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Internal auditors are continually challenged to explore more value to stakeholders and enhance organizational impact by delivering impactful, relevant, timely, readable and visual reports. Internal audit plays an important role in assuring the company and all the stakeholders that the ethical gatekeeper, risk management as well as business improvement functions are being effectively performed.
In regard to the professional standards, the Institute Auditors (IIA), which is an international professional organization that overseas internal audit professionalisms, 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, 2007).
This survey is aimed to develop a pilot test for accessing the general perception of effectiveness of internal audit function via Balanced Scorecard perspectives for companies in Hong Kong. Balanced Scorecard is one of a powerful strategic management tool that enables us to understand performance of an organization (Kaplan & Norton, 2007). The future of internal auditing is dependent on its ability to innovate and effectively utilize its professional capabilities. According to the theory of Balanced Scorecard developed by Kaplan, any organization should be continually focused on financially cost effective, customer orientated, process efficiency and commercially successful innovations.
The survey questionnaire contains two major content areas: respondent demographic characteristics and Balanced Scorecard perspectives of effectiveness measurement of internal audit function. The respondent characteristics include their gender, age, type of company (privately held, publicly held and NGO), current position, length of working experience and academic qualification. The measurement part includes 3 sub-sessions which are general perception, Balanced Scorecard perspectives (scales for 4 constructs: financial, customer, internal business process and growth and innovation) and overall perception of effectiveness of internal of audit function of company. The responses were collected by using 5-point Likert-type scales (1=strongly disagree, 5=strongly agree) as Likert-scale methodology is one of the most broadly used measuring method for reporting quantitative research (Warmbrod, 2014). However, one of the questions under financial perspective was still included even though it did not meet the minimum threshold of Cronbach alpha value of 0.7 for scale reliability (Cronbach and Meehl, 1955; Hannon et al. 2017). It was kept in purpose to illustrate the possible result from a reliability test although it was suggested by Cronbach (1951, p.331) that a higher alpha value is desired as a test needs not require a perfect scale in order to be interpretable (Warmbrod, 2014).
In general, internal audit is an essential part of the internal monitoring system of any organizations including NGO. I hope this pilot survey study would be a good starting point for my further research study in the future.
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[bookmark: _Toc6853755]Balanced Scorecard
Balanced Scorecard is a powerful 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. It can create a platform for risk assessment and enterprise risk management and will help develop a strategy and turn it into 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. 
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 article entitled, ``Using the balanced scorecard as a strategic management system''. This is a more comprehensive development of the ``Balanced Scorecard'' with three 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 how the strategic objectives of an organization can be attained (Ziegenfuss, 2000).
The Balanced Scorecard was once used to evaluate and refine strategy at the department level according to a study by the Institute of Internal Auditors Research Foundation that Frigo (2002a) referred that how the Balance Scorecard could be used to access strategy of an internal auditing department and align it with audit committee objectives and corporate strategies.
The concept of Balanced Scorecard model applied in this study was 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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The financial perspective here is focusing on adding value to the company and stakeholders. In this case, the cost management as internal audit department is a cost centre rather than a profit generating centre of a company. Carcello et al. (2005) investigated that some companies invest heavily in IA and evidenced that IA budgets control is an important dimension influencing the perception of IA effectiveness.
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Figure 1: Balance Scorecard Four Perspectives
Source: Kaplan and Norton, 1996, p.76.

The customer perspective here is defined as those internal auditing department’s customers who those managers of the departments (auditees) are being audited (Soh and Martino, 2011) in this study. That measures the customer satisfaction regarding to the values that the audit engagement can deliver to the auditees. The appreciation of IA by internal customers including management and audit committee members is a crucial factor identified by Lenz & Hahn (2015).
The internal business process perspective is the improvement process of IA functions to satisfy the stakeholders and internal customers. Lenz et al. (2013) suggested that IA process is one of the key categories and the ability of the internal auditor to establish and perform proper audit processes to identify, examine and evaluate audit engagements.
Soh and Martinov-Bennie (2011, p.614) viewed that it is importance of a good internal auditor’s competencies to work with other stakeholders in the organization and is not afraid to voice fair and criticized opinions even in controversial situations.

The learning and innovation perspective is aimed to address how internal auditors can sustain their ability to change and improve the knowledge, skills and abilities to constantly reinvent into the IA department in respect of the company’s strategic long-term growth. Albrecht et al. (1988, p.6) and Mihret et al. (2010, p.240) viewed that the continuous learning to maintain and update skills and competencies of internal auditors is closely related to IA effectiveness and meeting the expectation of auditees which is also aligning with the view of Rittenberg and Anderson (2006) that skilled and qualified internal auditors would be deemed to be highly satisfying as a professional.
The technology may provide an added value for improving the possibility to assess the transaction details by developing data analysis in more accurate and completer manners (Boţa-Avram, Popa & Ştefănescu, 2010, pp. 136-146).
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In the process of this pilot test, certain good rated articles and paters, reports combining with a survey result collected from the class.
The difficulty in measuring the effectiveness of internal audit function encounter various expectations, so there is no simply way in finding the best and relevant metrics for measuring the efficiency and quantifying the performance of internal audit functions (Prawitt, 2003).
Some questions were designed with the reference of Appendix E of IPPF-Practice Guide: Measuring Internal Audit Effectiveness and Efficiency (IIA, December 2010) and “Developing internal audit competencies” from Pickett (2000).
The data collection was based on a questionnaire survey designed to distribute to the whole DBA class of 17 respondents (classmates) as a pilot test. The survey design was based on questions that could be easily answered by the classmates. The questionnaire was first tested by my 2 managers who are certified internal auditors although my targeted respondents were non-internal auditor. However, this pre-test led to some changes in wordings which made the questions more clearly understandable to the ultimate respondents (classmates). A total of 15 questionnaires (samples) were collected with overall response rate of 88%.
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For a proper survey study, it is important to determine an appropriate sample size which in fact depends on the true population size of company being estimated, its heterogeneity on the key characteristics being studied, the amount of sampling error willing to tolerate and of course the resources of the amount of money and time available to do the research. 
For this pilot study, a total of 15 samples were collected from the classmates of this DBA course. Since the sample size is rather small (15 responses from classmates), some samples may be way off from the true mean of the real population. Of course the larger the random sample size, the more likely it can capture the diversity that exists in the true population. 
Since this set of questionnaires did not go through a panel of experts, it is simply a convenience sample approach. It is rather cost effective in terms of both money and time resources by involving 15 respondents from the class with a minor pre-testing process by my audit managers. It may not be an appropriate composition of a convenience sample for pre-testing a questionnaire as they are not non-auditors rather than an expected study participant for this project of assessing the perception of effectiveness of internal auditors from auditees. However, it was intended to get comments from colleagues with audit background to fine tune the questions for the purpose of this pilot testing project. In fact, the participants were all non-auditor but only a small sample size of representatives to conduct this pilot test purpose. So if this is a final survey, without a random sample approach, generalizations about a true population are not possible.
Further this is only a pilot exercise of a research project, making conclusion about a population using data collected form a convenience or non-representative sample may in fact be causing an unprofessional ethical result (Nardi, 2014, p.154-156).
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A non-random sampling design was adopted in this study, so that the findings may not be generalizable.
One of the limitations as stated by Hanmon (2017), and Yung & Chan, 2002) that it is unknown whether the findings generalize to a larger population as this was a convenience sample of classmates willing to take the time to participate in a survey about perception of effectiveness of IA function of company. Most of the students who are in the senior position of their companies (manager or above) in the class were over-represented in the sample. The results may likely be limited by the small sample size gathered and subjected to the constraints of time and limited resources (Yung & Chan, 2002). So the general perception of effectiveness of IA from junior group may not be reflected in this survey.
Although in practice, biased samples occur because of badly planned or ill-considered procedures and these lead to false conclusions about the population (Swift & Piff, 2005, p376). Basically, I aimed to make sure that the selected values are in no way biased or prejudiced in this pilot survey and my final survey. 
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A good survey relies on how we are asking good questions, getting a representative sample and getting a good response rate (Dunifon, 2005). As per Peterson (2000, pp.45-60), he stated 5 useful criteria for constructing effective questions which are that questions should be brief, relevant, unambiguous, specific and objective (acronym as BRUSO). In the pilot survey, the effectiveness items were divided among scales representing four constructs of theory of Balanced Scorecard. 
Warmbrod (2014) concluded that: 
Two propositions undergird Likert scale measurement methodology: (a) conceptually, responses to single items do not describe adequately a construct that is defined by the content of multiple items, and (b) the empirically verifiable principle of aggregation demonstrates that a composite score derived from responses to multiple items is more reliable than are responses to single items (Likert, 1932; McIver & Carmines, 1981; Nunnally & Bernstein, 1994; Oppenheim, 1992).
The responses were collected by using 5-point Likert-type scales methodology which is one of the most broadly used measuring methods for reporting quantitative research (Warmbrod, 2014). Questions 1–23 in this pilot survey were answered using a linear scale of 5-point Likert-type scales, from strongly disagree to strongly agree with 1 = strongly disagree and 5 = strongly agree. 
The ultimate goal is to refine the questionnaire so that it becomes a reliable, valid and practical tool for this survey (Hanmon, 2017). Cronbach alpha was used for reliability test for measuring each construct.

[bookmark: _Toc6853761]Cronbach’s Alpha
Cronbach's alpha is developed to determine the internal consistency or average correlation of items in a survey instrument to gauge its reliability (Cronbach, 1951). It is an index of for assessing the reliability associated with the variation of underlying construct (Cronbach, 1955). By applying Cronbach’s alpha, we could identify whether the same set of items would come up with the same responses if the same questions are re-tested to the same respondents. So if the variables derived from test instruments are proved to be reliable over a repeated running process of tests (Santos, 1999). Cronbach alpha is commonly used as an indication of measurement of the internal consistency by measuring the homogeneity of the group of items (Litwin, 2003, p. 22). McMillan and Schumacher (2001) suggest that groups of items with an alpha below .70 should be used with caution. The internal consistency of a scale can also be examined with item-to-scale correlations and inter-correlations of items within a scale (DeVellis, 2003).
As a rule of thumb, alphas of 0.7 or higher are desirable (Fraenkel & Wallen, 2000, p.179). All 15 classmates responded to all questions. The test applied here was aimed to measure the inter-correlations of a set of items used to measure a construct. However, one of the constructs, perspective of financial out of four perspectives did not meet the threshold of 0.7 for scale reliability and was retained for illustration purpose for this quantitative research report but will be adjusted or removed for further round of testing for the final survey purpose.
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Standard deviation is a powerful measure of dispersion of values for interval data (Nardi, 2014, p.144). In this analysis, I used standard deviation to measure the average of response values from the mean which describes the distribution in relation to the mean, and then compare similar variables within the samples from the classmates. The more dispersed the scores are from the responses of the sample (classmate). A low standard deviation indicates that the data points tend to be very close to the mean. A high standard deviation indicates that the data points are spread out over a large range of values. A small standard error is an indication that the sample mean is a more accurate reflection of the population mean to be measured in this pilot survey.
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According to the survey result (see Table 2 in Appendix 2), the overall Cronbach’s alpha value of 23 items (independent variables), retrieving from the result of the Statistical Package for Social Sciences (SPSS) was 0.946 which showed that this reliability coefficient is higher than the recommended minimum of 0.7 (Santos & Reynolds, 1999). This implied that those variables designed for this effectiveness of internal audit function study were about 95% reliable to be used for this descriptive analysis even this is a pilot test.
Median and mean can give a quick summary of survey results with those numbers assigned to the answer options (1-5), the mean gives the average of the responses. In this report, median was not included in the table 2 for analysis purpose. In fact, the median represents the answer option in the middle of the responses, indicating that there is equal number of responses in the upper and lower range of answer option.
Generally speaking, numbers within one standard deviation of the mean will encompass 68% of the respondents and numbers within two standard deviations of the mean will encompass 96% of the respondents. So, if you have a small standard deviation, more of your responses will be clustered around the mean. While a large standard deviation indicates that your responses are more spread out.
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A total of 15 classmates completed the questionnaires (Table 1 in Appendix 1). 11 of the total respondents are male (73%) and 4 are female respondents (27%) within the class. There were 11 of the total samples (73%) came from classmates of privately held companies 3 from NGO (20%) and only 1 (7%) from publicly held company. More than half (53%) were in the age group of 40-49 with respect to academic qualification of master degree or above (87%) and postgraduate degree holder of 13%. Most of the samples (93%) were positioned at work at least manager level of the company with one of them was even in the position of shareholder (7%), 3 in senior management positions (20%) and 7 were in senior manager or director level of the company (46%), 4 in manager or supervisor level (27%) who would all be classified as appropriate levels to work with internal auditors in various degrees in their companies (Zimbelman & Waller, 1999) which also reflected the working experience of the respondents who have more than 10 years working experiences (80%) in one or more than one companies in various industries in Hong Kong.
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In session 1, the survey was designed to collect responses from the class to assess the general perception of internal audit function among companies in Hong Kong. According to the survey result of the 3 items in session 1: general perception (see Table 2 in Appendix 2), the mean of the session 1 was 3.96 with standard deviation of 1.85 which showed that the responses for questions in session 1 were relatively close to the mean and not widely dispersed. The Cronbach alpha value of this session was 0.788 which was higher than the generally acceptable value of 0.7 which meant the reliability test of the items of general perception of internal audit function is passed and the internal consistency of the items within the session is reliable. 
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In this session, the financial perception of internal audit was assessed. Cronbach alpha was 0.25 and far below the acceptable value of 0.7. However, if Q4 (The IA normally meets the budgets of audit engagement) would be deleted, the revised Cronbach alpha value would become 0.71 which meet the requirement of internal consistency. The mean in this session was 3.4 with standard deviation of 1.37 which could be interpreted as the responses were slightly higher than the neutral response of 3 with small deviation from the mean of all 3 original questions. However, since the above mentioned original Cronbach alpha was below 0.7 that indicated attention should be paid on Q4 in term of its nature or wording which lead to inconsistent responses from individual respondents on how they interpreted the question (Q4).
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In session 3, the financial perception of internal audit was assessed. Cronbach alpha was 0.83, above the acceptable value of 0.7 standards. The mean of the session was 3.68 with standard deviation of 4.33 which was the highest dispersion value among the other 5 sessions. The high deviation value indicated that the responses were relative spread out between the options of the 5-point scale where the lowest mean (3.68) of the responses from customer perception session was still slightly trended towards somewhere between “Neutral” to “Agree” rather than straightly towards “Strongly Agree”. The Cronbach alpha was 0.83 that implied the questions (items) within the session of customer perception were reliably set.
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The mean of this session (3.93) was the highest among all the sessions the standard deviation of 1.94. It implied that the responses from the class tended to agree that the internal process of internal team would affect the effectiveness of the internal audit function. The questions in this session also passed the reliability test with Cronbach alpha of 0.85.

[bookmark: _Toc6853769]Growth and Innovation Perception of Internal Audit Function 
The Cronbach alpha was the highest (0.92) among the rest of 5 sessions. It implied that the reliability (consistency) of questions set in this session were relatively high. The mean (3.89) of this session was also close to 4 which indicated that the respondents generally agreed that the technology would improve the effectiveness of internal audit function but the standard deviation was 3.44 for this session which was the 2nd highest deviation among the survey.

[bookmark: _Toc6853770]Overall Perception of Internal Audit effectiveness 
Two general questions were set to collect the overall general response in the last session of the questionnaire. They gave the lowest standard deviation (1.18) that indicated the responses were close to the mean (3.8) of this over perception session. Those questions set were also reliable with Cronbach alpha of 0.90 and above the acceptable value of 0.7.
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Most of the companies have been traditionally been driven solely by profit motive rather than ethical responsibility (Bateman et al, 2019). Regarding a series of worldwide corporate scandals such as Enron and WorldCom cases, internal audit function has become one of the key corporate governance activities for most of the companies not only for those publicly listed companies but also critical for private companies as well as NGOs. 
Internal auditing department of the companies have been focused on the fiduciary and ethical responsibilities (Frigo, 2002a) and are making more effort to build and meet the corporate governance requirements to reduce the risk of misdoings and the consequences. I have been working in corporate governance aspects for more than 15 years and that’s why I am being interested in the related topic of the effectiveness of an internal auditing function of the companies.
A pilot survey is carried out with the key objective to provide sufficient assurance for preparation of the main survey. It is a learning process to find out potential flaw if it exists in the measuring instrument. Questionnaire is a very good approach to provide reference towards the main survey. However, certain limitations were identified in this pilot survey study as below:
1. A convenience sample approach is a limitation (Hannon et al. 2017) related to this pilot survey sample as it doesn’t tell the findings can generalize to other groups of respondents in general public in Hong Kong.
2. This sampling bias is likely happening with convenience sample method and the sample may not reflective of the population that is interested for this pilot test. Participating respondents may not be able to retrieve an answer right away from their memories. They are likely construct an answer based on the particular question being asked. Some of them may even appear to overstate their intent to behave in a certain way (Peterson, 2000, pp.83-99).  I did find that it is really not easy to interpret the responses from the classmates.
3. It is only a pilot study for the purpose of finding the cause and effect relationships between internal effectiveness (dependent variable) and the financial, customer, internal process and; growth and innovation perspectives (independent variables) of  Balanced Scorecard.
4. Although p-value test was not included in this report, it is very important to include and assessed the hypotheses set for the final research project. It tells the significant probability when the p-value is greater than 0.05 samples are quite likely to arise when H0 is true, so we conclude that there is no evidence to reject H0 and we retain it. We say that the test result is not significant because it does not lead us to change our null hypothesis. (Swift & Piff, 2005, p. 411-412). 
5. Unlike the reliability test, validity test is concerned with whether a construct is measuring what it is intended to measure. All valid measures are reliable don’t mean all reliable measures are valid (Grapentine, 2015).
6. Statistics never prove a hypothesis or research question. All we can say is that the probability of a relationship between an independent variable and the dependent variables happening by accident is less than a certain standard we set. A decision may be incorrectly concluded based on probability that we may face Type I error if we reject a null hypotheses that in fact is truly null when we should have accepted it. On the other hand, we might be making a Type II error if we accept a null hypothesis that should be rejected.
As this is a very good starting quantitative research assignment, all these limitations will be considered for the final research project.
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Respondent Demographic Characteristics (15 classmates)

Count %

Gender

Male 11 73%

Female 4 27%

Age

20-29 1 7%

30-39 3 20%

40-49 8 53%

50-59 3 20%

Type of Company

Privately held 11 73%

Publicly held 1 7%

NGO 3 20%

Current Position

Shareholder 1 7%

Senior Management ( or C-Level) 3 20%

Department Head (or Director) 6 40%

Senior Manager 1 7%

Manager 3 20%

Supervisor or below 1 7%

Length of Working Experience

Over 30 years 1 7%

21-30 years 6 40%

11-20 years 5 33%

1-10 years 3 20%

Academic Qualification (highest level)

Master degree or above 13 87%

Postgraduate degree 2 13%

Bachelor degree or below 0 0%
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Constructs and Items (Balanced Scorecard Model) Mean

Standard 

Deviation

Cronbach 

Alpha

Session 1 - General Perception 3.96 1.85 0.788

Q1.Internal audit (IA) is highly regarded, recognized and valued 

throughout your company

4.13 0.74

Q2.IA activity influences positive change and continuous 

improvement to business process

4.00 0.66

Q3.I hold a high general opinion regarding the IA effectiveness 

towards the achievement of the  company objectives

3.73 0.80

Session 2 - Financial Perspective 3.40 1.37 0.25 *

Q4.The IA normally meets the budget of audit engagement 3.33 0.62

Q5.The cost of performing the IA function exceeds the benefits 3.13 0.83

Q6.The IA always meet the deadline for the issuance of audit 

report after field work

3.73 0.70

Session 3 - Customer Perspective 3.68 4.33 0.83

Q7.The IA Charter clearly defines IA's role in evaluating and 

contributing to the development of risk management, control and 

governance processes

3.87 0.92

Q8.The IA ensures that staff of the company are well educated 

about laws and regulations and complies with them

3.13 0.83

Q9.In the design of internal control policy document, the IA has 

adopted major frameworks of professional bodies

3.87 0.74

Q10.The Professionalism of the IA staff has enhanced and 

promoted the image and reputation of the company

4.13 0.74

Q11.There is effective cooperation between IA and staff in your 

department

3.60 1.18

Q12.The IA recommendations have generally impacted and 

assisted in improving staff performance

3.40 0.83

Q13.Management is generally satisfied with the IA work, findings 

and recommendations

3.73 0.80

Sessein 4 - Internal Process Perspective 3.93 1.94 0.85

Q14.The IA plays a key role in the company's risk management 

process

4.00 0.66

Q15.Detailed audit plans are developed and documented in setting 

out the scope, objectives, timing and reporting lines

3.87 0.74

Q16.The IA plays a key assurance role in the review, update and 

improvements in the internal control system

3.93 0.80

Session 5 - Growth and Innovation Perspective 3.89 3.44 0.92

Q17.The IA staff hold(s) relevant professional and academic 

qualification(s)

3.93 0.80

Q18.The IA has access to the authority  required to ensure 

assurance services can be achieved

4.00 0.85

Q19.The IA have undertaken adequate Continuing Professional 

Development (CPD),  training and development

3.67 0.82

Q20.All IA engagements are led or supervised by suitably 

competent and experienced senior

3.87 0.74

Q21.There is a procedure for follow-up that ensures agreed 

recommendations are implemented effectively and timely

4.00 0.76

Session 6 - Overall Perception 3.80 1.18 0.90

Q22.You have a positive aspect that you appreciate as a result of 

IA function in your company

3.80 0.56

Q23.Your overall perception of IA function of your company is 

good

3.80 0.68

Survey Questionnaire Items for 

General Perception of Effectiveness of Internal Audit Function

* Note: Cronbach's alpha becomes 0.71 if item Q4 is deleted. 

Items Q1-23 were answered by using 5-point Likert-type scales, with 1=”strongly disagree” and 5=”strongly agree”.
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