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[bookmark: _Toc24491943]Part A

1. [bookmark: _Toc24491944]Selected Journal Article

[bookmark: _Toc24491945]1.1 Article Title

“Consulting role of internal auditors: Exploratory evidence from Malaysia”

Shahimi, S., Mahzan, N. D., & Zulkifli, N. (2016) ‘Consulting role of internal auditors: Exploratory evidence from Malaysia’, Journal of Business and Management, (2), pp.22-40. https://doi.org/10.12735/jbm.v5n2p22

[bookmark: _Toc24491946]1.2 Summary of Selected Article

This paper is an explanatory study based on 15 in-depth individual interviews of head of internal audit of large Malaysia organizations. The aim of the study is to provide an overview of the nature and extent of consulting activities of internal audit in stewardship perspective.

The authors have done a reasonable amount of literature reviews and stated the following key paradigms:
· Information technology would have to led the paradigm shift of internal auditing functions;
· Internal auditors should not function only for the purpose of the regulatory compliance role, they should provide consulting roles related to advices on  efficiency, growth and profitability advices as a “trust business advisor”;
· The consulting roles could include internal control training, general control in new system development, drafting internal control policies and involving in certain project teams with proper predefined audit engagement scope;
· Internal auditors should take a pervasive customer-centric approach during audit engagements
· Taking more strategic roles to capture value creation opportunities within the organization as partners with management proactively;

Instead of agency theory, stewardship theory was discussed by the authors and taken into account to explain the relationship between the motivation of executives and the interest of principals regarding the interest of the principals based on the self-actualization model according to McGregor’s Theory ‘X’ and Theory ‘Y’. It was suggested that the motivation would be created within the internal auditing functions for the benefits of the organization in a voluntary manner.

Independence and objectivity were also being touched in the study to review the potential bias of the internal auditors who would perform the consulting roles to the organization where internal auditors would free from the influence of management while they were performing their audit engagements (Lenz & Sarens, 2012).

This was a semi-structured interview involving 15 large organizations in Malaysia. The samples were purposely selected based on the convenience sampling method which is a non-probability sampling method. All of the 15 participating respondents are heads of internal audit (CAEs) with 13 of them were working in public listed companies, 1 from publicly funded university and 1 from professional organization. Most of the respondents 

The transcriptions of the interviews were coded according to key themes of the research questions and re-examined for mismatches before reviewing the topic classification and reaching consensus. The responses from those 15 chief audit executives were compared using a matrix framework. The consistency and consensus of different respondents in determining the commonalities and differences in research topics were then highlighted.

The results of the research study were that internal auditor shall provide consulting service at request of management, board of directors or audit committee, aiming to help achieve organizational objectives with enhancement of the business operations at the same time.

2. [bookmark: _Toc24491947]Research Philosophy

Ontology and epistemology are regarding as the basis for establishing research. Methodologies, methods and resources are intently related to and based on ontological and epistemological assumptions.

Ontology is one of the philosophical assumptions emphasizes on the nature of reality. It intends to draw the answer of: “When is something real in which the reality is not out there”, apart from the minds of researcher (Creswell, 2007, p.248). The ontological assumptions are related to what is the belief to constitute reality; the view of the world and in this study (Greenhalgh, 1997, Greenhalgh & Taylor, 1997), the consulting role of internal auditing function in stewardship perspective was believed that could provide advice on enhancing the business or potential investment opportunities of the organizations. It is a more personal and flexible research structure with the aim at capturing meanings interviewees’ interactions and what is perceived as reality.

For epistemology, it is dealing with philosophical assumption for this pilot research study which addresses the independent but interrelated relationship between the one who does the research and the research being studied (Creswell, 2007, p. 247) and reflects the closeness of impact that the research is being researched. It deals with the sources of knowledge and the relationship between researcher and the reality with the concerns with possibilities, nature, source and limitations of knowledge in the field of study (Greenhalgh, 1997, Greenhalgh & Taylor, 1997) in consulting role of internal auditing function. The research question was focusing on that what is known to be true about enhancing the internal auditing role as a consulting service, regarding as acceptable knowledge in the discipline of auditing field and how it is being captured with the objective of determining the true form the false in this this qualitative research study.

According to Creswell (2007, p. 247), value theory is one of the qualitative assumptions, which indicates that all research is full of the value system of the theory used and the sociocultural norms between researchers and respondents. Such value will be accepted and discussed by the researcher in the study. It refers to the intended purpose and purpose of the research: "the perceived value of the internal audit advisory role." So the study was quite subjective! The purpose of the research was to be widely known and provided in the research, so that the perceived value of consulting role in the study would depend on the way the prospective research conducted based on the grounded group approach.

3. [bookmark: _Toc24491948]Critique of the Selected Journal Ariticle

Literature review is one of the approaches to help academics to discover under-investigated topics and methods, contributing the development of potential new knowledge and research areas. For most of the times, it provides a very solid base for getting known to the current research status with those prior literature contributions. It lays down a foundation for uncovering new insights or filling up the gaps of various focuses of different researches. 

[bookmark: _Toc24491949]Qualitative Research
The authors applied qualitative research, referring to field experience, open interviews and literature analysis with the aim to conduct in-depth study with the inductive approach. The focus of qualitative research is to understand the world they see from the perspectives of the researchers themselves. It emphasizes natural exploration in the natural environment and gathers information about events that occur in the natural environment (Silverman & Marvasti, 2008, p.154). Researcher himself is the main research tool itself. The authors engaged with participants naturally gaining access to and interacting directly with the inner world of the research object. The authors relied on their first-hand information from participation observation and in-depth interviews (Silverman & Marvasti, 2008, pp.145-146). Those participants invited for the interviews had been personally involved in development of the reasons, attitudes, efforts, and decision-making taken by the authors. That is the inductive approach based on grounded theory used to gradually form the theory in a way generating from the interrelationship between different evidences collected with a bottom-up process (Corbin, & Strauss, 2015, pp. 75-76) 

[bookmark: _Toc24491950]Semi-structured review
Unlike a structured literature review which uses a process that through a set of rules, potentially offers less bias with the aim of achieving higher level of validation and reliability, semi-structured approach was used by the authors for this qualitative study where validity (without p-value) is often not including in qualitative studies. So the role of validity has not been emphasized by the authors and was not uniformly recognized in this qualitative research. The authors didn’t mention that whether they are good in interview skills to generalize representable findings even though the interviews were expected to be conducted in a two-way interactive communication manner. That would also very difficult for those participants being interviewed to be controlled without objectively diverting the conversations during the interviews. A more subjective interpretation with the risk of constructing the intending results of the research is higher in comparing with focus group interview.

[bookmark: _Toc24491951]Sampling
The samples involved in this study were consisting of 15 large organizations in Malaysia. The samples were purposely selected based on the convenience sampling method which is a non-probability sampling method. Unlike random sampling that the samples are drawing simply by chance, purposive sampling was applied for the selection of participants who have knowledge or experience of having thorough knowledge of the background, structure and business processes of their own companies but only 5 of them with the professional qualification of Certified Internal Auditors (CIA) and only some of them with a Certified Public Accountant (CPA). However, all of the15 participating respondents were heads of internal audit (CAEs), those samples were highly biased without the consideration of auditees as another group of participants to give an additional view point from the other side of people being audited and they were sufficient for the authors to draw a representable result among population in the internal auditing field. This group of auditees is the key and direct people who are receiving the consulting services or advices from the auditors. Their responses of auditees would likely reflect the real situations and their perceived values from the auditors. So it is likely that this research would only focus on how the consulting services the auditors could offer rather what the auditees want.
Although the focus group's purpose is not to produce predictable statistical results, it is recommended that this face-to-face meeting and discussion by a group of 8 to 12 people under the direction of an experienced moderator (Stewart and Shamdassani, 2015, p 157) would be another way good approach for data collection and analysis instead of interviews on an individual basis.

[bookmark: _Toc24491952]Peer Review 
Although this selected article was published in 2016 in “Journal of Business and Management” with an impact factor of 1.12 ranked in 2018, there was interestingly no peer review indicated or found. To be honest, I found this is an easy to read article which is also the related field in internal auditing that I would like to study for my research in the future. For the peer review, it is expected that some knowledge experts with their similar interests would review and give recommendation to the authors before they publishing to the public to ensure certain credibility was achieved for this paper. So far, this article was being cited 3 times since it has published in 2016. In fact, peer review is one of the key indicators about the quality of the journal but it doesn’t mean it is a bad paper or having major flaws in the paper.

[bookmark: _Toc24491953]Limitation
It seems that the authors have been prepared to accept the limitations to this study brought about by either hastening of data collection and analysis.
Although qualitative research is to gain understanding about some phenomenon, generalization is not the purpose of qualitative research. The authors intended to do this study with 15 large companies in Malaysia in analyzing data for concepts and their relationships. They wanted to generalize the intended results from these companies. However, the more interviews or observations that a study conducts, the more likely it is that conceptual variations will be found in data. Normally, for a typical qualitative research, data in various forms in interviews, behavior observations and document examination will be collected and analyzed rather than relying on only 11 companies selected purposely for this qualitative research.

[bookmark: _Toc24491954]Discussions
The authors have taken a reasonable amount of literature reviews on the existing fields of knowledge related to their research questions. One of them was the internal auditing with business consulting dimension and the other was the stewardship theory. By developing knowledge, it requires connecting new research with the past (Gill et al., 2010, p.34). The authors covered certain amount of historical supports for the evolutions of the roles of internal auditing functions i.e. consulting role as well as the argument of taking stewardship theory instead of agency theory to explain that the motivations could be created from internal auditing functions to help the board and management achieve organizational goals and add value to the business rather than just playing the traditional compliance role. So the authors were mainly covering the literature that for without against with their research position.

Since the primary objective of qualitative research is to discover, identify significant concepts and explore the relationships between them, the authors are more interested in understanding and interpreting than in hypothesis testing. Therefore, using a grounded theoretical approach, the sampling procedure was designed to look at how the concept changes within the dimensions, rather than the distribution being measured in the conceptual dimension. Therefore, the key was that the method applied with the intention to find the relationships between the differences that were not tested. Therefore, it is important to be flexible enough to follow through and add new concepts.

The authors had intended to explore the unfilled research gap of the consulting roles of internal auditors. They identified with the results shown that the consulting roles were mainly carried out on an ad-hoc basis. They were required to participate in consulting activities and assist management in improving control setting up in certain risk areas. However, the authors didn't consider that internal auditors to have business or expertise knowledge and relevant competence in practical and soft skills to exercise consulting services to the auditees. Instead, the authors were more focusing on the independence issue while the auditors were performing their engagements with the consulting requirements or even the specific investment projects working with the functional departments as part of the team.
It is also important to know that the internal auditor's specific professional knowledge should include general conceptual knowledge and specific practical and operational knowledge about the provision of consulting services to the organizations on top of industrial updates, professional certification to become a quality auditor with required competence and qualifications.

The authors have tried to open up a few interesting ways for future research such as method of interviews, the significance of company size and variances in the geographical dispersion of operations. Interestingly, however, the authors pointed out that those who were being selected for the interviews from those 15 companies can be considered representatives of large organizations in Malaysia. But it is doubt that the interview method used by the authors didn’t provide a solid basis for generalizing the findings, nor was it really convinced that the key findings obtained from the interviews were relevant and applicable to most Malaysian companies.

Finally, the authors didn’t mention much about the ethical concerns of the study. One of the basic concepts of doing research project is that the way to understand and study the methods and ethical principles of conducting research projects are equally important (Iphofen, 2011). Some specific ethical considerations should be considered but that was not mentioned that whether a briefing was made at the beginning of the discussion and during interview including the message of free withdrawal from this study. That means that all participants of the research should be clearly noticed and aware that they have the right to quit the project at any time if they have had concern or not feeling comfortable to continue to be the participant with any reason. Although the comments from the individual participants were anonymous, no written consent was mentioned.
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[bookmark: _Toc24491955]Part B

1. [bookmark: _Toc24491956]Abstract

From a holistic perspective, internal auditors have been pursuing excellence to drive the organizational governance and risk management but not much in emphasizing the provision of values in terms of consulting role in achieving the strategic goals and value added contributions to the organizations.
According to the Institution of Internal Auditors (IIA), internal auditors can never take the responsibility for management of risk or business operations due to the independence concerns, but in fact auditors can provide practical recommendations, value-added advices as well as trainings for the management to enhance the effectiveness and efficiency of the sustainable corporate governance, sound risk management and on-going internal control processes of the organization.
In this research proposal of a pilot qualitative research study, service innovation theory is addressed to explore the possible improvement of the perceived value of consulting role of internal auditing function for a selected Hong Kong based family-owned business, company “H” for this pilot qualitative research study. By applying the service innovation concept, the effectiveness of internal auditing functions is studied for examining the value co-creation from the collaborative working relationship between auditors and auditees, treating auditees as internal customers and making the consulting role of internal auditing function available for them as a service (IAaaS) in the company.
Further, the opportunity for the application of balanced scorecard for measuring the effectiveness of internal auditing function is also reviewed.

Keywords: Qualitative research, Internal audit, Service innovation, Value co-creation, Balanced scorecard
2. [bookmark: _Toc24491957]Overview

Qualitative research generally starts with stating the research problem (rationale or need for the study) of the study (Creswell, 2007, p. 102). Why is the study needed to address research problem of service innovation concept to improve the effectiveness of internal auditing function? For literature, whether there is a need exists to add to or fill up a gap with the expectation of leading a better understanding of the way of implementing consulting role as a service to the company and leading to improvements in practice through this research insight 

[bookmark: _Toc24491958]2.1 Research Topics and Questions
For this pilot research, the research topic has been changed many times and below is the most current one.
“What is the value of consulting role perceived by auditee in terms of Internal Auditing as a Service (IAaaS) with Service Innovation concept for family-owned business in Hong Kong?”
This research question is mainly focusing on 1) what are the consulting roles expected by auditees for improving the effectiveness of internal auditing function for family-owned business in Hong Kong?; and 2) how is the performance of internal auditing function being measured in terms of consulting service perceived by auditee?

[bookmark: _Toc24491959]2.2 Research Objectives

The objectives of this pilot qualitative research are:
1) to explore the Service Innovation concept to explain the value of consulting role of internal auditing function for family-owned business in HK;
2) to identify the differences between the traditional compliance roles and contemporary consulting services of internal auditors with Service Innovation concept;
3) to explore the Balanced Scorecard approach for measuring the effectiveness of Internal Auditing as a Service (IAaaS)
and ultimately to add new knowledge to the internal auditing profession.

3. [bookmark: _Toc24491960]Research Philosophy

Research is a fundamental search to do in all imaginable directions which deal with to the organisation, structure and purpose of investigation (Wu, 2014). Each research method possesses its own theoretical foundation, purpose and procedures for collecting and analysing data. Since no researcher enters into the research process with a completely blank mind, abstractions of what researchers think are the meanings implied in the data (Creswell, 2007, pp. 16-19). So each researcher has to determine what he or she feels comfortable with his or her research assumptions, methodology and methods. One of the important matters is to be aware that perspectives influence interpretation. All assumptions regarding pre-existing theories are subject to potential doubtfulness and therefore they must be examined thoroughly with specific approach of data collection and analysis.
Qualitative approach is adopted, aiming at discovering, interpreting, and revising human knowledge on different aspects of the natural world with the intended interest in creating new understandings and explanations for the relationships (Creswell, 2007, p. 247) between consulting role of internal auditing function and perceived value of internal auditing services via service innovation theory.
Ontology and epistemology are regarding as the basis for establishing research. Methodologies, methods and resources are intently related to and based on ontological and epistemological assumptions (Grix, 2010, p.58) as shown in the table 1 below.

3.1 [bookmark: _Toc24491961]Ontology

Ontology is one of the philosophical assumptions emphasizes on the nature of reality. It intends to draw the answer of: “When is something real in which the reality is not out there”, apart from the minds of researcher (Creswell, 2007, p.248). In short, ontological assumptions are related to what is the belief to constitute reality, the view of the world and in this study, the service innovation concept is believed that can help to improve the effectiveness of internal auditing function of company H.
Interpretivism philosophy is applied to exam the nature of the set of prior insight of the research context of the consulting role of internal auditor, whether it can be perceived as value added service without prejudicing the independence issues while the auditors are conducting their audit engagement with the auditees in a collaborative manner (Christopher, Sarens & Leung, 2009). This approach is socially constructed rather than objective with multiple realities by using the actual responses from a targeted group of interviewees. It is a more personal and flexible research structure with the aim at capturing meanings interviewees’ interactions and what is perceived as reality.

3.2 [bookmark: _Toc24491962]Epistemology

Epistemology is dealing with philosophical assumption for this pilot research study which addresses the independent but interrelated relationship between the one who does the research and the research being studied (Creswell, 2007, p. 247) and reflects the closeness of impact that the research is being researched.
According to an interesting definition from Gill et al (2010, p.191): 
“Epistemology is usually understood as being concerned with knowledge about knowledge” 
It addresses the process of the knowledge-gathering and takes into consideration of developing new and more advanced models and theories. The different ways of gathering knowledge exist. Knowledge and the way it is discovered are not static, but rather dynamic and will change forever. When considering theories and concepts in general, they should first clearly reflect the base and origin of the assumptions (Grix, 2010, p.65). It deals with the sources of knowledge and the relationship between researcher and the reality with the concerns with possibilities, nature, source and limitations of knowledge in the field of study in effectiveness of internal auditing function.
By determining a proper method of evaluation, the research question will be focusing on what is known to be true about enhancing the internal auditing role as a consulting service, regarding as acceptable knowledge in the discipline of auditing field and how it is being captured with the objective of determining the true form the false in this pilot qualitative research study.

3.3 [bookmark: _Toc24491963]Axiology

According to Creswell (2007, p. 247), axiology is one of the qualitative assumptions which stands that all research is filled with the value system of the theory used as well as the cultural norms socially among the researcher and the respondents.  Such values would be admitted and discussed by the researcher in the research.
For this qualitative research study, the value is made known and bound in the study. It refers to the intended focus and aim of the research: “The perceived value of consulting role of internal auditing”. So it is subjective! The aim of research is making known and providing in this study such that what the perceived value of service oriented consulting role in this research will be according to how the intended research to be conducted with grounded theory through focus group approach

3.4 [bookmark: _Toc24491964]Methodology

The philosophical assumptions made in dealing with answering to questions about ontology and epistemology implicitly present different normative definitions of management research and specific justificatory logic that supports the choice of a particular methodological approach (Gill et al., 2010, p.188). This assumption holds that how to conceptualize the process of research with a particular approach that relying on the views  of participants during observations, interviews and discussion process and documents examination to develop concepts inductively from participants to abstract ideas (Creswell, 2007, p. 248).
With the interpretive framework, social constructivism is used for this qualitative research to understand and interpret the meanings in human behaviour rather to generalize and predict causal relationship. The data intent to be collected from the set interviewees from Company H is the lived experiences and interactions during the discussions in the focus group. The conclusion will be drawn from an inductive approach of those ideas collected from the designed open-ended questions, aiming to integrate the responses and understand motives, meanings, reason and other potential subjective experiences.

4. [bookmark: _Toc24491965]Literature Review

4.1 [bookmark: _Toc24491966]Internal Auditing

The IIA defines internal auditing as 
“an independent objective assurance and consulting activity designed to add value and improve an organization’s operations; it helps an organization accomplish its objectives by bringing a systematic, disciplined approach to evaluate and improve the effectiveness of risk management, control, and governance processes (IIA, 2017).”
The internal audit is an internal function of the organization, but the internal auditor needs to conduct the audit engagements independently for the auditee. Internal auditors must follow IIA's International Standards for Internal Auditing Practices. It is because that only independence can be maintained to ensure the effectiveness of its functions; ideally, internal auditors should report directly to audit committee. However, in terms of consulting role, it should add value and repair the organization’s operations in evaluating and improving the effectiveness of risk management and control processes through a systematic and disciplined manner.

Unlike internal auditors, external auditors are contracted third parties; not employees of the organization, so they do not have a vested interest in the organization. External auditors by definition, would not get heavily involved in the governance and risk management, especially the internal control activities of the organization because the objectives and roles of external auditing do not require external auditors to actively carry out their function through the financial year but mainly at the end of the year, so external auditors cannot provide timely advice to the organization on how to prevent risks, nor can it provide insights that will help increase organizational value. 

4.2 [bookmark: _Toc24491967]Services and Service Innovation and Value Co-creation

In reference to Sampson & Spring (2012), the key characteristics of service are intangibility, perishability, inseparability and heterogeneity. It is also defined as the application of competences (knowledge and skills) by one entity for the benefit of another (Vargo and Lusch, 2004) which is always a combination of service personnel and information system (Hautamäki & Oksanen, 2015) 
Regarding service innovation concept, this research area has been grown steadily from the 1990s. It consists of service concepts, service delivery system, client interfaces and technologies (Hertog, 2000). However, there is lack of study in addressing service innovation concept in service content (Ziegenfuss, 2000) directly to the collaboration of internal auditing functions.

The value co-creation derived from the service innovation concept allows companies with a focus on potential opportunity and capability in enhancing service offerings as well as creating value and competitive advantage (Agarwal and Selen, 2011, Pitelis, 2009). The context of value creation is as critical to the value creation as the competences of the involving parties (Vargo et al., 2008). However, they are all focusing on applying those values to external customers rather than internal customers such as the front line production and internal departments within the company. Although Chew (2014) stated that service innovation is technology-enabled but importantly that it is more human-centered, the key applied in this research is about the creation of customer value and the satisfaction of the customer needs through the collaboration (Grönroos, 2011) of internal auditing function and internal customers. So co-creation of value can only be happened if interactions between the provider (internal auditor) and the customer (various departments, including frontlines of the company) incur as a whole (Bettencourt et al., 2002).
Martin (1992) suggests that a strong organizational culture can alleviate anxiety while helping to control beyond the normal activities, bring predictability and clarify ambiguity, while at the same time controlling any behaviour that can undermine organizational harmony and predictability.
The skills involved in co-creation are an essential capability for Company H, requiring a deep understanding of customers i.e. business operations of various auditees. Clear navigation and communications are very essential for potential parties involved who know what kind of help the auditees are looking for. Welcome the opinions and reviews of audit engagements which provide a platform for them to connect with. 
Finally, management buy-in and support the new service innovation concept implementation for enhancing the consulting role are the most important factor for the service innovation concept to start with, throughout the development as well as the implementation.

4.3 [bookmark: _Toc24491968]Balanced Scorecard

Balanced Scorecard is a powerful Harvard Business Scholl developed management tool for strategy translation and implementation (Frigo 2002b). The Balanced Scorecard model is one of the essential frameworks for strategy execution, it can be applied to lead internal audit activities as a tool to more effectively manage the risks and connect internal audit strategy to corporate strategy (Borisas, 2006, Lueg, 2015). It can create a platform for risk assessment and will help develop a business strategy with effective actions for improving internal audit functions (Frigo 2002a) which aligns with Kaplan that: 
Mark Frigo (2002a) has developed a clear guidelines for developing Balanced Scorecards for an internal audit strategy that will help internal auditors meet the needs of management, executives and the board and truly make their department a valuable strategic partner (Kaplan & Norton 2007).
According to the Institute of Internal Auditors (IIA), it adopted that the balanced scorecard is a strategy-focused approach including both non-financial and financial performance measures of efficiency and effectiveness. 
There is a more comprehensive development of the “Balanced Scorecard” with new additional perspectives including customers, internal business processes, and learning and growth on top of financial perspective (Ziegenfuss, 2000; Lueg, 2015). These four perspectives explained the way how to attain the strategic objectives of an organization (Ziegenfuss, 2000).
The Balanced Scorecard has been applied to evaluate and refine strategy for departmental level according to the Institute of Internal Auditors Research Foundation that Frigo (2002a) referred that Balanced Scorecard could be a good management model to standardize measures and access strategy (Kaplan & Norton, 2004) of an internal auditing department and achieve the audit committee objectives and corporate strategies. The concept of Balanced Scorecard model can also be used to measure how well the internal audit function is performing in respect of the 4 perspectives (financial, customer, internal process and learning/innovation) of Balanced Scorecard shown in Figure 1.







[image: ]









Figure 1: Balance Scorecard Four Perspectives
Source: Kaplan and Norton, 1996, p.76.



5. [bookmark: _Toc24491969]Research Methods

5.1 [bookmark: _Toc24491970]Inductive Approach

For a qualitative research, categories and themes are always built from a “bottom up” approach (Grix, 2010, pp.115-115). By working back and forth between the themes and the database, the data is processed and inducted into abstract units of information through the inductive process until a comprehensive set of information is being established (Creswell, 2007, p38)  and is defined as:
By trying to find the answer to the research question, the primary data source was based on the interactive experience sharing and learning from the participants of a focus group. It was starting with the proposed service innovation theory towards the end of the research process; the aim was to gain the supports from the interviewees about the conclusion (the relationship between the consulting role and the effectiveness of internal auditing function with collaborative audit engagement) as a result of interactive discussions among the participants of the focus group (Creswell, 2007, p38)

5.2 [bookmark: _Toc24491971]Grounded Theory

The grounded theory is defined by Stauss & Corbin (1998) as: 
“The Grounded theory is a qualitative research design in which the inquirer generates a general explanation (a theory) of a process, action, or interaction shaped by the views of a large number of participants” (Stauss & Corbin, 1998)
[bookmark: _GoBack]The grounded theory is adopted in this pilot qualitative research study. A general question had been in mind and the parameters of the study and data collection was set initially. Although there is no one or definitive grounded theory method, the purpose of each remains to build theory. The original questions were keeping altered to fit with the data during the interview discussion and the analysis process (Stauss & Corbin, 1998). It is interesting that the original questions didn’t dictate the findings and in fact the finding as interpreted during the data clarification and analysis dictate the ultimate findings. That seems reaching the purpose of grounded theory to gain new insights and understandings.
The main categories of information or sub-categories were formed in the open coding phase. The “story Line” of selective coding connects the categories developed to state predicted relationships (Stauss & Corbin, 1998). However, it is difficult in determining when categories are saturated with sufficient details in generating a theory. Finally, a tree diagram shown in figure 2 was built to identify a central phenomenon and explore causal conditions, identifies the context and intervening conditions and delineates the consequences (i.e. the outcomes of the strategies) of the phenomenon (Creswell, 2007, p. 161). Since this is only a pilot study, no discriminant sampling was included as an additional information from additional individuals who were similar to those people initially interviewed for determining whether it still holds true for these additional participants.

5.3 [bookmark: _Toc24491972]Focus Group

Focus group is a face-to-face meetings and discussions by a group of 8 to 12 people under the guidance of a skilled moderator (Stewart and Shamdassani, 2015, p 157). The selection of participants for this focus group is one of the critical parts of this research design process. (Stewart and Shamdassani, 2015, p75) Although the purpose of focus group is not designed to produce projectable statistical results, special care of selecting respondents with the concern of relevance to the research question was taken.
· A brief introduction was given to the focus group members: 8 staff from different departments (2 from finance, 2 from procurement, 2 from operations, 1 from IT and 1 from leasing)
· 5 open-ended questions were asked
· It took around one and a half hour to conduct the discussion
· Note was taken by the IA department secretary
· Although it may go in a great level of depth
· Subjective and bias on behalf of researcher
· Data may heavily impacted by personal viewpoint and values
· Subject to reliability and representativeness of data

5.4 [bookmark: _Toc24491973]Purposive Sampling

Qualitative researchers are not trying to test variables but to discover them, it is intended to identify, define and explain how and why concepts vary dimensionally along their properties (Guest et al., 2006). This might find the comparable situations that will enable and elaborate their concepts.
As this is a non-probability sampling method likely with bias, judgement was made as below:
· Limited to supervisor or above levels from the voluntary departments who would share more quality comments
· With more experience to deal with internal audit project in the past
Two of them are finance managers with solid experience about the financial details and status of the company. Two managers from procurement department are the process owners of the procurement policy & procedures and procurement management systems. One director and one senior manager were invited as they are the key operations decision making and executor of the frontline operations staff. One senior IT manager was also invited as he has more than 15 years of IT experience with the company and he is the key project manager of most of the system implementation for operations and back office systems. All the participants have at least working for the company for 5 years with 3 of them are working with the company for more than 15 years. Their experience with the company was the key to be invited and selected. In fact, convenience was also the reason for targeting these participants.

5.5 [bookmark: _Toc24491974]Data Collection and Analysis

The data collection process of this pilot qualitative research study is mainly associated with words, feeling emotions and responses during the interactive interview sections of focus groups (Guest et al., 2006). This will be the primary data and the objective is trying to explore and identify patterns and create a conceptual framework of effectiveness of internal auditing function and service innovation but is not involving numbers or mathematical calculations
In addition, secondary data from books and journals of business areas such as internal auditing, corporate governance, service innovation and service industry are also importantly collected and reviewed for this study. A reasonable amount of quality literature review is done with the objective to increase the levels of research validity and reliability
During such the data collection stage, those data are collected at a concept level with variances for further analysis at data analysis stage where the data collected from the focus group was the discussions conducted in Cantonese with certain key English terms and phrases. They were all translated into English in this report.
Specific ethical considerations were also considered as below:
· A briefing was given at the beginning of the discussion. Free to withdraw from the this study was mentioned to all participants
· Consents in written form were obtained from 6 out of 8 participants
· Comments from individual participant were anonymous
· A summary of discussion has been shared among the participants

During the analysis stage, narrative description with constant comparison and categorization to form the outcomes and the tree diagram (shown in figure 2) as below:
· Preventive advices
· System control
· Hotline services
· Regular IA awareness update
· Internal control function built within departments
· Collaborative audit projects

[image: ]Figure 2: Tree diagram of the result of data analysis

6. [bookmark: _Toc24491975]Preliminary Findings

A great deal of judgement and attention are required for the analysis and interpretation of focus group data (Stewart and Shamdasani, 2015) to meet the key purposes of focus group interviews are to provide an in-depth exploration of a little-known topic and identify specific issues, opportunities, and problems. Although it was quite a difficult task to analyse the data from the interactive discussions in the focus group, interesting findings were found and discussed as bellows:
1. Compliance and consulting roles are agreed equally important to the company
From a traditional point of view, compliance role of internal auditing function is always seen to be major task of the internal auditors. However, after the service innovation concept was discussed among the group, most of the participants stated that the importance of consulting role should be weighted over the traditional compliance one. But after a few rounds of debates and discussions, it was agreed that the compliance role and consulting service are equally important provided that the collaborative engagement approach would be implemented and the independence issue could be resolved. Two keys reasons were mentioned in the discussion that the auditees are tend to fear of providing all information to auditor and the audit recommendations are always not practical enough to be implemented.
2. Consulting roles as IAaaS 
The term “Internal Auditing as a Service” was created during the open discussion. Although it sounds similar to an IT term of cloud service, it may be good to reserve as a potential research area of putting internal auditing service onto cloud platform. In fact, internal auditing is an internal supporting service for internal customers (auditees) to meet the corporate compliance requirements; however the reporting line goes directly to audit committee and board of directors rather than the auditees. Go back to IAaaS, Participants raised out some expected consulting services would like internal auditor to consider were re-grouped (figure 2) and summarised as below: 
· Preventive advices
· System control
· Hotline services
· Regular IA awareness update
· Internal control function built within departments
· Collaborative audit projects

3. Balanced Scorecard is appropriate for measuring the effectiveness of IA services 
With reference to Ziegenfuss (2000), it is recommended that Balanced Scorecard (BSC) is a practical measuring tool for business performance including internal auditing department. Although another measuring model, Capability Maturity Model (CMM) was suggested by Campbell et al (2006) which consists of eight capacities to present the key characteristics of the functions of internal audit. Since balanced scorecard is rather well known in business environment and to the group of participants where that was the only option of business measurement tool directly introduced to the group, participants. The group was then tended to agree without much suggestion and discussion about whether balance scorecard was the best business measuring tool to be chosen for the measurement of effectiveness of internal auditing function. The balanced scorecard was selected.

7. [bookmark: _Toc24491976]Discussion

The attention paid on the perspective of auditee (i.e. demand side of internal auditing service) is lesser and inadequate.
Management support was found as one of the key factors for internal auditor to implement the collaborative approach of conducting internal auditing engagement with auditees.
· Compliance and consulting roles of internal auditors should be balanced with the concern of professional independence in a way of shifting more focus on providing value added services to the company
· It is important to understand the service innovation concept and practice in applying them to internal auditing function involved in collaborating with internal customers and other stakeholders

8. [bookmark: _Toc24491977]Personal Reflections

 The original research question has been altered a few times to include “IAaaS” during the focus group interview process. It was an unexpected hassle in forming a research question. I think it would likely be changed for a few rounds until the final ultimate one to be accepted by my research supervisor.
Finally and hopefully, my wish is that I, as an internal auditor would no longer being negatively viewed as “Bad Guys” or “Watch Dog”. We still need to work extra hard continuously to improve our works together with all levels of the organisation. We are “On the Same Boat” we should strive to “Balance and Run the Boat” together.
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Abstract

From a holistic perspective, internal
auditors have been pursuing excellence to
drive not only the organizational
governance and risk management but not
much in providing value in achieving the
strategic goals and value added consulting
contributions.
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Abstract (con’t)

Internal auditors can never take the
responsibility for management of risk or
business operations due to independence
concerns, but they should provide practical
recommendations, value-added advices as
well as trainings for the management to
improve the effectiveness and efficiency of
the organization’s sustainable corporate
governance, sound risk management and
on-going internal control processes.
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Abstract (con’t)

By applying the service innovation concept,
internal auditors may explore, identify the
problems and find the solution with the
auditees together by providing consultancy
services.

To treat auditee as a customer and to make
Internal Auditing function available for
customers as a service: |AaaS
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Research Questions

“What is the value of consulting role
perceived by auditee in terms of Internal
Auditing as a Service (lAaaS) with Service
Innovation concept for family-owned
business in Hong Kong?”

+ What are the consulting roles expected by auditees
for improving the effectiveness of internal auditing
function?

« How is the performance of internal auditing function
being measured in terms of consulting service
perceived by auditee?




image8.png
Research Objectives

The objectives of this qualitative research are:

« to explore the Service Innovation concept to explain
the value of consulting role of internal auditing
function for family-owned business in HK;

» fo identify the differences between the traditional

roles and
services of internal auditors with Servlce Innovation
concept,

« to explore the Balanced Scorecard approach for
measuring the effectiveness of Internal Auditing as a
Senvice (AaaS)
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Ontology

Interpretivism philosophy is applied to exam the
nature of the set of my prior insight of the
research context of the consulting role of
internal auditor.

My approach is socially constructed rather than
objective with multiple reality by using the
actual responses ofdifferentinterviewees.

It is a more personal and flexible research
structure to capturing meanings interviewees’
interactions and what is perceived as reality
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To deal with the sources of knowledge and the
relationship between researcher and the reality
Is concerned with possibilities, nature , source
and limitations of knowledge in the field of study
in effectiveness of internal auditing function

I will focus on what is known to be true about
enhancing the internal auditing role as a
consulting service, regarding as acceptable
knowledge in the discipline of auditing field and
how it is being captured in my study
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Axiology

For this qualitative research, the value is made
known and bound in the study.

It refers to my focus and aim of the research:
“The value of consulting role of internal
auditing”. Soiit is subjective!

| would try to make my aim of research known
and proved in this study such that what | value
my research according to how | conduct my
research with grounded theory through focus
group approach
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Social Constructivism is used for this
qualitative research.

The data intent to be collected from the
set interviewees is the lived experiences
and interactions during the discussions in
the focus group.

The conclusion will be drawn from an
inductive approach of those ideas
collected from the designed open-ended
questions "
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Inductive Approach

Observation > Pattern > Theory

| started with the proposed theory (service
innovation) towards the end of the research
process as a result of interactive discussions
among the staffin the focus group

Generalising from the specific to the general
Tried to find the answer to the research
question based on the interactive experience
sharing and learning from my interviewees as
my primary data source
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+ To understand and interpret the
meanings in human behaviour rather to
generalize and predict cause and effects

« To understand motives, meanings,
reason and other subjective experiences
(time and context bound)

« To integrate human interest into a study
« To assume that access to reality through
social constructions such as language

and shared meanings
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Internal Auditing

.. is an independent, objective assurance
and consulting activity designed to add value
and improve an izati ions. It
helps an organization accomplish its
objectives by bringing a systematic,
disciplined approach to evaluate and improve
the effectiveness of risk management, control
and governance processes.” (IA, 2017)
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Traditional Views

Internal auditing function has been
focused on fiduciary and ethical
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— Economy, efficiency and effectiveness;
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Internal Auditing -
Contemporary Views
+ Management consulting elements of IA
function can reduce resources used for
compliance and financial based audits
(Arena, 2009).
— Financial and non-financial;
— Problem solving in nature;
— Due diligence (sarens and De Beelde, 2006)
—IT project
— Process Re-engineering
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+ Key characteristics (Sampson & Spring, 2012):
~ intangibility
~ Perishability
~ Inseparability
— Heterogeneity

+ Senvice is the application of competences (knowledge
and skills) by one entity for the benefit of another
(Vargo and Lusch, 2004)

+ Services are always consisting of combination of
senice and i fion system (+
& Oksanen, 2015)
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Service Innovation

This research area has been grown steadily
from the 1990s

Service concepts, service delivery system,
client interfaces and technologies (den Hertog,
2000)

Innovation in service content and innovation in
delivery system (Tuominen etal., 2004)
However, there is lack of study in addressing
directly to collaboration of internal auditing
functions
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Value Co-creation

« The context of value creation is as
important to the creation of value as the
competences of the participating parties
(Vargo et al., 2008)

Co-creation of value can take place only if
interactions between the provider and the
customer occur (Grénroos, 2011)
However, most of them are focusing on
external customers rather internal
customers =




image23.png
Balanced Scorecard

+ Mark Frigo (2002a) has developed a clear
guidelines for developing Balanced Scorecards
for an internal audit strategy that will help
internal  auditors meet the needs of
management, executives and the board and
truly make their department a valuable strategic
partner (Kaplan & Norton 2007).

Its measurement can drive effective and useful
behaviour of internal auditors (Verschoor,
2003).
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Balanced Scorecard

Kaplan and Norton developed the Balanced Scorecard
in 1992 and subsequently in 1996 they (Kaplan and
Norton, 1996) presented the “Balanced Scorecard,”
methodology in a 1996 Harvard Business Review
artice entifled, “Using the balanced scorecard as a
strategic management system”

The concept of Balanced Scorecard model can also be
used to measure how well the internal audit function is
performing in respect of the 4 perspectives (financial,
customer, internal process and innovation) of Balanced
Scorecard shown in Figure 1
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Research Methods

« Focus group

« Theoretical procedures

+ Data collection and analysis
« Sample selection

« Solution to a problem




image27.png
Focus Group

A brief introduction was given to the focus
group members: 8 staff from different
departments  (finance,  procurement,
operations, IT and leasing)

5 open-ended questions were asked

It took around one and a half hour to
conduct the discussion

Note was taken by the IA department
secretary
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Although it may go in a great level of depth
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Purposive Sampling

« Although this is a non-probability
sampling method likely with bias

« Judgement was made as below:
—Limited to supervisor or above levels from

the voluntary departments who would share
more quality comments

—With more experience to deal with internal
audit projectin the past
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Ethical Considerations

« A briefing was given at the beginning of
the discussion. Free to withdraw from the
this study was mentioned

« Consents in written form were obtained
from 6 out of 8 participants

« Comments from individual participant
were anonymous

« A summary of discussion will be shared
among the participants
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Data Collection

+ Mainly associated with words, feeling
emotions and responses during the
interactive interview sections of focus
groups

+ Not involving numbers or mathematical
calculations

« Try to explore and identify patterns and
create a conceptual framework
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Data Collection (Con’t)

+ Secondary data from books and journals
of business areas such as internal
auditing, corporate governance, service
innovation and service industry

« A reasonable amount of quality literature
review is done with the objective to
increase the levels of research validity
and reliability
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Data Analysis

« Narrative description with constant
comparison and categorization with the
following summary:
~ Preventive advices
~ System control
~ Hotline services
~ Regular IA awareness update
~ Internal control function buitt within departments
~ Collaborative audit projects
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Discussion

Consulting Assurance

A value added service?  An compliance function?

+ Operational involvement; ||+ Corporate compiiance;

+ Competence of industrial ||+ Knowledge of regulatory
standards; requirements;

« Proactive and preventive | |+ Reactive and detective
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Put Into Practice

« Within the domain of the value chain ie.
the company as a whole;

« Align “where, when, and how value is
added” ie. audit planning stage;

e value is created in a series of

collaborative activities ie. remediation
discussion
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Primarily Findings
1. Compliance and consulting roles are equally
important to the company
2. Consulting roles as |AaaS:
— Preventive advices
— System control
— Hotline services
~ Regular IA awareness update
— Internal control function built within departments
~ Collaborative audit projects
3. Balanced Scorecard is appropriate for
measuring the effectivenessof IA services
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Research Limitations

+ |AaaS may be perceived as internal audit
service available over cloud platform

« This research is focused and limited to
specific family-owed business where
most of the SMEs do not establish an
internal auditing function in HK

+ Primary data may not be available to
draw a comprehensive conclusion
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Conclusion

Compliance and consulting roles of internal
auditors should be balanced with the concern of
professional independence in a way of shifting
more focus on providing value added services
to the company

It is important to understand the service
innovation concept and practice in applying
them to internal auditing function involved in
collaborating with internal customers and other
stakeholders
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Personal Reflections

the research question has beenaltered a few
times to include “IAaaS” during the focus group
interview process

+ My wish is that internal auditors are no longer
being negatively viewed as ‘Bad Guys” or
“Watch Dogs”.

+ We are “On the Same Boat’ we should strive
to “Balance and Run the Boat” together.
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Appendix - Focus Group
Questions

1. What is your perceived values of compliance and
consulting roles of internal auditing function of your
company?

2. What are the expected consuiting roles/activities you would
like to suggest to the internal auditor of your company?

3. What kinds of competence, skill sets, mentalty and
resources do you think the intemal auditor should possess
in order to provide effective consulting services to the
company?

4. Do you think it would create more value if you can work
with auditors collaboratively to plan and perform audit
engagement for your department or the company?

5. Do you think Balanced Scorecard can effectively measure
the performance of internal audiing function?




