics and econometric meth-
ods, and specifically linear regression analysis. Descriptive statistics were utilized to pro-
vide a comprehensive overview of the survey responses, while linear regression analysis
allowed us to explore the relationships between the dependent variables, “revenue confir-
mation effectiveness” for the Revenue Control survey and “internal audit processes” for the
Internal Control System survey, and the independent variables identified in each survey.

Understanding the Variables

Internal audit serves as a management tool that informs and assists it. It intervenes to
examine a process or activity within the organization and provides a diagnosis that more
or less confirms its proper functioning, a prognosis to alert the responsible parties and the
central administration, and a remedy aimed at ensuring the organization’s interests, the
reliability of information, the effectiveness of actions, and competitiveness. The internal
auditors primarily listen, observe, and analyze. Then, they compile their observations
and make deductions to formulate solutions, essentially reconstructing the management.
Finally, they produce a report and distribute their findings (Gyüre 2012). Internal audit is
the control organized within the economic unit and conducted by its employees.

From a business perspective, adopting a strong and stable internal control system
prevents opacity, suspicion, and corruption (Drogalas et al. 2015). For public entities,
establishing an internal control framework, with respect to international standards and
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audit principles, strengthens fiscal consolidation, debt reduction, and the rationalization of
public spending (Asaolu et al. 2022).

Reforms in certain countries have opened up the public sector to scrutiny (Johnsen
2019). Especially in recent years, internal auditing has become a significant part of the
reforms implemented in many developing countries. This is attributed to its role in improv-
ing public services and contributing to sound governance (Alzeban and Gwilliam 2014).
Consequently, the impact and added value that internal auditing provides to organizations
have garnered attention in the public sector in recent years (Chang et al. 2019).

Internal auditing in local government organizations functions as an organized set
of control processes aimed at achieving effective operation, strategic objectives, and the
elimination of operational risks (Gramling et al. 2004).

The presence of an audit mechanism is deemed essential because, in Greece, corruption
in public administration is identified as a pervasive issue stemming from a dysfunctional
public sector (Zacharakis et al. 2017). Under these circumstances, the state apparatus is
highly inefficient and results in negative impacts at the economic and fiscal levels. Internal
audit services aim to ensure an organization’s transparency, offering protection to both
the interests of the management and the employees, while simultaneously facilitating the
process of external auditing (Papastathis 2014).

Following their research into some of the largest audit bodies in Greece, Lois et al.
(2020) attempted, among other objectives, to identify the factors that play a role in contin-
uous auditing and the techniques that assist in its implementation. Their research found
that it is crucial to adapt existing established procedures to the new digital era through
the digitization of processes and the creation of a digital control system that enhances the
protection of these processes.

Jeppesen (2019) analyzed the role and significance of various types of audits in relation
to corruption elimination. According to her findings, both commercial and political corrup-
tion introduce ambiguities into the financial data of both the private and public sectors. It
becomes clear, therefore, that audit standards must include corruption within the definition
of fraud if the audit is to be a significant part of the fight against corruption. Simultaneously,
to detect corruption in the most effective way, collaboration between auditors of private
and public organizations is deemed necessary, as well as the adoption of measures to
prevent corruption.

The independent variables considered in the Revenue Control survey included “rev-
enue department organization”; “human resources”; “legislation”; “collaboration”; “con-
trol”; and “use of information systems”. For the Internal Control System survey, the
independent variables comprised factors related to internal audit processes and organi-
zational components. Below, we provide the theoretical background for each variable to
contextualize our analysis within the existing literature:

Revenue department organization: The organization of the revenue departments
within local government organizations (LGOs) plays a crucial role in shaping their opera-
tional efficiencies and effectiveness. Studies such as Tu et al. (2023) have emphasized the
importance of the organizational structure in enhancing revenue collection and manage-
ment processes. Factors such as the size of the department, the clarity of staff duties, and the
level of cooperation with other municipal departments have been identified as significant
determinants of the revenue department performance (Kloot and Martin 2000; Simiyu
2012). Additionally, research by Mikeladze (2023) suggests that a well-defined organiza-
tional structure with clear lines of authority and responsibility is essential for promoting
transparency and accountability in the revenue management practices within LGOs;

Human resources: The quality and quantity of the human resources within LGOs have
been widely recognized as critical factors influencing their organizational effectiveness
and performance. Studies by Darnell et al. (2013) and Goodman et al. (2015) have high-
lighted the importance of recruiting and retaining skilled personnel in local government
departments to ensure the efficient delivery of public services. Furthermore, research by
Cohen (2010) suggests that investing in employee training and development programs can



Economies 2024, 12, 78 9 of 21

enhance the competency levels of staff members, thereby improving the overall organiza-
tional performance. Additionally, the allocation of sufficient human resources to revenue
departments is essential for ensuring timely and accurate financial reporting, as well as
compliance with regulatory requirements (Khan 2018);

Legislation: Compliance with legislation and regulatory requirements is fundamental
to the functioning of the revenue departments within LGOs. Research by Christiaens et al.
(2015) and Grembi et al. (2016) has emphasized the need for local government organizations
to comply with relevant laws and regulations governing revenue collection, expenditure,
and financial reporting. Legislative changes can have a significant impact on revenue
department operations and may necessitate adjustments to internal control processes and
procedures. Therefore, maintaining awareness of legislative developments and ensuring
compliance with legal requirements are essential aspects of effective revenue department
management within LGOs;

Collaboration: Collaboration between revenue departments and other municipal de-
partments, as well as with external stakeholders, is essential for promoting coordination
and synergy in local government operations. Studies by Ammons and Roenigk (2015) and
Lee (2019) have highlighted the benefits of interdepartmental collaboration in improving
the service delivery and resource utilization within LGOs. Furthermore, fostering partner-
ships with community organizations and private sector entities can enhance the revenue
generation and expand the resource bases of local governments. Therefore, promoting
a culture of collaboration and partnership is crucial for enhancing the effectiveness and
efficiency of the revenue department operations in LGOs;

Control: Effective control mechanisms are essential for ensuring accountability, transparency,
and compliance within the revenue departments of LGOs. Research by Baltaci and Yilmaz (2006)
and Yao et al. (2017) has emphasized the importance of implementing robust internal
control systems to mitigate risks and safeguard organizational assets. Control mechanisms,
such as the segregation of duties, authorization procedures, and regular monitoring and
supervision, are essential for preventing fraud, errors, and the mismanagement of resources
within revenue departments. Therefore, establishing and maintaining effective control
measures is critical for promoting the integrity and reliability of the financial operations
in LGOs.

Use of information systems: The utilization of information systems can significantly
enhance the efficiency and effectiveness of the revenue department operations within
LGOs. Research by Chen and Gant (2001), Kumta (2011), and Shaw (2012) has highlighted
the benefits of adopting modern technologies, such as enterprise-resource-planning (ERP)
systems and electronic payment platforms, in streamlining revenue collection, processing,
and reporting processes. Information systems enable real-time access to financial data, facil-
itate automated workflows, and enhance the decision-making capabilities within revenue
departments (Kamalahmadi and Parast 2016). Therefore, investing in information technol-
ogy infrastructure and promoting the use of digital solutions are essential strategies for
modernizing the revenue department operations and improving the overall organizational
performance in LGOs.

4. Results

The Results Section reveals a detailed analysis derived from the two distinct surveys
conducted in this study. The ensuing findings are presented through a combination of
descriptive statistics and econometric methods, with a specific focus on linear regression for
data elucidation. Our application of linear regression analyses aims at assessing the impact
of these factors on the planning and execution of the internal audit activities outlined in
each hypothesis. This multifaceted approach enhances the depth and robustness of our
investigation into the intricate dynamics of internal audit processes and their associations
with key organizational components.
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4.1. Revenue Control within LGOs
4.1.1. Descriptive Analysis of Survey Responses

The findings derived from the first survey reveal notable patterns in the organizational
structures and operational practices within the revenue departments of local government
organizations. A significant proportion of respondents, specifically 36.7%, indicated that
the majority of revenue departments consist of two–three employees, followed closely
by departments with four–five employees (32.7%), while a smaller percentage oversees
more extensive teams exceeding six individuals (30.6%). Furthermore, a moderate extent of
organizational clarity is observed, with 27.6% affirming the clear separation of staff duties
and a corresponding percentage acknowledging the recorded description of the job duties
within the revenue department.

Additionally, a noteworthy 29.6% of the respondents reported a limited recording
of the immovable property of the municipality, highlighting potential gaps in asset man-
agement. Disparities in perceptions emerged concerning the maintenance of the debtors
register, with 23.5% expressing no maintenance, and an equal percentage reporting robust
maintenance practices. The survey also underscores the significance of professional devel-
opment, as 25.5% indicated that revenue department employees participate extensively in
seminars related to their field.

Furthermore, opinions diverged on the sufficiency of the staffing levels within the
revenue departments, with 24.5% considering them moderately sufficient. Cooperation
and communication within and outside the municipality revealed varying degrees, such
as limited cooperation with the cash service (22.4%) and a lack of collaboration with other
municipal departments (24.5%). Additionally, respondents expressed differing perspectives
on the level of cooperation with the administration, ranging from “on a small scale” to
“too much”.

This study illuminates the intricacies of audit processes, revealing a small number
of collection audit updates by the Court of Auditors (27.6%). Conversely, the very large
number of considerations and implementations of the recommendations from Audit Re-
ports (22.4%) underscores a commitment to operational improvement. The findings also
shed light on the utilization of information systems, with 24.5% affirming a comprehensive
coverage of departmental needs. The certification of various revenue sources, including
real estate tax (TAP), municipal fees, and taxes on gross income, reflects varying degrees of
updates and adherence to procedural standards within the revenue departments.

4.1.2. Regression Analysis

The investigation employed both correlation tests with the Pearson coefficient and
linear regression analyses to explore the relationships between the dependent variable,
“revenue confirmation effectiveness”, and the independent variables, “revenue department
organization”, “human resources”, “legislation”, “collaboration”, “control”, and “use of
information systems”. These independent variables were derived from the averaged
responses to the questions within their respective areas.

The correlation analysis revealed a statistically significant negative correlation, at the
α = 0.01 level of significance, between the effectiveness of income certification and the use
of information systems. Specifically, the results indicated that, as the use of information
systems increases, the effectiveness of income certification tends to decrease.

The subsequent linear regression analysis, as summarized in Table 1 below, demon-
strated that the independent variables collectively explain only 10.3% of the variance in
the dependent variable. Notably, it was established that the use of information systems
emerged as a crucial determinant with a significant influence on the effectiveness of income
certification. This finding underscores the importance of information system utilization in
shaping the overall effectiveness of the revenue confirmation process, thereby highlighting
the need for further exploration and potential interventions in this domain.



Economies 2024, 12, 78 11 of 21

Table 1. Revenue control—model fit statistics and summary of regression analysis results.

R R2 Adjusted R2 Std. Error of the Estimate

0.322 0.103 0.044 0.55793

Unstandardized
Coefficients

Standardized
Coefficients

t Sig.
Beta Std.

Error Beta

(Constant) 3.529 0.574 6.146 0.000
Revenue Department Org. 0.022 0.090 0.025 0.248 0.804

Human Resources 0.052 0.058 0.090 0.889 0.376
Legislation −0.008 0.056 −0.015 −0.143 0.887

Collaboration −0.027 0.080 −0.035 −0.334 0.739
Control −0.020 0.059 −0.035 −0.341 0.734

Use of Information Systems −0.189 0.062 −0.308 −3.034 0.003

These findings collectively contribute to our understanding of the factors influencing
revenue confirmation effectiveness, suggesting the pivotal role of information systems due
to their observed significance.

4.2. Effectiveness of Internal Control within LGOs
4.2.1. Descriptive Analysis of Survey Responses

In the analysis of the findings from the second survey concerning the characteristics of
employers, it was observed that a predominant portion of participants, comprising 70%,
primarily hold positions in the first- and second-degree LGOs. Most respondents, at 29.9%,
are employed in sectors with 0–50 employees, while the highest hierarchical level in their
respective organizations is general management, as reported by 31.65% of the participants.
Diverging opinions emerged regarding the operation of the financial, administrative, tech-
nical, and legal service units based on the available resources, with varying proportions
indicating levels ranging from “very bad” to “very good” in each category.

A notable proportion, 63.2%, reported the absence of internal manuals and procedures
for use as management tools, while 94% affirmed the existence of internal circulars and
codes of ethics. Respondents expressed varying degrees of satisfaction with the hierarchical
approval processes and the determination of employee responsibilities. The absence
of a system for recording and managing complaints was acknowledged by 53% of the
participants. A majority, 61.55%, believed that the addition of a functional internal control
group to the organization would be of significant value. Additionally, 50.4% reported the
absence of job descriptions within their organizations.

Regarding the presence of an internal control group in local governments, the majority
(58.1%) indicated the absence of such units. Those with internal audit teams expressed
diverse perceptions of adequacy, with 25.6% perceiving excessive staffing. The average
number of staff for internal audit teams is approximately 11 employees. A noteworthy
53% of respondents reported limited access to their unit’s information by internal audit
teams. External partners are utilized in internal audit activities, according to 54.7% of
the participants. Concerns were raised about the sufficiency and consistency of internal
auditors, with 52.1% expressing reservations.

In the context of internal control implementation, the responses indicate the limited
execution of planned general controls (27.4%) and unscheduled general controls (27.4%).
Ad hoc audit controls are also infrequently conducted (26.5%). A majority, 53%, noted
the absence of procedures for preserving audit evidence. Similarly, 50.4% indicated the
lack of a designated supervisor for internal control plan execution. While procedures for
accepting findings and corrective action recommendations vary, a significant portion, 54.7%,
noted the absence of an annual report for internal audits conducted in the last three years.
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Furthermore, 51.3% reported a lack of monitoring progress in implementing improvement
actions resulting from the control process.

4.2.2. Regression Analysis

This study delves into a comprehensive examination of the following research hy-
potheses, aiming to elucidate the intricate relationships between internal audit processes
and various organizational components:

Hypothesis 1. Correlation Between Internal Audit and Key Processes.

There is a correlation between the internal audit and the processes of preserving
evidence and the audit results for subsequent actions, the designation of a supervisor by
the administration or a designated body for the execution of the internal audit plan, as
well as the processes of accepting findings and corrective action recommendations from
the audited agency;

Hypothesis 2. Dependencies of Planned General Audit.

The planned general audit depends on approved internal procedures for the operation
of the internal audit unit, approved internal procedures for determining the risks of the
organization, and a specific and approved risk management plan by the management;

Hypothesis 3. Dependencies of Unscheduled General Audit.

The unscheduled general audit depends on approved internal procedures for the
operation of the internal audit unit and for determining the risks of the organization, in
addition to a specific and approved risk management plan by the management;

Hypothesis 4. Dependencies of Ad Hoc Audit.

The ad hoc audit depends on approved internal procedures for the operation of the
internal control unit and for determining the risks of the organization, in addition to a
specific and approved risk management plan by the management.

We initiated our investigation by testing Hypothesis 1. Our analysis, utilizing the Pear-
son correlation coefficient, revealed a statistically significant positive correlation between
the unscheduled general audit and the presence of a documented supervisor designated
by the management for the execution of the internal audit plan (p < 0.05), as presented in
Table 2 below.

Subsequently, we extended our analysis, employing regression techniques to rigor-
ously assess Hypotheses 2–4. Evaluating Hypothesis 2, our findings, as presented in Table 3
below, indicate that the independent variables collectively account for only 2.7% of the
variability in the dependent variable. Furthermore, the absence of a statistically signifi-
cant linear relationship between the dependent variable and the independent variables is
observed (p = 0.377 > 0.05). This suggests that, in the context of planned general audits,
none of the considered variables emerges as a significant determining factor. The lack of
statistical significance underscores the complexity and potential multifaceted nature of the
factors influencing planned general controls within the organizational framework.

Continuing with the examination of Hypothesis 3, our regression analysis, as pre-
sented in Table 4 below, reveals that the independent variables explain only 0.2% of the
variability in the dependent variable. Additionally, upon evaluating the statistical signif-
icance of the variables, it is discerned that none of the considered variables emerges as
a significant determining factor of the unscheduled general audit (p-value > 0.05). This
lack of statistical significance emphasizes the intricate and potentially nuanced nature of
the factors influencing the occurrence of unscheduled general audits within the organi-
zational context. The limited explanatory power of the independent variables suggests
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that additional variables, perhaps not included here, may contribute to the dynamics of
unscheduled general audits.

Table 2. Correlations of variables.

Scheduled General
Audit

Unscheduled
General Audit Ad Hoc Audit

There is a procedure for safeguarding
the audit evidence and the results to be

used for subsequent actions.

Pearson Correlation −0.143 0.088 0.066

Sig. (2-tailed) 0.125 0.344 0.481

N 117 117 117

There is a documented supervisor
designated by the administration,

person, or body for the execution of the
internal control plan.

Pearson Correlation 0.230 −0.028 −0.028

Sig. (2-tailed) 0.012 0.764 0.768

N 117 117 117

There is a procedure for accepting the
findings from the audited agency.

Pearson Correlation −0.051 −0.061 −0.143

Sig. (2-tailed) 0.589 0.511 0.123

N 117 117 117

There is a procedure for accepting
corrective action recommendations from

the audited agency.

Pearson Correlation 0.028 −0.099 −0.125

Sig. (2-tailed) 0.764 0.289 0.179

N 117 117 117

Table 3. Effectiveness Hypothesis 2—model fit statistics and summary of regression analysis results.

R R2 Adjusted R2 Std. Error of the Estimate

0.164 0.027 0.001 1.418

Unstandardized Coefficients Standardized
Coefficients t Sig.

Beta Std. Error Beta

(Constant) 3.343 0.708 4.719 0.000
Are there approved internal procedures for the

operation of the internal control unit? −0.396 0.265 −0.139 −1.494 0.138

Are there approved internal procedures for
determining the organization’s risks? −0.088 0.263 −0.031 −0.334 0.739

Is there a specific and approved risk
management plan from the management? 0.231 0.263 0.082 0.880 0.381

Table 4. Effectiveness Hypothesis 3—model fit statistics and summary of regression analysis results.

R R2 Adjusted R2 Std. Error of the Estimate

0.047 0.002 −0.024 1.464

Unstandardized Coefficients Standardized
Coefficients t Sig.

Beta Std. Error Beta

(Constant) 2.460 0.732 3.363 0.001
Are there approved internal procedures for the

operation of the internal control unit? −0.004 0.274 −0.001 −0.015 0.988

Are there approved internal procedures for
determining the organization’s risks? 0.086 0.271 0.030 0.315 0.753

Is there a specific and approved risk
management plan from management? 0.102 0.271 0.036 0.378 0.706
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Concluding our analysis with Hypothesis 4, the regression results presented in Table 5
below indicate that the independent variables explain only 0.6% of the variability in the
dependent variable. Furthermore, upon assessing the statistical significance of the variables,
it is evident that none of the considered variables emerges as a significant determinant
of ad hoc audits (p-value > 0.05). This outcome underscores the challenges in identifying
specific factors that significantly influence the occurrence of ad hoc audits within the
organizational context. The limited explanatory power of the independent variables implies
that additional, potentially unexplored factors may contribute to the dynamics of ad hoc
audits. These findings collectively highlight the complexity of the relationship between the
organizational variables and the conducting of ad hoc audits.

Table 5. Effectiveness Hypothesis 4—model fit statistics and summary of regression analysis results.

R R2 Adjusted R2 Std. Error of the Estimate

0.074 0.006 −0.021 1.541

Unstandardized Coefficients Standardized
Coefficients t Sig.

Beta Std. Error Beta

(Constant) 2.467 0.770 3.203 0.002
Are there approved internal procedures for the

operation of the internal control unit? 0.120 0.288 0.039 0.416 0.678

Are there approved internal procedures for
determining the organization’s risks? 0.194 0.285 0.064 0.680 0.498

Is there a specific and approved risk
management plan from the management? −0.028 0.285 −0.009 −0.097 0.923

5. Discussion

This study has uncovered valuable insights into the factors influencing the effective-
ness of internal control within the context of local government. In accordance with prior
research (Ayagre 2015; Muchiri and Jagongo 2017; Asiedu and Deffor 2017; Dwamena and
Ofori 2021), this study suggests that internal control may encounter obstacles that limit
its impact on the efficiency of public services. Notably, the human resource quality and
quantity, along with a clear definition of responsibilities, emerge as crucial determinants
(Suwanda 2015; Muchiri and Jagongo 2017; Rosdini et al. 2019; Eulerich and Eulerich 2020;
Rahayu and Rahayu 2020; Sutaryo et al. 2022).

Legislative changes were found to directly affect the revenue department, empha-
sizing the significance of legal support (Yurniwati and Rizaldi 2015; Ncgobo and Male-
fane 2017; Okidi et al. 2021). Limited cooperation between the revenue department and
other entities underscores the importance of collaboration in organizational effectiveness
(Lee and Feiock 2020).

The study indicates that the Court of Auditors’ control over collections is limited, yet
its recommendations are taken very seriously. Internal audit activities play a crucial role,
covering department needs, but are underutilized (Goodwin and Yeo 2001; Sarens and De
Beelde 2006; Arena and Azzone 2009; Ncgobo and Malefane 2017; Eulerich and Eulerich
2020; Thyaka and Kavale 2021).

Concerns were raised about the effectiveness of income certification, with information
systems identified as a significant determinant. The absence of an internal control unit
and deficiencies in internal audit practices point to organizational challenges (Linnas 2008;
Jorge and Costa 2009). A lack of professional competence among auditors and fragmented
control procedures further hinder the internal control effectiveness (Cohen and Sayag 2010;
Turetken et al. 2020).

This study identifies issues in the control environment, cooperation–communication,
and the full utilization of information system capabilities. To address these challenges and
enhance the effectiveness of revenue certification, several recommendations are proposed.
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These include the establishment of cooperation networks, the promotion of information
system utilization, and the creation of an appropriate control environment.

Practical proposals encompass the formal establishment of the internal audit function,
the adoption of professional standards, the requirement of appropriate qualifications for
internal auditors, transparency through the availability of internal auditors’ reports, and
the implementation of a monitoring and evaluation system for corrective actions resulting
from internal audit findings.

The statistical analysis emphasizes the importance of information systems and the
control environment, information, and communication. However, the study acknowledges
limitations, such as the small and non-representative sample size of LGO executives. In
light of the regression analysis results showing limited explanatory power, it is imperative
to draw nuanced insights from the study findings. Despite the challenges in fully eluci-
dating the relationships between the variables, this study offers valuable insights into the
complexities of revenue control and the implementation of internal control systems within
local government organizations (LGOs). While the regression models may not capture all
the variation in the dependent variable, they shed light on important factors influencing
organizational practices and policies.

Moving forward, future research can delve into interpreting the observed trends in the
regression coefficients, exploring potential reasons behind the relationships, and identifying
areas for further investigation. By contextualizing the findings within the existing literature
and the practical implications, the discussion underscores the significance of the study’s
contributions. Furthermore, the Conclusion Section emphasizes the importance of address-
ing the gaps and challenges identified in the revenue control and internal control practices
within LGOs, paving the way for future research endeavors and policy interventions aimed
at enhancing the organizational effectiveness and transparency.

It is also recommended that future research be undertaken with larger and more
diverse samples, including a focus on LGO executives and internal auditors. This study
also suggests the inclusion of qualitative approaches, such as interviews or focus groups, to
explore participant perspectives more deeply. This research lays the foundation for future
investigations and interventions aimed at strengthening the internal control structures
within local government revenue departments. Strategies to enhance human resources,
improve legislative compliance, foster cooperation, maximize the information system
potential, and streamline income certification processes are imperative for efficient and
transparent financial management within local government units. Future research en-
deavors should explore tailored interventions and strategies to fortify the internal control
landscape.

6. Conclusions

This research presents a comprehensive exploration of the internal control landscape
within local government revenue departments. The findings highlight crucial facets in-
fluencing the effectiveness of internal control mechanisms, revealing both strengths and
weaknesses in the current framework.

This study directly links the effectiveness of institutional structures, specifically within
local government revenue departments, to broader economic development. It underscores
the pivotal role of robust internal control mechanisms and competent personnel in shap-
ing the economic trajectory of a region. In demonstrating how inefficiencies and gaps
in internal audit practices can impact economic outcomes, the profound influence that
governance structures and organizational efficiency have on economic development is
highlighted. These findings reinforce the notion that solid and well-structured institutions
are fundamental to fostering sustainable economic development, underscoring the essen-
tial connection between the health of institutional frameworks and the overall economic
development of a society.

This study demonstrates that local revenue departments generally maintain an ade-
quate number of employees, specifically within the range of two–three individuals. How-



Economies 2024, 12, 78 16 of 21

ever, the quality and quantity of the human resources emerge as pivotal factors influencing
the effectiveness of the internal control. Clear definitions of responsibilities and roles are
crucial for organizational success, which is in accordance with the existing literature.

Legislation compliance is notable, with changes effectively reaching revenue depart-
ments. Despite this, limited cooperation within the revenue departments poses challenges
for a collaborative working environment. Strengthening interdepartmental collaboration is
crucial for achieving the cohesive and efficient operation of local government.

This research underscores the practical significance of audit recommendations, em-
phasizing their role in shaping and improving internal control practices. However, the
underutilization of information systems poses a significant gap in harnessing technology for
enhanced internal control. Maximizing the potential of information systems can contribute
to more efficient and transparent control mechanisms.

The examination of income certification processes reveals potential limitations in
certain revenue streams due to partial updates and a lack of certification. This raises
concerns about the overall financial implications for local governments, particularly given
their reliance on diverse income sources.

The absence of an internal control unit, or its perceived understaffing, is a notable gap.
This study also identifies deficiencies in internal audit practices, including limited access
to information, the absence of internal procedures, and infrequent audit activities. These
factors collectively diminish the effectiveness of internal control.

Despite the existence of relevant legislation, the internal control framework within
local government units is either absent or implemented in a fragmented manner. The
shortcomings identified encompass fragmented functions, incomplete elements crucial to
internal control, and a lack of clear organizational structures and procedures. Professional
competence, access to information, fragmented control procedures, and the absence of a
monitoring process emerge as critical factors influencing the effectiveness of the internal
control. These findings reinforce the broader literature emphasizing the pivotal role of
competent personnel, well-defined processes, and robust control mechanisms in ensuring
effective internal control.

In conclusion, this study sheds light on the multifaceted landscape of the internal
control mechanisms within local government revenue departments in Greece. The findings
underscore the critical importance of robust internal control structures in ensuring the
integrity and efficiency of financial operations. However, several limitations must be
acknowledged. Firstly, the reliance of the study on survey data from a limited sample of
local government officials may restrict the generalizability of the findings. Additionally,
the cross-sectional nature of the study limits our ability to establish causality between the
factors identified and the effectiveness of the internal control mechanisms. Future research
endeavors should aim at addressing these limitations by employing larger and more diverse
samples and utilizing longitudinal research designs to capture changes over time.

Based on the survey results, several recommendations can be proposed to strengthen
the internal control mechanisms within local government revenue departments. Firstly,
there is a need for enhanced collaboration and coordination among various departments to
streamline processes and improve information sharing. Investing in employee training and
development programs can also bolster the competency levels of staff members, thereby
enhancing the overall effectiveness of internal control practices. Furthermore, leveraging
information technology solutions can optimize data management processes and facilitate
the real-time monitoring of financial transactions.

A more detailed examination of the survey results reveals some notable insights. The
limited effectiveness of internal control mechanisms can be attributed to various factors,
including inadequate human resources, fragmented control procedures, and deficiencies
in internal audit practices. These findings highlight the need for comprehensive reforms
to address systemic issues and enhance the overall governance framework within local
government revenue departments.
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The evaluation of the hypotheses provides valuable insights into the factors influenc-
ing the effectiveness of internal control mechanisms. However, a deeper examination of
these findings is warranted to elucidate the underlying reasons for such outcomes. For
instance, the lack of statistical significance in certain variables may be indicative of complex
interdependencies and contextual factors that were not adequately captured in the anal-
ysis. Future research endeavors should explore these nuances in greater detail to inform
evidence-based policy interventions and organizational reforms.

Finally, such studies are often based on a single LGO, but research could be expanded
to include more. The study of the dimensions of internal control and its impact on the effec-
tiveness of achieving transparency has sparked interest in investigating all issues related to
the effective conduct of internal control, specifically within local government entities. The
dimensions of this study could also include the impact of the municipality’s size on the
allocation of resources and internal control issues. Furthermore, future examinations could
assess the responsiveness and capacity of the human resources in this specific application.
Additional research on combined assurance and the role that internal control can play
in local government organizations could also prove invaluable for further advancing the
correct strategy for its implementation.
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