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Traditionally, the internal audit function has been viewed as part of the assurance role of external audit, primarily concerned with the accuracy and completeness of accounting records. Many organisations, especially public companies with regulatory obligations to the public, may simply want to fulfil the traditional assurance roles only to comply with the compulsory listing requirements. The value of providing consulting roles to help achieve strategic goals, improve operational effectiveness and efficiency, and add value to the company to meet organisational objectives has not yet received much attention.

This study examines and compares views on the expected and contemporary roles of internal audit function from the perspectives of three essential layers of the Three Lines of Defence (TLOD) Model—operations management, senior/functional management, and internal audit profession—working in listed companies in Hong Kong. Its objectives are, first, to identify and explore the gap between their views on the expected and contemporary roles of the internal audit function and, second, to explore their acceptance of the Balanced Scorecard (BSC) as a practical performance evaluation tool for assessing the effectiveness of the internal audit function and the related reasons behind it.

[bookmark: _Hlk115342909]Mixed-methods research (MMR) with a sequential explanatory design was applied to generate the preliminary results through a quantitative questionnaire survey, followed by three focus group interviews. Through qualitative thematic interpretations, several interesting findings derived from the individual TLOD layers were identified and aligned with the statistical results that gaps were found between the views on the expected and contemporary roles of the internal audit function.

It has been indicated that assurance and consulting roles have not received equal respect. Consulting services are perceived as less practicable and professional than fundamental assurance engagement, which is more independent and objective. 

Focus group participants also generally agreed that the Balanced Scorecard is a practical evaluation model that can be used to assess the effectiveness of the internal audit function from financial and non-financial perspectives, to varying degrees.

This study will benefit researchers as it reveals that TLOD groups should be assessed separately to address the different expectations of the internal audit function, as their priorities and responsibilities have not been adequately communicated and collaboratively aligned with the company’s long-term objectives. However, management interests should never influence an effective internal audit function. It should be conducted thoughtfully, with proper approval, professional due care, and sufficient competency.

This study reveals insights into the effectiveness of evaluating the internal audit function with interactive parties among the three key layers of the Three Lines of Defence model. It may also open up a new area of research to address internal audit effectiveness with additional interdependent governance parties like audit committees and boards of directors, and external auditors externally and identify the ultimate customers for the internal audit function for future researchers.
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[bookmark: _Toc115432554]CHAPTER ONE: INTRODUCTION
[bookmark: _Toc115432555]Background of The Study
In addition to the Enron and WorldCom corporate scandals (Arena & Azzone, 2009) in the early twenty-first century, the world also witnessed such major corporate collapses as Parmalat, Ahold, and the Lehman Brothers due to failures in their internal audit function (IAF) (Lenz & Hahn, 2015). The internal auditor (IA) has been called the organisation’s “corporate police” (Hayes, 2017), reporting only to the board of directors and audit committee. It is an odd label for internal auditors, whether meant positively or negatively. Indeed, an internal auditor should be much better than that and be seen as a professional who can help an organisation achieve its objectives.

This study examines and compares views on the expected and contemporary roles of internal audit function from the perspectives of three essential layers of the Three Lines of Defence (TLOD) Model—operations management, senior/functional management, and internal audit profession—working in listed companies in Hong Kong. Its objectives are, first, to identify and explore the gap between their views on the expected and contemporary roles of the internal audit function and, second, to explore their acceptance of the Balanced Scorecard (BSC) as a practical performance evaluation tool for assessing the effectiveness of the internal audit function and the related reasons behind it.

Mixed-methods research (MMR) with a sequential explanatory design was applied to generate the preliminary results through a quantitative questionnaire survey, followed by three focus group interviews. Through qualitative thematic interpretations, several interesting findings derived from the individual TLOD layers were identified and aligned with the statistical results that gaps were found between the views on the expected and contemporary roles of the internal audit function (Miles & Huberman 2014; Tashakkori & Teddlie 1998). 

	This study adopted an inductive quantitative research approach to examine the gap between the views of contemporary and expected roles of internal auditors of Hong Kong listed companies, consisting of a questionnaire survey followed by qualitative deductive research involving in-depth focus group interviews. The IAF, as defined in the professional standards issued by the Institute of Internal Auditors (IIA), will be used to examine further the quantitative research findings and synthesise the overall analysis with the study’s conclusion and practical recommendations.

	The study was carried out in Hong Kong based on questionnaires sent to potential respondents randomly selected from the listed companies registered on Hong Kong Stock Exchange and Clearing Limited (HKEX) from February to August 2021. Three focus group interviews (reflecting the TLOD’s three key layers) were conducted to draw qualitative insights from the participants and explain the quantitative results from the questionnaire data.

	Finally, the views of the three different TLOD layers were solicited to assess whether the Balanced Scorecard (BSC) model could be strategically adopted to evaluate the effectiveness of the IAF through descriptive analysis and, if so, which BSC perspectives were most important and correlated best to the IAF’s effectiveness. 

[bookmark: _Toc114415723][bookmark: _Toc115432556]Research Problems
	In recent decades, stakeholders’ expectations of the IAF have continued to rise. Internal auditors are required to provide assurance engagements, as mandated by their company, and consulting activities, per the definition of internal auditing. Unfortunately, measuring the effectiveness of the IAF is surprisingly difficult when dealing with conflicting expectations about internal auditors’ independence and the competence of their assurance and consulting services (Archambeault, Holt & DeZoort, 2009).

	It has been indicated that assurance and consulting roles have not received equal respect. Consulting services are perceived as less practicable and professional than fundamental assurance engagement, which is more independent and objective. Assurance engagement is likely the sole focus of most listed companies, as they must comply with their listing requirements. Although both assurance and consulting roles are included in the IIA definition, in a competitive business environment, the focus should shift to the consulting role to provide value-added advice to improve operational activities, achieve the company’s strategic objectives, and add value to the company (Eulerich & Eulerich, 2020). Based on the literature and professional standards, IAs should possess sufficient business acumen and industry skills to conduct internal audit engagements and provide practical advice (Arena and Azzone, 2009; Roussy and Perron, 2018; IIA, 2012) to their companies.

	When comparing the growing focus on IA quality with the practicality of external auditing in the past, insufficient attention has been paid to the IAF’s effectiveness and associated means of contributing to the company achieving its organisational goals. This study explores the contemporary and expected roles of the internal auditor and the appropriateness of applying the BSC model to measure IAF effectiveness for listed companies in Hong Kong.

[bookmark: _Toc114415724][bookmark: _Toc115432557]Objectives of The Study
	The literature has predominantly studied the expectation gap of external auditors, with limited focus on internal auditors within professional and academic disciplines. This study is not intended to weigh the relative importance of the IAF’s consulting and compliance roles but to explore uncovered values that could be co-created by auditors and auditees to add value to the organisation.

	Internal auditing is a critical control mechanism in an organisation’s corporate governance. Unfortunately, no matter how hard auditors try to find improvement opportunities and address best practices when deficiencies are found, they are always received negatively and viewed as “corporate police” or “corporate watchdogs”. The more deficiencies found in the audit assignment, the more the auditee will see the auditor as a “bad guy” unless they agree to discard the audit findings, which is professionally unethical and signals a loss of professional objectivity and independence.

	The key objectives of this study are to evaluate:
1. the effectiveness of the contemporary internal audit function of listed companies in Hong Kong;
2. whether there is a gap between the contemporary and expected roles of internal auditors from the perspectives of the Three Lines of Defence (TLOD) within listed Hong Kong companies: operations management (the first line of defence), senior management (the second line), and the internal audit profession (the third line); and,
3. whether the BSC is a popular performance measuring tool for assessing IAF effectiveness and why.

[bookmark: _Toc114415725][bookmark: _Toc115432558]Research Questions
In formulating a perspective on the IAF’s effectiveness for listed Hong Kong companies, it would be interesting to learn the views of the TLOD layers—operations management, senior management, and internal audit profession—regarding how the IAF can improve operations and add value to an organisation. Johnson and Christensen (2012) described that research problems could be sourced from practical issues encountered at work; the research questions in this study are practical problems organisations have been struggling with for decades.

This study seeks to determine the contemporary role of internal auditors regarding IAF effectiveness for listed companies in Hong Kong, guided by the following questions:

1. Is there a gap between the IAF’s contemporary and expected roles?
2. Are there different views on the IAF’s contemporary and expected roles among the Three Lines of Defence groups (Operations Management, Senior Management and Internal Audit Profession)?
3. Which IA roles are the key factors impacting IAF effectiveness? Specifically, how do consulting roles and traditional assurance roles increase IAF effectiveness?
4. How do the BSC’s four perspectives measure IAF effectiveness? Are BSC’s financial and non-financial perspectives equally useful for evaluating IAF performance?

[bookmark: _Toc115432559]Hypotheses
The following hypotheses were developed to assess and address the research objectives and answer the research questions.

H1:	There is a difference between the views of IAF’s expected (EXP) and contemporary (ACT) roles for all respondents

H2:	There is a difference between the views of all expected (EXP_Items) and contemporary (ACT_Items) items of IAF’s roles for all respondents

H3:	There is a difference between the views of contemporary (ACT_TLOD) and expected (EXP_TLOD) IAF items among the Three Lines of Defence (TLOD):
a) Operations Management Group (OMG);
b) Senior Management Group (SMG);
c) Internal Audit Profession Group (IAG)

H4:	There are different views of IAF among the Three Lines of Defence (TLOD) groups:
a) IAF (ACT)
b) IAF (EXP)

H5:	There are different views of IAF items among the Three Lines of Defence (TLOD) groups:
a) IAF_Items (ACT)
b) IAF_Items (EXP)

H6:	There is a positive association between expected internal audit (EXP) activities and the BSC’s different measuring perspectives:
a) Assurance (EXP_ASS)
b) Consulting (EXP_CON)

H7:	There are different views of the BSC’s perspectives among three different groups of the Three Lines of Defence (TLOD):
a) Financial (FIN);
b) Customer (CUS);
c) Internal Process (PRO);
d) Learning and Growth (LRN)


[bookmark: _Toc114415727][bookmark: _Toc115432560]Significance of The study
Most of the literature has focused on the expectation gaps of external auditors; similar views within professional and academic disciplines on IAF effectiveness remain underexplored (Anderson, 2003; Gramling et al., 2004; Cohen et al., 2010). Some studies (e.g., Guy & Sullivan, 1988) define the audit expectation as the difference between what the public and the auditor consider to be within the scope of the auditor’s responsibility. Similarly, Sikka et al. (1998) defined the expectation gap as the difference between the public’s and the audit profession’s expectations of audit objectives.

Contemporary expectations of the IAF have expanded to include adding value to improve operations and help companies achieve their organisational goals. Internal auditors should no longer focus on counting, documenting, estimating, and reporting the effectiveness of internal controls to upper management or assessing the company’s compliance requirements. The scope of the IAF’s consulting role activities has become broader than ever, creating new public expectations for professional internal audit practitioners (McCall, 2002).

This study will benefit researchers as it reveals that TLOD groups should be assessed separately to address the different expectations of the internal audit function, as their priorities and responsibilities have not been adequately communicated and collaboratively aligned with the company’s long-term objectives. However, management interests should never influence an effective internal audit function. The IAF should be conducted thoughtfully, with proper approval, professional due care, and sufficient competency.

This study reveals insights into the effectiveness of evaluating the internal audit function with interactive parties among the three key layers of the Three Lines of Defence model. It may also open up a new area of research to address internal audit effectiveness with additional interdependent governance parties like audit committees and boards of directors and external auditors and identify the ultimate customers for the internal audit function for future researchers.

[bookmark: _Toc114415728][bookmark: _Toc115432561]Organisation of The Study
This chapter introduces the background, purpose, and significance of this study. It describes the formation of the research questions and related hypotheses for further analysis and discussion. It also outlines the flow of this study.

Chapter Two provides an overview of the literature reviewed in this study. It provides an in-depth understanding of the theoretical background of the IAF and its development in the changing business and professional environment. It includes a review of changes in expectations that the IAF will add value to the organisation and in the relationship between its assurance and consulting services roles, in accordance with standards and definitions developed by the IIA and the Institute of Internal Auditors Research Foundation (IIARF).

Chapter Three describes the applied research method. The study’s mixed-methods approach was designed to aid triangulation through a more rigorous literature review, and quantitative and qualitative techniques were adopted to complement each other, compensate for the weaknesses of each, and facilitate a more robust analysis.

Chapter Four describes how the questionnaire data were used to quantitatively examine the IAF’s contemporary and expected roles, based on the IIA’s definition of internal auditing. It includes how quantitative questionnaire data were collected and analysed from respondents in Hong Kong listed companies between February 2021 and August 2021.

Chapter Five describes the qualitative coding and thematic analysis of three independent focus group interviews, one at each layer of the Three Lines of Defence (TLOD) model. It also describes the relevance of the BSC as an effective measurement model for the IAF.

Chapter Six discusses the insights drawn from the combination and interpretation of the quantitative questionnaire results and the qualitative responses from the focus group interviews. It describes the similarities and differences in interpreting quantitative outcomes using direct quotes from focus group participants. It explains findings from the quantitative data and explores whether any new insights emerge to support the conclusions of Chapter Seven when the two outcomes are integrated.

Chapter Seven concludes this thesis. It explains and describes the significance of the findings in addressing the research question, provides a conclusive summary, and presents the study’s recommendations. It closes by reporting the research’s limitations and identifying future research directions.
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[bookmark: _Toc115432566]Introduction
This chapter provides an overview of the literature applied in this study. This literature review was structured to gain insight into the theoretical background (Hart, 2018; Jesson et al., 2011) of the internal audit function and its development in changing business and professional environments. It examined the changes in expectations for the internal audit function to add value to the organisation and reviewed the changes in the relationship between the assurance and advisory roles. 
Internal auditing gives the negative impression that the auditors can only check others’ work and report their mistakes, acting much like “corporate police” or, even worse, “corporate watchdogs.” While the role of assurance services has long dominated the internal audit function, the definition of internal auditing has evolved and expanded over time (Hass et al., 2006), moving from the traditional function of examining accounting records to a strategic and operational dimension that contributes to an organisation’s risk management, control, and governance processes.
	Internal auditors typically provide assurance services regarding an organisation’s governance, risk management, and control processes to help it achieve its strategic, operational, financial, and compliance objectives. Internal audit functions are essential in place to determine whether a company is operating economically, efficiently, and effectively and make practical recommendations for correcting identified deficiencies. More recently, internal audit is expected to play an important role in advising companies and helping them achieve their objectives (Anderson, 2017, p.288).
	An internal audit provides value to the audit committee and board of directors as an objective source of independent advice based on integrity, accountability, and commitment to the company. The chief audit executive (CAE) is now considered a senior corporate position in public companies, reporting directly to the audit committee and board of directors.
	An effective internal audit function can provide independent insights and practical recommendations by analysing and evaluating data and business processes to improve organisational effectiveness and efficiency. Internal auditors are expected to provide value by improving opportunities to achieve organisational goals, identifying operational improvements, and reducing risk exposure through assurance and advisory services (Miller & Smith, 2011).

[bookmark: _Toc115432567]Internal Auditing
	The business environment is rapidly changing and revolutionary, with profound implications for organisations worldwide. Organisations need more reliable, relevant, and timely information for decision-making and are desperately trying to create more effective governance structures and processes. Management must respond to intense global competition with quality risk management, redesigned control structures and processes, and increased accountability.

	In the dynamic and competitive environment of the 21st century and onwards, it is not surprising that the internal audit function has mastered an expanded array of responsibilities and skills (Ratliff & Reding, 2002), or that the internal auditor is one of the most qualified professional bodies for helping to improve governance, support key governance processes, monitor controls, assess operations, and gauge the effectiveness of management strategies and initiatives (IIA, 2007; 2009). Internal auditors must improve their skills, attributes, and capabilities significantly, elevate their organisational status and image, and provide appropriate advice for improvements within their respective organisations.

[bookmark: _Toc115432568]Background
	Given the global financial crisis and recent corporate scandals, many stakeholders and regulators have become more concerned about the health of companies’ corporate governance globally, including in Hong Kong. Some researchers have shown the importance of the internal audit function and its ability to promote high-quality corporate governance through its oversight role, improved control of and attention to the business environment, and mechanisms to mitigate risks of fraud (Beasley et al., 2009; Coram et al., 2008). This has led to a tendency to reassure the importance of corporate governance and risk management. As defined by the IIA, assurance and consulting are integral parts of the internal audit function for maintaining effective corporate governance, risk management, and internal control processes. However, the consulting aspect of the internal audit function may be overlooked and more attention paid to the assurance aspect (Bou-Raad, 2000), which aggressively protects the company. 

	Future internal audit activities are likely to involve ensuring consistently high-quality internal audit functions, including strengthening the internal auditing profession’s status and gaining global market awareness of its evolution in a competitive business environment (Krogstad et al., 1999).

[bookmark: _Toc115432569]The Development of Internal Auditing
The IIA has built a strong reputation since its founding in 1941, gradually expanding the role of internal audit in the re-performance of certain accounting processes to provide organisations with reliable assurance and value-added consulting services (Chambers & Odar, 2015). The IIA Inc Research Committee established a Statement of Responsibilities of Internal Auditing, comprising a set of guidelines defining the professional roles and responsibilities of the internal audit function. Internal auditing was formally defined in 1947 (Sawyer et al., 2003). 

In this study, key historical aspects of internal auditing, from its first formal definition in 1947 to its current definition in 2012, were extracted to obtain a historical context of familiarity (Hart, 2018, p.27) with the development of internal audit function, as shown in Table 2.1 below.

	Years
	Statements of Responsibility of Internal Auditor

	Remarks

	1947
	· Primary dealt with accounting matters
· Extension and complement of the external audit function
· 
	· First formal definition of internal audit

	1957
	· Incorporated non-financial and other operations with accounting matters
	· The revised statement with more concern about non-accounting matters


	1971
	· “accounting, financial and other operations” was replaced by the single word “organisation”

	· Denoted the comprehensive nature of modern internal auditing


	1976
	· Made gender-neutral
	· Assumed that all auditors could be male or female


	1981
	· Advanced IA “as a service to management” to “as a service to the organisation”
· Audit charter should be approved by management and accepted by the board of directors

	· Paid more attention to corporate areas

	1991
	· Include broader elements in consulting services
· Addressed issues of compliance with the standards and ethics
· Emphasised the stance on member discipline

	· Recognised consultancy with emphasis on professional standards and sufficient independence

	1994
	· Emphasise consideration of the cost of implementing the recommendations

	· Balance of costs and benefits

	1999 - 2009
	· The new definition of internal auditing clarified the dual aspects of the assurance and consulting roles
	· Same definition stated in the revised IPPF released in 2009


	2009
	· The International Professional Practices Framework (IPPF) was issued, which specified mandatory guidance (Definition of Internal Auditing, Code of Ethics, and the International Standards for the Professional Practice of Internal Auditing) and strongly recommended guidance (Practice Advisories, Position Papers, and Practice Guides)

	· The professional guidance provided by the IIA was embodied in the IPPF

	2012
	The recent definition of internal auditing: 
“an independent objective assurance and consulting activity designed to add value and improve an organisation’s operations, it helps an organisation accomplish its objectives by bringing a systematic, disciplined approach to evaluate and improve the effectiveness of risk management, control, and governance processes.”

	· This revised definition of internal audit still applies since 1999


Table 2.1 Brief History of Roles and Responsibility of Internal Auditing
Source: Head (2009); Munteanu and Zaharia (2014); Pickett (2010); Ramamoorti (2003); IIA (2018)

According to Spraakman (2001), the origins of the internal audit function can be traced to the financial transaction processes of payment vouchers, bank and cash balances, and train ticket receipts by American and British railroad companies in the 19th century (Head, 2009; Munteanu & Zaharia, 2014). Since then, the role of internal auditors increased as external audit firms became more prominent; as the business of their auditees became more complex, internal audit functions began to be seen as an extended part of the external auditor’s work (Sawyer et al., 2003).

The internal auditor is typically internally recruited, supposedly with full access to internal knowledge, and accountable to management. In contrast, the external auditor is a third party from outside the company accountable to the shareholders. Like the IIA’s Internal Auditing Competency Framework, which provides internal auditors with professional development programs to meet International Professional Practice Framework (IPPF) requirements for success in the internal auditing profession, the definition of internal auditing gives a comprehensive view of the new objectives and role of the internal audit function. It focuses more on adding value to the organisation, expanding the scope of internal auditing to cover corporate governance and risk management, and emphasising control.

Historically, assurance was the internal auditing function’s key purpose; providing adequate control mechanisms for an organisation’s activities. The new definition incorporates a value-added element of providing a consulting role to enhance the organisation’s operational effectiveness and efficiency and achieve its objectives.

Internationally, as the internal audit profession has matured, it has responded quickly to some new demands for important regulatory and legislative requirements, including the passage of the Foreign Corrupt Practices Act (1977) in the US, which emphasises internal controls. The US Treadway Committee of Sponsoring Organisations (COSO) Report (COSO, 1992), the later Cadbury Report (UK), and the King Report (South Africa) all set out the internal control framework and requirements for the internal audit function in public listed companies. 

	The most well-known mechanism to date is the Sarbanes-Oxley Act of 2002, which aims to improve the credibility of the information on public companies used by third-party decision-makers. It requires US public companies have independent external auditors attest to the effectiveness of their internal financial reporting controls. It also requires the CEO and CFO to certify their company’s financial statements as part of its quarterly and annual reporting. Many other countries have since adopted similar financial reporting requirements.

[bookmark: _Toc115432570]Applicable Internal Audit Standards
	The revised definition of internal auditing is embodied in a comprehensive professional practice framework (IIA, 2012) for illustrating how internal auditing’s body of knowledge and comprehensive guidance can be combined for better practical coverage in a way that is easily accessible to internal audit professionals. The Professional Practice Framework endorsed by the IIA includes strongly recommended guidance on standards and ethics as a useful reference.
IIA Inc, established in the USA in 1941, has published a series of professional regulatory documents, known as the Framework of Standards for the Professional Practice of Internal Auditing, to provide guidance and promote professionalism (Dittenhofer, 2001; Sawyer et al., 2003). The IIA sets standards for integrity and professionalism in internal auditing through its International Professional Practice Framework (IPPF), which includes International Standards for the Professional Practice of Internal Auditing (hereafter Standards), published in 1978, the Statement of Responsibility for Internal Auditing (1947), and the Code of Ethics for Internal Auditors (1968). Professional internal auditors are expected to act with integrity, objectivity, confidentiality, and competence and to issue warnings seriously when they detect and become aware of any misconduct. The Standards are mandatory guidance for internal audit practitioners and internal audit activities for evaluating governance, risk management, and control processes using a systematic, disciplined approach.

[bookmark: _Toc115432571]Hong Kong Exchange and Clearing Limited 
Following the US Securities and Exchange Commission’s (SEC) approval of the updated NYSE listing standards in November 2003, the Public Company Manual Section 303A.07(d) came into effect in October 2004. It stated that:
“a US public company must maintain Internal audit function to provide management and the audit committee with an ongoing assessment of the company’s risk management processes and internal control systems” (SEC 2003).
Similarly, the 2005 Hong Kong Code provision C.2.1 on “Internal Controls” states that: 
“directors should at least annually conduct a review of the effectiveness of the system of internal control of the issuer and its subsidiaries and report to shareholders that they have done so in their Corporate Governance Report. The review should cover all material controls, including financial, operational and compliance controls and risk management functions” (HKICPA, 2014).
In December 2014, Hong Kong Exchanges and Clearing Limited (HKEX) issued the revised Corporate Governance Requirements: Consultation Conclusions on Risk Management and Internal Control, requiring all Hong Kong listed companies to establish an internal audit function to conduct risk management and have their internal control frameworks independently assessed on or after 1 January 2016. Boards of directors are responsible for continuously monitoring risk management and internal control systems in Hong Kong listed companies, rather than conducting a one-time annual review, and must disclose the existence of an internal audit function and how it usually conducts corporate risk assessment and internal control.
While the internal audit function previously only advised Hong Kong listed companies to follow best practices, the Corporate Governance Code and Corporate Governance Report, as set out in Appendix 14 to the Main Board Rules and Appendix 15 to the GEM Rules, require all Hong Kong listed companies to establish an internal audit function and regularly assess its adequacy and effectiveness. However, companies that do not have an internal audit function in place can annually review whether it is required and disclose the reasons for its absence in their corporate governance reports; this is likely unacceptable to stakeholders, shareholders, and investors, no matter how good the reason stated.
In addition, the audit committee should oversee the internal audit function and ensure it is adequately resourced and has an appropriate status within the organisation. Likewise, under the HKEX listing rules, issuers should have an internal audit function or disclose their reasons for its absence in the Corporate Governance section of their Annual Report.

[bookmark: _Toc115432572]Recent DefinitionS of Internal Auditing
Given the corporate world’s substantial development and dynamic needs, the definition of internal auditing is insufficient to articulate the modern internal auditing profession (McIntosh, 1999). Subsequently, the IIA approved a revised definition of internal audit on 26 June 1999 (Krogstad et al., 1999). Chapman and Anderson (2002) and Nagy and Cenker (2002) investigated the impact of the IA’s new definition on IA practice.

	Pickett (2010, pp.363-365) proposed that internal auditing should also be defined as an independent activity combining objectives, validation, and consultation to add value to an organisation’s operations, robustly help it achieve its goals, and professionally assess and improve the effectiveness of its risk management, internal control, and governance processes.
	The definition of internal auditing includes all key components of the internal auditing function and describes the primary purpose, nature, and scope of internal auditing. The IIA (1999) defines internal auditing as 

“an independent objective assurance and consulting activity designed to add value and improve an organisation’s operations, it helps an organisation accomplish its objectives by bringing a systematic, disciplined approach to evaluate and improve the effectiveness of risk management, control, and governance processes.”
In 2012, the IIA‘s definition of internal audit recognised that internal audit could undertake two broad types of activity – assurance and consulting. Whilst assurance engagements are relatively commonplace and generally well understood, internal audit consulting engagements are perhaps less prevalent.

	The revised standard emphasised two specific roles of the internal audit function’s assurance and consulting services (IIA, 2012). It has been argued that the internal audit function’s predominant assurance role can help an organisation achieve its objectives by systematically adopting a standardized approach and helping assess and improve the effectiveness of its risk management, internal control, and corporate governance processes. 

[bookmark: _Toc115432573]Assurance Role of Internal Audit
	Compliance audits, such as compliance with internal policies and procedures, external rules, regulations and laws, are considered the only major assurance function. Internal audit has gone beyond verifying the accuracy of financial statements (Bou-Raad, 2000; Pitt, 2014, pp.4-5; Soh & Martino, 2011); once perceived as part of the external auditing function, it has become a systematic process for objectively obtaining and evaluating financial information, expressing opinions, and making practical recommendations. 
	In most internal audit engagements, assurance audits are isolated (Decaux & Sarens, 2015; Sarens and Adolmohammadi, 2011). The internal audit function is an independent activity designed to provide assurance and advisory services and add value by achieving company objectives. In recent years, there has been an increased focus on consulting roles to enhance the importance of the internal audit function, adding value to the company to achieve its objectives while maintaining the traditional assurance role.
	The Internal Audit Standards (IPPF) define assurance services as:

“an objective examination of evidence for the purpose of providing an independent assessment on governance, risk management, and control processes for the organisation”

Assurance services involve internal auditors’ objective assessment of evidence to provide an opinion or conclusion on the adequacy and effectiveness of internal controls and performance quality in discharging assigned responsibilities and assess risk exposures related to an entity’s governance, operations, and information systems. Internal auditing uses various tools to improve internal controls by reducing risk, increasing efficiency and effectiveness, and ensuring compliance with applicable laws and regulations. 

	A compliance audit, the most common part of the internal audit function’s assurance activity, determines the adequacy of the control environment and systems designed to ensure compliance with company policies and procedures, legislative mandates, and external requirements. Audit recommendations typically address improving processes and controls to ensure compliance with applicable laws and regulations. An investigation should focus on suspected civil or criminal violations or breaches of company policies and procedures that could result in prosecution or disciplinary action. Allegations of theft or misuse of company assets, white-collar crime, and conflicts of interest are issues addressed by forensic audits, which are designed to assess and substantiate allegations of unethical conduct related to fraud, waste, abuse, or other misconduct and inappropriate activities that may involve the potential misuse or misappropriation of resources.

[bookmark: _Toc115432574]Consulting Role of Internal Audit
	The expectations of the internal audit function need to be continuously improved and reviewed due to dynamic changes in the business environment and conditions.

	Traditional assurance audit services, such as financial and compliance, are no longer adequate to add value to the organisation. The advisory role has become increasingly important and complementary to the traditional assurance function (Cooper et al., 2006; Rezaee, 2010; Sawyer et al., 2003). As such, a broader definition was needed that incorporated advisory elements of the risk management, control, and governance process (Krogstad et al., 1999; McNamee, 2000). A study by Woodward and Selim (2004) showed that most internal auditors in the UK and Ireland conducted consulting services for their companies, even though those companies did not always formally recognise internal auditors as providers of consulting services before the 1999 change in the internal auditing definition because of the perception of internal auditors’ objective and independent nature.

	Consulting activities are usually provided at the request of management but should be approved by the board of directors and audit committee. Since consulting projects range from providing expertise to addressing internal control issues, answering questions, developing solutions to problems, recommending courses of action, and forming opinions, it is important to define consulting activities (such as participation) through a written agreement and appropriate process review and approval by the board of directors and audit committee to maintain the internal audit function’s independence and objectivity.

	Consulting services are collaborative and related businesses are designed to add value in consultation, advice, facilitation, and training (IPPF; Messier, 2011) by recommending improvements to an organisation’s governance, risk management, and control processes. In addition, Goodwin (2004) found that consulting-role-related management training has gradually become a key part of the organization's internal audit function to enhance operations management.

	Consulting services can be a future-oriented, systematic, and independent assessment of an organisation’s activities. They can initiate or participate in business process improvement activities related to internal control. Business process improvement is often used to identify and minimise control deficiencies in business processes and is designed to help organisations make process changes to strengthen internal controls and optimise performance as part of the regular internal audit function.
	The Internal Audit Standards (IPPF) define consulting services as:
“Advisory and related client service activities, the nature and scope of which are agreed with the client, are intended to add value and improve an organisation’s governance, risk management, and control processes without the internal auditor assuming management responsibility.”
The Standards provide considerable guidance on scoping a consulting engagement to ensure that internal audit maintains independence. Most importantly, management assumes the responsibility, not the internal auditors. Consulting services are compatible with assurance roles, which ensure internal auditors do not bear any management responsibility. Internal auditors may provide consulting services as long as they are not involved in the actual decision-making, management, and execution of relevant matters (Messier, 2011). This must be the sole responsibility of management, and boards of directors and audit committees must actively endorse, review, and support the entire audit engagement.

[bookmark: _Toc115432575]Independence and Objectivity
The IPPF is an authoritative guide for the internal audit profession that emphasises the importance of independence and objectivity in practising internal auditing activities. Independence refers to the organisational status of the internal audit function, and objectivity refers to the psychological attitude of the internal auditors. auditor.

Internal auditing is an important function within an organisation. Independence ensures the effectiveness of the internal audit function (Abbott at el., 2016), and the internal auditors should report directly to the board of directors and audit committee (IIA, 2012). They must comply with IA standards and discharge their roles and responsibilities to the auditee independently. According to Implementation Guide 1110, for the internal audit function to be independent, the CAE must report to a level with sufficient authority within the organisation, i.e., the board of directors and audit committee functionally and directly (IIA, 2010a; 2010b), while the CAE typically reports administratively to the CEO.

Based on the IIA’s (2018) definition of internal auditing, it is not only assurance work that can be performed solely on an objective and independent basis. Internal auditors should equally strengthen their role to carry out appropriate consulting services at the operational and corporate levels; i.e., advise day-to-day operating activities, review control processes and procedures, and propose best practices to enhance the tasks assigned to the internal audit team. The purpose of Standard 1130 A1.1 is to guide internal auditors to exercise unbiased and impartial judgment when performing internal audit work. They should not be involved in day-to-day operations, particularly in making management decisions in situations that lead to actual or potential conflicts of interest—e.g., having to audit previous work for which they were responsible (Standard 1130 A1.1). The key, however, is to maintain the independence and objectivity of the internal auditor’s consulting assignment without any administrative, managerial, or decision-making responsibility, thereby avoiding potential or apparent conflicts of interest to participate in an advisory role.

Concerning the potential for a consulting engagement to impair a future assurance review, the Standards 1130.A3 provide that “the internal audit activity may provide assurance services where it had previously performed consulting services, provided the nature of the consulting did not impair objectivity and provided individual objectivity is managed when assigning resources to the engagement.” If there are concerns that a consulting engagement may impair a future assurance review, another option would be to outsource that review, especially if it is within a year or two of the consulting engagement. 

As discussed, part of the problem may stem from a lack of understanding by management and the audit committee that an internal audit can play both consulting and assurance roles. In such a case, the CAE needs to educate management and the audit committee about the different ways in which an internal audit can add value to the organisation. The quality of internal audit performance is positively correlated with close interaction between the audit committee and the board of directors (Roussy and Perron, 2018). Internal auditors have direct and unrestricted access to senior management and the board of directors. Amongst other things, the audit committee must keep under review programs and measures to improve the organisation’s performance and the services it provides (IIARF, 1994). This could be partly achieved through engaging internal audits to undertake or assist with service reviews and process improvements without taking any management responsibilities.

[bookmark: _Toc115432576]Organisation’s Objectives
	Internal audits can help the organisation accomplish its objectives. Organisational objectives are usually stated in the organisation’s mission statement, which broadly expresses what it wants to achieve today, while its vision communicates what it hopes to accomplish in the future (Reid and Sanders, 2020, pp. 27-28; Stevenson, 2015, p.44). The organisation’s vision can evoke a compelling mental image that is massively inspiring, overarching, and long-term (Dess et al., 2019, pp. 24-27, David, 2013, pp. 45-49). An organisation’s mission, as expressed in its mission statement, is the reason for its existence, describing the company’s values and priorities. It serves as the basis for the organisation’s goals, which are the foundation of its strategies and tactics (Stevenson, 2015, p.44; David, 2013, pp. 42-59).
	The organisation’s vision and mission are essential for developing and providing strategic directions and objectives. Organisational objectives primarily relate to strategic objectives, the strategies management uses to benefit stakeholders and the organisation. Senior management primarily sets the direction for the entire organisation’s long-term strategic aspects (Slack & Brandon-Jones, 2019, p.45; Reid & Sanders, 2020, p.8), which include controlling overall operating costs, applying strategic activities to increase customer revenue, improving investment efficiency, reducing risk, and improving long-term capabilities to increase profitability. The employees will then contribute differently based on a broad vision aligned with the organisation’s goals (Reid and Sanders, 2020, p. 216).

	Establishing an effective internal audit function with a sound internal control system and execution mechanism helps the company achieve corporate goals and meet shareholders’ and stakeholders’ expectations. In addition, critical analysis and knowledge of various risk management skills and methodologies are becoming a must-have for internal auditors to maintain long-term success in executing risk management engagements. Internal auditors can help their companies achieve strategic goals by aligning audit objectives with corporate goals. Provide more meaningful assurance and consulting services to management and embrace a more proactive approach (Melville, 2003) to helping management carry out its responsibilities and make value-added recommendations to strengthen the organisation, reduce the risk of operational failure, and be more resilient.


[bookmark: _Toc115432577]Organisational Improvement
	Operational efficiency and organisational strategy must be aligned (Reid and Sanders, 2020, p. 26-31) so that operational objectives address the economic, effective, and efficient aspects of the organisation’s operational and financial performance targets and protect resources from compliance with all relevant and applicable laws and regulations.

	Internal auditors can help add value and improve operations, including elements such as compliance audits, financial audits, and IT audits, and assess whether these resources are being used in the most cost-effective, efficient, and effective manner to accomplish the mission and organisational goals of the front-line operations and organisational support functions. A key internal audit function is to facilitate existing organisational processes and procedures by evaluating the effectiveness and efficiency of operations and programs against applicable IIA standards. Assessing the alignment of the organisation’s operational goals with its mission, strategic goals, and direction is critical. Financial data can be used for operational audits, but the primary source of evidence is operational policies and achievements concerning organisational goals. Identify operational inefficiencies, wasteful spending, employee theft, fraud, non-compliance with laws and regulations, and more.

	The ability to meet new challenges in an environment of increasing globalization and internationalization is crucial. Internal auditors should approach corporate management and provide advice, take the initiative to help and learn, reduce unnecessary running costs, reduce the potential for fraud, and increase the organisation’s ability to comply with laws and regulations and respond to global business by introducing new auditing techniques. 

	However, internal auditors may lack sufficient business acumen and specific skills to conduct a comprehensive operational review and provide practical advice (Arena & Azzone, 2009). Therefore, in the audit planning stage, internal auditors must proactively identify financial and compliance risks and operational-related risks in advance, including control operations, skills and capabilities, and a self-assessment of the relevant operating cycle.

	Businesses should go the extra mile on social commitment. In addition, enterprises should strengthen product safety, environmental safety, occupational safety, and other related management and control operations to align with actual operations and make a long-term investment at the social level. The internal audit function can ensure that companies comply with local requirements and international patterns and take precautions to conduct business soundly. While the internal audit function may not directly benefit from the societal aspects of operations management—such as better product design, process improvements, or energy savings—its objectives should align with the company’s strategic goals.

[bookmark: _Toc115432578]Systematic and Disciplined Approach 
	Per Standard 2420: Communication Quality (IPPF), internal audit engagement reports must be prepared and communicated to users in a professional manner that is accurate, objective, clear, concise, constructive, complete, and timely (IPPF, Standard 2340: Engagement Supervision). Internal Audit applies a comprehensive and systematic analysis and assessment of all phases of business activities and provides appropriate recommendations to management regarding the activities reviewed. Internal auditors can facilitate the incorporation of cost-effective controls into systems before implementation and ensure that controls perform as intended.

	Per Standard 2310: Identifying Information (IPPF), internal auditors must systematically identify sufficient, reliable, relevant, and useful information to achieve the engagement’s objectives in a disciplined manner. The audit plan should be carefully developed by the auditor, the approved board of directors, and the audit committee and communicated to the auditee, which will evaluate the adequacy and efficiency of accounting, financial, and operational controls; information systems audits are conducted in a disciplined manner. Internal audit will actively participate in self-assessment activities to assess governance, risk, and control activities among the operations and functional areas reviewed. 

	Business objectives should be assessed and identified as the basis for defining audit engagement objectives. Internal auditors must have a solid understanding of the objectives of each business operating unit during the planning stage and sufficient relevant evidence to achieve the business objectives. Engagement should then be designed and executed to achieve objectives and identify risks that threaten to achieve operational objectives.

	During the engagement phase, internal auditors need to apply specific audit procedures to collect, analyse and record relevant information in a systematic and disciplined manner to adequately support the results of the engagement. Crucially, the internal audit engagement must be prepared and executed to reach logical conclusions based on complete, relevant, and sufficient evidence through a systematic and disciplined approach during the engagement.

[bookmark: _Toc115432579]Risk Management
	Internal auditors cannot assume responsibility for business decision-making and execution processes; they can only make independent evaluations and recommendations based on objective risk assessment. Internal auditors can help management assess and identify potential risks that could negatively affect organisational goals, as well as opportunities that could positively impact corporate objectives through better risk management, on a regular and ad hoc basis. 

	Risks should be considered in the audit planning process, enabling organisations to address associated risks at the outset of implementation and align their mission and vision with their strategy. As defined in Section 1.3, a key function of an internal audit is to obtain assurance to reduce the likelihood that unforeseen events will harm the company’s objectives. A sound risk management assessment can effectively manage critical risks within acceptable levels while being flexible enough to change and adapt (Kwan, 1999) as the business environment, organisational objectives, and operational activities evolve, and provide reliable and appropriate risk assessments and risk status/control reports. 

	Professional internal auditing standards require assessing the effectiveness of organisational activities and conducting adequate risk assessments of day-to-day operations, including strategic business development plans, capital budgets, mergers and acquisitions etc. Regulatory bodies may require a comprehensive risk assessment as part of the financial reporting process. Typically, internal auditors can thoroughly evaluate and identify emerging threats, manage company-wide risk (Holt & DeZoort, 2009), and reasonably report to the organisation’s management team to ensure an effective risk management program is implemented. They can also help organisations achieve their goals while driving change. Internal auditors can address and report to the audit committee on many of the organisation’s key risks and improve the reporting mechanism’s effectiveness.

[bookmark: _Toc115432580]Internal Control
	Internal controls are designed and embedded in day-to-day operations in a preventive and detective manner so that management reduces risk to acceptable levels. Management is responsible for implementing and monitoring the internal control mechanism within the organisation, while internal auditors are responsible for conducting internal audit engagements to evaluate whether the controls effectively and efficiently achieve the organisation’s objectives.

	Internal auditors can provide companies with an independent assessment and objective opinion on the current state of internal control and potential risks through appropriate internal control mechanisms such as policies, guidelines, processes, systems, training, and ethical culture. 

	The internal audit activity includes an independent assessment of internal control, broadly defined as a process directed by the audit committee, board of directors, and management to provide reasonable assurance, evaluate the controls’ efficiency and effectiveness, and assure management and the board that existing controls are adequate to address organisational risks. 

	However, management is ultimately responsible for implementing and establishing internal control mechanisms to monitor the control environment, assess risks and related control activities, and maintain good information and communication channels. On May 14, 2013, the Treadway Council of Council (COSO) Committee of Sponsoring Organisations published its revisions and updates to the 1992 Internal Controls - Integrated Framework. The COSO framework includes five key components: 1) a control environment involving a set of standards, processes and structures across the organisation; 2) a risk assessment and necessary solutions to identify external and internal risks; 3) information and communication channels 4) control activities, and 5) continuous monitoring and evaluation activities to reduce the risk of achieving goals (McNally 2012; Cohn, 2016). 

	In addition, a sound internal control system helps provide a reasonable (but not absolute) assurance that the company will avoid material errors, fraud losses, or violations of laws and regulations that may hinder the achievement of its business objectives.

[bookmark: _Toc115432581]Corporate Governance
	Governance is a process conducted by the governing body (Cohen et al., 2002), i.e., the audit committee and board of directors, to oversee, guide, and empower management to achieve organisational objectives.

	Corporate governance is another major influence on the internal audit profession (King Report, 1994), promoting the implementation of the highest global standards to increase the importance of the internal audit function in organisations (Coetzee & du Bruyn, 2001). The IIA defines it as follows: 
“Governance processes deal with the procedures utilized by the representatives of the organisation’s stakeholders to provide oversight of risk and control processes administered by management. The monitoring of organisational risks and the assurance…both contribute directly to the achievement of organisational goals and the preservation of organisational value.”

	However, the stakeholders and their means of monitoring and controlling the organisation to achieve mutually agreed-upon goals can vary widely (Alali and Sharifi, 2014). According to COSO’s ERM framework, management uses the corporate governance process to guide activities, achieve goals, and ethically protect the interests of different stakeholder groups. The governance process is usually invoked at the management level, and the company’s strategy is decided and assigned to operations management. The operations management team then translates strategy into relevant policy and procedural controls and implements them into the organisation’s day-to-day business operations. The internal audit function independently assesses the management controls and reports to the company’s board of directors and audit committee. Internal auditors are primarily responsible for reporting on key management control issues, identifying concerns, and coordinating with external auditors to ensure the committee receives valid and reliable information accordingly (Cohen, 2004).

[bookmark: _Toc115432582]The Three Lines of Defence
	The IIA published the Three Lines of Defence (TLOD) model. It was first developed by the Federation of European Risk Management Associations (FERMA) and the European Federation of Internal Audit Institutes (ECIIA) in 2008-10 and has been applied to operational risk management in many areas of business in various industries (Luburic et al., 2017). 

	In 2013, driven by the 2008 global financial crisis, the IIA published a global position paper titled, The Three Lines of Defence in Effective Risk Management and Control (Seago, 2015), outlining what has since become one of the most effective models for risk management (Decaux and Serens, 2015; Leech and Hanlon, 2016, p.336). The model provides clear segregation of responsibilities and allows people in different positions in the organisation to contribute to and take responsibility for enforcing related controls within their area of responsibility. While auditing duties are inherently defensive, they should not be limited to observing, counting, and double-checking records; more proactive and preventive approaches should be adopted. In collaboration with risk management experts, the IIA conducted an extensive review of the TLOD’s strengths, applications, and usefulness to enhance its relevance to the internal audit function (see Appendix 3).
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Figure 2.1 Key Roles and Responsibilities of the Three Lines of Defence Model
Source: Adopted from IIA (2020); Luburic et al. (2017)

	Although various companies’ management teams may have their own means of assurance from the first and second lines of defence (Chambers & Oar 2015), the TLOD is one of the most common control mechanisms based on position, role, and responsibilities within an organisation (IIA, 2013) and has been highly recommended by the IIA and the Chartered Institute of Internal Auditors, which published a position paper in June 2017 titled, The Three Lines of Defence Model. Although the model is a risk-based approach, it helps to explain the relationship between the three layers’ functions and corresponding responsibilities, which are briefly expressed in the following sections and shown in Figure 2.1. 

[bookmark: _Toc115432583]First Line of Defence
	The first line of defence is implemented by the key process owners, who manage the day-to-day operational activities using their best knowledge, skills, and information to operate the relevant policies and procedures of the company and are responsible for implementing and maintaining the designed internal controls effectively and efficiently to achieve the objectives of the organisation (IIA, 2020; Luburic et al., 2017). They are familiar with the workflow, making it easier for this frontline operations management group (OMG) to implement process controls and directly detect their responsible areas’ weaknesses. They are responsible and accountable for deploying the mandatory controls standards defined by the company and monitoring mitigation actions on a timely basis as designed into systems and processes (Seago, 2015) by senior management and recommended by internal audit.

[bookmark: _Toc115432584]Second Line of Defence
	The second line of defence is an oversight function executed by management, i.e., heads of business units and entity-level functional support management who may specialise in compliance or risk management, or senior management with functional responsibilities for providing direction, policies, facilities, support, and adequate resources to frontline managers (OMG). However, this management group usually takes on functional roles and holds fairly senior management positions. To divide the three layers of the TLOD based on different defined roles and responsibilities, this management group is called the Senior (Functional) Management Group (SMG) in this study. The second line of defence group (SMG) assumes oversight functions alongside the first line of defence management (OMG).

	Thus, if the first line of defence were to become ineffective, the SMG would execute its compliance and supporting functions, monitoring risks and controls and ensuring they are effectively managed and overseen. The key objective of this layer is to ensure the first line of defence is adequately designed and operates as intended. Senior management is responsible for implementing the board’s direction in a manner that ultimately achieves organisation objectives. This second layer of management has the seniority and authority to assist in developing policies, processes, and controls to mitigate risk and ensure operations are running properly (IIA, 2020; Luburic et al., 2017).

[bookmark: _Toc115432585]Third Line of Defence
	The third line of defence is a crucial internal audit function in many organisations, especially public companies in most countries, including Hong Kong. This third line of defence provides regular independent and objective assurance (Luburic et al., 2017) and advice (IIA, 2020) to the board and audit committee, i.e., quarterly audit committee meetings. This internal audit professional group (IAG) must not be a management function. Internal auditors review and evaluate the designed controls and the corresponding operating effectiveness of the operations in the first and second layers of the defence model independently.

	For effective and efficient governance, risk management, and control, the separate lines should not operate in silos. Internal auditors should help the three lines share adequate and appropriate information and coordinate efforts to avoid unnecessary duplication of efforts and collaboratively achieve the same organisational objectives. However, independence and objectivity audit activities should still be very carefully established and maintained to report the effectiveness of the first and second lines of defence and on governance, risk management and internal controls to the governance board.

[bookmark: _Toc115432586]Governing Bodies
	Monks and Minow (2011) advocated corporate governance as the relationship among various internal and external parties in determining the direction and performance of corporations. Anon (1999) introduced a broader definition of corporate governance that incorporated the concepts of goal congruence, incentives, monitoring, and control: 

“Corporate governance…involves a set of relationships between a company’s management, its board, its shareholders, and other stakeholders. Corporate governance also provides the structure through which the objectives of the company are set, and the means of attaining those objectives and monitoring performance are determined.”

Corporate governance can also represent a set of constraints on the possibilities and incentives for corporate management and the board to acquire the rights of external investors that is of utmost economic importance to the macroeconomy (Monks and Minow, 2011, p. 415-454). 
	
Other than striving to provide effective monitoring of financial reporting and external audits (Beasley et al., 2009), the audit committee usually works closer with IAG than the other OMG and SMG. Also, it evaluates the current and projected scope of internal audits to cover the risk management and governance process adequately. It also effectively plans to keep the internal auditing processes in compliance with the Internal Audit Standards for the Professional Practice of Internal Auditing and aligned with the company’s strategic vision and objectives.

The audit committee mandates a review of the compliance and risk assessment process and internal audit reports to ensure the effectiveness of the internal control system and the implementation of the risk assessment process. Along with regulations, this is a core structure from a governance perspective. Since they are responsible for setting organisational goals and establishing structures to manage risk and achieve those control objectives, they are not included in the line of defence. The target range of this study was three groups within the lines of defence. They are considered third-line service stakeholders; therefore, boards and audit committees were not included among this study’s target questionnaire respondents or focus group participants.

[bookmark: _Toc115432587]External Auditors and Regulators
	External auditors and regulators are not among the three key layers of the TLOD model but still significantly impact a company’s compliance operations. These groups can be considered another form of governance, one based on forces external to the TLOD’s control structure. Therefore, these two groups were not included in the scope of this study.

[bookmark: _Toc115432588]Three Lines of Defence and Internal Audit Function
	However, it has been argued that there is a lack of prescriptive guidelines for internal audit practitioners (Leech & Hanlon, 2016, pp.348-353), though the IIA Practice Guide has provided some. Functional management (SMG) in the second line of defence may have responsibilities that include both first- and second-line roles, even if its direction and oversight are designed to secure a degree of independence from the OMG.

	Nevertheless, there are varying definitions of the TLOD across internal control, risk management, and governance processes related to the internal audit function (Daugherty and Anderson, 2012). For this study, a simplified version (shown in Figure 2.1) was extracted from the Three Lines of Defence model (Appendix 3), mainly focusing on the three targeted groups’ roles and responsibilities to classify the questionnaire respondents and focus group interview participants accordingly.

	The TLOD model was used to select three hands-on groups as the basis for quantitative and qualitative samples in this study to analyse the effectiveness of the internal audit function based on their work experience and expectations in their respective company positions and responsibilities. This aimed to identify the different perspectives of these three important groups and their potential relationships to improve the internal audit function’s overall effectiveness and work together to achieve organisational goals.

	As part of the first line of defence, frontline managers are familiar with and know how to conduct the control environment in their business units. They implement management policies, procedures, and controls to run day-to-day operations and are the key process owners responsible for implementing adequate and effective internal controls and monitoring processes in their business. They are, therefore, the group that deals with internal auditors during ongoing audits. This group was selected to allow frontline operations management (the OMG) to express their views on the internal audit function based on their practical experience in daily operations.

	The second line of defence is responsible for developing, implementing, and monitoring the company’s overall risk management and internal control functions. This management group typically works closely with internal auditors to help monitor and ensure that all business functions are implemented in accordance with policies and procedures established in the company’s best interests, as they have complete responsibility for the overall execution and risk assessment of the company’s designed internal auditing standards. They are another group closely involved in audit activities, with a wealth of knowledge and experience and expectations about the effectiveness of the company’s internal audit function. This functional management group can provide their views about the internal audit function from a senior management perspective.

	The third line of defence is implemented by internal auditors, who play a more evaluation role. Internal auditors are an independent and objective company group responsible for reviewing and evaluating internal controls’ design and implementation. They must ensure that the first and second layers of defence function effectively, efficiently, and consistently throughout business operations and meet company objectives. Therefore, the IAG was the third sample group selected to test the effectiveness of the internal audit function (via self-assessment), identify their insights, and compare them with the other two groups’ (OMG and SMG).

	There should be regular interactions and communications, including assurance and consulting engagements, between the OMG and SMG (first and second lines) and the IAG (the third) to ensure that the internal audit function is aligned with the organisation’s objectives. Internal auditors should ensure that internal audit activities are relevant and help the organisation strategically and operationally.

[bookmark: _Toc6853755][bookmark: _Toc92213867][bookmark: _Toc92213983][bookmark: _Toc115432589]Balanced Scorecard
	Establishing measurable goals based on corporate strategy allows for continuous evaluation and adjustment thereof so that all corporate activities, resources, and programs are fully aligned with the same vision in the same direction. One of the most potent elements of the Balanced Scorecard (BSC) is using strategy mapping to visualize and communicate how the organisation creates strategic value (Niven, 2014; Park et al., 2017). It helps improve the accuracy and usability of the information generated by internal auditors (Frigo, 2002, pg. 49 -55), designed to enhance the effectiveness of the internal audit function, management, and the company as a whole (Kaplan & Norton, 1999, pg. 5-10). The King Report supports the application of the BSC to enhance good corporate governance beyond the sole focus of a financial perspective (King Report, 2002, Nielsen, 2017). Further, Hegazy et al. (2020) suggested that the development and use of the BSC measures will enhance audit firms’ performance.

	Ziegenfuss (2000) was the first to implement a performance measurement system to ensure the internal control quality of the BSC. The related assessment was focused on the Internal Audit Department that applied the four aspects of the BSC – financial, customer, learning and development, and internal processes. Seminogovas and Rupsys (2006) applied the BSC framework to establish a comprehensive model to measure internal audit performance, considering the relationship between internal audit and the organisation’s mission, goals, and strategy. 

	The BSC has been used to evaluate and refine strategy at the department level according to a study by the Institute of Internal Auditors Research Foundation by Frigo (2002), which referred to how the BSC could be used to assess the strategy of an internal auditing department and align it with audit committee objectives and corporate strategies.

	BSC is a powerful management tool for strategy translation and implementation (Coe & Letza, 2014; Frigo, 2002; Niven, 2014) and for evaluating the performance of the internal audit department. The BSC model emphasises how the internal audit department can improve its activities to measure internal audit performance for improving internal audit functions. This aligns with Kaplan and Norton (2001, 2007), who “developed a clear guideline 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”. The IIA has adopted the BSC as a strategy-focused approach combining non-financial and financial performance measures of efficiency and effectiveness. 

	Kaplan and Norton developed the BSC in 1992, and subsequently presented the “BSC,” methodology in a 1996 Harvard Business Review article entitled, “Using the balanced scorecard as a strategic management system” (Hasan & Chyi, 2017; Kaplan & Norton, 1996). 

	The concept of BSC applied in this study was to measure how well the internal audit function is performing in respect of the BSC’s four perspectives (financial, customer, internal process and innovation) and implicit interrelationships, shown in Figure 2.1.

[bookmark: _Toc115432590]Financial Perspective

	The financial perspective generally refers to the financial returns and economic value added to the organisation. The internal audit department is typically a cost centre of the company and not a profit centre to generate revenue. In this performance evaluation landscape, financial metrics are reviewed as an important part of evaluation measures in the context of an organisation’s strategy that focuses on the organisation’s long-term goals. 

	An internal audit plan must consider organisational strategy, objectives, and risks relevant to the business. Internal auditors must determine the extent to which management and the board have established adequate standards to determine whether goals and objectives have been achieved. Casello et al. (2005) investigated some companies with large internal audit function budgets and demonstrated that IA budget control is an important aspect that affects the perception of the effectiveness of internal audit functions (Scarbrough et al., 1998). Internal audit activities should be designed to add value to the organisation and its stakeholders through an effective audit plan and a reasonable and adequate budget and resources while considering strategy, objectives, risks, and protecting company assets and compliance with laws and regulations, policies, and contracts. 

	In developing a risk-based plan to help the company achieve its long-term organisational goals, auditors should understand its organisational strategy, key business objectives, associated risks, and risk management processes. The internal audit activity must assess risk exposures related to an organisation’s governance, operations, and information systems to achieve the organisation’s strategic objectives and ensure effective organisational performance management and accountability. 

	So, with an effective internal audit function, the financial numbers will take care of themselves by making fundamental improvements in their operations.
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Figure 2.2 Four Perspectives of Balance Scorecard
Source: Kaplan and Norton, 1996, p.76.

[bookmark: _Toc115432591]Customer Perspective

	This view relates to customer satisfaction from the key stakeholders that the internal function is designed to serve, i.e., the board of directors, audit committee, management, etc. Anderson (2003) questioned who the ultimate customer of internal auditors was, calling it a critical issue playing an important role in today’s business world and many areas of business management science, including the internal audit function. The client perspective here is defined as those internal audit department clients whose department managers (auditees) were audited in this study (Soh & Martino, 2011). This measures the client’s satisfaction based on the value the audit engagement can provide to the auditee. Internal clients’ (including management and audit committee members) appreciation of IA is a key factor identified by Lenz and Hahn (2015). When making an overall opinion, internal auditors must consider the organisation’s strategy, objectives, risks, and the expectations of senior management, the board, and other stakeholders and how the potential conflicting customer demands are to be managed (Anderson, 2003, p.100). 

	Opinions must consider the expectations of senior management, the board, and other stakeholders and must be supported by sufficient, reliable, relevant, and useful information. Risk identifications accepted by management can be observed through assurance or consulting engagements, monitoring the progress of management’s actions taken due to prior engagements.

[bookmark: _Toc115432592]Internal Process Perspective
	This perspective focuses on how to design and implement an effective internal audit process in an organisation to help the organisation achieve its goals and improve the internal audit function process to meet stakeholders’ and internal clients’ needs. Lentz et al. (2013) identified an appropriate internal audit process as a critical category and the internal auditor’s chief means of identifying, examining, and evaluating audit engagements. In this regard, the BSC emphasises the internal audit process evaluation, which significantly affects improving operations and achieving organisational goals. Soh and Martinov-Bennie (2011, p.614) argued that an excellent internal auditor can collaborate with other organisations’ stakeholders and is not afraid to express an impartial and critical opinion, even in controversial situations. The CAE must establish and maintain a system to monitor the disposition of findings communicated to management and follow-up processes to monitor and ensure that management’s actions are implemented effectively or that senior management has accepted the risks of inaction.

[bookmark: _Toc115432593]Growth and Learning Perspective

	The growth and learning perspective form the basis of the BSC, which focuses on the motivation, training, and innovative vision that employees need to implement new strategies (Creamer & Freund, 2010). It is important to place a high priority on and continuously improve the internal audit team. Therefore, the BSC considers employee satisfaction and appropriate ongoing training among the key indicators. The goals of this vision include identifying the work, systems, and organisational climate needed to support the effectiveness of the internal audit function. It should address how internal auditors maintain their ability to change and improve knowledge, skills, and capabilities to continually reshape the IA department in line with the company’s strategic long-term growth. Albrecht et al. (1988, p.6), Mihret and Yismaw (2007) and Mihret et al. (2010, p.240) argued that continuous learning to maintain and update the internal auditor’s skills and competencies is closely related to the effectiveness of the IA and meeting the expectations of the auditee (Rittenberg & Anderson, 2006).

	Internal auditors with skilled and qualified internal auditors will be considered highly satisfactory professionals in the organisation, the primary human resource of the internal audit team, and considered one of the most important beneficiaries of the internal audit function and the company.


[bookmark: _Toc92213868][bookmark: _Toc92213984][bookmark: _Toc92663027][bookmark: _Toc115432594]CHAPTER THREE: RESEARCH METHODOLOGY
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[bookmark: _Toc115432596]Introduction
	This study applied mixed-methods research (MMR) to address expectations about the contemporary role of an effective internal audit function in listed companies in Hong Kong. A two-stage sequential mixed-methods design (Creswell and Clark, 2018; Ivankova et al., 2006) was applied, in which quantitative and qualitative data were collected and analysed separately, followed by subsequent integration. In this study, quantitative questionnaire data were analysed to examine the internal audit function (per the IIA’s commonly-accepted definitions and standards) and determine the difference between perceptions and expectations of the current internal audit practices of listed companies in Hong Kong. The qualitative data obtained from three focus group interviews were then interpreted to explain the similarities and differences of the quantitative results and to explore if any additional insights were noted from these three focus groups among the operations management, senior management, and internal audit professions. The reason for applying MMR was to strengthen each technique to compensate for the weaknesses of the other to provide more robust analyses (Miles et al., 2014; Tashakkori and Teddlie 1998) and improve the validity and reliability of the findings, as well as the conclusions. Research ethical concerns were also addressed with permission and consent for voluntary participation and withdrawal, anonymity and confidentiality at all stages of research processing (Sieber and Tolich, 2013).
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Figure 3.1: Research Philosophy Model 
Source: Adapted from Saunders et al., (2016, p.128); Tashakkori et al. (2021)

	A well-planned research design helps ensure that the research objectives can be met and the right kind of data is collected for analysis to answer the research question. One of the most commonly used research philosophy models, the so-called “research onion” (see Figure 3.1), developed by Saunders et al. (2012, pp. 128-129), is widely used in the social sciences for constructing a theoretical framework for business studies. A similar view from Tashakkori et al. (2021) is that the paradigm, methodology, and method are three distinct but related concepts.
[bookmark: _Toc115432597]Research Philosophy
	Research philosophy is the belief that data about phenomena should be collected, analysed, and used to deal with the source, nature, and development of knowledge (Saunders et al., 2012). In the late 20th century, a debate between two opposing paradigms emerged. The so-called “paradigm war” revolved around disagreements over reality, truth, and knowledge in different research methods (Creswell & Clark, 2018; Denzin & Lincoln, 2011, pp.98-116; Teddlie & Tashakkori, 2009). A research methodology requires a philosophical and epistemological underpinning; quantitative research is based on positivism and concerns objective knowledge, while qualitative research is based on interpretivism and concerns subjective knowledge.

	The positivist philosophy of quantitative research is based on the ontological belief that only one reality is waiting to be observed (Levin, 1988). Epistemology of knowledge is objective in that the knowledge is created by researching statistics, and the axiological value of research aims to avoid bias that should not interfere with the study. Quantitative methods are used for data collection to deduce results from the known to the unknown. In qualitative philosophy, interpretivism holds that ontological beliefs about the nature of knowledge are subjective and created between the researcher and participants, who are inseparable. The axiological value of the individual must be respected, and personal opinion is more important than sample size. Qualitative methods are used for data collection to move results from unknown to known. 

	Scholarly interest in mixed methods can be seen in recent publications, including academic journals and other research (Bergman, 2008). Creswell (2009) provided an applicable introductory commentary for different worldviews by accompanying different research methods. De Loo and Lowe (2011) discussed the application of mixed methods in the context of the philosophy of science. More recently, De Silva (2011) comprehended her research experience using the sequential explanatory mixed (QUAN→qual) design in a voluntary environmental reporting study, indicating that questions regarding the frequency of numeric data are best examined by quantitative means while perceptions and opinions are best explored by qualitative methods. Furthermore, Jogulu and Pansiri (2011) analysed management aspects using a mixed-methods study. Both used a sequential interpretation strategy: quantitative data first, then qualitative data (QUAN→qual). This quantitatively dominant mixed-methods study relies on the positivist quantitative view of the research process while recognizing that adding the interpretivist qualitative data and methods is beneficial in achieving research objectives (Johnson et al., 2007, p. 123-124).

	According to Johnson and Onwuegbuzie (2004), MMR and the philosophy of pragmatism are complementary in that pragmatism bridges quantitative and qualitative paradigms (Morgan, 2014). In mixed-methods pragmatism philosophy, the ontological nature of reality is what “works” and has practical consequences (Johnson & Onwuegbuzie, 2004). There is a single reality, but individuals have unique ways of interpreting it. The epistemology of MMR is that knowledge is generated through scientific research, and researchers may interact with participants depending on necessity. The axiological value is that the researcher is concerned with values that are good for research and only discusses values that work. A mix of quantitative and qualitative methods can be applied as long as they bring valid and reliable results.

[bookmark: _Toc115432598]The Pragmatic Stance of Mixed-methods Research
	
Pragmatism is a paradigm that can be positioned side-by-side and advocates the use of mixed research methods (Morgan, 2014), focusing on “what works” for the truth of the research question (Tashakkori & Teddlie 2003, p. 713) and avoiding controversial truths and real-world questions (Feilzer 2010, p. 8).

	It has been argued that combining two philosophical extremes, positivism and interpretivism, would validate traditional views of the relevance of ontology and epistemology. However, by using more than one set of methods, MMR can enhance the “credibility” or “trustworthiness” of one’s research, as pragmatism is a philosophical tradition that sees words and ideas as tools and instruments for studying problems, rejecting the idea that the function of concepts is to address reality. Pragmatism involves philosophical assumptions that guide the research process of collecting and analysing data and how qualitative and quantitative data are combined in a single study. Pragmatists believe that the nature of knowledge, concepts, and beliefs are best viewed in terms of their practical use for the successful achievement of research objectives.

	The development of MMR resulted from a paradigmatic war in the 1960s over whether the methods were compatible given their fundamental differences in philosophical and paradigmatic assumptions (Greene, 2008; Creswell & Clark, 2018). Practical rather than philosophical considerations drive MMR, so the key challenge is ensuring that the quantitative and qualitative components make sense while coherently integrated.

	MMR has been increasingly popular in various research areas in the past 30 years. However, MMR can sometimes be driven by practicality instead of philosophical considerations and has sometimes been criticised for indiscriminately accepting both positivist and interpretivist ways of knowing for pragmatic reasons. 

	Objectivist ontology and positivist epistemology inevitably lead to the use of quantitative methods. Likewise, constructivist ontology and interpretive epistemology inevitably lead to the use of qualitative methods. Both positivism and interpretivism primarily emphasise ontology and epistemology while ignoring the importance of the practicalities involved in collecting and analysing data. Pragmatism more focuses on the fundamental question about the value of adding an additional source of data as a paradigm in mixed methods. Pragmatism is a philosophical paradigm that advocates thinking about how beliefs lead to actions that have consequences. This problem-oriented philosophy believes that the best research method is the one that it can most effectively solve a research problem and involves a combination of quantitative and qualitative methods for evaluating different aspects of a research question (Creswell & Clark, 2018, p.13) without disrupting the two opposite philosophical assumptions (positivism and interpretivism) and positioning them as mutually exclusive.

	Pragmatists tend to conduct MMR without boundaries (Guba & Lincoln, 2005). Thus, the best fit for understanding the research questions should allow freedom in choosing research methods, techniques, and procedures (Creswell, 2009). In other words, the research purpose is paramount when choosing the research method, not an abstract position on the philosophy of knowledge or practical issues.

	There is no single way of doing research; the key is that the research method should be aligned with the research question. MMR was applied to deepen the meaning of the research findings rather than to uncover regularity for the world, which may lead to the epistemological fallacy (Scott, 2012). MMR uses multiple data collection and analysis methods that align with quantitative and qualitative approaches (Venkatesh et al., 2013) to get a wider range of views and interpretations, reinforce the research findings (McEvoy & Richards, 2006), and avoid the epistemological fallacy when trying to validate quantitative results with qualitative approach.

[bookmark: _Toc115432599]Research Approach
	Research approaches can be divided into two major types, deductive and inductive. A deductive approach is generally a factual, rule-based, top-down approach that establishes relationships between propositions and conclusions and provides possible assurance of the truth of assumptions. Taking existing theories as its starting point, it puts forward falsifiable hypotheses based on the existing research problem (i.e., there is no difference in the expectations and perceptions of the effectiveness of the internal audit function of listed companies in Hong Kong). By collecting data (evidence) to test hypotheses about the analytic results, the null hypothesis can be rejected or not. An inductive approach is a bottom-up approach in which specific situations are analysed to establish general principles for which evidence (observation) is provided, and reasons (patterns) are given to support the hypothesis (conclusion) of the possible truth. An inductive research approach is applied to develop an experienced-based understanding describing the likelihood that the reasoning supports the apparent truth of a conclusion.

	In a quantitative strategy, the research philosophy is positivism with a deductive approach and an objective ontology, whereas the qualitative method is inductive and subjective, per the interpretivism research philosophy. Both typically have mutually exclusive paradigms about the nature and sources of knowledge. One typical problem in MMR is the higher likelihood of combining data and analysis in inconsistent or contradictory ways, which can lead to inconsistencies between the work’s quantitative and qualitative parts, threatening the coherence, validity, and credibility of the study.

	The deductive part of this study started with a problem statement, followed by hypotheses. The internal auditors’ effectiveness research framework was based on the IIA definition, and the questionnaire data collected were used to validate the related research questions and hypotheses methodically based on the statistical results. In contrast, the inductive part of the study started with facts and details and worked to get the results and conclusion based on themes generated from transcripts of focus group interviews assuming a real-world setting. They were analysed as explanatory to better understand the study’s results.

	Sequential explanatory design (“QUAN→qual explanatory designs”), in which the first stage of quantitative data collection and analysis is followed by the collection of qualitative data (Clark et al., 2008), was used to interpret the initial quantitative results. Teddlie and Tashakkori (2009, p.151) suggested a sequential mixed design where QUAN and QUAL strands occur sequentially across time; the latter chain is built on the former’s stand, and the research questions are interrelated at some point in the research’s evolution. Morse and Niehaus (2009, p.25) proposed a deductive sequential design in which the core part is quantitative and the supplementary part is qualitative, similar to the quantitative-driven sequential design of Johnson and Christensen (2017, p.478). When considering the methods mentioned in various philosophies, the explanatory sequential design, which emphasises the further interpretation of quantitative (QUAN) results with qualitative (qual) results, was proposed for this MMR design. In this study, the deductive study was followed by inductive research to improve credibility and validity and support the research conclusion.

[bookmark: _Toc92213869][bookmark: _Toc92213985][bookmark: _Toc92663028][bookmark: _Toc115432600]Research Methodology
[bookmark: _Toc6853758]	The MMR has been continuously developed to fit various research questions (Bryman & Bell, 2011; Creswell & Clark, 2011, pp.69-72). The MMR employed in this study was designed to contribute to a broader and deeper understanding of the effectiveness of the internal audit function of listed companies in Hong Kong and its associated assessment measures using the BSC. Tashakkori and Teddlie (2003) remarked, in the Mixed-methods Handbook, that MMR has become popular and widely acceptable because it combines the advantages of quantitative and qualitative research and makes up for some of their limitations by focusing on a different approach to the research question with less potential preconceived bias and more complete evidence (Greene et al., 1989; Johnson & Onwuegbuzie, 2004, pp.17-18).

[bookmark: _Toc115432601]Mixed Methods
	
This study aimed to demonstrate the importance of the research question by applying a mixed-methods approach to data collection, analysis, and interpretation. Two forms of empirical evidence were collected through quantitative questionnaires and qualitative focus group interviews. One of the reasons for applying MMR is that its complementary features seek elaboration, enhancement, illustration, and classification of the research results (Best, 2012, pp.267-269; Schoonenboom & Johnson, 2017).

	Quantitative data were collected through closed-ended questionnaires distributed to randomly selected listed companies in Hong Kong, while qualitative data were obtained by asking open-ended questions in focus group interviews. The questionnaire items were primarily developed for this study based on the research objectives and questions and aimed to explain the relationship between expectations and perceptions of the internal audit function in Hong Kong listed companies. This study adopted a sequential explanatory mixed-methods design, beginning with data collection and analysis in the quantitative phase, followed by qualitative data collection and analysis to interpret and integrate the quantitative results further and address the research questions in the subsequent qualitative processing phase (see Table 3.1). 

	This study employed MMR to address research questions better than was possible using quantitative or qualitative methods alone (Creswell & Clark, 2018, p. 5; Johnson & Onwuegbuzie, 2004; Leech & Onwuegbuzie, 2008, pp.265-275). This study combined 


[image: ]
Table 3.1: Mixed-methods Explanatory Sequential Design (QUAN→qual)



quantitative questionnaires and qualitative focus group interviews in the same data collection period, with the former being undertaken around a month before the latter. Quantitative research was initiated to examine the patterns of questionnaire responses. Based on experiences that participants’ shared in three focus group interviews, a qualitative approach followed to gain a deeper understanding of their reasons. This sequential explanatory strategy aimed to achieve complementary effects, offer actionable and informative data, and enhance traditional quantitative or qualitative research (Creswell et al., 2004; Fetters, 2020; Fetters et al., 2013).
[bookmark: _Toc115432602]Quantitative Research Method
The quantitative portion of this MMR emphasised objective statistical analysis of the questionnaire data. Since the internal audit function is a regulatory requirement set by the Stock Exchange of Hong Kong (HKEX) for all listed companies in Hong Kong, as in most other countries, a set of English-language questionnaires was designed, supplemented by Chinese translation, and sent to potential respondents from randomly selected listed companies in Hong Kong to determine the relationship between their perceptions and expectations of the contemporary internal audit function.

[bookmark: _Toc115432603]Qualitative Research Method
	
The complementary qualitative research was designed to develop a deeper understanding and explain the quantitative results on how the different focus groups perceived the internal audit function and related performance measurements. Focus groups allow participants to expand on each other’s responses (Best, 2012, pp.89-90; Beyea & Nicoll, 2000), speak for themselves, and provide their perspectives on the study naturally. Although it is rather subjective with no single reality, even the same data may produce rather different analyses than other research (Sapsford & Jupp, 2006, pp.250-256), but the interpretation exists only in reference to the participants, finally merging with the quantitative results as part of the research process.

	The general inductive approach applied in this study provided a set of easy-to-use systematic procedures for analysing qualitative data that described the most important themes and reliable and valid findings (Thomas, 2006). It was designed to provide a simple, straightforward method for drawing conclusions in the context of identified research objectives.

	A set of semi-structured open-ended questions was presented to focus group participants on collecting qualitative information. Gillham (2000, p. 5) supported that using open-ended questions can lead to higher-level discoveries aimed at finding practical answers to research questions. Answers to such questions are more likely to accurately reflect respondents’ thoughts (Creswell, 1994, p. 169). Therefore, questionnaires with closed-ended questions and focus group interviews with open-ended questions were designed to complement each other (Greene et al., 1989, p.259; Johnson & Onwuegbuzie, 2004).

[bookmark: _Toc115432604]Research Strategy
	Research strategy refers to an action plan that gives the overall direction of the research and the process by which it will be conducted (Remenyi et al., 2003). Saunders et al. (2016, pp. 600) defined research strategy as “the general plan for how the researcher will answer the research question”. Therefore, while various research strategies are available and overlapping, a key consideration is choosing the most promising strategy for a particular study. This study selected a survey to collect numerical (quantitative) data via closed-ended questions. An interpretive strategy was adopted to address the qualitative research’s objective of understanding the root causes of responses in the internal audit function area using non-numerical data from focus group interviews involving open-ended questions.

[bookmark: _Toc115432605]Survey Research Strategy
	
Experimental research can identify precise relationships between variables by studying them intensively in a controlled environment using similar quantitative analytical techniques to generate generalisable statements applicable to real-life situations. In practice, it is challenging to control and monitor independent variables to observe behavioural changes in the dependent variables (Collis & Hussey, 2014) and achieve sufficient control to make replication viable. 

	Surveys allow more variables to be studied at once than is typically possible in experiment research. As such, a survey research strategy was chosen for the quantitative part of the study. A survey was conducted in early 2021 to obtain numerical data via a questionnaire about the real-world environment, i.e., perceptions of the internal audit function (IAF). Potential relationships between various dependent and independent variables (i.e., IAF’s effectiveness, assurance and consulting roles) were then inferred from the data using quantitative analysis techniques to generalise the results from the available evidence (Sapsford & Jupp, 2006, pp.214-225).

	The final questionnaire was the only key quantitative data collection tool for this study. The instrument was adopted based on knowledge from previous studies and literature reviews. The questionnaire was validated through a pilot test conducted by two internal auditors and 17 DBA students. Cronbach values above 0.8 were obtained, confirming the tool’s internal consistency and necessary confidence (see Sections 3.6.2 and 3.6.3). 

[bookmark: _Toc115432606]Interpretive Research Strategy
		
An interpretive research strategy uses the human experience to answer research questions. It can better understand the root cause and get participants’ opinions on specific facts or issues. It is not numerical data but provides insights into research questions and helps achieve research goals, e.g., by using focus group interviews with open-ended questions for detailed discussions. Interpretive research does not seek to generalise about populations but to understand the broader structure of a phenomenon, which can then be used to inform other contexts (Hirshheim & Klein, 1994).

[bookmark: _Toc115432607]Research Method
	A study’s research method comprises all the methods used to conduct the research process, including data collection, sampling, and analysis to solve the research problem. They are the techniques and procedures applied in researching a research question. This study applied a mix of qualitative and quantitative methods, including questionnaires and focus group interviews (see Table 3.2). This sequential explanatory mixed method involved research methods designed to collect data, conduct research, and achieve the research goals using quantitative and qualitative approaches.

[bookmark: _Toc115432608]Use of Questionnaire and Focus Group Interview
	QUAN: Questionnaire
	qual: Focus Group Interview

	Applied in quantitative research

	Commonly applied in qualitative research

	Distributed by mail
	Conducted directly in person via online video conferencing


	Closed-ended questions with 5-Likert scale
	Open-ended question


	Large amount of consistent data can be collected
	Small group of participants to share and explore in-depth ideas



Table 3.2: Characteristics of Data Collection in Questionnaire and Focus Group Interview

[bookmark: _Toc115432609]Pilot Test of Questionnaire
	
This questionnaire was developed with reference to Appendix E of the IPPF Guidelines for Practice: Measuring Internal Audit Effectiveness and Efficiency (IIA, 2012) and Pickett’s (2000) “Developing Internal Auditing Capabilities”. Instruction was included with consideration of putting the respondent's mind at ease. (Oliver, 2010, pp.57-59). A pilot test was conducted to evaluate the reliability and validity of the developed questionnaire (Van Belle, 2008). The pilot test questionnaire was distributed to two internal auditors and 17 DBA students after adjusting the wording of some questions to make them more understandable. Cronbach’s alpha was applied to measure internal consistency (Cronbach, 1951) and the homogeneity of item groups. McMillan and Schumacher (2001) recommended caution when using groups with alpha values below 0.70. Empirically, 0.7 or higher has been nominated as a desirable alpha value (Fraenkel & Wallen, 2000, p.179) and was adopted for this pilot test. The general range of alpha values observed was above 0.8, meaning the questionnaire passed the validity test.

[bookmark: _Toc115432610]Quantitative Questionnaire Survey
	
A good survey design depends on setting appropriate criteria for the questionnaire items (Peterson, 2000, pp. 45-60) and obtaining high response rates from a representative sample with qualitative insights (Dunifon, 2005). It is an inductive method applied in this study to gather data from the questionnaire respondents to analyse those collected data with statistical tools and arrive at objective findings.

	During the survey phase in 2021, 650 companies (25.56%) were randomly selected from 2,543 Hong Kong listed companies. A total of 215 responses (33.08%) were collected and analysed using IBM’s Statistical Package for Social Sciences (SPSS) to examine the demographic characteristics with descriptive analysis and support the statistical significance of the quantitative results (stated in Chapter Four: Results and Analysis) using inferential statistics with various nonparametric statistical analyses (O’ Dwyer, 2014, pp.228-251; Pallant, 2013, p.115).
	The questionnaire was self-administered. A small group of two dedicated internal audit professionals and 17 DBA students studying in various business disciplines tested the pilot questionnaire with Cronbach Alpha values above 0.8. The questionnaire items were divided into four parts: introduction, demographic information, internal audit function, and BSC (see Appendix 1). The questionnaire consisted of 21 key items and 45 more detailed sub-items. The questionnaire was designed primarily using a five-point Likert scale, one of the most widely adopted measures for reporting quantitative research (DeVellis, 2016; Warmbrod, 2014) and gathering respondents’ varying degrees of agreement (Carifio and Perla, 2007; Ekinci, 2015, p.58). 

	This questionnaire was intended to address the research question and meet the research objectives regarding the effectiveness of the internal audit function and its associated assessment measures with the BSC. Applying questionnaires to test research and make informed recommendations can support evidence-based decision-making (Ekinci, 2015, p.150). The questionnaire was designed based on a literature review by academic scholars and the Institute of Internal Auditors’ definition of the internal audit function. Respondents from operations and senior management should have practical operational knowledge and a corporate strategic view of their firm’s internal audit function, while the internal audit professional group should have in-depth understanding obtained from their in-house responsibilities or professional practice with their external client services.

[bookmark: _Toc115432611]Qualitative Focus Group Interviews
	
Focus group recordings and coding were analysed to form relevant empirical data (Glasser & Strauss, 1967). A set of pre-determined open-ended questions was prepared to solicit participant feedback. During the interview, all participants were encouraged to express their opinions freely rather than strictly follow the questions during the interview. Ad hoc queries against existing questions were also allowed to prompt respondents for additional information or clarification and were recorded for subsequent analysis as appropriate.

	Qualitative data on specific open-ended questions were collected from three focus group interviews using traditional focus group methods designed to allow participants to discuss perceptions, thoughts, opinions, and ideas (Krueger & Casey, 2009) based on the research questions and research design and show the relative similarity and diversity in participants’ information.

	Hennink et al. (2017) found that a small number of interviews is sufficient to capture the full range of questions in the data. Three corresponding focus groups were managed, each comprising six to seven participants. They were diverse groups, with expertise and experience at the senior management, operational, and internal audit profession levels. Despite Krueger’s (2009) strong recommendation, moderators were not recruited to facilitate the focus group discussions.

	Based on the questionnaire results, two pools of senior management and operational participants were identified and asked to participate in additional focus group interviews. The third batch of participants was drawn from the Institute of Internal Auditors, the Association of Chinese Internal Auditors, the Information Systems Audit and Control Association, the Hong Kong Institute of Chartered Secretaries, and the Hong Kong Institute of Certified Public Accountants. They all volunteered to participate in one of the three focus group interviews.

	All three focus group interviews were recorded, and notes were taken while open-ended questions were discussed between participants. The detailed transcripts were then fine-tuned by replaying the tapes according to the research question (Kidd and Parshall, 2000). This focus group approach addresses research questions in conjunction with qualitative results that validate quantitative questionnaire results (Morgan, 1998; 2010). Getting first-hand information directly from knowledgeable participants helps to understand what they think because their feelings and thought processes are more easily observed. This interview design can obtain responses expressed in easily interpretable forms (Flick, 2018, p.160).

	The non-numerical-based qualitative data were intended to validate and enhance the results of quantitative analysis. Comparing these two independent data sources allowed the researcher to gain more meaningful and comprehensive knowledge of the two different research methods’ results, thereby providing a deeper understanding of the research question and improving the overall validity and reliability of the research results and conclusions.

[bookmark: _Toc115432612]Sampling
	
For the QUAN-qual explanatory sequential mixed-methods study, participants who joined in the qualitative part were selected from those who initially participated in the quantitative questionnaire surveys. Purposive qualitative sampling brings a specific purpose to the explanatory sequential design and improves understanding of the quantitative results. However, while some qualitative focus group participants in this study were quantitative questionnaire participants, others were selected from peer groups and business connections; all participated voluntarily. Sanders et al. (2009) pointed out that the larger the sample size, the more likely the generalisation accurately reflects the population. In addition, many factors may affect sample size determination, including the statistical techniques used to address the research question (Saunders et al., 2009) and the resources available for data collection, i.e., time, money, and personnel.

[bookmark: _Toc115432613]Quantitative Samples
	
Random sampling was applied to achieve generalisability, identify a representative sample for collecting data with less bias, and ensure that all characteristics in the target population had an equal chance of being selected for this study (Gravetter et al., 2018). A list of all 2,543 Hong Kong listed companies registered on the HKEX was compiled, with each company being assigned a sequential number ranging from 1 to 2,543. A random generator was used to generate and select a sample size of 650 Hong Kong listed companies (25.6%) as the quantitative data sample. This representative sampling method was designed to accurately reflect the characteristics of all listed companies in Hong Kong, reduce sampling bias, and increase the chance of collecting reliable, high-quality data. 

[bookmark: _Toc115432614]Qualitative Samples

	Purposive sampling was used to select companies with an internal audit function, which was essential for meeting predetermined criteria, ensuring the sample addressed the study’s in-depth enquiry (Sandelowski, 2000), exploring more information about focus group interview participants, and interpreting the quantitative results in depth. Voluntary sampling with predetermined criteria, a non-probability sampling strategy (Ekinci, 2015, pp.28-29), was used to collect qualitative data, address the research hypotheses, generalise to the entire population of Hong Kong listed companies, and maximise the explanatory power of the quantitative data. Nineteen people recruited from questionnaire respondents and IA-related professional groups were categorised and divided into three separate focus group interviews—six from senior management, six from operational management, and seven IA professionals. 

[bookmark: _Toc115432615]Data Analysis Processes
	Different research methods were applied to test the same research question, and two sets of results were obtained to provide more robust support for the research conclusion. Multiple examinations within research methods aimed to determine the study’s internal validity, while multiple reviews between research methods sought to determine its external validity (Clark et al., 2008; Creswell & Plano Clark, 2018).

	Quantitative (QUAN) survey data, the primary research data, were analysed complementarily. Qualitative (qual) focus group transcripts from three separate interviews on the TLOD approach were then analysed. Complementarity, one of the reasons for adopting MMR in this study, seeks to elaborate, enhance, and clarify the results of one method that differ from those of another (Greene et al., 1989).

[bookmark: _Toc115432616]Quantitative Non-parametric Data Analysis
	
The nonparametric analysis, such as the Wilcoxon Signed-Rank test, provides a different approach by evaluating the median instead of the mean, as the mean is not always a better measure of a sample’s central tendency (Wilcox, 2017, pp.333-334). Nonparametric tests are used when the sample size is small, and the data may not follow a normal distribution. The normality test is not powerful enough for small sample sizes to produce useful results. Nonparametric tests can be used to analyse ordered data (like Likert scales) without getting tripped up by outliers. Likert data are ordered, discrete, and limited in scope, where they violate the assumptions of most parametric tests. On the other hand, nonparametric tests are accurate for ordered data, such as Likert data, and do not require the data to be normally distributed. However, there is concern that nonparametric tests may be less likely to detect some effects.

	The responses analysed were ordinal variables collected using five-point Likert scales ranging from 1 (very low) to 5 (very high). This satisfies another assumption of the non-parametric test, the skew distribution (non-normal distribution), and the relatively small sample size (215).

	A p-value offers a chance of seeing results by assuming a gap does not exist. A p-value less than or equal to 0.05 (5%) indicates that the result is statistically significant and trustworthy, and the difference is not due to chance alone.

[bookmark: _Toc115432617]Qualitative Thematic Analysis

	Thematic analysis is used in many qualitative methods (Boyatzis, 1998; Braun & Clarke, 2006). It was applied in this study to code the qualitative data into themes for analysis and gain a deeper understanding (Guest et al., 2012) of the three different focus groups. A coding frame was developed based on thematic analyses of the focus group interview transcripts to evaluate the quantitative results further. The interview transcripts were reviewed, and the ideas and patterns were identified to form themes using a six-step process developed by Braun and Clarke, 2006. Those steps are shown in Table 3.3 below: 

	1. 
	Familiarization
	· Read through the data from the participants of those 3 focus groups
· Familiar with the entire transcript

	2. 
	Coding
	· Categorise and code the transcripts into short phrases with labels
· Address to specific research questions
· Highlight relevant or potentially interesting
· Add new codes as necessary
· Identify main points and common meanings

	3. 
	Generating themes
	· Identify patterns among codes
· Combine similar codes into a single theme
· Characterized by its significance
· Organise and fit all codes into one or more broader themes with specific meaning to research questions

	4. 
	Reviewing themes
	· Review, modify and develop the existing themes
· Split, combine, discard or create new themes as appropriate
· Consider the prevalence of themes
· Themes should be coherent but distinct from each other with respect to the entire data set

	5. 
	Defining and naming themes
	· Define and identify the essence of each theme and give meaning to help understand the data
· Give understandable name for each theme

	6. 
	Writing up
	· conduct final analysis and writing of reports that provide concise, coherent, logical, non-repetitive and meaningful data within and across themes
· Trustworthiness and credibility of the process and report


Table 3.3: 6-step Framework for Conducting a Thematic Analysis
Source: Braun and Clarke, 2006

	This study aimed to identify and analyse participants’ views and opinions based on their knowledge and experiences and how they perceived their companies’ internal audit functions to identify key themes (Saldaña, 2021, pp89-97, pp.240-255) and assess whether they would explain or augment the questionnaire results. Although thematic analysis is a subjective approach with a certain degree of discretionary judgment (Krueger 2009, p.67), careful reflection was applied to the choices and interpretations in determining the themes. 

	The coding started with a top-down approach using predetermined codes based on the literature review and quantitative results. Inductive coding was also applied to develop new codes by analysing the focus group transcripts where relevant codes were found from the predefined codes. Developing new concepts was not the process’ primary objective; however, combining deductive and inductive approaches, the thematic process started with a set of codes, came up with new codes inductively, and then iterated the codes by sifting through transcripts from the three different focus groups.

	NVivo was used as a qualitative data analysis tool to organise and analyse the focus group discussions’ content, enhance thematic analysis, provide more comprehensive interpretation, and enhance data management for qualitative research. Counting the frequency of codes as a quantitating process (Sandelowski et al., 2009) helped to transform the qualitative data into quantitative data; the frequency of specific codes and the number of times particular codes were cited were key themes.

	Miles et al. (2014) emphasised that validating themes is essential in all stages of data analysis. Direct quotes from articles representative of the themes were included for emerging from the qualitative thematic analysis. The reviewing process involved several rounds of evaluating the targeted themes to give a more comparable view of the text and build reliability and credibility. However, this change in the medium introduces issues of accuracy, fidelity, and interpretation (Gibbs, 2018, pp.18-24). It involved some level of subjective interpretation, which may focus on specific words or phrases and sometimes be overly reductive in a simplified form, disregard context, nuance, and ambiguous meanings, and adversely affect the reliability and validity of the results and conclusion.

[bookmark: _Toc115432618]Ethical ConsiderationS
	No sensitive, irrelevant, or inappropriate information about the respondents or their companies (e.g., personal information, proprietary data, strategic plans, illicit activities, etc.) was collected. No respondent discussed any information or actions that put them at legal risk. 

	Due to the current pandemic situation, focus group interviews were conducted through an online meeting tool (MS TEAMS). At the beginning of each focus group discussion, participants were briefed on the interview and research processes. While moderators were not recruited to facilitate focus group discussions, great care was taken throughout the research process to maintain research integrity and professional standards in an unbiased, honest, and objective manner.

	Research ethics issues must be taken seriously (Silverman et al., 2015, pg. 50-55). Standards of ethical concern for all questionnaire respondents and focus group interview participants were adhered to in accordance with The American Psychological Association’s (APA’s) Ethical Principles of Psychologists and Code of Conduct. The Personal Data (Privacy) Ordinance (PDPO), which was passed in 1995 and came into force in December 1996, applies to both the private and public sectors in Hong Kong. The excessive accumulation of unnecessary personal data was seriously considered (Kara, 2018, pp. 98-108).

	The first part of the questionnaire included a consent section, which all participants formally accepted and signed to confirm their agreement to participate in the study (see Appendix 2). Participants were fully informed of their right to withdraw from the research process at any time and for any reason. Personal data such as names, phone numbers, or email contacts were collected for communication purposes; job titles were collected to divide participants into three focus groups.

	All collected questionnaire data were treated anonymously to encourage objectivity (Oliver, 2010, pp.77-81). The data obtained in this study have not been made known to anyone and were dissociated before analysis, so participants could not be identified. In addition, all data were kept strictly confidential and used for research purposes only. In all documents related to this study, codes were used instead of identifiable names to protect confidentiality further. Considering all legal, ethical, and other concerns, all data and information on this study will be securely deleted and destroyed once the required retention period expires (Kara, 2018).
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[bookmark: _Toc115432625]Introduction
	This chapter presents the results of quantitative data from the questionnaire respondents, expressed in numbers. Quantitative analysis of questionnaire results was performed using statistical techniques, primarily by non-parametric tests using SPSS. Non-parametric tests mainly considered the total sample size of 215 responses, which was further classified into three TLOD groups. A subsequent supplementary qualitative analysis based on three corresponding focus group interviews will be presented in Chapter Five: Qualitative Analysis of Focus Group Interviews, to explore whether the two results could be explained and aligned with the underlying theory and literature review and reflect the conceptual framework to answer the research questions and achieve the purpose of the study. 

[bookmark: _Toc92213880][bookmark: _Toc92213996][bookmark: _Toc115432626]Quantitative Results: Questionnaire Survey
	Part A of the questionnaire included items designed to collect demographic information from 215 respondents. Since all questionnaires were sent to randomly selected listed companies registered in Hong Kong Stock Exchange and Clearing Limited (HKEX), respondents were assumed to work for one of the listed companies with an internal audit function established under the listing requirements of Hong Kong.

[bookmark: _Toc115432627]Descriptive Statistics for Respondents’ Demographic Information

	More than half of the respondents (118 of 215; 54.9%) were male, and 97 were female (45.1%). In terms of the three layers of the TLOD model, 119 respondents (55.3%) worked at the operational level, the first line of defence (OMG), 58 (27.0%) at the senior management level, the second line of defence (SMG), and 38 (17.7%) were internal audit professions, the third line of defence (IAG).

	
	Table 4.1 Gender
	Total

	
	Operations Management
(SMG)
	Senior Management
(OMG)
	Internal Audit Profession
(IAG)
	

	Gender
	Male
	72
	22
	24
	118

	
	Female
	47
	36
	14
	97

	Total
	119
	58
	38
	215



	Of the 119 OMG respondents, 72 were male (60.5%), and 47 were female (39.5%). Of the 58 SMG respondents, 36 were female (62.1%), and 22 were male (37.9%), indicating that more responses were collected from female respondents in this management group. The internal audit profession (IAG) was the smallest group, with 38 respondents, including 24 males (63.2%) and 47 females (36.8%) (Table 4.1).

	
	Table 4.2 Age Range
	Total

	
	OMG
	SMG
	IAG
	

	Age Range
	60 or above
	17
	4
	2
	23

	
	50 - 59
	34
	15
	5
	54

	
	40 - 49
	36
	11
	11
	58

	
	30 - 39
	29
	19
	19
	67

	
	Below 30
	3
	9
	1
	13

	Total
	119
	58
	38
	215



	Concerning the age range among the three respondent groups, 202 (94.0%) of the 215 total respondents were 30 years old or above. The largest group of 67 respondents (31.2%) were aged 30-39, followed 40-49 (27.0%) and 50-59 (25.1%). Twenty-three respondents (10.7%) were aged 60 or above, and only 13 respondents (6.0%) were below 30 years old.

	Of the 67 respondents aged 30-39, 29 (43.2%) worked at the operational level; the senior management level and internal audit profession each had 19 respondents (28.4%). 

	At the OMG level, 116 (97.5%) respondents were aged 30 or above, including 36 (30.2%) aged 40-49 years old, 34 (28.6%) aged 50-59 years old, 29 (24.4%) aged 30-39 years old, and 17 (14.3%) aged 60 or above. Only three OMG respondents (2.5%) were below 30 years of age.

	Among the 58 management group respondents, only nine (15.5%) were younger than 30 years old, and four (6.9%) were 60 years old or older. Most management group respondents (77.6%) were aged between 30-59 years old, including 19 (32.7%) aged 30-39 years old, 15 (25.9%) aged 50-59, and 11 respondents (19.0%) aged 40-49.

	Of the 38 internal audit profession respondents, 19 (50%) were 30-39 years old, 11 (28.9%) were 40-49 years old, five (13.2%) were 50-59 years old, two (5.3%) were above 50 years old, and only one (2.6%) was below 30 years old (Table 4.2).



	
	Table 4.3 Education Level 
	Total

	
	OMG
	SMG
	IAG
	

	Education Level
	Doctorate Degree

	5
	0
	0
	5

	
	Postgraduate /Master’s Degree
	59
	33
	16
	108

	
	Bachelor’s Degree

	45
	17
	19
	81

	
	Below Bachelor’s Degree
	10
	8
	3
	21

	Total
	119
	58
	38
	215



	Out of the 215 total respondents, 194 (90.2%) had obtained a bachelor’s degree or above; only 21 (9.8%) had an education level below a bachelor’s degree. Of the 194 respondents with a higher education level, 108 (50.2%) had obtained a postgraduate or master’s degree, 81 (37.7%) had obtained a bachelor’s degree, and five (2.3%) had obtained doctorates. 

	In terms of the three layers, 59 (49.6%) OMG respondents had a postgraduate or master’s degree, 45 (37.8%) had at least a bachelor’s degree, ten (8.4%) had obtained below a bachelor’s degree, and five (4.2%) have obtained a doctorate. Most (56.9%) of the 58 SMG level respondents had a postgraduate or master’s degree, 17 (29.3%) had a bachelor’s degree, and eight (13.8%) had below a bachelor’s degree. In the internal audit profession group, 19 (50%) and 16 (42.1%) respondents had a bachelor’s or postgraduate degree, respectively, and three (7.9%) had below a bachelor’s degree (Table 4.3).

	
	Table 4.4 Work Experience
	Total

	
	OMG
	SMG
	IAG
	

	Work Experience
	Over 39 years
	12
	4
	1
	17

	
	30 - 39 years
	30
	13
	8
	51

	
	20 - 29 years
	46
	15
	7
	68

	
	10 - 19 years
	29
	17
	17
	63

	
	Below 10 years
	2
	9
	5
	16

	Total
	119
	58
	38
	215



	More than 60% of the 215 total respondents had at least 20 years of work experience. Close to one-third (31.6%) have been working between 20-29 years, 63 (29.3%) had 10-19 years of work experience, 51 (23.7%) had between 30-39 years, and 17 (7.9%) had been working over 39 years; only 16 respondents (7.5%) had less than ten years of work experience.

	Of the 119 OMG respondents, 46 (38.7%) had 20-29 years of work experience, 30 (25.2%) had 30-39 years, 29 (24.4%) had 10-19 years, and 12 of them (10.1%) had over 39 years; only two (1.6%) had fewer than 19 years of work experience.

	Most SMG respondents (84.5%) had at least ten years of work experience, including 17 (29.3%) with 10-19 years, 15 (25.9%) with 20-29 years, 13 (22.4%) with 30-39 years, and four (6.9%) with over 39 years. Only nine (15.5%) had fewer than then years of work experience.

	The largest group of IAG respondents (44.7%) had 10-19 years of work experience. Eight (21.1%) had 30-39 years of work experience, seven (18.4%) had 20-29 years, five (13.2%) had fewer than ten years of work experience, and only one (2.6%) had over 39 years (Table 4.4).
	




	
	Table 4.5a. Seniority Level
	Total

	
	OMG
	SMG
	IAG
	

	Seniority Level
	Very Low
	0
	4
	3
	7

	
	Below-average
	2
	6
	0
	8

	
	Average
	21
	28
	23
	72

	
	Above Average
	54
	14
	11
	79

	
	Very High
	42
	6
	1
	49

	Total
	119
	58
	38
	215



	One hundred twenty-eight (59.5%) of the total 215 respondents claimed to have above-average seniority in their company, while 72 (33.5%) were average, and 15 (7.0%) were below-average.

	From the OMG, 54 (45.4%) respondents were in senior positions, 42 (35.3%) were very senior, and 21 (17.6%) were average. Only two (1.7%) were in a below-average seniority position.

	Of the 58 SMG respondents, 28 (48.2%), 14 (24.1%), and six (10.4%) claimed to have average, above-average, and very high seniority, respectively. Only ten (17.3%) had below-average or very low seniority.

	More than 90% of the 38 IAG respondents had average or above-average seniority, including 23 (60.5%) with average seniority, 11 (29.0%) with above-average, and one (2.6%) with very high seniority. Three IAG respondents (7.9%) claimed to have a very low seniority (Table 4.5a).

	
	Table 4.5b. Strategic Decision-making
	Total

	
	OMG
	SMG
	IAG
	

	Strategic Decision-maker
	Very Low
	3
	9
	3
	15

	
	Below-average
	3
	16
	3
	22

	
	Average
	27
	19
	17
	63

	
	Above Average
	53
	10
	12
	75

	
	Very High
	33
	4
	3
	40

	Total
	119
	58
	38
	215



	Of the total 215 respondents, 178 were involved in strategic decision-making to average to very high degrees in their current position or function, including 75 (34.9%) to an above-average degree, 63 (29.3%) to an average degree, and 40 (18.6%) to a very high degree. Of the remaining respondents, 22 (10.2%) and 15 (7.0%) were involved in strategic decision-making to below-average and very low degrees, respectively.

	In the OMG, 53 (44.5%) out of 119 respondents had above-average involvement in strategic decision-making, 33 (27.8%) had a very high degree of involvement, and 27 (22.7%) had an average degree. The remaining six (5.0%) respondents were equally distributed betweenhaving below-average and very low degrees of involvement in strategic decision-making.

	Nineteen (32.8%) of the 58 SMG respondents claimed only average involvement in their companies’ decision-making; of the remainder, 16 respondents (27.6%) had below-average involvement, ten (17.2%) had above-average, nine (15.5%) had very low, and four (6.9%) had very high involvement.

	Within the IAG, 17 (44.7%) respondents were involved in an average degree of strategic decision-making, and 12 (31.6%) were involved in an above-average degree. Three each had very high (7.9%), below-average (7.9%), and very low (7.9%) degrees of involvement in strategic decision-making (Table 4.5b).

	
	Table 4.5c. Operational Decision-making
	Total

	
	OMG
	SMG
	IAG
	

	Operational Decision-maker
	Very Low
	0
	0
	3
	3

	
	Below-average
	3
	4
	1
	8

	
	Average
	24
	24
	18
	66

	
	Above-average
	46
	20
	11
	77

	
	Very High
	46
	10
	5
	61

	Total
	
	58
	38
	215



	Nearly 95% of the total 215 respondents had an average to a very high degree of involvement in operational decision-making in their companies. Of these, 77 (35.8%) had above-average involvement, 66 (30.7%) had average involvement, and 61 (28.4%) had very high involvement. Eight (3.7%) had below-average involvement, and three (1.4%) had very low involvement.

	Of the 119 OMG respondents, 46 (38.7%) had above-average involvement in operational decision-making, 46 (38.7%) had very high involvement, 24 (20.1%) had average, and three (2.5%) had below-average involvement.

	For the SMG, 24 (41.4%) of the total 58 respondents had average and 10 (17.2%) in operational decision-making processes, 20 (34.5%) had above-average, and ten (17.2%) had very high and 10 (17.2%). Only four (6.9%) had below-average involvement.

	Eighteen (47.4%) of 38 IAG respondents had average involvement in operational decision-making processes, while 11 (28.9%) and five (13.2%) had above-average and very high involvement, respectively. Three (7.9%) had very low involvement, and one (2.6%) had below-average involvement (Table. 4.5c).

	
	Table 4.5d. Supporting Functions
	Total

	
	OMG
	SMG
	IAG
	

	Working Level Activities
	Very Low
	0
	0
	2
	2

	
	Below-average
	4
	1
	3
	8

	
	Average
	29
	18
	20
	67

	
	Above-average
	40
	26
	8
	74

	
	Very High
	46
	13
	5
	64

	Total
	119
	58
	38
	215



	Roughly 95% of the total 215 respondents had average to very high involvement in supporting activities, including 74 (34.4%) with above-average, 67 respondents (31.2%) with average, and 64 (29.8%) with very high involvement. Eight 8 (3.7%) had below-average involvement and tow (0.9%) had very low involvement.

	In the OMG, 46 (38.7%) respondents had very high involvement in supporting activities, 40 (33.6%) and 29 (24.4%), respectively, had above-average and average involvement, and four (3.3%) had below-average involvement.

	Only one (1.7%) of the 58 SMG respondents had below-average involvement in supporting activities; of the other 57 respondents, 26 (44.8%) had above-average, 18 (31.1%) had average, and 13 (22.4%) had very high involvement.

	There were 20 (52.6%) IAG respondents with average involvement in supporting activities in their existing companies, eight (21.0%) with above-average involvement, and five (13.2%) with very high involvement. Three (7.9%) had below-average degree involvement and two (5.3%) had very low involvement (Table 4.5d).

	
	Table 4.5e. Corporate Governance Function of the Respondent Groups
	Total

	
	OMG
	SMG
	IAG
	

	Corporate Governance /Compliance
	Very Low
	2
	9
	2
	13

	
	Below-average
	4
	5
	3
	12

	
	Average
	20
	23
	18
	61

	
	Above-average
	53
	15
	11
	79

	
	Very High
	40
	6
	4
	50

	Total
	119
	58
	38
	215



	Of the total 215 respondents, close to 90% had average to very high involvement in corporate governance activities for their existing companies. There were 79 respondents (36.7%) with above-average involvement, 61 (28.4%) and 50 (23.3%) with average and very high involvement, 13 (6.0%) with very low, and 12 (5.6%) with below-average involvement.

	Among OMG respondents, 95% had average to very high involvement in corporate governance activities for their companies, including 53 with above-average, 40 with very high, and 20 with average involvement. Four OMG respondents had below-average involvement, while two had very low involvement.

	Similarly, close to 95% of SMG respondents had average to very high involvement in corporate governance activities for their companies, including 23 (39.7%) with average, 15 (25.9%) with above-average, and six (10.3%) with very high involvement. Nine respondents (15.5%) had very low involvement, and five (8.6%) had below-average involvement.

	For the IAG, close to 90% of respondents had average to very high involvement in corporate governance activities for their companies or clients. Eighteen (47.4%) had average, 11 (28.9%) above-average, and four (10.5%) very high involvement. Three respondents (7.9%) had below-average and two (5.3%) had very low involvement, respectively (Table 4.5e).

	Table 4.6 Three Lines of Defence (TLOD Groups)

	
	Frequency
	Percent
	Valid Percent
	Cumulative Percent

	
	Operations Management
(1st TLOD: OMG)

	119
	55.3
	55.3
	55.3

	
	Senior Management
(2nd TLOD: SMG)

	58
	27.0
	27.0
	82.3

	
	Internal Audit Profession
(3rd TLOD: IAG)

	38
	17.7
	17.7
	100.0

	
	Total
	215
	100.0
	100.0
	



	Respondents were divided to indicate their line of defence positions to collect and analyse responses from the three different TLOD perspectives— SMG, OMG, and IAG. Most respondents (119; 55.3%) worked at the OMG level, 58 (27%) at the SMG level, and 38 (17.7%) at IAG level in their companies (Table 4.6).

[bookmark: _Toc115432628]Descriptive Statistics for Companies’ Backgrounds

	Part B of the questionnaire collected company backgrounds from the 215 responses. However, since the questionnaires were sent without collecting company names, duplicate company data might have been collected from different respondents in the same company. The following brief description is based on descriptive statistics.

	Questionnaires were only sent to listed companies registered in Hong Kong. Of the 215 responses collected, most (104; 48.4%) stated that their internal audit function was established in Hong Kong, 78 (36.3%) indicated their internal audit function was established outside Hong Kong, and 33 (15.3%) had audit functions operating in both Hong Kong and other countries (Table 4.7).

	Table 4.7 IA Function in HK/Other Country

	
	Frequency
	Percent
	Valid Percent
	Cumulative Percent

	
	IA Function Only in Hong Kong
	104
	48.4
	48.4
	48.4

	
	IA Function in other country
	78
	36.3
	36.3
	84.7

	
	IA Function in Hong Kong and other country
	33
	15.3
	15.3
	100.0

	
	Total
	215
	100.0
	100.0
	


	Among the 215 respondents, 51 (23.7%) were product-based companies, close to half (94; 43.7%) were service-based, and 70 (32.6%) were both product- and service-based (Table 4.8).

	Table 4.8 Products /Services Based

	
	Frequency
	Percent
	Valid Percent
	Cumulative Percent

	
	Product-based business
	51
	23.7
	23.7
	23.7

	
	Service-based business
	94
	43.7
	43.7
	67.4

	
	Both
	70
	32.6
	32.6
	100.0

	
	Total
	215
	100.0
	100.0
	



	More than one-third of respondents (78/36.3%) indicated their company functioned as a headquarters, 60 (27.9%) were local offices, while 44 (20.5%) and 16 (7.4) were regional and representative offices, respectively. Seventeen (7.9%) did not specify their business function (Table 4.9).

	Table 4.9 Business Function in Hong Kong

	
	Frequency
	Percent
	Valid Percent
	Cumulative Percent

	
	Headquarters
	78
	36.3
	36.3
	36.3

	
	Regional office
	44
	20.5
	20.5
	56.7

	
	Local office
	60
	27.9
	27.9
	84.7

	
	Representative office
	16
	7.4
	7.4
	92.1

	
	Others
	17
	7.9
	7.9
	100.0

	
	Total
	215
	100.0
	100.0
	


	
	Nearly 80% (169) of respondents stated they had at least one office in another country (Table 4.10); 48 (22.3%) had offices in more than 15 countries, 85 (39.5%) had offices in one to five countries, and 23 and 13 respondents had offices in six to 10 countries and 11-15 countries, respectively (Table 4.10). Surprisingly, only 111 of the 169 companies with offices in other countries or in both HK and other countries had established internal audit functions in countries other than Hong Kong (Table 4.7).

	Table 4.10 Countries with Worldwide Office

	
	Frequency
	Percent
	Valid Percent
	Cumulative Percent

	
	More than 15 countries
	48
	22.3
	22.3
	22.3

	
	11 - 15 countries
	13
	6.0
	6.0
	28.4

	
	6 - 10 countries
	23
	10.7
	10.7
	39.1

	
	1 - 5 countries
	85
	39.5
	39.5
	78.6

	
	No office in other countries
	46
	21.4
	21.4
	100.0

	
	Total
	215
	100.0
	100.0
	




	Around one-third of respondents (72; 33.5%) indicated generating an annual turnover of HK$100-500 million in Hong Kong. Around 20% of companies had annual turnovers of HK$1-10 billion and over HK$10 billion each. Thirty-four (15.8%) had turnovers of HK$501-999 million, and 22 (10.2%) had less than HK$100 million (Table 4.11).


	Table 4.11 Annual Turnover (HK$) in HK

	
	Frequency
	Percent
	Valid Percent
	Cumulative Percent

	
	Over $10 billion
	44
	20.5
	20.5
	20.5

	
	$1 - 10 billion
	43
	20.0
	20.0
	40.5

	
	$501 - 999 million
	34
	15.8
	15.8
	56.3

	
	$100 - 500 million
	72
	33.5
	33.5
	89.8

	
	Less than $100 million
	22
	10.2
	10.2
	100.0

	
	Total
	215
	100.0
	100.0
	



	More than half of the respondents (119; 55.3%) employed 500 or fewer employees in Hong Kong; 36 respondents (16.7%) had over 10,000 employees, 31 had 1,001-5,000 employees, 18 had 501-1,000 employees, and 11 had 5,001-10,000 (Table 4.12).

	Table 4.12 Number of Employees

	
	Frequency
	Percent
	Valid Percent
	Cumulative Percent

	
	Over 10,000
	36
	16.7
	16.7
	16.7

	
	5,001 - 10,000
	11
	5.1
	5.1
	21.9

	
	1,001 - 5,000
	31
	14.4
	14.4
	36.3

	
	501 - 1,000
	18
	8.4
	8.4
	44.7

	
	500 or below
	119
	55.3
	55.3
	100.0

	
	Total
	215
	100.0
	100.0
	




	Seventy-six (35.3%) respondents indicated that they had a group in-house internal audit function, followed by 47 (21.9%) with a local (Hong Kong) in-house internal audit function; 67 (31.2%) and 25 (11.6%) respondents’ companies maintained co-sourced or outsourced internal audit functions, respectively, through external professional firms (Table 4.13).

	Table 4.13 IAF Structure

	
	Frequency
	Percent
	Valid Percent
	Cumulative Percent

	
	Group/Headquarter In-House
	76
	35.3
	35.3
	35.3

	
	Local In-House
	47
	21.9
	21.9
	57.2

	
	Co-Sourcing
	67
	31.2
	31.2
	88.4

	
	Outsourcing
	25
	11.6
	11.6
	100.0

	
	Total
	215
	100.0
	100.0
	



[bookmark: _Toc115432629]Statistical Non-parametric Analysis of the Internal Audit Function

	Part C of the questionnaire collected data related to the internal audit function to explore views on contemporary and prospective internal audit functions defined by the IIA, particularly from the Three Lines of Defence (TLOD) group, operations management, senior management, and the internal audit profession.

	Since the 215 responses were divided based on TLOD groups (119 operations management, 58 senior management, and 38 internal audit professions), the sample size of the individual groups became much smaller, and the individual data sets were not bell-shaped and normally distributed. Instead, the data were skewed and generally leaned to the right, so non-parametric tests were applied. However, parametric tests were also conducted for reference.

[bookmark: _Toc115432630]Wilcoxon Signed-Ranks Test

	The Wilcoxon Signed Rank (WSR) test is a nonparametric rank test that does not assume a normal distribution where parametric requirements are not met (Blaikie, 2003, pp.171-172, p.193). Unlike the t-test, which tests mean difference, the WSR tests the median, with the null hypothesis that there is no median shift (i.e., the median of the differences is zero). This non-parametric statistical test was applied to determine whether there was a significant gap between the views on the contemporary (ACT) and expected (EXP) roles of the internal audit function.

	The WSR test was also applied to determine if significant differences existed within a set of specifically-designed questionnaire items. This single set of respondents was asked to answer all questions, including this particular set of paired questions, to provide their views on contemporary and expected internal audit functions (IAF), using a five-point Likert scale ranging from 1- very low to 5-very high. This satisfied another assumption regarding skew distribution (non-normal distribution) and the relatively small size when using the WSR as a statistical method to observe whether results significantly differed for the variables of interest, i.e., ACT and EXP.

	As proposed in the research methodology, the responses collected were further divided into the three TLOD layers. The individual groups were not even, with relatively fewer IAG (38) and SMG (58) responses than OMG responses (119). Given this non-normality, the t-test would never achieve a modest advantage over the WSR test (Blair & Higgins, 1985), especially given the small sample sizes. Thus, the WSR test was applied to identify insights from the two paired observations from the same 215 respondents, similar to a paired-sample t-test (Table 4.14). 

Expected and Contemporary IAF

	Table 4.14 shows the WSR test detected a statistically significant difference (Z = 8.205, p < .001) in the 215 respondents’ rankings for the expected (EXP) and contemporary (ACT) roles of the internal auditor. The median score for ACT was 3.30, while the score for EXP was 3.80 (Table 4.14). Thus, Hypothesis 1 (“There is a difference between the views of expected (EXP) and contemporary (ACT) roles of internal audit function (IAF) for all respondents”) was supported; a similar result of significance (t = 8.244, p < .001) was drawn from the paired-samples t-test (Table 4.14).

	Table 4.14 Comparison between Expected (EXP) and Contemporary (ACT) Views of the Internal Audit Function for All 215 Respondents

	
	Wilcoxon Signed Ranks Test
	
	Paired-Samples T-Test

	
	Median
	Z
	p-value 
(2-tailed)
	
	Mean
	Std. Dev.
	Diff.
	t
	p-value (2-tailed)

	EXP (All)
	3.80
	8.205
	0.000
	
	3.70
	0.694
	0.457
	8.244
	0.000

	ACT (All)
	3.30
	
	
	
	3.24
	0.928
	
	
	



	The p-value measures the probability of observed difference that could have occurred by chance. The higher the p-value, the greater the chance of falling into a false positive Type I error, which occurs when rejecting the null hypothesis (no difference). The p-value is the chance of seeing the result without a gap. If the p-value is less than or equal to 0.05 (5%), the results are statistically significant and reliable, and the difference is not due to chance alone. Therefore, a 95% confidence level increases confidence that the difference is not due to mere chance. A lower p-value of 0.05 (5% alpha level) is generally accepted for most business studies (Bougie & Sekaran, 2020, p.242) and was set as the confidence level (95%) for this study to obtain more extensive observations on the statistical significance of the difference and stronger evidence to support the validity test.

Expected and Contemporary IAF by Items

Table 4.15 Comparison between the Views of Expected (EXP) and Contemporary (ACT) Internal Audit Function by WSR Test by Items (All 215 Respondents)
	All Respondents
	Median
	N
	Z
	p-value

	IAF is Independent and Objective (EXP_Ind)

	4.00
	215
	6.872
	0.000

	IAF is Independent and Objective (ACT_Ind)

	3.00
	
	
	

	
	
	
	
	

	Emphasising in Assurance Activities (EXP_ASS)

	4.00
	215
	6.646
	0.000

	Emphasising in Assurance Activities (ACT_ASS)

	3.00
	
	
	

	
	
	
	
	

	Emphasising in Consulting Activities (EXP_CON)

	3.00
	215
	4.640
	0.000

	Emphasising in Consulting Activities (ACT_CON)

	3.00
	
	
	

	
	
	
	
	

	Helping accomplish Organisation’s Objectives (EXP_Org)

	4.00
	215
	7.486
	0.000

	Helping accomplish Organisation’s Objectives (ACT_Org)

	3.00
	
	
	

	
	
	
	
	

	Adding Value to Senior Management (EXP_SMV)

	4.00
	215
	5.157
	0.000

	Adding Value to Senior Management (ACT_SMV)

	4.00
	
	
	

	
	
	
	
	

	Adding Value to Operations Management (EXP_OMV)

	4.00
	215
	4.278
	0.000

	Adding Value to Operations Management (ACT_OMV)

	4.00
	
	
	

	
	
	
	
	

	Applying Systematic and Disciplined Approach (EXP_Sys)

	3.00
	215
	4.425
	0.000

	Applying Systematic and Disciplined Approach (ACT_Sys)

	3.00
	
	
	

	
	
	
	
	

	Risk Management Process (EXP_RM)
	4.00
	215
	6.012
	0.000

	Risk Management Process (ACT_RM)

	4.00
	
	
	

	
	
	
	
	

	Control Process (EXP_Ctrl)
	4.00
	215
	6.620
	0.000

	Control Process (ACT_Ctrl)
	3.00
	
	
	

	
	
	
	
	

	Governance Process (EXP_Gov)
	4.00
	215
	5.565
	0.000

	Governance Process (ACT_Gov)
	3.00
	
	
	


Z value based on positive ranks

	A WSR test indicated that the medians of all 215 respondents’ expectations of the internal audit functions were statistically significantly higher than all corresponding medians for the contemporary internal audit function; all Z-values were within a range of 4.278 – 7.486, and all p-values were < .01 (Table 4.15). Thus, Hypothesis 2, “There is a difference between the views of all items of expected (EXP_Items) and contemporary (ACT_Items) of internal audit function (IAF) for all respondents”, was supported.

Expected and Contemporary IAF by Items in the First Layer of TLOD (OMG)

	For the OMG, a WSR test indicated that all medians for the expected internal audit function were statistically significantly higher than all corresponding medians for the contemporary internal audit function; all Z-values were within a range of 2.678 – 5.734, and all p-values were < .01 (Table 4.16). Thus, Hypothesis 3a, “There is a difference between the views of contemporary (ACT) and expected (EXP) internal audit function (IAF) by Items for Operations Management Group (OMG)”, was supported.

Table 4.16 Comparison between the Expected and Contemporary Views of the IAF (by Items) by WSR Test (By TLOD Group: 119 Operations Management)
	Operations Management 
(1st TLOD-OMG)
	Median
	N
	Z
	p-value

	IAF is Independent and Objective (EXP_Ind)

	4.00
	119
	5.321
	0.000

	IAF is Independent and Objective (ACT_Ind)

	3.00
	
	
	

	
	
	
	
	

	Emphasising in Assurance Activities (EXP_ASS)

	4.00
	119
	4.657
	0.000

	Emphasising in Assurance Activities (ACT_ASS)

	3.00
	
	
	

	
	
	
	
	

	Emphasising in Consulting Activities (EXP_CON)

	3.00
	119
	3.494
	0.000

	Emphasising in Consulting Activities (ACT_CON)

	3.00
	
	
	

	
	
	
	
	

	Helping accomplish Organisation’s Objectives (EXP_Org)

	4.00
	119
	5.734
	0.000

	Helping accomplish Organisation’s Objectives (ACT_Org)

	4.00
	
	
	

	
	
	
	
	

	Adding Value to Senior Management (EXP_SMV)

	4.00
	119
	3.427
	0.001

	Adding Value to Senior Management (ACT_SMV)

	4.00
	
	
	

	
	
	
	
	

	Adding Value to Operations Management (EXP_OMV)

	4.00
	119
	2.678
	0.007

	Adding Value to Operations Management (ACT_OMV)

	4.00
	
	
	

	
	
	
	
	

	Applying Systematic and Disciplined Approach (EXP_Sys)

	4.00
	119
	3.490
	0.000

	Applying Systematic and Disciplined Approach (ACT_Sys)

	3.00
	
	
	

	
	
	
	
	

	Risk Management Process (EXP_RM)

	4.00
	119
	4.010
	0.000

	Risk Management Process (ACT_RM)

	4.00
	
	
	

	
	
	
	
	

	Control Process (EXP_Ctrl)

	4.00
	119
	5.044
	0.000

	Control Process (ACT_Ctrl)

	3.00
	
	
	

	
	
	
	
	

	Governance Process (EXP_Gov)

	4.00
	119
	4.659
	0.000

	Governance Process (ACT_Gov)

	3.00
	
	
	


Z value based on positive ranks

Expected and Contemporary IAF by Items in the Second Layer of TLOD (SMG)

	For the SMG, a WSR test indicated that all medians for the expected internal audit function were statistically significantly higher than all corresponding medians for the contemporary internal audit function; all Z-values were within a range of 2.806 – 5.024, and all p-values were < .01 (Table 4.17). Thus, Hypothesis 3b, “There is a difference between the views of contemporary (ACT) and expected (EXP) internal audit function (IAF) by Items for Senior Management Group (SMG)”, was supported.

Table 4.17 Comparison between the Views of Expected and Contemporary of the IAF (by Items) by WSR Test (By TLOD Group: Senior Management)
	Senior Management Group
(2nd TLOD-SMG)
	Median
	N
	Z
	p-value

	IAF is Independent and Objective (EXP_Ind)

	4.00
	58
	4.059
	0.000

	IAF is Independent and Objective (ACT_Ind)

	3.00
	
	
	

	
	
	
	
	

	Emphasising in Assurance Activities (EXP_ASS)

	4.00
	58
	4.530
	0.000

	Emphasising in Assurance Activities (ACT_ASS)

	3.00
	
	
	

	
	
	
	
	

	Emphasising in Consulting Activities (EXP_CON)

	3.00
	58
	3.110
	0.002

	Emphasising in Consulting Activities (ACT_CON)

	3.00
	
	
	

	
	
	
	
	

	Helping accomplish Organisation’s Objectives (EXP_Org)

	4.00
	58

	5.024
	0.000

	Helping accomplish Organisation’s Objectives (ACT_Org)

	3.00
	
	
	

	
	
	
	
	

	Adding Value to Senior Management (EXP_SMV)

	4.00
	58
	3.781
	0.000

	Adding Value to Senior Management (ACT_SMV)
	3.00
	
	
	

	
	
	
	
	

	Adding Value to Operations Management (EXP_OMV)

	4.00
	58
	2.979
	0.003

	Adding Value to Operations Management (ACT_OMV)

	3.00
	
	
	

	
	
	
	
	

	Applying Systematic and Disciplined Approach (EXP_Sys)

	3.00
	58
	2.806
	0.005

	Applying Systematic and Disciplined Approach (ACT_Sys)

	3.00
	
	
	

	
	
	
	
	

	Risk Management Process (EXP_RM)

	4.00
	58
	4.232
	0.000

	Risk Management Process (ACT_RM)

	3.00
	
	
	

	
	
	
	
	

	Control Process (EXP_Ctrl)

	4.00
	58
	4.090
	0.000

	Control Process (ACT_Ctrl)

	3.00
	
	
	

	
	
	
	
	

	Governance Process (EXP_Gov)

	4.00
	58
	3.705
	0.000

	Governance Process (ACT_Gov)

	3.00
	
	
	


Z value based on positive ranks


Expected and Contemporary IAF by Items in the Third Layer of TLOD (IAG)

	For the IAG, a WSR test indicated that all medians for the expected internal audit function were not statistically significantly higher the all corresponding medians for the contemporary internal audit function; all Z-values were within a range of 0.118 – 1.711, all p-values were > .05 (Table 18). Thus, Hypothesis 3c, “There is a difference between the views of contemporary (ACT) and expected (EXP) internal audit function (IAF) by Items for Internal Audit Profession Group (IAG)”, was not supported for the IAG.

Table 4.18 Comparison between the Views of Expected and Contemporary Internal Audit Function (by Items) by WSR Test (By TLOD Group: Internal Audit Profession)
	Internal Audit Profession Group
(3rd TLOD-IAG)
	Median
	N
	Z
	p-value

	IAF is Independent and Objective (EXP_Ind)

	3.00
	38
	1.690
	0.091

	IAF is Independent and Objective (ACT_Ind)

	3.00
	
	
	

	
	
	
	
	

	Emphasising in Assurance Activities (EXP_ASS)

	4.00
	38
	1.711
	0.087

	Emphasising in Assurance Activities (ACT_ASS)

	3.00
	
	
	

	
	
	
	
	

	Emphasising in Consulting Activities (EXP_CON)

	3.00
	38
	1.039
	0.299

	Emphasising in Consulting Activities (ACT_CON)

	3.00
	
	
	

	
	
	
	
	

	Helping accomplish Organisation’s Objectives (EXP_Org)

	4.00
	38
	1.344
	0.179

	Helping accomplish Organisation’s Objectives (ACT_Org)

	4.00
	
	
	

	
	
	
	
	

	Adding Value to Senior Management (EXP_SMV)

	4.00
	38
	1.470
	0.142

	Adding Value to Senior Management (ACT_SMV)

	3.50
	
	
	

	
	
	
	
	

	Adding Value to Operations Management (EXP_OMV)

	3.50
	38
	1.694
	0.090

	Adding Value to Operations Management (ACT_OMV)

	3.00
	
	
	

	
	
	
	
	

	Applying Systematic and Disciplined Approach (EXP_Sys)

	3.00
	38
	0.817
	0.414

	Applying Systematic and Disciplined Approach (ACT_Sys)

	3.00
	
	
	

	
	
	
	
	

	Risk Management Process (EXP_RM)

	4.00
	38
	1.654
	0.098

	Risk Management Process (ACT_RM)

	3.50
	
	
	

	
	
	
	
	

	Control Process (EXP_Ctrl)
	4.00
	38
	1.495
	0.135

	Control Process (ACT_Ctrl)
	3.00
	
	
	

	
	
	
	
	

	Governance Process (EXP_Gov)

	3.00
	38
	0.118
	0.906

	Governance Process (ACT_Gov)

	3.00
	
	
	


Z value based on positive ranks


[bookmark: _Toc115432631]Kruskal-Wallis H-Test

	The Kruskal-Wallis H-Test is a rank-based non-parametric test applied to determine the statistically significant difference (Jackson, 2016, pp387-389) between three independent TLOD groups. However, the test cannot tell which specific groups are statistically different, only that at least two groups differed.

Expected and Contemporary IAF Among the TLOD

	There was a significant difference tested by Kruskal-Wallis (H = 9.496, p < .05) among the contemporary internal audit function for the TLOD groups (SMG, OMG and IAG), as shown in Table 4.19. Thus, Hypothesis H4a, stating that there is a different view of the contemporary internal audit function (IAF) by items among the TLOD groups, was supported.

	The Kruskal-Wallis (H = 4.221, p > .05) also found no significant difference among the expected internal audit function for the TLOD groups (SMG, OMG and IAG), as shown in Table 4.19 above. Thus, Hypothesis H4b, stating that there is a different view of the expected (EXP) internal audit function (IAF) by items among the TLOD groups, was not supported.

Table 4.19 Kruskal-Wallis Test – Comparison of Contemporary and Expected Internal Audit Function Among the TLOD
	
	n
	Mean Rank
	H
	p-value

	
	Contemporary (ACT) IAF

	OMG (1st TLOD)
	119
	116.00
	9.496
	0.009

	SMG (2nd TLOD)
	58
	86.53
	
	

	IAG (3rd TLOD)
	38
	115.72
	
	

	
	Expected (EXP) IAF

	OMG (1st TLOD)
	119
	115.73
	4.221
	0.121

	SMG (2nd TLOD)
	58
	99.89
	
	

	IAG (3rd TLOD)
	38
	96.18
	
	




	Table 4.20 shows that, for individual items tested by ANOVA, only “Adding Value to Operations” (F = 2.709, p > .05), “Applying Systematic and Disciplined approach” (F = 1.240, p > .05) and “IAF is Independent and Objective” (F = 2.757, p > .05) had no significant difference in the contemporary internal audit function for the TLOD groups (SMG, OMG and IAG). Thus, Hypothesis H4a, stating that there are different views of expected (EXP) internal audit function (IAF) by items among the TLOD groups, was only partially supported.

Contemporary IAF by Items Among the TLOD

Table 4.20 Kruskal-Wallis & ANOVA Tests – Comparison of the Contemporary (ACT) IAF among TLOD Groups (Operations Management, Senior Management and Internal Audit Profession)
	
	Kruskal-Wallis Test
	
	Independent Samples T-Test

	Contemporary (ACT) IAF
	N
	Mean Rank
	H
	p-value
	
	Mean
	s.d.
	F
	p-value

	IAF is Independent and Objective

	OMG (ACT)
	119
	112.06
	5.070
	0.079
	
	3.03
	1.262
	2.757
	0.066

	SMG (ACT)
	58
	93.17
	
	
	
	2.64
	1.238
	
	

	IAG (ACT)
	38
	117.91
	
	
	
	3.16
	1.001
	
	

	Emphasising in Assurance Engagement

	OMG (ACT)
	119
	113.15
	5.502
	0.064
	
	3.37
	1.156
	3.434
	0.034

	SMG (ACT)
	58
	92.26
	
	
	
	2.93
	1.296
	
	

	IAG (ACT)
	38
	115.91
	
	
	
	3.47
	1.006
	
	

	Emphasising in Consulting Engagement

	OMG (ACT)
	119
	113.67
	7.420
	0.024
	
	3.20
	1.101
	4.534
	0.012

	SMG (ACT)
	58
	89.89
	
	
	
	2.74
	1.101
	
	

	IAG (ACT)
	38
	117.89
	
	
	
	3.32
	0.933
	
	

	Helping Accomplish Organisation’s Objectives

	OMG (ACT)
	119
	114.35
	16.060
	0.000
	
	3.37
	1.241
	8.826
	0.000

	SMG (ACT)
	58
	82.10
	
	
	
	2.71
	1.271
	
	

	IAG (ACT)
	38
	127.63
	
	
	
	3.68
	1.016
	
	

	Adding Value to Senior Management

	OMG (ACT)
	119
	121.19
	17.653
	0.000
	
	3.69
	1.095
	8.368
	0.000

	SMG (ACT)
	58
	81.41
	
	
	
	3.02
	1.084
	
	

	IAG (ACT)
	38
	107.28
	
	
	
	3.58
	0.722
	
	

	Adding Value to Operations

	OMG (ACT)
	119
	117.20
	6.494
	0.039
	
	3.61
	1.034
	2.709
	0.069

	SMG (ACT)
	58
	98.20
	
	
	
	3.28
	1.121
	
	

	IAG (ACT)
	38
	94.16
	
	
	
	3.29
	0.927
	
	

	Applying Systematic and Disciplined Approach

	OMG (ACT)
	119
	112.29
	2.173
	0.337
	
	3.24
	1.219
	1.240
	0.292

	SMG (ACT)
	58
	98.23
	
	
	
	2.95
	1.206
	
	

	IAG (ACT)
	38
	109.47
	
	
	
	3.24
	1.051
	
	

	Improving Effectiveness of Risk Management Process

	OMG (ACT)
	119
	118.41
	11.447
	0.003
	
	3.55
	1.079
	8.064
	0.000

	SMG (ACT)
	58
	86.13
	
	
	
	2.84
	1.295
	
	

	IAG (ACT)
	38
	108.70
	
	
	
	3.42
	0.889
	
	

	Improving Effectiveness of Control Process

	OMG (ACT)
	119
	113.14
	7.641
	0.022
	
	3.29
	1.196
	4.411
	0.013

	SMG (ACT)
	58
	89.84
	
	
	
	3.83
	1.201
	
	

	IAG (ACT)
	38
	119.62
	
	
	
	3.45
	0.795
	
	

	Improving Effectiveness of Governance Process

	OMG (ACT)
	119
	113.04
	5.994
	0.050
	
	3.32
	1.200
	3.808
	0.024

	SMG (ACT)
	58
	91.67
	
	
	
	2.86
	1.277
	
	

	IAG (ACT)
	119
	117.14
	
	
	
	3.45
	0.921
	
	


*p<0.05; **p<0.01; ***p<0.001

	Of the individual items tested by Kruskal-Wallis, only “IAF is Independent and Objective” (H = 5.070, p > .05), “Emphasising in Assurance Engagement” (H = 5.502, p > .05) and “Applying Systematic and Disciplined approach” (H = 2.173, p > .05) showed no significant difference in contemporary internal audit function among the TLOD groups (SMG, OMG and IAG), as shown in Table 4.20 above. 

	The remaining items—“Emphasising in Consulting Engagement”, “Helping Accomplish Organisation’s Objectives”, “Adding Value to Senior Management”, Adding Value to Operations Management”, “Improving Effectiveness of Risk Management Process”, “Improving Effectiveness of Control Process” and “Improving Effectiveness of Governance Process”—had significant difference in expected internal audit function for the TLOD groups (SMG, OMG and IAG) (H-values in a range of 0.506 – 5.599, all p-values > .05), as shown in Table 4.20 above. Thus, Hypothesis H5a, stating that “the different view of the contemporary roles (ACT) of internal audit function (IAF) by items among the groups of the Three Lines of Defence (TLOD)”, was neither fully nor partially supported.

	Similarly, the results of the Independent Samples T-Test indicated that “the different view of the contemporary roles (ACT) of internal audit function (IAF) by items among the groups of the Three Lines of Defence (TLOD)” was only partially supported by different Kruskal-Willis Test results for the items “Emphasising in Assurance Engagement”, “Adding Value to Operations”, and “Applying Systematic and Disciplined Approach”.

Expected View of the IAF by Items Among the TLOD

	Results from the individual items tested by Kruskal-Wallis indicated no significant difference for all items (H-values in a range of 0.506 – 5.599, all p-values > .05) in the expected internal audit function among the TLOD groups (SMG, OMG and IAG), as shown in Table 4.21 above. Thus, Hypothesis H5b, stating that people in different TLOD groups have different expected internal audit functions, was not supported.

Table 4.21 Kruskal-Wallis & ANOVA Tests – Comparison of the Expected (EXP) Views of the IAF among the TLOD Groups (Senior Management, Operations Management and Internal Audit Profession)
	
	Kruskal-Wallis Test
	
	Independent Samples T-Test

	Expected (EXP) IAF

	N
	Mean Rank
	H
	p-value
	
	Mean
	s.d.
	F
	p-value

	IAF is Independent and Objective

	OMG (EXP)
	119
	113.92
	2.797
	0.247
	
	3.68
	0.791
	2.374
	0.096

	SMG (EXP)
	58
	101.72
	
	
	
	3.41
	1.060
	
	

	IAG (EXP)
	38
	99.05
	
	
	
	3.39
	1.054
	
	

	Emphasising in Assurance Engagement

	OMG (EXP)
	119
	109.55
	0.506
	0.777
	
	3.82
	0.823
	0.473
	0.624

	SMG (EXP)
	58
	108.82
	
	
	
	3.74
	1.001
	
	

	IAG (EXP)
	38
	101.91
	
	
	
	3.66
	0.966
	
	

	Emphasising in Consulting Engagement

	OMG (EXP)
	119
	112.46
	2.523
	0.283
	
	3.51
	0.801
	2.117
	0.123

	SMG (EXP)
	58
	697.83
	
	
	
	3.22
	1.077
	
	

	IAG (EXP)
	38
	109.57
	
	
	
	3.47
	0.830
	
	

	Helping Accomplish Organisation’s Objectives

	OMG (EXP)
	119
	114.65
	4.041
	0.133
	
	4.04
	0.817
	2.554
	0.080

	SMG (EXP)
	58
	95.90
	
	
	
	3.72
	0.988
	
	

	IAG (EXP)
	38
	105.66
	
	
	
	3.84
	1.053
	
	

	Adding Value to Senior Management

	OMG (EXP)
	119
	116.30
	5.599
	0.061
	
	4.02
	0.736
	4.113
	0.018

	SMG (EXP)
	58
	98.29
	
	
	
	3.66
	1.069
	
	

	IAG (EXP)
	38
	96.82
	
	
	
	3.74
	0.795
	
	

	Adding Value to Operations

	OMG (EXP)
	119
	113.60
	3.545
	0.170
	
	3.85
	0.732
	2.261
	0.107

	SMG (EXP)
	58
	106.13
	
	
	
	3.67
	1.082
	
	

	IAG (EXP)
	38
	93.33
	
	
	
	3.53
	0.893
	
	

	Applying Systematic and Disciplined Approach

	OMG (EXP)
	119
	113.47
	2.692
	0.260
	
	3.61
	0.884
	1.529
	0.219

	SMG (EXP)
	58
	104.09
	
	
	
	3.43
	1.045
	
	

	IAG (EXP)
	38
	96.83
	
	
	
	3.34
	0.938
	
	

	Improving Effectiveness of Risk Management Process

	OMG (EXP)
	119
	113.46
	2.631
	0.268
	
	3.92
	0.798
	2.173
	0.116

	SMG (EXP)
	58
	103.91
	
	
	
	3.66
	1.117
	
	

	IAG (EXP)
	38
	967.16
	
	
	
	3.66
	0.878
	
	

	Improving Effectiveness of Control Process

	OMG (EXP)
	119
	113.5
	2.578
	0.276
	
	3.85
	0.840
	1.820
	0.165

	SMG (EXP)
	58
	103.50
	
	
	
	3.62
	1.040
	
	

	IAG (EXP)
	38
	97.63
	
	
	
	3.61
	0.823
	
	

	Improving Effectiveness of Governance Process

	OMG (EXP)
	119
	112.58
	2.398
	0.301
	
	3.76
	0.920
	1.646
	0.195

	SMG (EXP)
	58
	106.72
	
	
	
	3.57
	1.126
	
	

	IAG (EXP)
	119
	95.63
	
	
	
	3.45
	1.032
	
	


*p < .05; **p < .01; ***p < .001

	Similarly, of the individual items tested by ANOVA, only “Adding Value to Senior Management” (F = 4.113, p < .05) showed a significant difference in expected internal audit function among the TLOD groups (SMG, OMG and IAG), as shown in Table 4.21 above. Thus, Hypothesis H5b, stating that the different views of the expected roles (EXP) of internal audit function (IAF) by items among the TLOD groups, was also not supported.

[bookmark: _Toc115432632]Spearman’s Rank-Order Correlation

	A Spearman’s rank-order correlation was run to determine the relationship between BSC’s two expected internal audit activities (Assurance and Consulting) and four effectiveness measurement perspectives (Financial, Customer, Internal Process and, Learning & Growth).

	Table 4.22 shows the general Spearman’s correlation analysis results for all 215 respondents. There were strong and positive correlation relationships between the expected assurance (EXP_ASS) and consulting (EXP_CON) activities and the BSC perspective, except between customer perspective and expected assurance engagement, for which no significant but positive relationship (r =0.080, p > .05) was noted. 

	For the SMG, the Spearman’s correlation analysis result showed no correlation between expected assurance (EXP_ASS) and consulting (EXP_CON) activities and the BSC perspective; the customer perspective had an even-noted negative relationship with the assurance activity.

	Interestingly, the OMG and SMG results differed. The O MG results showed strong and positive correlation relationships between EXP_ASS and EXP_CON activities and the BSC perspective, except that there was no significant correlation between expected assurance activity and financial perspective (r = 0.004, p < .05), as shown in Table 4.22.

	However, another result was noted from the IAG perspective. The result showed that most correlations between EXP_ASS and EXP_CON activities and the BSC perspectives were significant and positive, other than the customer and learning and growth perspectives. However, there were different results in expected assurance activity in that the customer perspective had an insignificant and negative correlation (r = -0.031, p < .05) with expected assurance activity, while financial perspective had an insignificant correlation (r = 0.236, p < .05) (Table 4.22).


Table 4.22 Correlations Analyses between the Expected Assurance (EXP_ASS) & Consulting (EXP_CON) Activities and the Effectiveness Measurement of Balanced Scorecard (BSC)
	
	
	
	
	Spearman’s Correlation Analysis (non-parametric)
	
	Pearson’s Correlation Analysis (parametric)

	
	n
	Mean
	s.d.
	E1
	E2
	
	E1
	E2

	All Respondents
(All 3 groups of TLOD)
	

	E1. Assurance Engagement (EXP_ASS)
	215
	3.77
	0.897
	-
	-
	
	-
	-

	E2. Consulting Engagement (EXP_CON)
	215
	3.43
	0.893
	-
	-
	
	-
	-

	1. Financial Perspective
	215
	3.85
	0.714
	0.151*
	0.241**
	
	0.143*
	0.254**

	2. Customer Perspective
	215
	3.89
	0.751
	0.080
	0.291**
	
	0.053
	0.285**

	3. Internal Process Perspective
	215
	4.07
	0.608
	0.272**
	0.297**
	
	0.242**
	0.284**

	4. Learning and Growth Perspective
	215
	4.04
	0.725
	0.255**
	0.288**
	
	0.223**
	0.268**

	Operations Management Group (OMG)
	

	E1. Assurance Engagement (EXP_ASS)
	119
	3.82
	0.823
	-
	-
	
	-
	-

	E2. Consulting Engagement (EXP_CON)
	119
	3.51
	0.801
	-
	-
	
	-
	-

	1. Financial Perspective
	119
	3.97
	0.695
	0.164
	0.229*
	
	0.125
	0.221*

	2. Customer Perspective
	119
	3.93
	0.800
	0.200*
	0.364**
	
	0.123
	0.319**

	3. Internal Process Perspective
	119
	4.09
	0.611
	0.348**
	0.325**
	
	0.304**
	0.301**

	4. Learning and Growth Perspective
	119
	4.13
	0.731
	0.331**
	0.284**
	
	0.307**
	0.236**

	Senior Management Group 
(SMG)
	

	E1. Assurance Engagement (EXP_ASS)
	58
	3.74
	1.001
	-
	-
	
	-
	-

	E2. Consulting Engagement (EXP_CON)
	58
	3.22
	1.077
	-
	-
	
	-
	-

	1. Financial Perspective
	58
	3.64
	0.765
	0.004
	0.133
	
	0.036
	0.185

	2. Customer Perspective
	58
	3.81
	0.783
	-0.108
	0.253
	
	-0.064
	0.280*

	3. Internal Process Perspective
	58
	3.97
	0.674
	0.046
	0.195
	
	0.065
	0.180

	4. Learning and Growth Perspective
	58
	3.84
	0.696
	0.120
	0.209
	
	0.067
	0.211

	Internal Audit Profession Group (IAG)
	

	E1. Assurance Engagement (EXP_ASS)
	38
	3.66
	0.966
	-
	-
	
	-
	-

	E2. Consulting Engagement (EXP_CON)
	38
	3.47
	0.830
	-
	-
	
	-
	-

	1. Financial Perspective
	38
	3.79
	0.622
	0.363*
	0.380*
	
	0.372*
	0.408*

	2. Customer Perspective
	38
	3.89
	0.509
	-0.031
	0.038
	
	0.035
	0.121

	3. Internal Process Perspective
	38
	4.13
	0.475
	0.419**
	0.346*
	
	0.454**
	0.455**

	4. Learning and Growth Perspective
	38
	4.08
	0.712
	0.236
	0.321*
	
	0.237
	0.392*


*p < .05; **p < .01; ***p < .001

Expected Assurance Activity and the Four Perspectives of BSC by TLOD
	There was a strong, positive, and statistically significant correlation between “Expected Assurance” activity and the “Financial” perspective for all 215 responses (rs = .151, p < .05). The null hypothesis was rejected. 

	The relationship between “Expected Assurance” activity and the “Customer” perspective for 215 responses was not statistically significant (rs = .080, p > .05). The null hypothesis was accepted.

	There was a strong, positive, and statistically significant correlation between the “Expected Assurance” activity and the “Internal Audit Process” perspective for all 215 responses (rs = .272, p < .01). The null hypothesis was rejected.

	There was a strong, positive, and statistically significant correlation between the “Expected Assurance” activity and the “Learning and Growth” perspective for all 215 responses (rs = .255, p < .01). The null hypothesis was rejected.

Expected Consulting Activity and the Four Perspectives of BSC by TLOD
	There was a strong, positive, and statistically significant correlation between the “Expected Consulting” activity and the “Financial” perspective for all 215 responses (rs = .241, p < .01). The null hypothesis was rejected.

	There was a strong, positive, and statistically significant correlation between the “Expected Consulting” activity and the “Customer” perspective for all 215 responses (rs = .291, p < .01). The null hypothesis was rejected.

	There was a strong, positive, and statistically significant correlation between the “Expected Consulting” activity and the “Internal Audit Process” perspective for all 215 responses (rs = .297, p < .01). The null hypothesis was rejected.

	There was a strong, positive, and statistically significant correlation between the “Expected Consulting” activity and the “Learning and Growth” perspective for all 215 responses (rs = .288, p < .01). The null hypothesis was rejected.

Expected Assurance Activity and the Four Perspectives of BSC in the First Layer of TLOD (OMG)
	The relationship between the “Expected Assurance” activity and the “Financial” perspective for 119 responses of operations management was not statistically significant (rs = .164, p > .05). The null hypothesis was accepted.

	There was a strong, positive correlation between the “Expected Assurance” activity and the “Customer” perspective for 119 responses of operations management group, which was statistically significant (rs=.200, p < .05). The null hypothesis was rejected.

	There was a strong, positive, and statistically significant correlation between “Expected Assurance” activity and the “Internal Process” perspective for all 119 OMG responses (rs = .348, p < .01). The null hypothesis was rejected.

	There was a strong, positive, and statistically significant correlation between “Expected Assurance” activity and the “Learning and Growth” perspective for all 119 OMG responses (rs= .331, p < .01). The null hypothesis was rejected.

Expected Consulting Activity and the Four Perspectives of BSC in the First Layer of TLOD (OMG)
	There was a strong, positive, and statistically significant correlation between “Expected Consulting Activity” and the “Financial” perspective for all 119 OMG responses (rs = .229, p < .05). The null hypothesis was rejected.

	There was a strong, positive, and statistically significant correlation between “Expected Consulting Activity” and the “Customer” perspective for all 119 OMG responses (rs = .364, p < .01). The null hypothesis was rejected.

	There was a strong, positive, and statistically significant correlation between the “Expected Consulting Activity” and the “Internal Process” perspective for all 119 OMG responses (rs = .325, p < .01). The null hypothesis was rejected.

	There was a strong, positive, and statistically significant correlation between “Expected Consulting Activity” and the “Learning and Growth” perspective for all 119 OMG responses (rs = .284, p < .01). The null hypothesis was rejected.

Expected Assurance Activity and the Four Perspectives of BSC in the Second Layer of TLOD (SMG)
	The relationship between the “Expected Assurance” activity and the “Financial” perspective for all 58 SMG responses was not statistically significant (rs = .004, p > .05). The null hypothesis was accepted.

	The relationship between the “Expected Assurance” activity and the “Customer” perspective for all 58 SMG responses was negative and not statistically significant (rs = -0.108, p > .05). The null hypothesis was accepted.

	The relationship between the “Expected Assurance” activity and the “Internal Process” perspective for all 58 SMG responses was not statistically significant (r s= .046, p > .05). The null hypothesis was accepted.

	The relationship between the “Expected Assurance” activity and the “Learning & Growth” perspective for all 58 SMG responses was not statistically significant (rs = .120, p > .05). The null hypothesis was accepted.

Expected Consulting Activity and the Four Perspectives of BSC in the Second Layer of TLOD (SMG)
	The relationship between the “Expected Consulting” activity and the “Financial” perspective for all 58 SMG responses (SMG) was not statistically significant (rs = .133, p > .05). The null hypothesis was accepted.

	The relationship between the “Expected Consulting” activity and the “Customer” perspective for all 58 SMG responses (SMG) was not statistically significant (rs = .253, p > .05). The null hypothesis was accepted.

	The relationship between the “Expected Consulting” activity and the “Internal Process” perspective for all 58 SMG responses (SMG) was not statistically significant (rs = .195, p > .05). The null hypothesis was accepted.

	The relationship between the “Expected Consulting” activity and the “Learning & Growth” perspective for all 58 SMG responses (SMG) was not statistically significant (rs = .209, p > .05). The null hypothesis was accepted.

	Table 4.23 shows the correlation results for all 119 OMG respondents.

Expected Assurance Activity and the Four Perspectives of BSC in the Third Layer of TLOD (IAG)
	There was a strong, positive, and statistically significant correlation between the “Expected Assurance” activity and the “Financial” perspective for all 38 IAG responses (r s= .363, p < .05). The null hypothesis was rejected.

	The relationship between the “Expected Assurance” activity and the “Customer” perspective for all 38 IAG responses was negative and not statistically significant (rs = -.031, p >.05). The null hypothesis was accepted.

	There was a strong, positive, and statistically significant correlation between the “Expected Assurance” activity and the “Internal Process” perspective for all 38 IAG responses (rs = .419, p < .05). The null hypothesis was rejected.

	The relationship between the “Expected Assurance” activity and the “Learning & Growth” perspective for all 38 IAG responses was not statistically significant (rs = .236, p > .05). The null hypothesis was accepted.

Expected Consulting Activity and the Four Perspectives of BSC in the Third Layer of TLOD (IAG)
	There was a strong, positive correlation, and statistically significant between the “Expected Consulting” activity and the “Financial” perspective for all 38 IAG responses (rs = .380, p < .05). The null hypothesis was rejected.

	The relationship between the “Expected Consulting” activity and the “Customer” perspective for all 38 IAG responses was not statistically significant (rs = .038, p > .05). The null hypothesis was accepted.

	There was a strong, positive, and statistically significant correlation between the “Expected Consulting” activity and the “Internal Process” perspective for all 38 IAG responses (rs = .346, p < .05). The null hypothesis was rejected.

	There was a strong, positive, and statistically significant correlation between the “Expected Consulting” activity and the “Growth and Learning” perspective for all 38 IAG responses (rs = .321, p < .05). The null hypothesis was rejected.

	Similar results drawn from Pearson’s correlation analysis for the relationships between the BSC's two expected internal audit activities (assurance and consulting) and four effectiveness measurement perspectives (financial, customer, internal process, and learning and growth) are for reference only (see Table 4.22) and will not be further discussed in Chapter 6.

[bookmark: _Toc115432633]Crosstabulation and Pearson’s Chi-Square Test

	The Pearson’s Chi-Square test was applied to discover any relationship between two categorical variables of BSC’s four perspectives (financial, customer, internal process, and learning and growth) by the three TLOD groups (senior management, operations management and internal audit profession).


Four Perspectives of Balanced Scorecard (BSC) by TLOD

	The Pearson’s Chi-Square test was applied (for reference purposes) to compare the Kruskal-Wallis test and see any similar result. There was no significant difference between the four BSC perspectives and three TLOD groups (Chi-square = 6.859, p > .05). Most IAG (44.7%), OMG (41.2%), and SMG (29.3%) were in favour of the IAP (Table 4.23).


Table 4.23 Crosstabulation Table for Four Perspectives of Balanced Scorecard by TLOD Group
	 

	TLOD
	

	
	
OMG
	
SMG
	
IAG
	Total

	Four Perspectives of Balanced Scorecard
	Financial

	Count

	32
	17
	5
	54

	
	
	% among the Group
	26.9%
	29.3%
	13.2%
	25.1%

	
	Customer
	Count

	19
	14
	10
	43

	
	
	% among the Group
	16.0%
	24.1%
	26.3%
	20.0%

	
	Audit Process 
	Count

	49
	17
	17
	83

	
	
	% among the Group
	41.2%
	29.3%
	44.7%
	38.6%

	
	Learning and Growth 
	Count

	19
	10
	6
	35

	
	
	% among the Group
	16.0%
	17.2%
	15.8%
	16.3%

	Total
	Count

	119
	58
	38
	215

	
	% among the Group
	100.0%
	100.0%
	100.0%
	100.0%


Chi-square = 6.859, p = .334
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[bookmark: _Toc115432638]Introduction
	This chapter applies qualitative analysis to explore potential reasons that align and explain the quantitative results reported in Chapter Four. Open-ended interview questions were prepared to elicit participants’ feedback, but participants were allowed and encouraged to express their opinions freely during the interview process. The three focus groups, each consisting of six to seven participants, were based on the three purposely selected primary TLOD model layers, corresponding to the questionnaire respondents. 

	In this study, the focus group method was not intended to identify survey questions but to analyse the combined focus group data to validate the quantitative questionnaires’ statistical analysis results. The focus group participants were distinct groups with expertise and experience in operations management, senior management, and the internal audit profession, representing the first, second, and third lines of defence, respectively. Moderators were not recruited to facilitate the discussions during focus group interviews. Thematic analysis was used to discover key themes qualitatively, assess and combine the quantitative questionnaire results, and enhance the validity and creditability of the study.

[bookmark: _Toc115432639]QuAlitative Results: Focus Group Interviews (TLOD)
	This section summarises the group interview transcripts for all three layers of the TLOD model.

[bookmark: _Toc115432640]First Line of Defence: Operations Management Group (OMG)

	The interview was conducted through the TEAMS platform on 6 March 2021. Eight operations managers were initially invited, but only six participated in this focus group interview. This was one of three focus group discussions to compare the OMG with two other participant groups (SMG and IAG). All six OMG participants had worked in various industries and had 15-25 years of hands-on operations management experience.

	Half of the participants’ companies had an in-house internal audit function; the other half were from companies whose internal audit function was partially co-sourced to an external specialist firm. All six shared the belief that in-house internal auditors may be able to access more in-depth internal information and be better positioned to follow up on audit findings with more frequent hands-on visits and internal communications. External consultants typically provide relatively high-level services with no detailed advice and visit the company only a few times a year. It was agreed that external professional firms can provide more independent services through their professional expertise and make more persuasive recommendations to senior management, especially given the rapid changes in technology and industry knowledge outside their own companies.

	The internal audit function is expected to play a standard role in internal control, policy development, and internal control, focusing on ensuring compliance issues, and to provide support for and practical advice to frontline operations to improve operational efficiency and effectiveness. The role of consulting should be emphasised and is expected to become an essential function of helping companies, along with the role of assurance.

	In terms of negative perceptions, auditees may perceive internal auditors as unfair, regardless of practical difficulties, and seek the audit committee’s alignment, confidence, and approval. The auditor should work with the auditee to develop an appropriate audit plan so that both parties can understand each other.

	Compliance auditing was considered the most fundamental role of the internal auditor. Still, the advisory role was rarely perceived as an active activity the operations team could use, probably because of objectivity and independence issues that any professional internal auditors should seriously maintain. While assurance and consulting roles may not be afforded the same respectful importance, they are interlocking activities of the internal audit function.

	Even though the assurance role is considered a core function of internal auditing, the advisory role is increasingly important as a means to build trust as an advisor between operations and internal auditors. Internal auditors should spend more time listening and understanding business operations. In addition, social and sustainability aspects may be a relatively strategic and long-term focus (Knox and Maklan, 2004); internal auditors may have been less involved in the past but are becoming more focused and are expected to receive more attention in the near future. Internal auditors can contribute their in-depth expertise to varying degrees at the strategic and operational levels.

	Regarding the BSC model, a non-financial perspective is more appropriate where learning, growth, and process perspectives are interrelated and more relevant. IA may be seen as an unwelcome team that will never achieve customer satisfaction; as an internal customer, the auditee is not suited to assessing IAF effectiveness, but the IAF can be improved through better communication and timely reporting to operations and senior management. Cost savings and risk identification can be measured financially but are difficult to estimate and justify. Financial and non-financial perspectives should be considered in a holistic view and evaluated in light of the company’s culture, structure, and industry.

[bookmark: _Toc115432641]Second Line of Defence: Senior Management Group (SMG)

	The senior executives and functional management in the second line of defence focus group had over 30 years of experience in various industries. Four of the six participant companies had engaged external specialist firms to co-source their internal audit functions. One participant had an internal audit function that worked closely with the company’s independent compliance department.

	External consultants from specialist firms are usually recruited and co-source the internal audit function with the in-house internal audit team. The internal audit function conducts an independent assessment of the company, mainly dealing with the board of directors’ and audit committee’s compliance requirements to ensure that Hong Kong listing requirements are met. The internal audit department is primarily responsible for the company’s day-to-day internal audit function, such as control processes and procedures, risk assessments, policy development, and internal audit training.

	The compliance audit is an essential function of IA, providing practical advice and a review of internal control policies and procedures. Compliance, risk assessment, and management are often used in a company’s operational review. Internal auditors are expected to improve fraud prevention and detection mechanisms and establish frameworks to understand operational needs and reduce company risk (Norman et al., 2010). However, external consultants are considered a good source of consulting advice with broader industry experience. External professionals may need to co-source with the in-house IAF in a consulting role. Internal auditors can follow up accordingly and review the recommendation implementation progress.

	In-house internal auditors may not have the capability or industry knowledge to provide consulting services. Internal auditors should also have sufficient business awareness and in-depth knowledge of operations to offer sound and practical risk assessment to assist in mitigating risk and, where appropriate, conduct due diligence and risk control self-assessment.

	Most participants agreed that the assurance role is the fundamental role of internal auditors. Consulting roles with risk management aspects are no longer rosy but are becoming increasingly essential and considered part of the critical internal audit function, providing practical advice to operations and senior management.

	The social aspect is becoming increasingly important to any company regarding people, communities, and the environment. It can be considered part of an operational role as it is directly related to the provision of a product or service, and relevant environment, social, and governance (ESG) compliance requirements can be assessed and met through an internal audit compliance assessment.

	Strategic management rarely involves internal auditors because the relevant management prefers to work directly with business units and operations teams. In some cases, internal auditors may be engaged in and expected for some assistance in the risk assessment of complex strategic investments and business acquisitions.

	Although the participants in this senior management group agreed that internal auditors could play a critical role in improving the effectiveness and efficiency of the business operations in a compliance manner, they disagreed that the internal auditors should work closely together to provide the internal audit function, especially in compliance-natured engagements like determining audit scope audit plans. Internal auditors can take professional due care to understand the operations rather than establish a close working relationship. Van Peursem (2004) found that a close relationship with management can put the internal audit function’s independence at risk. It should be left to senior management, the board of directors, and the audit committee to render a healthy, objective, independent, and professional judgment (Schneider,2010; Schneider and Church, 2008) without any potential prejudices and influences.

	All the senior management participants agreed that the internal audit function could be an essential knowledge source, adding value to operational and strategic management decisions to a certain extent and in specific manners. So, consulting advice should be undertaken at the beginning of complex projects, while compliance roles can be carried out during everyday business operations throughout the normal business cycle.

	For the BSC measurement, process, learning, and growth are interrelated and a common point of view to measure IAF effectiveness. Finance is seen as a hard-to-quantify perspective. As a result of IAF, cost savings by mitigating risk and the associated losses, operational efficiency, and efficiency can be viewed and measured from a financial perspective. Customers’ views may involve issues of independence and conflict of interest. Professional competencies, CPD, and communication skills are parts of the learning and growth perspective. The process perspective involves audit planning, business performance, and recommendations.

[bookmark: _Toc115432642]Third Line of Defence: Internal Audit Profession Group (IAG)

	The IAG interviewees, the third line of defence, stated they typically handled ongoing and in-depth internal business assessments, with occasional ad hoc fraudulent investigations. External professionals usually conduct annual high-level assessments for compliance and consulting purposes, as professional advisors can provide a broader perspective, external insights, and other expertise to meet boards’ and audit committees’ compliance and listing requirements. While external consultants are quite expensive, they can make up for the deficiencies of the in-house internal audit function, i.e., by offering independent, professional, broad-ranging insights across or between industries based on their professional experience.

	It is recommended that companies set up in-house internal audit functions based on established IIA guidelines and an internal audit charter based on the board of directors’ and audit committee’s directions, the company culture, and relevant industry regulations. The fundamental core provisions of the internal audit charter should not be changed frequently, but audit priorities and scopes may vary based on risk assessments of internal weaknesses and external risk factors such as political, economic, and technological changes.

	In terms of consulting roles, internal auditors are expected to acquire a high degree of professional competence and in-depth industry and business knowledge regarding consulting engagements. Front-line businesses want practical advice and recommendations, not high-level ideas; internal auditors’ recommendations are expected to be practical and well-implemented.

	In addition, consultants in external professional firms offer different views of the internal audit function, providing their clients with more independent and professional advisory and risk advisory services, not just compliance assessment. The value of an external professional company is that they are well-trained and have a range of industry experience. External consultants can provide their clients with side-by-side comparisons with companies of a similar business nature or other industries. Companies often employ external advisors to report directly to the board of directors and audit committee. External advisors can use their professional communication and presentation skills to convince auditees, boards, and audit committees through their independent assessments, but only in high-level recommendations, even though they usually visit once or a few times a year. The client then needs to follow up with the in-house internal auditor on the eventual implementation to maintain a lower professional service fee.

	As most internal auditors are trained to detect and react to issues, the degree to which the internal audit function’s assurance and consulting roles are combined should largely depend on the company’s corporate governance culture and associated industry risks. Professional competence and readiness are essential for the internal audit team to provide the right balance of assurance and consulting engagements. Sometimes, external specialist firms can bridge these gaps with their customised teams of specialists, providing a more active and broader knowledge of different industries to address and resolve specific business problems.

	All of a company’s operational and strategic activities and decisions are interconnected. Internal auditors can play a social and environmental role. Sustainability is becoming part of ESG requirements in corporate governance. Internal auditors should also proactively promote and evaluate long-term sustainability opportunities to help companies achieve sustainable business growth and strategically achieve organisational goals.

	Internal auditors should plan audit engagements based on risk assessments and significant regulatory or strategic business changes. Such judgments and discussions of engagement details should align with the board and audit committee, referring to senior management. It is uncommon for the internal audit plan to be shared collaboratively with business units to improve the effectiveness and efficiency of the audit scope planning and the internal audit engagement’s approach. Independence and objectivity are considered internal auditors’ most critical ethical standards.

	For BSC, the process perspective—i.e., IA engagement, planning, and reporting—ranks first among the other three perspectives for the in-house IA profession. Cost savings and risk reduction are sometimes difficult to justify and quantify financially. Professional competencies, KPIs, CPDs, and training can be measured against learning and growth; however, professional firms may prefer a financial and client perspective regarding professional fees and client satisfaction.

[bookmark: _Toc92213883][bookmark: _Toc92213999][bookmark: _Toc92663042][bookmark: _Toc115432643]Thematic Analysis
	Focus group interviews were conducted with three selected TLOD model groups—the first line of defence (OMG), second line of defence (SMG), and third line of defence (IAG). They contributed to an open discussion to explain and summarise the qualitative results. All focus groups were conducted without a moderator; the results were transcribed as impartially and legally as possible, with the participants’ consent.
	Following the interview, the edited transcript was proofed and edited for better readability and clarity. Qualitative coding was then performed to systematically categorise the excerpts, using NVIVO thematic analysis. During the qualitative data analysis, keywords or ideas repeatedly quoted from participants’ experiences emerged to form themes and patterns (Gibbs, 2018, pp.57-60) in the transcripts. 

	The restructured themes and patterns are used to explain the quantitative results further, using a sequential explanatory mixed research approach (QUAN→qual), in the discussion section of Chapter 6.

[bookmark: _Toc115432644]Views of Contemporary IAF (ACT_IAF)

	The contemporary internal audit function (ACT_IAF), likely showing the existing situations and problems, is shown in Tables 5.1a-c below, based on feedback from the focus group interviews through NIVIVO thematic analysis.

Table 5.1a Focus Group Participants’ Views of Contemporary IAF (ACT_OMG)
	Focus Group 
	Attributes Named
	Frequently Quoted

	First Line of Defence (TLOD): Operations Management (ACT_OMG)
	· Internal controls
· Audit committee
· Policies and procedures
· Compliance
· Financial audit
· Operational efficiency and effectiveness
· Practical recommendations
· Audit plan
· Consulting
· Risk management
· Senior management
· Operations and frontline

	· Internal controls 
· Policies and procedures
· Process improvement
· Operational efficiency and effectiveness
· Compliance and consulting
· Practical recommendations
· Operations and frontline
· Audit committee
· Senior management




	The first line of defence group, OMG, stated that internal auditors usually work for senior management and audit committee, are most concerned with internal controls and compliance, and that policies, procedures, and process improvement are important operational guidelines for them. Practical operational efficiency and effectiveness recommendations are expected by frontlines, but IA teams may not have the expertise to perform consulting roles (Table 5.1a).

Table 5.1b Focus Group Participants’ Views of Contemporary IAF (ACT_SMG)
	Focus Group 
	Attributes Named
	Frequently Quoted

	Second Line of Defence (TLOD): Senior Management (ACT_SMG)
	· Assurance /compliance
· Listing rules
· Risk management
· External consultant
· Corporate governance
· Internal policies and procedures
· BODs and audit committee
· Consulting role
· Due diligence
· Preventive and detective
· Practical recommendations
· Operations knowledge
· Professional skill
· Business sense

	· Assurance audit
· Risk management
· External consultant
· Consulting role
· Independence
· Internal policies and procedures
· Practical recommendations
· Preventive and detective



	According to SMG, the second line of defence group, the assurance/compliance audit is IA’s fundamental function, especially for compliance with listing requirements, i.e., practical recommendations, policies and procedures, and fraud prevention and detection. Consulting and risk management are becoming more important to companies. An external consultant can be co-sourced with an in-house internal audit team to enhance the internal audit function's performance if independence is a concern (Table 5.1b).

Table 5.1c Focus Group Participants’ Views of Contemporary IAF (ACT_IAG)
	Focus Group 
	Attributes Named
	Frequently Quoted

	Third Line of Defence (TLOD): Senior Management (ACT_IAG)
	· Assurance audit
· Compliance audit
· Risk management
· Performance audit
· IT review
· Advisory /consulting
· Process improvement
· Internal controls
· Audit committee
· Board of directors
· IA charter
· Limited services
· Policies and procedures
· Recommendations
· Audit plan and budget
· Company culture
· Industrial regulations
· Economy
· Line of defence
· Knowledge of operations
· Technology
· Reactive
· Detective
· CFO
· Proactive
· Preventive

	· Internal controls
· Assurance and Compliance
· Risk management
· IT review
· Process improvement
· Advisory /consulting
· Recommendations
· Audit committee
· Knowledge of operations
· Professional skill



The IAG group highlighted internal controls as the primary line of defence for frontline operations, always linking assurance and compliance. The audit committee is an important governance structure that supports IAF effectiveness. Risk management/assessment is part of the annual IA plan. Consulting projects are usually carried out on an ad hoc basis for a short period and require special skills, operations and industry knowledge, professional competence, IT expertise, and care due to independence concerns (Table 5.1c).

[bookmark: _Toc115432645]Views of Expected IAF (EXP_IAF)

Thematic analysis was conducted on the expected internal audit function (EXP_IAF) to address problems currently needing resolution, as shown in Tables 5.2a-c below, based on feedback from the focus group interviews.

Table 5.2a Focus Group Participants’ Views of Expected IAF (EXP_OMG)
	Focus Group 
	Attributes Named
	Frequently Quoted

	First Line of Defence (TLOD): Operations Management (EXP_OMG)
	· Strategic and operational mind set
· Operational efficiency
· Compliance
· Knowledge of operations
· Communication skills
· Collaboration
· Professional skills
· Mutual understanding
· Independence
· Report to audit committee
· IA plan and program
· Practical recommendations
· Audit committee and senior management
· IT knowledge
· Consulting role
	· Practical recommendations
· Knowledge of operations
· Communication skills
· Mutual understanding
· Professional skills
· Strategic and operational mind set
· IA plan and program
· Operational efficiency
· Report to audit committee
· Compliance
· Independence
· Audit committee and senior management
· Consulting role




The first line of defence, OMG, expressed that compliance and consulting should be balanced and interlocked. They noted a lack of expert knowledge, IT competence, and practical recommendations, saying impractical audit recommendations deteriorate operational efficiency. Audit engagement is not transparent and only reports to the audit committee and board of directors, which lack the strategic and operational sense to plan the audit program. Poor communication skills, misunderstood audit findings, and impractical recommendations were identified. It was also mentioned that other than an IA plan and program, mutual understanding is important to improving IAF effectiveness (Table 5.2a).

Table 5.2b Focus Group Participants’ Views of Expected IAF (EXP_SMG)
	Focus Group 
	Attributes Named
	Frequently Quoted

	Second Line of Defence (TLOD): Senior Management (EXP_SMG)
	· Fraud detection
· Compliance
· Independence
· Integrity
· Loss prevention
· Professional skill
· Risk management
· Consulting role
· Business operations
· Communication skills
· Practical recommendations

	· Independence/integrity
· Risk management
· Compliance
· Audit committee and board of directors
· Professional skill
· Consulting role
· Fraud detection



The SMG mentioned professional skills, independence, and integrity as requisites for internal auditors. Compliance auditing to fulfil listing rules is the internal audit function’s first priority. Fraud detection to avoid unnecessary losses should be well-established by maintaining good policies and procedures and proactive auditing. It is important to report regularly to the audit committee and board and seek advice and support as needed, especially when dealing with consulting roles in risk management and special projects (Table 5.2b).

Table 5.2c Focus Group Participants’ Views of Expected IAF (EXP_IAG)
	Focus Group 
	Attributes Named
	Frequently Quoted

	Third Line of Defence (TLOD): Senior Management (EXP_IAG)
	· Integrity
· Independence
· Confidentiality
· Practical experience
· Value added recommendations
· Bridge between management and frontline
· Trusted advisor
· Internal Police
· Professional skills
· Collaboration
· Industrial knowledge
· Training
· Professional consultant

	· Independence/integrity
· Value added recommendations
· Professional skills
· Trusted advisor
· Collaboration
· Practical experience
· Professional consultant




	The IAG group expressed that internal audit is a tough job and that it is not easy for an advisor to build trust and cooperation with the auditee. Recommendations may be rejected or deemed to add no value. Providing consulting/advisory services for operations and management is challenging due to independence issues and a lack of deep industry experience; some IA projects are best outsourced to external professional specialist firms. Professional skills are required to maintain ongoing professional development (Table 5.2c).

[bookmark: _Toc115432646]Views of Improvement on Operations and Accomplishment of Objectives of the Organisation (Opr_Org_TLOD)

	The following thematic analyses address whether the IAF can improve an organisation’s operations and accomplish objectives (Opr_Org), as shown in Tables 5.3a-c below, based on feedback from the focus group interviews.


Table 5.3a Focus Group Participants’ Views of “IAF Can Improve on Operations and Accomplish Objectives of the Organisation” (Opr_Org_OMG)
	[bookmark: _Hlk113474368]Focus Group 
	Attributes Named
	Frequently Quoted

	First Line of Defence (TLOD): Operations Management (Opr_Org_OMG)
	· Knowledge of operations
· Professional Judgement
· Independence
· Practical recommendations
· Sustainability
· Corporate strategy
· Audit committee
· Senior management
· Social responsibility
· Industrial knowledge
· Risk management
· Operational efficiency
· Internal controls
	· Operational efficiency
· Corporate strategy
· Risk management
· Practical recommendations
· Internal controls
· Social responsibility



	The first line of defence, the OMG, noted that internal auditors are expected to focus more on the operational level, using knowledge of operations, the industry, and practical recommendations to build a control mechanism to assess and identify potential risks. Internal auditors are expected to contribute at the strategic and operational levels. Operations come first, but social responsibility should be part of corporate governance and is becoming more important.

Table 5.3b Focus Group Participants’ Views of “IAF Can Improve on Operations and Accomplish Objectives of the Organisation” (Opr_Org_SMG)

	Focus Group 
	Attributes Named
	Frequently Quoted

	Second Line of Defence (TLOD): Operations Management (Opr_Org_SMG)
	· Compliance
· Board of directors
· Audit committee
· Regulatory requirements
· Internal controls
· Fraud prevention and detection
· Risk management
· Policies and procedures
· External auditors
· Social responsibility
· Corporate framework
· Environmental protection
· Consulting role
	· Compliance
· Policies and procedures
· Risk management
· Regulatory requirements
· Internal controls
· Fraud prevention and detection
· Social responsibility
· Consulting role



The second line of deference, the SMG, expressed that corporate strategy may not be the internal audit role’s priority, but management is. For internal auditors, compliance comes first, especially the regulatory requirements for listed companies, followed by operational improvement, including internal control, policies, procedures, and fraud prevention and detection. Social and environmental issues are becoming more important corporate elements when seeking advice; risk assessment/management may help management make strategic investment decisions.

Table 5.3c Focus Group Participants’ Views of “IAF Can Improve on Operations and Accomplish Objectives of the Organisation” (Opr_Org_IAG)
	Focus Group 
	Attributes Named
	Frequently Quoted

	Third Line of Defence (TLOD): Operations Management (Opr_Org_IAG)
	· Consulting role
· Compliance
· Operational procedures
· Corporate governance
· Senior management
· Internal Controls
· Operations
· Risk management
· Misconduct 
· Inconsistent practices 

	· Consulting role
· Compliance
· Operations
· Senior management
· Internal controls
· Risk management



From the IAG’s viewpoint, the third line of defence, internal auditors’ assurance/compliance role is still more important than their consulting role. However, value-added consulting roles should always be welcomed by operations and senior management, and internal controls should be included in operations processes. It was also noted that risk management could assist senior management in assessing strategic investments and high-risk projects.

[bookmark: _Toc115432647]Views of Required Competencies of a Consultant (Comp_TLOD)

The following thematic analyses address group participants’ views of internal auditors’ necessary competence (Comp) to fulfil the internal audit function’s consulting role for the organisation based on feedback from the three TLOD layers (as shown in Tables 5.4a-c below).

Table 5.4a Focus Group Participants’ Views of “IA’s Competence Requirements to Fulfil Consulting Role for the Organisation” (Comp_OMG)
	Focus Group 
	Attributes Named
	Frequently Quoted

	First Line of Defence (TLOD): Operations Management (Comp_OMG)
	· Professional skill
· Professional mentality
· Professional qualification
· Communication skill
· Industrial knowledge
· Personal skill
· Practical recommendations
· Independence
· Cooperative
· Audit plan
· Risk management
· Consulting roles
· Operational efficiency

	· Professional and personal skills
· Professional qualification
· Industrial and operational knowledge
· Practical recommendations
· Independence
· Audit plan
· Consulting roles



	The OMG noted that the consulting role is not easy for an internal auditor as it requires in-depth operational and industrial knowledge and experience, academic and professional qualifications and knowledge, and personal skills. Internal auditors require extra resources and audit assessment for a consulting engagement and must pay attention to independent concerns and potential bias in their audit plans and recommendations.

Table 5.4b Focus Group Participants’ Views of “IA’s Competence Requirements to Fulfil Consulting Role for the Organisation” (Comp_SMG)
	Focus Group 
	Attributes Named
	Frequently Quoted

	Second Line of Defence (TLOD): Operations Management (Comp_SMG)
	· Independence
· Integrity
· Ethics
· Professional skill
· Communication skills
· Business sense
· IT knowledge
· Industrial knowledge
· Knowledge of operations
· Compliance
· Resources
· Consulting

	· Industrial knowledge
· Integrity
· Ethics
· Communication skills
· Professional skill
· Business sense
· Consulting
· IT knowledge



	The SMG indicated that internal auditors’ key competencies are independence, ethics, integrity, professional skills, industrial knowledge, IT expertise, business sense, and communication skills. However, there was a common view that internal auditors are not trained to be business-driven to provide consulting advice to management.


Table 5.4c Focus Group Participants’ Views of “IA’s Competence Requirements to Fulfil Consulting Role for the Organisation” (Comp_IAG)
	Focus Group 
	Attributes Named
	Frequently Quoted

	Third Line of Defence (TLOD): Operations Management (Comp_IAG)
	· Professional skills
· Practical recommendations
· Industrial knowledge
· Communication skills
· Presentation
· Operations efficiency
· Culture
· Personal skill
· Problem solving

	· Operations efficiency
· Industrial knowledge
· Practical recommendations
· Communication skills
· Presentation
· Professional skills



	The IAG expressed that internal auditors are well-trained in professional skill sets. Operations and industrial knowledge are competencies needed for IA to give practical recommendations for operational effectiveness and efficiency. However, they might not be good at communicating or presenting recommendations.
[bookmark: _Toc115432648]Views of Independence and Objectivity (Ind_TLOD)

	The following thematic analyses address focus group participants’ views of independence and objectivity (Ind) concerns for executing the internal audit function for the organisation based on feedback from the three TLOD layers (Tables 5.5a-c).

Table 5.5a Focus Group Participants’ Views of “IA’s Independence and Objectivity” (Ind_OMG)
	Focus Group 
	Attributes Named
	Frequently Quoted

	First Line of Defence (TLOD): Operations Management (Ind_OMG)
	· Audit plan
· collaboration
· Knowledge of operations
· Independence
· Misleading
· Industrial knowledge
· Audit program

	· Audit plan /program
· collaboration
· Knowledge of operations
· Independence
· Industrial knowledge




	The OMG expected internal auditors to have a good understanding of business operations. They should like to collaborate with auditees and use tailor-made audit plans to help frontline workers. Auditors should assess the audit plan by walking through the process to understand it better and gain operational and industrial knowledge. However, it was noted that independence is a big concern, and some auditees may mislead internal auditors if they work too closely.

Table 5.5b Focus Group Participants’ Views of “IA’s Independence and Objectivity” (Ind_SMG)
	Focus Group 
	Attributes Named
	Frequently Quoted

	Second Line of Defence (TLOD): Operations Management (Ind_SMG)
	· Practical recommendations
· Independence
· Professional skills
· Consulting role
· Operational effectiveness
· Policies and procedures
· Audit committee
· Board of directors
· Objectivity
· Audit plan
· Judgement
· Knowledge and experience

	· Practical recommendations
· Independence
· Professional skills
· Knowledge and experience
· Judgement
· Consulting role



	The senior management group (SMG) indicated that internal auditors should not work too closely with auditees due to concerns about independent audit judgement and recommendations. Internal auditors should have the hands-on technical experience and professional skills needed to conduct any audit engagements where consulting engagement may be involved in the early stages of a project and provide opinions to management for reference purposes.


Table 5.5c Focus Group Participants’ Views of “IA’s Independence and Objectivity” (Ind_IAG)
	Focus Group 
	Attributes Named
	Frequently Quoted

	Third Line of Defence (TLOD): Operations Management (Ind_IAG)
	· Audit committee
· CFO
· Senior management
· IA plan
· Independence
· Audit engagement
· Judgement
· Audit committee
· Board of directors
· Objectivity
· Communication skills
· Risk based assessment
· Discussion
	· Judgement
· Independence
· Audit plan
· Audit engagement
· Discussion
· Communication skills




	The internal audit profession group indicated that the IA plan should not be shared with auditees. Instead, they should have a well-planned audit engagement with a good understanding of business operations. More importantly, audit judgement is required for an independent assessment with supporting evidence. However, discussions with auditees sometime involve good communication and presentation skills.

[bookmark: _Toc115432649]Views of Balanced Scorecard Model (BSC_TLOD)

	The last part of the thematic analysis of this study aimed at determining the acceptance of the BSC model as an effective performance evaluation tool for assessing the effectiveness of the internal audit function, based on feedback from the focus group interviews of the three layers of TLOD (Tables 5.6a-c).

Table 5.6a Focus Group Participants’ Views of “Four Perspectives of Balanced Scorecard as an Effective Model to Evaluate IAF” (BSC_OMG)
	Focus Group 
	Attributes Named
	Frequently Quoted

	First Line of Defence (TLOD): Operations Management (BSC_OMG)
	· Financial, Customer, Internal (IA) Process, Learning and Growth perspectives
· Cost centre
· Practical recommendations
· Loss prevention
· Communication skills
· Interruptions of operations
· Non-financial aspect
· Risk
· Industrial knowledge
· Loss prevention

	· Financial, Customer, Internal (IA) Process, Learning and Growth perspectives
· Knowledge of operations and industry
· Interruptions of operations
· Communication skills
· Non-financial aspect
· Practical recommendations
· Cost centre
· Loss prevention



	From process and learning perspectives, the OMG expected practical recommendations and industry knowledge to be IA’s key performance. However, financial and customer perspectives may not be fair to IAs due to their cost-centred nature. Non-financial aspects are better measurements. Well-prepared IA plans and processes can improve IAF effectiveness. Business interruptions and loss prevention may have a financial impact on operations. The OMG also expressed that communication is a critical professional competency for IAs, from process and learning perspectives.

Table 5.6b Focus Group Participants’ Views of “IA’s Independence and Objectivity” (BSC_SMG)
	Focus Group 
	Attributes Named
	Frequently Quoted

	Second Line of Defence (TLOD): Operations Management (BSC_SMG)
	· Financial perspective
· Customer (internal) perspective
· Internal (IA) process perspective
· Learning and growth perspective
· Independence and ethics
· IA budget
· Cost centre
· Communication skills
· Audit committee
· Fraud investigation
· Value added recommendations
· Timely IA reports
· Professional skills and qualification
· Strategic IA plan

	· Financial perspective
· Value added recommendations
· IA budget
· Loss prevention
· Strategic plan
· Timely IA reports
· Audit committee
· Independence
· IA process
· Professional skill
· Customer 
· Conflict of interest



	The SMG expressed that the IA budget can be measured from a financial perspective, but loss prevention and practical recommendations are difficult to quantify. The audit committee and board of directors should be IAs’ ultimate customers. From a learning perspective, professional CPDs can help improve IAF effectiveness in terms of process and professional skill sets. Independence is also essential but difficult to measure and may create conflicts of interest. So, the process perspective is the most relevant for evaluating IAF effectiveness.


Table 5.6c Focus Group Participants’ Views of “IA’s Independence and Objectivity” (BSC_IAG)
	Focus Group 
	Attributes Named
	Frequently Quoted

	Third Line of Defence (TLOD): Operations Management (BSC_IAG)
	· Financial Perspective
· Customer (internal) perspective
· Internal (IA) process perspective
· Learning and growth perspective
· IA budget
· Loss prevention
· Continuous professional development (CPD)
· Independence
· IA plan
· Resources

	· IA budget
· Value added recommendations
· Internal (IA) process perspective
· Learning and growth perspective
· Resources
· IA plan
· Independence
· Continuous professional development (CPD)




	The IAG emphasised that the financial perspective may not typically be an IA concern, given a proper budget for IA functions and staff resources planning. Stakeholders like auditees can be challenging to satisfy because of conflicts of interest and independent issues. Value-added recommendations may improve the customer perspective. So, the IA process and learning and growth perspectives are good measuring factors for IAF effectiveness, with proper IA process planning and CPD resources.
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[bookmark: _Toc115432653]Introduction
	This chapter delves into the reasons, significance, and relevance of the results examined in previous chapters. It focuses on interpreting and evaluating the findings and their implications based on the literature review and research questions, establishing the grounds for supporting the overall conclusions in the next chapter.

	In this section, the mixed-methods approach examines the association between the research question variables based on 215 responses to a structured, closed-ended questionnaire to identify objective findings. The existence of an association is a necessary but insufficient condition for explanatory analysis (Blaikie, 2003, p.116). A qualitative approach to interpretation follows, based on 19 focus group participants (six OMG, six SMG, and seven IAG) representing the three layers in the TLOD model. Non-parametric statistical analysis techniques were applied due to the relatively small sample of individual TLOD groups. Parametric tests were supplemented with key non-parametric tests for reference purposes. The impersonal hard data collected from questionnaire respondents can be integrated with the qualitative results to reduce bias and increase understanding of the focus group participants’ contexts. The quantitative and qualitative results will be merged and interpreted to explain the possible implications.
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[bookmark: _Toc115432656]Mixed-methods Research Results
	Quantitative (QUAN) survey data, the primary research data, were first analysed complementarily, followed by Qualitative (qual) focus group transcripts from three separate TLOD interviews. Complementarity was one reason for applying a sequential explanatory mixed research method (QUAN→qual) in this study, which sought to elaborate, enhance, and clarify the results when one method’s effects differ from another’s.

	Tables 6.1-6.4 summarise the quantitative results of the tested hypotheses with the qualitative interpretations and explanations from the TLOD focus group participants.

[bookmark: _Toc115432657]Research Question 1 and Hypotheses H1 & H2

	Table 6.1 summarises the MMR approach to address Research Question 1 and examine whether “there is a gap between the contemporary and expected roles in the internal audit function”, using Hypothesis H1 to quantitatively test whether “there is a difference between the views of expected (EXP) and contemporary (ACT) roles of internal audit function (IAF) for all respondents” and Hypothesis H2 to quantitatively test whether “there is difference between the views of all items of expected (EXP_Items) and contemporary (ACT_Items) roles of internal audit function (IAF) for all respondents”, with qualitative explanations drawn from the TLOD focus group participants.

Table 6.1 MMR Summary of Research Question 1 and Hypotheses H1 & H2
	Research Question and Hypothesis
1. Is there a gap between the views of contemporary and expected the internal audit function?


	H1:	
There is difference between the views of expected (EXP) and contemporary (ACT) roles of internal audit function (IAF) for all respondents.

	Quantitative Result (QUAN)
Wilcoxon Signed Ranks Test:
For all 215 questionnaire respondents, the test indicated that the median expected (EXP) role of IAF was statistically significantly higher than the median contemporary (ACT) role of IAF (Z = 8.205, p < .001) (Table 4.14). 

Thus, Hypothesis H1, stating that there is difference between the views of expected (EXP) and contemporary (ACT) roles of internal audit function (IAF) for all respondents, was supported.

Qualitative Interpretation (qual)
The divergent views between the contemporary internal audit function and the expected internal audit function were explained through focus group interviews that participants perceived the contemporary IAF did not meet their expectations. However, their expectations for the future of the internal audit function are very consistent.

Among 3 different focus groups of TLOD, OMG, SMG and Internal Audit Profession (IAG), they expressed that the assurance role is expected the must for internal audit function where the consulting role is getting important and should be considered.

Recruitment of external consultants was commonly mentioned that they can be co-sourced for consulting roles with in-house internal audit function (IAF)

Remarks
The medians of the contemporary (ACT) and the expected (EXP) views regarding the roles of the internal audit function after accessing the reliability of scales among all the items where the Cronbach’s Alpha value was well above the standard withhold value of 0.7 without the need of deleting any items.


	H2: 
There is difference between the views of all items of expected (EXP_Items) and contemporary (ACT_Items) roles of internal audit function (IAF) for all respondents
	Quantitative Result (QUAN)
Wilcoxon Signed Ranks Test:
For all 215 questionnaire respondents, the test indicated that the median expected (EXP_Items) role of IAF was statistically significantly higher than the median contemporary (ACT_Items) role of IAF (Z-values = 4.266 – 7.486, p values < .001) (Table 4.15). 

Thus, Hypothesis H2, stating that there is difference between the views of all items of expected (EXP_Items) and contemporary (ACT_Items) roles of internal audit function (IAF) for all respondents, was supported.

Qualitative Interpretation (qual)
The same divergence between the contemporary internal audit function and the expected internal audit function for the specific context of internal audit function as defined by the IIA was explained through focus group interviews during which participants compared the IAF definition. Similar results were obtained, showing that they had different expectations about the effectiveness of the IAF.

In general, the participants from 3 different TLOD groups had more concerns about the operations and industry knowledge of the internal auditors to provide practical recommendations and related roles in policy and procedure setting and risk assessment. 

It was seldom mentioned the specific competence of auditors defined as in IIA.

Remarks
It once complained from the operations management group that internal auditors might sometimes not be fair to the auditee if they are too straight to report all deficiencies of frontline without considering the frontline difficulties.




[bookmark: _Toc115432658]Research Question 2 and Hypothesis H3

	Table 6.2 summarises the MMR approach to address Research Question 2 to examine whether “there are different views on the contemporary and expected role in the internal audit function among the Three Lines of Defence groups (Operations Management, Senior Management and Internal Audit Profession)”, with Hypothesis H3 quantitatively testing whether there is a “difference between the views of contemporary (ACT_TLOD) and expected (EXP_TLOD) internal audit function (IAF) by items among three different groups of the Three Lines of Defence (TLOD)”, with qualitative explanations drawn from the TLOD focus group participants.

Table 6.2 MMR Summary of Research Question 2 and Hypothesis H3
	Research Question and Hypothesis
2. Are there different views of the contemporary and expected internal audit function among the Three Lines of Defence groups (Operations Management, Senior Management and Internal Audit Profession)?


	H3:
There is difference between the views of contemporary (ACT_TLOD) and expected (EXP_TLOD) internal audit function (IAF) by items among three different groups of the Three Lines of Defence (TLOD):

a) 1st TLOD: 119 respondents from Operations Management Group (OMG)

	Quantitative Result (QUAN)
Wilcoxon Signed Ranks Test:

For the 1st line of defence, OMG, the test indicated that the median expected (EXP_OMG_Items) role of IAF was statistically significantly higher than the median contemporary (ACT_OMG_Items) role of IAF (Z-values = 2.678 – 5.734, p values < .01) (Table 4.16). 

Thus, Hypothesis H3a, stating that for the 1st TLOD-OMG, there is difference between the views of contemporary (ACT_TLOD-OMG) and expected (EXP_TLOD-OMG) internal audit function (IAF), was supported.

Qualitative Interpretation (qual)
According to OMG, it was noted that IAF can play an important role in internal controls, policy development, risk management and operational effectiveness assessments, providing support and practical advice to frontline operations.

Internal auditors (IAs) can access more in-depth internal information with frequent contacts and internal communications with auditees while external consultants don’t.

Remarks
IAs can access more in-depth internal information with frequent contacts and internal communications with auditees while external consultants don’t.

IAs have sometimes perceived ignorance of frontline difficulties and report directly to BODs/AC for asking for recognitions and credits.


	b) 2nd TLOD: 58 respondents from Senior Management Group (SMG)
	Quantitative Result (QUAN)
Wilcoxon Signed Ranks Test:

For the 2nd line of defence, SMG, the test indicated that the median expected (EXP_SMG_Items) role of IAF was statistically significantly higher than the median contemporary (ACT_SMG_Items) role of IAF (Z-values = 2.806 – 5.024, p values < .01) (Table 4.17). 

Thus, Hypothesis H3b, stating that for the 2nd TLOD-SMG, there is difference between the views of contemporary (ACT_TLOD-SMG) and expected (EXP_TLOD-SMG) internal audit function (IAF), was supported.

Qualitative Interpretation (qual)
From SMG, the IAF should assess, especially the company’s compliance with listed company requirements and report to BODs and A/C independently.

The IAF are mainly those day-to-day internal controls processes and procedures, policy development, operations performance, risk assessment and internal audit training to the staff.

IAs are expected to improve fraud prevention and detective mechanisms to reduce potential risks for the company.

The external consultant was mentioned as one source of improving the consulting role of IAF.

Remarks
The social aspect was once mentioned that are getting important for the operations and the company where internal auditors can help ensure compliance requirements (listed company) are met.

Although the fundamental role of the IAs is compliance, the in-house IA team may not have adequate advisory and industrial knowledge to provide consulting services to the company.


	c) 3rd TLOD: 38 respondents from Internal Audit Profession Group (IAG)
	Quantitative Result (QUAN)
Wilcoxon Signed Ranks Test:

For the 3rd line of defence, IAG, the test indicated that the median expected (EXP_IAG_Items) role of IAF was not significantly higher than the median contemporary (ACT_IAG_Items) role of IAF (Z-values = 0.118 – 1.711, p values > .05) (Table 4.18). 

Thus, Hypothesis H3c, stating that for the 3rd TLOD-IAG, there is difference between the views of contemporary (ACT_TLOD-IAG) and expected (EXP_TLOD-IAG) internal audit function (IAF), was not supported.

Qualitative Interpretation (qual)
For IAG, the in-house IA group stated that IAF should include both assurance and consulting roles. They mainly handle ongoing IAF and sometimes in-depth business evaluations with ad-hoc investigations assignments with external co-sourcing professional consultants.

The external professional IA group expressed that they offer a wider variety of IAFs to clients with more independent and professional advisory services on top of purely assurance engagements for regulatory and compliance purposes.

Remarks
IAs can more precisely point out that the IAF follow the IA charter, guidelines of IIA and the directions of BODs /AC.

External consultants were labelled as costly services but worth for broader perspectives and expertise knowledge to compensate the weaknesses of IAF if any.




[bookmark: _Toc115432659]Research Question 3 and Hypotheses H4a-b and H5a-b

	Table 6.3 summarises the MMR approach to address Research Question 3 and examines whether the “roles of the internal auditor are perceived as the key factors impacting the effectiveness of internal audit functions” with Hypotheses H4a-b quantitatively testing whether “there is different view of contemporary and expected internal audit function” and Hypothesis H5a-b quantitatively testing whether “there is different view of contemporary and expected internal audit function by items”, with qualitative explanations drawn from the TLOD focus group participants.

Table 6.3 MMR Summary of Research Question 3 and Hypotheses H4a-b and H5a-b
	Research Question and Hypothesis
3. Which roles of the internal auditor are perceived as the key factors impacting the effectiveness of internal audit functions?


	H4:
There is different view of internal audit function (IAF) among the TLOD groups:

a) Views of the Contemporary IAF (ACT)
	Quantitative Result (QUAN)

Kruskal-Wallis Test:

For all 215 questionnaire respondents from 3 groups of TLOD: 119 OMG, 58 SMG and 38 IAG, the test indicated that the views of contemporary IAF (ACT) were statistically significantly different among the TLOD (H = 9.496, p < .05) (Table 4.19). 

Thus, Hypothesis H4a, stating that there is different view of contemporary (ACT) internal audit function (IAF) among the TLOD groups, was supported.

Qualitative Interpretation (qual)
According to TLOD’s three layers of focus group interviews, they had different views on the contemporary role of the IAF.

The 1st layer of TLOD, OMG concerned more with practical recommendations to improve operational effectiveness and efficiency.

In the 2nd layer of the TLOD: SMG expected the IAF to ensure that compliance and regulatory responsibilities are adequately fulfilled.

However, the 3rd layer of IAG believed that they do a good job of both assurance and consulting engagements, with the promise of independence and objectivity when providing the 
IAF for the company.

Remarks
Unlike the Wilcoxon Signed Ranks test, which was applied to compare the differences between contemporary and expected roles of IAF, the Kruskal-Willis test was applied to find out if there are differences between the views of TLOD groups, 1st layer: OMG, 2nd layer: SMG and 3rd layer of TLOD: IAG.


	b) Views of the Expected IAF (EXP)

	Quantitative Result (QUAN)
Kruskal-Wallis Test:

For all 215 questionnaire respondents from 3 groups of TLOD: 119 OMG, 58 SMG and 38 IAG, the test indicated that the views of expected IAF (EXP) were not significantly different among the TLOD (H = 4.221, p > .05) (Table 4.19).

Thus, Hypothesis H4b, stating that there is different view of expected (EXP) internal audit function (IAF) among the TLOD groups, was not supported.

Qualitative Interpretation (qual)
However, all three layers of TLOD (OMG, SMG and IAG) expressed similar views of expected IAF in comparing with their different perceived views, which indicated that they have different perceived beliefs of contemporary roles of IAF, but somewhat similar expectations would like to be achieved among them based on their unsatisfactory experience.

Remarks
Unlike the Wilcoxon Signed Ranks test, which was applied to compare the differences between contemporary and expected roles of IAF, the Kruskal-Willis test was applied to find out if there are differences between the views of TLOD groups, 1st layer: OMG, 2nd layer: SMG and 3rd layer of TLOD: IAG.


	H5a:
There is different view of the contemporary (ACT_Items) internal audit function (IAF) by items among the TLOD groups:

· 1st TLOD: 119 respondents from Operations Management Group (OMG)

· 2nd TLOD: 58 respondents from Senior Management Group (SMG)

· 3rd TLOD: 38 respondents from Internal Audit Profession Group (IAG)

	Quantitative Result (QUAN)
Kruskal-Wallis Test:

For “Independence and Objectivity”, the test indicated that the views of contemporary (ACT_Ind) of IAF were not significantly different among the TLOD (H = 5.070, p > .05)


For “Assurance Engagement”, the test indicated that the views of contemporary (ACT_ASS) of IAF were not significantly different among the TLOD (H = 5.502, p > .05)

For “Consulting Engagement”, the test indicated that the views of contemporary (ACT_CON) of IAF were statistically significantly different among the TLOD (H = 7.420, p < .05)

For “Organisation’s Objective”, the test indicated that the views of contemporary (ACT_Org) of IAF were statistically significantly different among the TLOD (H = 16.060, p < .001)

For “Adding Value to Senior Management”, the test indicated that the views of contemporary (ACT_SMV) of IAF were statistically significantly different among the TLOD (H = 17.653 p < .001)

For “Adding Value to Operations Management”, the test indicated that the views of contemporary (ACT_OMV) of IAF were statistically significantly different among the TLOD (H = 6.494, p < .05)

For “Systematic and Disciplined Approach”, the test indicated that the views of contemporary (ACT_Sys) of IAF were not significantly different among the TLOD (H = 2.173, p > .05)

For “Risk Management”, the test indicated that the views of contemporary (ACT_RM) of IAF were statistically significantly different among the TLOD (H = 11.447, p < .05)

For “Control Process”, the test indicated that the views of contemporary (ACT_Ctrl) of IAF were statistically significantly different among the TLOD (H = 7.641, p < .05)

For “Governance Process”, the test indicated that the views of contemporary (ACT_Gov) of IAF were statistically significantly different among the TLOD (H = 5.994, p = .05)

Thus, Hypothesis H5a, stating that there is different view of the contemporary (ACT_Items) internal audit function (IAF) by items among the TLOD groups, was only partially supported.
(Table 4.20)

Qualitative Interpretation (qual)
The SMG is concerned that the IAs should well understand the operations and be able to provide practical recommendations to improve the effectiveness and efficiency of the operations. 

IAs can assist in improving operational effectiveness and are expected to help senior management achieve the organisation’s goals.

Assurance is a must of the IAF, where in-house IAs may lack the required competence and training to provide a consulting role to the company.

Independence, ethics and integrity were mentioned in the focus group that they are the most important characteristics of IAs and assumed.

For the OMG, it was noted that IAs are expected to help risk assessment for both operations and management to reduce unnecessary risk and losses. The operations management are more concerned about the practical recommendations. 

It was suggested that IAs should be trained and equipped themselves to have in-depth operations and industry knowledge with professional communication and presentation to deliver sound recommendations to operations and management and report independently to BODs/AC appropriately.

For IAG, as the service providers, they follow the IA professional standards and the terms of references defined in the IA charter. 

IAG also agreed that assurance is the primary role of a bigger portion of IAF. They also accepted that consulting role is expected and should be balanced that operations and senior management should always welcome a value-added consulting role. 

IAs are required to enhance professional qualification and competence through the CPDs.

IAG also accepted that they could assist senior management in achieving the organisation’s targets and objectives and support operations to improve its effectiveness and efficiency by conducting performance audits, building solid control mechanisms, providing risk assessment, compliance and consulting advice.

Remarks
In-house IAF was perceived to lack in relevant professional skill set to provide consulting roles.

The sustainability aspect is becoming one of the priorities of operational and strategic levels as it is part of the corporate governance concerns of the listed company.

From the perspective of IAG, although auditees are one of the stakeholders and internal customers, most of the IAs assumed that the ultimate customers of IAF are BODs and the audit committee.

It was once described that operations are the heart and senior management is the head of the company, and they are interlocked. So, the IA should have functions on both operational and strategic levels of the company.


	H5b:
There is different view of the expected (EXP_Items) internal audit function (IAF) by items among the TLOD groups:

· -1st TLOD: 119 respondents from Operations Management Group (OMG)

· -2nd TLOD: 58 respondents from Senior Management Group (SMG)

· -3rd TLOD: 38 respondents from Internal Audit Profession Group (IAG)

	Quantitative Result (QUAN)
Kruskal-Wallis Test:

For “all items”, the test indicated that the views of expected (EXP_Items) of IAF were all not significantly different among the TLOD (All H values = 0.506 -5.599, all p values > .05)

Thus, Hypothesis H5b, stating that there is different view of the expected (EXP_Items) internal audit function (IAF) by items among the TLOD groups, was not supported.
(Table 4.21)

Qualitative Interpretation (qual)

Similar to the explanation about the H4b, all three layers of TLOD (OMG, SMG and IAG) expressed similar views of expected IAF in comparing with their different perceived views, which indicated that they have different perceived beliefs of contemporary roles of IAF, but somewhat similar expectations would like to be achieved among them based on their unsatisfactory experience.






[bookmark: _Toc115432660]Research Question 4 and Hypotheses H6a-b and H7a-d

	Table 6.4 summarises the MMR approach to addressing Research Question 3 and examining whether “the effectiveness of the internal audit function being measured by four perspectives of the BSC”, with Hypotheses H6a-b quantitatively testing if “there is positively associated with the expected internal audit (EXP) activities and the different measuring perspectives (Financial, Customer, Internal Process and Learning and Growth) of the BSC (BSC)” and Hypothesis H7a-d quantitatively testing if “there is difference between the views of the Perspectives of BSC (BSC) among three different groups of the Three Lines of Defence (TLOD)”, with qualitative explanations drawn from the TLOD focus group participants.

Table 6.4 MMR Summary of Research Question 4 and Hypotheses H4a-b and H5a-b
	Research Question and Hypothesis
4. How is the effectiveness of the internal audit function being measured by four perspectives of the balanced scorecard?


	H6: 

There is positively associated with the expected internal audit (EXP) activities and the different measuring perspectives (Financial, Customer, Internal Process and Learning and Growth) of the Balanced Scorecard (BSC)

a) Assurance (EXP_ASS)



	Quantitative Result (QUAN)
Spearman’s Correlation: 

For all 215 respondents, the correlation between Expected Assurance activity (EXP_ASS) and BSC:

Assurance (EXP_ASS) and Financial (BSC_Fin): (rs = .151, p < .05), strong and positive.

Assurance (EXP_ASS) and Customer (BSC_Cus): (rs = .080, p > .05), not significant.

Assurance (EXP_ASS) and Internal Process (BSC_Pro): (rs = .272, p < .01), strong and positive.

Assurance (EXP_ASS) and Learning & Growth (BSC_Lrn): (rs = .255, p < .01), strong and positive.

Table (4.23)

For 119 OMG respondents of the 1st layer of TLOD, the correlation between Expected Assurance activity (EXP_ASS) and BSC:

Assurance (EXP_ASS_OMG) and Financial (BSC_Fin): (rs = .164, p > .05), not significant.

Assurance (EXP_ASS_OMG) and Customer (BSC_Cus): (rs = .200, p < .05), strong and positive.

Assurance (EXP_ASS_OMG) and Internal Process (BSC_OMG): (rs = .348, p < .01), strong and positive.

Assurance (EXP_ASS_OMG) and Learning & Growth (BSC_Lrn): (rs = .331, p < .01), strong and positive.

(Table 4.23)

For 58 SMG respondents of the 2nd layer of TLOD, the correlation between Expected Assurance activity (EXP_ASS) and BSC:

Assurance (EXP_ASS_SMG) and Financial (BSC_Fin): (rs = .004, p > .05), not significant.

Assurance (EXP_ASS_SMG) and Customer (BSC_Cus): (rs = -0.108, p > .05), not significant and negative.

Assurance (EXP_ASS_SMG) and Internal Process (BSC_Pro): (rs = .046, p > .05), not significant.

Assurance (EXP_ASS_SMG) and Learning & Growth (BSC_Lrn): (rs = .120, p > .05), not significant

(Table 4.23)

For 38 IAG respondents of the 3rd layer of TLOD, the correlation between Expected Assurance activity (EXP_ASS) and BSC:

Assurance (EXP_ASS_IAG) and Financial (BSC_Fin): (rs = .363, p < .05), strong and positive.

Assurance (EXP_ASS_IAG) and Customer BSC_Cus): (rs = -0.031, p > .05), not significant and negative.

Assurance (EXP_ASS_IAG) and Internal Process (BSC_Pro): (rs = .419, p < .05), strong and positive.

Assurance (EXP_ASS_IAG) and Learning & Growth (BSC_Lrn): (rs = .236, p > .05), not significant.

(Table 4.23)

Qualitative Interpretation (qual)
For all 19 participants from 3 groups of TLOD, the general comment from all 3 focus groups was that the 4 perspectives of BSC could be an effective measurement model for IAF in both financial and non-financial perspectives with the consideration of culture, structure and industry of the individual company.

For 6 OMG participants from 1st line of defence of TLOD, it was commented from the OMG that the non-financial perspectives like process and learning and growth perspective are more appropriate for measuring IAF effectiveness.

Cost-saving and risk identification can be measured but are challenging to justify in terms of financial perspectives.

For 6 SMG participants from 2nd line of defence of TLOD, they were commented that the 2 perspectives of process and learning and growth are interrelated, including factors like audit plan, audit engagement and recommendations in a process perspective, and professional competence; CPDs and communications skills are parts of the learning and growth perspective.

For 7 IAG participants from 3rd line of defence of TLOD, the financial perspective was commonly viewed that it is difficult to determine and quantify.

Customer perspective was perceived with the independent and conflict of interest concerns.

SMG expressed that the “Financial” perspective may not be a good one for measuring the effectiveness of assurance engagement of IAF since IAF is generally a cost centre other than a profit centre which can generate income or profit for the company. So, the “Financial” perspective is difficult to be used for evaluating IAF effectiveness. Primarily, the assurance role of IAF mainly focuses on compliance, and the potential saving of misconduct is the auditee’s accountability rather than internal auditors.

SMG did not think the BSC is a suitable measuring tool for assurance engagement of IAF. The “Customer” perspective was negatively correlated with IAF effectiveness because of the potential independence and objectivity issues in providing assurance engagement.

IAG also believed that the “Customer” perspective of BSC is not suitable for measuring IAF effectiveness.

There was no corresponding insight from the IAG to explain why “Learning and Growth” is not a good measuring perspective for assurance engagement. IAG expressed that they have to keep adequate CPDs to maintain the technical and other skills necessary to perform their IAF.

Remarks
Although the statistical results from Spearman’s correlation test indicated that there is no significant association between the assurance and consulting activities with the perspectives of BSC for the SMG, it was found that all different BSC perspectives can be applied to evaluate IAF effectiveness. 

However, the financial perspective may be difficult to quantify with the financial terms of risk and loss reduction, cost saving in operations effectiveness and efficiency.

Customer perspective should be taken with the consideration of independence and conflict of interest issues.

IA consultants of external professional firms may prefer financial and customer perspectives based on their clients’ professional fees quoted and customer satisfaction feedback.


	b) Consulting (EXP_CON)
	Quantitative Result (QUAN)
For all 215 respondents, the correlation between Expected Consulting activity (EXP_CON) and BSC:

Consulting (EXP) and Financial (BSC_Fin): (rs = .241, p < .01), strong and positive.

Consulting (EXP) and Customer (BSC_Cus): (rs = .291, p < .01), strong and positive.

Consulting (EXP) and Internal Process (BSC_Pro): (rs = .297, p < .01), strong and positive.

Consulting (EXP) and Learning and Growth (BSC_Lrn): (rs = .288, p < .01), strong and positive.

(Table 4.23)

For 119 OMG respondents of the 1st layer of TLOD, the correlation between Expected Consulting activity (EXP_ASS) and BSC:

Consulting (EXP_CON_OMG) and Financial (BSC_Fin): (rs = .229, p < .05), strong and positive.

Consulting (EXP_CON_OMG) and Customer (BSC_Cus): (rs = .364, p < .01), strong and positive.

Consulting (EXP_CON_OMG) and Internal Process (BSC_Pro): (rs = .325, p < .01), strong and positive.

Consulting (EXP_CON_OMG) and Learning & Growth (BSC_Lrn): (rs = .284, p < .01), strong and positive.

(Table 4.23)

For 58 SMG respondents of the 2nd layer of TLOD, the correlation between Expected Assurance activity (EXP_CON) and BSC:

Consulting (EXP_CON_SMG) and Financial: (rs = .133, p > .05), not significant.

Consulting (EXP_CON_SMG) and Customer (BSC_Cus): (rs = .253, p > .05), not significant.

Consulting (EXP_CON_SMG) and Internal Process (BSC_Pro): (rs = .195, p > .05), not significant.

Consulting (EXP_CON_SMG) and Learning & Growth (BSC_Lrn): (rs = .209, p > .05), not significant.

(Table 4.23)

For 38 IAG respondents of the 3rd layer of TLOD, the correlation between Expected Assurance activity (EXP_CON) and BSC:

Consulting (EXP_CON_IAG) and Financial (BSC_Fin): (rs = .380, p < .05), strong and positive.

Consulting (EXP_CON_IAG) and Customer (BSC_Cus): (rs = .038, p > .05), not significant.

Consulting (EXP_CON_IAG) and Internal Process (BSC_Pro): (rs = .346, p < .05), strong and positive.

Consulting (EXP_CON_IAG) and Learning & Growth (BSC_Lrn): (rs = .321, p < .05), strong and positive.

(Table 4.23)


	H7: 

There is difference between the views of the Perspectives of Balanced Scorecard (BSC) among three different groups of the Three Lines of Defence (TLOD): -

a) Financial (BSC_Fin);

b) Customer (BSC_Cus);

c) Internal Process (BSC_Pro);

d) Learning and Growth (BSC_Lrn)

	Quantitative Result (QUAN)
Kruskal-Wallis Test:

The test indicated that the views of effective measurement of IAF with “Financial Perspective” of BSC were statistically significantly different among the TLOD (H = 7.700, p < .05)

For “Customer” perspective, the test indicated that the views of effective measurement of IAF with BSC were not significantly different among the TLOD (H = 1.892, p > .05)

For “Internal Process” perspective, the test indicated that the views of effective measurement of IAF with BSC were not significantly different among the TLOD (H = 1.655, p > .05)

For “Learning & Growth” perspective, the test indicated that the views of effective measurement of IAF with BSC were statistically significantly different among the TLOD (H = 8.022, p < .05)

Table (4.22)

It also showed that there is no significant difference between 4 BSC perspectives and 3 work different TLOD groups (Chi-square = 6.859, p > .05) (Table 23). 

Most of Internal Audit Profession (44.7%), Operations Management (41.2%) and Senior Management (29.3%) were favour for Internal Audit Process

(Table 4.24)


	Qualitative Interpretation (qual)
However, all three layers of TLOD (OMG, SMG, and IAG) expressed similar views of expected IAF compared to their different perceived views, suggesting that they have different perceived views of the contemporary role of IAF, but between them based on their experience.

However, all three layers of TLOD (OMG, SMG and IAG) expressed similar views of expected IAF in comparing with their different perceived views, which indicated that they have different perceived beliefs of contemporary roles of IAF, but somewhat similar expectations would like to be achieved among them based on their unsatisfactory experience.

In general, most of the participants in focus groups (OMG, SMG and IAG) expressed that the BSC (BSC) is one of the good performance measurements for consulting engagement of IAF.

However, a similar result was drawn from SMG that BSC is not a good performance measurement tool for measuring the effectiveness of both assurance and consulting engagements of IAF due to the potential independence concern. IAF effectiveness should be assessed and evaluated by BODs and A/C directly and independently.

From the responses of SMG being the 1st layer of TLOD, they believed that BSC is a good performance measurement tool to evaluate the effectiveness of consulting activities of IAF. The result was similar to the measurement of assurance activities of IAF except for the “Financial” perspective.

For the 3rd layer of TLOD, IAG general accepted that BSC is a good tool to evaluate IAF effectiveness other than the “Customer” perspective with the critical concern about the independent issue if their performance is being measured by their internal customer, i.e., auditees where the audit engagements between internal auditors and auditees are generally conflicting in nature, that internal auditors would only find out the deficiencies of auditees’ operations.




[bookmark: _Toc115432661]Discussions
Many research questions are designed to be solved in multiple aspects, involving varying quantitative and qualitative data levels. This study adopted qualitative and quantitative methods to make up for each approach’s analytical shortcomings (while combining their advantages) and analyse the research problems more extensively and deeply.

The MMR approach integrates the strengths of both approaches. Although qualitative research is good for examining participants’ experiences in-depth, the analysis and results are based on the subjective interpretation of data collected from a relatively small number of participants. In this research, three focus groups representing different TLOD perspectives were interviewed using open-ended questions to obtain detailed perspectives of their experiences, understand their views in context, and explain potential alignments or disagreements with the quantitative results from the questionnaire survey. 

For the focus group interviews, three groups of TLOD participants were drawn from questionnaire respondents, with six to seven participants in a group. The different groups had specialised knowledge and experiences at the senior management, operational. and internal audit profession levels. The three focus groups were divided to evaluate IAF effectiveness from different TLOD perspectives—OMG, SMG, and IAG (Table 4.6).

All six SMG participants had over 30 years of work experience in various industries; the six OMG participants were invited to participate in the focus group interviews to draw insights from each other. The last group, drawn from the IAG, included seven participants; four were currently working as in-house internal auditors, while the remaining three worked in professional firms, providing professional consulting services to clients in various industries. No moderator was recruited to facilitate these focus group discussions.

It is a difficult task to implement both quantitative and qualitative analyses, especially nearly simultaneously. The techniques must be mixed and matched appropriately, requiring much more time to complete the study.

Section 6.2 will discuss MMR results based on the quantitative (QUAN) questionnaire results and how qualitative (qual) thematic analysis can help interpret these quantitative findings, with interpretations from the focus group interviews. A summary of this sequential explanatory mixed-methods approach (QUAN→qual) is illustrated in Figure 6.1 and will be detailed in the following sections.

[bookmark: _Toc115432662]Demographics of Questionnaire Respondents

In terms of the three layers of the TLOD model, there were 58 respondents (27.0%) from the SMG, 119 (55.3%) from the OMG, and a relatively smaller group of 38 IAG respondents (17.7%). Of the 215 total respondents, 118 (54.9%) were male, and 97 were female (45.1%). More female respondents (62.1%) were working in SMG, while more male respondents were working in the OMG (60.5%) and IA (63.2%).

Most were mature respondents, with 135 of 215 (62.8%) aged over 40. In the OMG, more than 70% of the 119 respondents were over 40 years old, the most mature representatives to return the questionnaires. They were also an experienced group with over 20 years of work experience. However, only 16 of 38 IAG respondents (42.1%) had over 20 years of work experience.

Unexpectedly, five of the 119 OMG respondents held doctorates; most TLOD respondents were well educated, with 194 (90.2%) having obtained a bachelor’s degree or better. This indicates that listed companies recruit mature, experienced, well-educated staff to operate their companies and deal with more complex and demanding listing requirements (Anderson et al., 2012).

Before the correlation test between “Work Position” and “Authority and Responsibility”, the Cronbach’s Alpha value for Authority and Responsibility items was 0.87 (Table 4.5a-e), well above the original value and exceeding the threshold value of 0.7.

More than 200 TLOD respondents (93.0%) claimed to have average or above-average seniority within their companies. Some OMG respondents (42; 35.3%) claimed to have very high senior positions, suggesting they should be reclassified as SMG; in contrast, ten SMG respondents claimed to have below-average senior positions. For the IAG, 35 of 38 (92.1%) claimed to have a senior position within their IA professional group. Their responses would be rather creditable relative to the other groups. More than 80% and 90% of TLOD respondents were involved in strategic and operational decisions, respectively, indicating they were key decision-makers with hands-on operational involvement.
 
Similarly, around 95% of the 215 TLOD respondents reported average to very high involvement in supporting activities for other operations within their companies. Individually, 86 (72.3%) OMG, 39 (67.2%) SMG, and 13 (34.2%) IAG respondents were involved to an above-average degree in supporting other operations in their companies. Due to independence concerns, the IAG is much less involved in supporting functional activities; it mainly provides internal auditing-related assessments rather than operational and supportive activities.

Interestingly, of the 215 total TLOD respondents, close to 90% had average to very high involvement in corporate governance for their companies. However, this result may not be generalisable or represent the norm for all listed companies in Hong Kong; the respondents’ companies assigned them to reply to this questionnaire because they were experienced in handling governance-related matters, whether through internal or external enquiries.

TLOD respondents (SMG, OMG and IAG) were generally mature, experienced, and well-educated. Both SMG and OMG were involved in strategic, operational, supporting, and corporate governance activities, whereas IAG was involved in much fewer supporting activities due to potential independence concerns. Nevertheless, they were subjectively and objectively representative samples for this study.

[bookmark: _Toc115432663]Company Background of Questionnaire Respondents

The questionnaires in this study were only sent to listed companies registered in Hong Kong to collect relevant data from respondents whose companies had established an internal audit function as part of the listing requirements under the Hong Kong Stock Exchange and Clearing Limited (HKEX). Most respondents (48.4%) stated that their internal audit function was established in Hong Kong; 15.3% had established their internal audit function in Hong Kong and other countries, while 36.3% had established it outside Hong Kong. This indicates that some listed Hong Kong companies with headquarters and major business activities outside Hong Kong established their internal audit function due to Hong Kong listing requirements.
 
More than 84.7% responded that their principal business activities in Hong Kong were either headquarters, regional offices, or local offices. Of the 215 respondent companies, 78.6% had an office in more than one country.

Nearly 90% of the companies had an annual turnover of more than one hundred million Hong Kong dollars. However, less than half, around 45%, employed more than five hundred employees in Hong Kong.

Interestingly, more than 80% of the companies had in-house or co-sourced internal audit functions; 21.9% had local in-house audit functions, 35.3% had group- or headquarter-level in-house IA, and around one-third co-sourced their IAF. Only 11.6% outsourced their internal audit functions, perhaps due to high fees for external professional firms.

[bookmark: _Toc115432664]Gaps of Contemporary and Expected Internal Audit Function

	The quantitative results indicated a gap between all 215 questionnaire respondents’ views on contemporary (ACT) and expected (EXP) IAF, answering the first research question and supporting Hypothesis H1. It is common in human nature for people to have different existing and demanded expectations; however, the difference was significantly substantial (Figure 6.1).

	When testing Hypothesis H2 the internal audit function was broken into individual roles based on the IIA’s definition; the same results indicated that all items are statistically significantly different between the IAF’s contemporary and expected roles, with no incident or statistical error.

	The third hypothesis, H3, was designed to break down the three groups in the TLOD, which defines the different responsibilities across the internal control mechanism. Operations management is the internal control mechanism’s first line of defence. Senior management, the second line, monitors the proper implementation and execution of frontline operational management’s internal controls. The internal audit profession is the third line of defence, responsible for providing an independent assessment of the company’s overall internal control systems. Each group’s different roles and responsibilities identify the differences between them.

	Interestingly, the OMG and SMG both had significantly different views on the contemporary and expected internal audit function; in contrast, the IAG did not hold different views on the contemporary and expected internal audit function. The thematic analysis of the focus group interviews explored the reasons behind the quantitative analysis these statistical results. The focus group interviews corresponded to the same three TLOD groups to facilitate comparing the quantitative and qualitative results.

	The focus groups’ divergent views were interpreted as meaning that both the OMG and SMG felt that the contemporary IAF did not meet their expectations. They expected more from their companies’ internal auditors. However, the IAG thought they provided consistently professional internal audit services and did not expect to make dramatic changes to the existing internal audit services model (Figure 6.1).


[image: ]
Figure 6.1 Summary of Quantitative (QUAN) and Qualitative (qual) Analyses of Contemporary (ACT) and Expected (EXP) 
Internal Audit Function (IAF)


Operations Management Group (OMG)

	Among the OMG respondents, MC, DD, and AT reported having in-house IAF, HL and WK said their companies had IAF with the co-sourced support of external professional firms, and GT’s company had recruited external consultants for its entire IAF.

	Some OMG participants misunderstood the IAF, believing auditors were unfriendly and tasked by the board of directors and audit committee to expose their deficiencies. MC noted that “(IAs) like to find out the issues and report them to audit committee and senior management… not very fair to the frontline staff…intend to cumulate credits and report …to the audit committee to seek for performance recognition”. 

	Some OMG respondents referred to working with internal auditors closely to improve IAF effectiveness. They felt the internal auditors did not understand their needs and problems, despite having a proper audit plan and procedure for dealing with their audit engagements. They wanted the internal auditors to work with them to plan the audit engagement’s scope and objective collaboratively. DD preferred “to work with internal auditor to work out an audit plan which may improve the effectiveness and efficiency of internal audit functions…, wanted to know how the criteria and requirements to get a higher grade in (audit report)”; DD and WK noted that an “audit plan should be more transparent… IAs should plan with the frontlines to understand the operations”.

	Most OMG participants expressed that IAs prefer IAF in the form of in-house functions supported by external professional consultants as necessary to save on costly professional fees. MC commented that an in-house team is “more practical, hands-on and able to access more in-depth the internal information and personnel”, while DD added that “frontline staff can reach the (in-house) auditors to follow up issues throughout the year” and HH stated, “ (in-house IAs) help to follow up most of the outstanding and implementation works internally”. 

	However, external consultants can be co-sourced to provide independent and expert knowledge outside the company’s knowledge. WK asserted that “expertise from outsider auditors would be useful and sometimes more independent with convincing impacts to the senior management, board and audit committee”, while AT noted that “the change in technologies and the related…need professional auditors to provide IT expertise recommendations”.

	As the first line of defence, OMG expressed that the internal audit function’s assurance role is a must, although the consulting role is gaining importance. They should consider increasing the consulting services to operations and the company. GT stated that IAs “are likely focusing on compliance…identifying risks and fraud transactions”; WK added that “both compliance and consulting roles of IAF…very important…safety and compliance are almost the number one top priority to (some companies)]” and HL said the “consulting role of IAF would be a function good to have, but compliance sounds more important [to different companies]”.

	Different views were noted concerning whether consulting roles should be part of the internal audit functions, with better value expected. DD said, “consulting role would help frontline such as preventive controls and provide more practical solutions” and MC added that “risk management, compliance and consulting roles…are inter-locked…to fill up the gaps…, (assurance and consulting roles) …are not equally important but more or less with the same importance”. MC also raised that proper consulting services from internal audit teams would build trust between the IAs and operations management.

	It was noted that the OMG believed IAs were more familiar with the compliance audit than IAF’s consulting roles. WK and HL commented that “IAs have expertise in compliance and governance rather than knowledge of operations”. The OMG sometimes found that internal auditors may not have adequate industry knowledge to take on the consulting role and provide practical recommendations for improving operational effectiveness and efficiency. MC felt that “IAs should not spend too much time with the audit committee and senior management but … more time in understanding the operations…give more practical suggestions to frontline and operations management teams”, while HL asserted that “IAs are not professionally equipped in (consulting aspects) …, help in doing the risk assessment and identifying the risk”. Thus, internal auditors were expected to add little additional value.

	It was also mentioned that IAs could provide limited ESG services to the operations and the company. AT opined that “IAs may have a low level of involvement in … in societal (matters)…”. DD noted that IAs are getting more involved in building the assessing and compliance framework for ESG as part of the corporate governance requirements for listed companies, commenting that “Sustainability…is not only a governance requirement but…a long run corporate strategy”.

	All agreed that IAs require more practical experience, knowledge, and skills to provide consulting services to operations and senior management. HL, WK, and GT commented that “IAs should plan and equip themselves before the audit engagement…, basic groundworks should be prepared well before executing audit assessment”. They also felt that IAs’ recommendations were not practical and sometimes required more operational resources, more control procedures, and extra work, potentially slowing down operations and impacting efficiency. It is expected that IAs should provide practical recommendations to assess operational and company priorities properly; MC noted that IAs should “help identify key risks impacting operations and management with a proper assessment of cost and benefit concerns”.

Senior Management Group (SMG)

	The SMG is the TLOD layer primarily responsible for monitoring the OMG and ensuring it has implemented all agreed-upon internal controls requirements. AS’s and AY’s companies recruited external consultants to serve the internal audit function, AW’s and CY’s co-sourced their internal audit functions with external professional firms, and AL’s and KW’s established in-house internal audit functions.

	The SMG participants expected internal auditors to have in-depth knowledge about the company’s business operations to provide value-added advice and services to the operations and management. AL felt IAs “have a high level of business sense…practical recommendations…with the considerations of available resources…costs and benefits to the operations”, while CY noted that “the risk-control self-assessment, including operational risks, anti-money laundering and cyber security”, helps management establish more preventive mechanisms and filters out more irregular transactions rather than a detective approach. AS stated that “operations management is always weak in the documentation, and internal auditors should help to enhance policies and procedures and improve the operations on top of the detective roles”. AY noted the role of “exception reports …in mitigating risks and improving the business operations” and, more importantly, improving operations performance in terms of establishing a healthy organisational culture for the company’s corporate governance structure. The SMG was more concerned about compliance issues from a listed company perspective. SMG participants agreed that internal auditors’ fundamental role is assurance and that IAs should provide practical recommendations to operations and management. Risk assessment and consulting roles are gaining importance and are assumed to be parts of the IAF. 

	As the second line of defence, SMG participants expressed that they were more concerned about the compliance function than internal auditors’ consulting roles. AL commented that IAs provide “more value-added consulting roles… on a case-by-case basis… [and] provide a second opinion and practical recommendations to management and operations”. SMG also received complaints from operations that IAs cannot provide practical recommendations. AY and AW reported that IAs’ “impractical recommendations…[led to] prolonged operational workflows…additional operational costs and resources and a lack of communication…”, all negative comments implying a large gap between internal auditors’ current performance and expectations of IAF effectiveness. AS noted that IAs “are expected to understand the workflows of the operations…practical recommendations…evaluate the effectiveness of operations…ask the right questions…with the risk mindset and good communication skills”.
SMG mentioned that ESG is becoming more important for any company, especially since it is part of the corporate governance requirements for listed companies, but expressed that it is mainly the responsibility of operations rather than an internal audit function. KW commented that “internal auditors pay a less important role as management would likely determine most of the strategic decisions of the company”, while AW added that “IAs are not trained to be business-driven”, and AS asserted that “management is always dictating the directions of the business”. At the strategic level, management always works with key operations and functional teams to develop business development plans but is less likely to invite internal audit teams to join the discussions. 

	Thus, the SMG relies on internal auditors’ assurance services rather than their consulting engagements; internal auditors are not heavily involved at the strategic management level. Operations management is still the key area for internal auditors to add value and improve business operations. CY observed that “IAs should concentrate on compliance and consulting roles mainly in operational levels…risk assessment is only part of the references for management to facilitate their decisions”.

	Professional independence and ethics are key IA competencies, and all IAs are assumed to have professional skills; however, junior IAs’ communication skills are considered their weakness. AL noted that “communication skills may be weak for those junior staff, but they should pair with more senior IA staff to conduct their engagements”. AY and CY mentioned that IT competence is important as IT has become a dynamic skill set due to the changes in the business environment and rapid technological growth.

	The SMG participants agreed that independence, integrity, and ethics are IAs’ most important characteristics. However, they should take a more proactive approach to understanding the business and plan consulting engagements to provide sound practical recommendations that add value to the auditees and company.

	AY and AS expressed that IAs should not work too closely with auditees and operations in planning audit engagements to avoid undue influence and the independent judgment of the subsequent recommendations. However, AY suggested communicating with auditees to better understand the business operations before planning their engagements, with the discussion and approval of the board and audit committee. 

	However, CY had a different view, stating that IAs can work collaboratively with management as consultants and get involved in strategic projects in the early stages to “provide reference to the operations and management their views regarding internal controls, risk management, operational effectiveness and efficiency”. SMG participants agreed that IAs could be sources and pools of knowledge to help improve operations and management decisions. The consulting role could be placed in the early stage of projects, and the compliance role could be conducted during regular business operations to verify projects’ effectiveness throughout the business cycle.

Internal Audit Profession Group (IAG)

	In the IAG focus group discussion, participants (LL, RL, WC, and FZ) who were running in-house internal audit functions (IAF) with external co-sourcing professional consultants employed made similar comments that in-house IAF can be more easily accessed by management than external consultants; the “in-house IA team will handle the on-going follow-ups, and the external professional team will be employed to do an overall annual assessment for compliance purposes...in-house IA can provide in-depth assessments…internally throughout the year..., external professionals will normally visit…once a year around year-end”.

	Participants from external consultant groups (MN, BH, and PG) had a similar justification for using external professional consultants to enhance in-house IAF: “external professionals could give their clients a more independent view and assessment…, are well trained with various industry experiences... provide a comparison with other similar companies and companies in other industries”. Even the company CFO may not provide an objective and independent assessment, especially in matters related to the accounting and finance function.

	However, the in-house IAG group expressed that external consultants’ professional fees make their consulting services costly, and they are typically recruited for annual regulatory compliance assessment purposes. 

	IA functions are fundamentally based on the IA charter and always related to internal policies and procedures, compliance, and risk assessment. MN and BH agreed with RL that IAF should be well defined; “IA functions should be set according to the established IA charter based on the board and audit committee directions as well as the company culture and the related industrial regulations”.

	It was agreed that the assurance/compliance function was the fundamental role of internal auditors, whereas consulting requires in-depth knowledge and industrial competence, rather than just internal expertise knowledge. MN, BH, and PG commented that “IAs are normally trained to be a detective and reactive…, the consulting role is not easy to be played by in-house internal auditors…involves both vertical in-depth expertise knowledge as well as the horizontal wider view from different companies and industries”.

	All agreed that although the assurance role remains a major part of the IAF, consulting services are gaining importance. Skilled auditors can provide practical recommendations based on their accumulated experience to improve the internal audit function (Flesher & Zanzig, 2000). Internal auditors should equip themselves to proactively provide value-added practical recommendations and balance the roles between assurance and consulting services to the company. PG stated that “it is good to involve internal auditor to the early stage of new investment, change of strategic business directions…”, RL: “help the operations avoid non-compliance and unnecessary risk”.

	Regarding the IAF’s value-added services, WC asserted that IAs could enhance operational effectiveness and efficiency; BH and MN agreed, saying, “value-added consulting roles should always be welcomed by operations and senior management”.

	The external professional group of MN, BH, and PG noted the role of “(external) professional experts in various industries… [in] identifying problems and doing research to compare different solutions..., leveraged from other companies and industries to give a new and unexpected insight to our clients”. RL mentioned that communication and presentation skills are most internal auditors’ critical incompetence. They mainly focus on internal operations, so it is an opportunity for external consultants to co-source their services to the company.

	Some departments work with IA teams in HR, compliance, and corporate administration functions. IAs will not disclose or share the audit plan with operations or senior management because of objectivity and independence issues, nor trade objectivity and independence to gain efficiency in planning and performing the audit engagement. LL asserted that “(auditees) will get preparing a manipulating environment and hiding some of the real situations and evidence…, prepare a story and lead you (internal auditors) to the positive scenario…., never see and walk through the real situations”. However, MN insisted that working professionally with clients is one of the keys to ensuring audit engagement success.

[bookmark: _Toc115432665]Effectiveness of Internal Audit Function and BSC

	The quantitative Spearman’s correlation analysis was applied to identify whether there were a positive association between the expected internal audit activities of assurance and consulting engagements. Among the four BSC perspectives (Financial, Customer, Internal Process, and Learning and Growth), only the “Customer” perspective had no significant association with expected assurance (EXP_ASS) engagement among 215 respondents, but all four BSC perspectives had strong and positive associations with the expected consulting (EXP_CON) (Table 6.4).

	Different results were noted from each group by further dividing the 215 respondents into three groups based on their TLOD responsibilities. The analysis indicated that BSC could effectively measure different views regarding IAF effectiveness. The findings were further discussed and explained separately among the three TLOD groups (Table 6.4).

Operations Management Group (OMG)
	There were more discussions on BSC’s financial perspectives among OMG participants. Financial perspective may not be applicable for evaluating IAF effectiveness; as MC mentioned, “IAF … require more resources, … costly…, non-financial aspects are more appropriate…process perspective would be more relevant among other perspectives”. On the other hand, DD expressed that the financial perspective can be viewed as helping operations to save and avoiding unnecessary financial loss in certain high-risk areas of the company. Both MC and DD ranked the “internal process” perspective as a better criterion to evaluate the effectiveness of the internal audit function. However, although it is difficult to apply and quantify, HL, GT, and AT ranked the “Financial” perspective as a better performance indicator than the other three BSC perspectives.

	WK mentioned that the “Customer” perspective might not be a fair criterion for IAs, but further explained that IAs should improve their communication skill to present their valuable findings and practical recommendations for improving operations, which operations management should welcome. Providing value-added services to operations and the company is a key IAF objective.

Senior Management Group (SMG)
	SMG participants generally agreed that BSC is a good KPI model for performance evaluation, including the internal audit function. CY, AY, and AS ranked BCS’s “internal process” perspective as the most important criterion for evaluating IAF effectiveness. However, AY included competence and AS emphasised communication skills as additional criteria.

	AL and KW ranked financial perspective as the highest BSC criteria internal auditors can contribute to the company, not only for the compliance function but also to contribute cost savings via operational effectiveness and efficiency. AS also mentioned that financial perspectives “can be viewed as reducing potential risks of the company and avoiding subsequent losses of the company”. However, the customer perspective was described as a conflicting relationship between internal auditors and auditees.

Internal Audit Profession Group (IAG)

	Bota-Avram, C. et al., (2010) concluded that the BSC instrument is one of the main metrics used by global leading enterprises for measuring and evaluating internal audit performance. However, it was noted that some IAG participants are not entirely familiar with the BSC’s function and treated it as a kind of KPI performance evaluation model, which is partially true for BSC’s functional purpose.

	There were other comments from IAG participants. FZ agreed with LL that IAs should rank internal process (internal audit processes) perspectives first among BSC perspectives as it reflects the quality and attitude of the audit engagements performed. WC expressed that the financial perspective ranged highest as it can be measured in terms of avoiding loss due to risk occurrence, costing savings, increasing operation efficiency, etc. 

	MN was not concerned about the internal process and learning and growth perspectives, as their team was well trained by the professional firm; however, MN would place more emphasis on the customer perspective as an external professional services provider. FZ commented that “external consultants provide satisfactory services to their clients in attempting to increase professional fees or expanding the scope of services in the upcoming engagements”. Similar views were drawn from the BH and PG in the external professional group, who held that they would pay more concern to the financial perspective than the Customer perspective; MN emphasised “the professional fees…how the team (external professional consultants) manage the resources to complete the engagement within a pre-set budget and profit”. However, as an in-house internal auditor, FZ mentioned that unlike in-house IA’s operations, where IAF is a cost centre, a professional firm treats the IAF provided to clients as a profit-oriented service. The Customer perspective is not a relevant factor in evaluating the effectiveness of in-house IAF due to the independence issue; auditees would not be happy if IAF effectiveness were based on the number and ranking of risks identified by internal auditors.

	All IAG respondents were generally convinced that the BSC model covers financial and non-financial perspectives and is a good performance model for evaluating IAF from various angles.

[bookmark: _Toc115432666]Summary of Discussions

	In summary, some key findings were noted based on this MMR approach. There was a gap between auditees’ and auditors’ views on the expected and contemporary roles they wanted the IAF to address and fill. This study identified some interesting insights based on quantitative and qualitative results, generating possible recommendations to address the research questions.

	First, it was found that there is a statistically significant difference between respondents’ views on the expected and contemporary roles of the internal audit function. This indicated that the respondents had different expectations about IAF effectiveness versus how they perceived the contemporary internal audit function.

	Second, breaking down the IIA’s (1999) definition of the internal audit function, the gaps between expected and contemporary views of the IAF are:
a) Performing Independent and Objective Engagements
b) Emphasising Assurance Activities
c) Emphasising Consulting Activities
d) Helping accomplish Organisation’s Objectives
e) Adding Value to Senior Management
f) Adding Value to Operations Management 
g) Applying Systematic and Disciplined Approach
h) Evaluating and Improving the Effectiveness of Risk Management
i) Evaluating and Improving the Effectiveness of Control
j) Evaluating and Improving the Effectiveness of Governance

	The respondents’ views on the expected and contemporary IAF roles listed above were statistically significantly different. This again indicates that respondents had higher expectations regarding the above individual roles than the current IAF value.

	Third, introducing the Three Lines of Defence model allowed the researcher to divide respondents into three different groups responsible for different layers to examine the gap between their views on the contemporary and expected IAF:
a) First line of defence: Operations Management
b) Second line of defence: Senior Management
c) Third line of defence: Internal audit Profession

	Statistically significant differences were found between the first layer of defence, operations management, and the second layer of defence, senior management. 

	The first line of defence, operations management, expected internal auditors to provide more practical recommendations based on internal and external expertise knowledge to help improve operational effectiveness and efficiency. They were less concerned about the independence and objectivity issues when receiving consulting advice than compliance recommendations.

	Senior management, the company’s second line of defence, was more concerned about effectively implementing the internal audit function in operations, especially regarding regulatory compliance requirements. They did not expect internal auditors to help them from a strategic viewpoint as they felt internal auditors were trained for assurance and compliance roles, whereas consulting advice is merely a nice service to have. The senior management group was overwhelmingly concerned about internal auditors’ independence in providing assurance and consulting services to the company.

	Interestingly, the OMG’s and SMG’s contemporary and expected views of IAF effectiveness were statistically significantly different. This was the only finding that did not differ from the IAG’s view that the internal audit function has been consistently conducted without significant variations and expectations. 

	Because of internal auditors’ professional self-belief, they think they are the most knowledgeable group providing IAF in a listed company. They felt they provided consistent internal audit services, mainly assurance engagement, with a risk-based approach that helped the company maintain good internal control mechanisms and corporate governance. Internal auditors believed they conducted every internal audit engagement with proper planning and adequate processes and procedures, yielding meaningful findings and recommendations. They expected that the best way to maintain professional independence and objectivity was to report independently and directly to the board of directors and audit committees, without compromises with auditees.

	Hermanson and Rittenberg (2003) asked, “Who judges the effectiveness of IAF?” Different groups with different responsibilities have different self-interests and expectations when determining IAF effectiveness. However, internal auditors must provide professional internal audit services to the company (listing company for this study) to communicate to stakeholders that all parties are working towards the ultimate organisation objectives with different perspectives and responsibilities.
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[bookmark: _Toc92663061]The internal audit used to be one of the fundamental means of ensuring a company’s internal control and compliance. One of this study’s objectives was to evaluate the effectiveness of the contemporary internal audit function of listed companies in Hong Kong. It found that, between the assurance and consulting roles of the internal audit function, there is an increasing focus on the consulting role to enhance the IAF’s importance by adding value to the company and achieving organisational objectives while maintaining its traditional assurance role.

	Based on the questionnaires and focus group interview results, consulting roles are expected to increase IAF effectiveness, as are traditional assurance roles. However, it is difficult to identify the consulting role’s precise contribution as a single factor that improves the organisation’s goals and enhances operational performance.

	Hong Kong listed companies, primarily due to regulatory requirements that all companies listed in the Hong Kong Stock Exchange and Clearing Limited establish an internal audit function, were selected to ensure that all data collected from the questionnaire and focus groups in this study were purposely related to the internal audit function. With the research objective of further exploring the reasons underlying the gap between the contemporary and expected views of the internal audit function, based on the IIA’s (1999) definition, it was found that people with different responsibilities within the company had different views of the contemporary and expected internal audit function.

	This is an insightful contribution to the extant literature, which mostly focuses on single groups of people or professionals within a company or industry. It also illustrates the possibility of using qualitative data to explain quantitative findings by putting “meat on the bones” of “dry” quantitative results (Bryman, 2006), using the same three TLOD layers for analysing the questionnaire survey and focus group interviews.

	The TLOD groups also had different views on independence and objectivity issues. The SMG did not expect the OMG to work with internal auditors collaboratively, whereas the IAG preferred to concentrate on assurance engagement and avoid the independence issue by providing consulting services to the company. However, the independence issue can be addressed with extra professional care in conducting assurance engagements that are more closely related to the consulting engagements internal auditors previously provided (Gramlinget al., 2018), where consulting services can be compatible with assurance roles that ensure the internal auditors do not have any management responsibility.

	The three groups generally agreed that the Balanced Scorecard is a practical evaluation model that can be used to assess the effectiveness of the internal audit function from financial and non-financial perspectives, to varying degrees. However, it was noted that some IAG participants were unfamiliar with the BSC as an effective performance evaluation application for assessing IAF effectiveness from financial and non-financial perspectives.

[bookmark: _Toc115432671]Recomendations
	To take a step forward with the changes in corporate culture, professional internal auditors in critical positions in the third line of defence should proactively and professionally advocate and communicate the value auditors can add to the organisation; e.g., through forward-looking consulting services that provide education, training, and facilitation to achieve and align organisational goals with other company business units, gain confidence through impactful long-term value, and gain fundamental support from all company parties.

	It was also noted that the independence issue is tiring and that people in each line of defence lack a mutual understanding of others’ responsible functions. They should work together toward the organisation’s common objective using their respective expertise, knowledge, and due care.

	Brody and Lowe (2000) argued that the independence issue was an effect of the broadening scope and role of IA. The Professional Internal Auditing Standards (IIA, 2012) allow internal auditors to provide assurance and advisory services to their companies. Most importantly, consulting services are compatible with assurance roles that ensure internal auditors do not have any management responsibility. Internal auditors may provide consulting services as long as they are not involved in the decision-making, management, and execution of relevant matters. These must be the sole responsibility of management, who must ensure the board of directors and audit committee actively endorse, review, and support the audit engagement.

	Regular internal communications and training should be developed to enhance mutual understandings and objectives with adequate skills and cooperative concepts across the TLOD groups. Operations management works effectively and efficiently with strategic direction from senior management and independent assessments and practical recommendations from internal auditors to achieve common organisation objectives.

	Lastly, the BSC is a powerful strategy translation and implementation management tool and, based on questionnaire responses and focus group feedback, is well-recognised and -accepted for performance evaluation. This study found the BSC’s financial and non-financial perspectives useful for evaluating IAF effectiveness and performance. 

	The BSC’s financial, customer, internal process, and learning and growth perspectives are relevant for measuring IAF effectiveness and improving IAF performance, even the arguable customer perspectives. The customer perspective may be perceived as conflicting with independence issues, mainly because it is the internal audit engagement’s nature to address auditees’ negative aspects; negative audit findings are seldom welcomed or used to promote customer satisfaction. 

	It is recommended that special professional care be applied concerning evaluations by internal customers (i.e., auditees, governance bodies, board of directors, audit committee and various stakeholders) as they have self-interests that may hinder fair evaluation, impair auditor independence, and negatively affect IAF performance.

	In addition, special attention should also be paid to financial perspectives when determining the indirect financial returns to a company’s long-term strategic goals and operational improvements that internal auditors can deliver.

[bookmark: _Toc115432672]Contributions, Limitations, and Future Research
	This study makes academic and practical contributions. From an academic perspective, it contributes to the literature on differing views of IAF effectiveness between the three key layers of the TLOD model. Research has shown a lack of communication and coordination between parties at different TLOD levels and the corporate governance structure. Internal auditors can act as fiduciary advisors to build a loyal, value-added advisory service that increases IAF effectiveness in a long-term strategic way. In addition, BSC’s financial and non-financial perspectives have received varying degrees of acceptance in assessing IAF effectiveness.

	This study benefits researchers by revealing that TLOD groups should be assessed separately to address the different expectations of the internal audit function, as their priorities and responsibilities have not been adequately communicated and collaboratively aligned with the company’s long-term objectives. However, management interests should never influence an effective internal audit function. The IAF should be conducted thoughtfully, with proper approval, professional due care, and sufficient competency.

	This study also provides insights into the effectiveness of evaluating the internal audit function with interactive parties among the three key TLOD and opens up a new area of research to address internal audit effectiveness with additional interdependent governance parties, including audit committees, boards of directors, and external auditors, identifying the IAF’s ultimate customers.

	However, this study is not without limitations. First, despite its advantages for this study, MMR typically has a higher chance of combining data and analysis in inconsistent or conflicting ways than other research methods. This may lead to inconsistencies between the study’s quantitative and qualitative parts, threatening its coherence, validity, and credibility. Additionally, future studies may not obtain identical outcomes by applying similar methods.

	Second, each of the 215 quantitative questionnaire responses was assumed to represent a unique company (8.45% of Hong Kong’s roughly 2,415 companies); in reality, more than one response may come from the same function within the same company, i.e., senior management in the same company or different functions of the same company. This will affect the study’s confidence, i.e., a Type II error will occur if the validation of the test hypothesis is accepted, but the alternative hypothesis is true if the responses collected do not form a representative basis for the entire population.

	Third, although the three key TLOD layers are the most directly related to the internal audit function from different perspectives, the second line of defence applied in this study may not precisely mirror the IIA’s TLOD model as the functional and senior management layers were divided into two groups for analysis in this study. Nevertheless, future research could study additional groups in the corporate governance structure, such as audit committees and boards of directors; even external parties like external auditors and regulatory bodies should be considered to retrieve different perspectives and insights for improving IAF effectiveness.

	Furthermore, more research efforts are required to coordinate and align the TLOD groups’ perspectives and contributions to the company’s organisational goals and objectives based on their respective roles and responsibilities.

	Finally, this study’s results cannot be generalised and validated in other countries and other types of companies with an internal audit function, as it focused explicitly on Hong Kong listed companies with mandatory IAF requirements.
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Questionnaire on "A Study of the Effectiveness of Contemporary Role of Internal Auditors of Listed Companies in Hong Kong"

The University of Wales (Trinity Saint David)

Doctor of Business Administration

Consent

Bytakingpartinthesurvey,youconfirmthatyouare18yearsoldorabove.Participationinthisresearchisvoluntary;refusaltoparticipatewillinvolvenopenalty.Youcanwithdrawyour

consent and stop participating in the project at any time without being prejudiced and having any negative consequences.



Contact

If you have any questions about the survey, please feel free to contact Mr WONG, Lung Hon, Mandict.

Mr. WONG Lung Hon (Mandict)

mandict.lhwong@uwhkma.com.hk

mandictwong.uwtsd@gmail.com

mandictwong@gmail.com



(Revised on 2021/02/21)

Thankyouinadvanceforparticipatinginthisquestionnaire!Noindividualorcompanyidentitycanbeidentifiedorcollectedinthissurvey.Thecontactdetailwascollectedfromyourcompany

website or your company annual report randomly.



Purpose

Thisquestionnaireisdesignedtocollectrelevantinformationforstudyingtheeffectivenessofinternalauditfunctionsandthecorrespondingperformancemeasurementmodel,Balanced

Scorecard,basedonthreepre-definedperspectivegroupsofthemanagementteam,operationsmanagementandinternalauditprofessionalswhosecompanyislistedinHongKong.This

questionnaireisdividedintofourparts,including21keyquestionswithotherrelatedsub-questionswhichconstitutetheentirequestionnaire.Theresponseprocedureinvolvesfillingoutan

online questionnaire or physical form that will take approximately 10-15 minutes. 



Confidentiality

AllthecollectedresponseswillonlybeusedforthepurposeofresearchstudiesonthisprospectiveDBAcourse.Theywillnotbeprovidedtoanythirdpartywhatsoeverotherthanacademic

study. All the responses will be treated confidentially, and no personal identity will be identified or collected.
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Part A - Respondent Information

Demographic information of respondent will be collected in this session.

Q. A1 Your Gender Tick 

✔

 one below

a.Male

b.Female

Q. A2 Your Age Range Tick 

✔

 one below

a.60 or above

b.50 - 59

c. 40 - 49

d.30 - 39

e.Below 30

Q. A3 Your Education Level (highest level) Tick 

✔

 one below

a.Doctorate degree

b.Postgraduate/Master's degree

c. Bachelor's degree

d.Below Bachelor's degree

Q. A4 Your Work Experience (full time) Tick 

✔

 one below 

a.Over 39 years

b.30- 39 years

c. 20- 29 years

d.10 - 19 years

e.Below 10 years

Q. A5 Your Degree of Authority and Responsibility (working involvement) Very High Above Average Average Below Average Very Low

a.Seniority level in the company/firm Tick 

✔

 one beside

b.Corporate/strategic decision maker Tick 

✔

 one beside

c. Operational/functional decision maker Tick 

✔

 one beside

d.Working/supporting function Tick 

✔

 one beside

e.Corporate governance/compliance function Tick 

✔

 one beside

Q. A6 Your Working Position (the best category to describe your working position) Tick 

✔

 one below

a.Management Level (Director, C-level or above)

b.Operational Level (Functional/working/supporting level or process owner etc. )

c. Inhouse/Outsourcing Internal Audit Professional

Demographic information of respondent (Qs. A1 - A6)

General company information (Qs. B7 - B13)

Part A.

Part B.

Part C.

Part D.

Actual experienced and expected internal audit functions (Qs. C14 - C15)

The Balanced Scorecard Model for performance measurement of internal audit functions (Qs. D16 - D21)
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Part B - Your Company Information (no company name is required or identified information will be disclosed)

Q. B7 Is your company's IA function established in Hong Kong and/or other country? Tick 

✔

 one below

a.IA Function Only in Hong Kong

b.IA Function in other country

c. IA Function in Hong Kong and other country(is)

Q. B8 Major Type of Business of Your Company Tick 

✔

 one below

a.Product-based business

b.Service-based business

c. Both

Q. B9 Function of Your Company in Hong Kong Tick 

✔

 one below

a.Headquarter

b.Regional office

c. Local office

d.Representative office

Q. B10 Number of Countries with Worldwide Office of Your Company Tick 

✔

 one below

a.More than 15 countries

b.11 - 15 countries

c. 6 - 10 countries

d.1 - 5 countries

e.No office in other countries

Q. B11 Your Company Annual Turnover in Hong Kong (HK$) Tick 

✔

 one below

a.Over $10 billions

b.$1 - 10 billions

c. $501 - 999 millions

d.$100 - 500 millions

e.Less than $100 million

Q. B12 Number of Employees of Your Company in Hong Kong Tick 

✔

 one below

a.More than 10,000

b.5,001 - 10,000

c. 1,001 - 5,000

d.501 - 1,000

e.500 or below

Q. B13 Please indicate the structure of Internal Audit Function of Your Company Tick 

✔

 one below

a.Group/Headquarter/Regional in-house IA department

b.Local in-house IA department

c. Co-sourcing in-house IA function with external professional firm(s)

d.Outsourcing IA function to external professional firm(s)

Generalbackgroundinformationaboutyourcompanywillbecollectedinthis

session to identify potential associated relationships between the

characteristics of various companies and the corresponding audit functions.
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Part C - Internal Audit Functions of Your Company

"Internal auditing is an independent, objective

assuranceandconsultingactivitydesignedtoadd

value and improve an organization’s operations.

Internal Auditing helps an organization

accomplish its objectives by bringing a systematic, 

disciplinedapproachtoevaluateandimprovethe

effectiveness of risk management, control, and

governance processes."

Q. C14/C.15

a.Internal auditing function is independent and objective Insert 5 - 1 beside

b.Emphasizing Assurance Activity Insert 5 - 1 beside

c. Emphasizing Consulting Activity Insert 5 - 1 beside

d.Helping accomplish Organizational Objectives Insert 5 - 1 beside

e.Adding Value to Senior Management Insert 5 - 1 beside

f. Adding Value to Operational Management Insert 5 - 1 beside

g.Applying Systematic and Disciplined approach Insert 5 - 1 beside

h.Evaluating and improving the effectiveness of the Risk Management Process Insert 5 - 1 beside

i. Evaluating and improving the effectiveness of the Control Process Insert 5 - 1 beside

j. Evaluating and improving the effectiveness of the Governance Process Insert 5 - 1 beside

Pleaseexpresstheratingsforyouractualexperiencerelatedtointernalaudit

functionsandactivitiesofyourcompanyinQ.C14a-jandthecorresponding

expectations in Q. C15 a-j.

(5-1)

(5-1)

(5-1)

(5-1)

(5-1)

Q. C15

Your Actual Experience Your Expectation/Belief

(5-1)

(5-1)

(5-1)

(5-1) (5-1)

(5-1)

(5-1)

(5-1)

(5-1)

(5-1)

Very High (5) to Very Low (1)

(5-1)

(5-1) (5-1)

(5-1)

Very High (5) to Very Low (1)

(5-1)

Q. C14

Thequestionsinthissectionareintendedtoidentifyandanalysethegapsbetweentheactualandexpected

functionsandvaluesoftheinternalauditfromtheexperiencesofrespondentsbasedonthedefinitionof

Internal Auditing. Please express the impression about your actual working experience against your

expectation in dealing with internal audit engagement(s)/activities with internal auditors.
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Part D - Balanced Scorecard Model

Strongly Agree Agree Natural Disagree Strongly Disagree

Q. D16 Financial Perspective - "How do Internal Auditors look to 

shareholders?"  Tick 

✔

 one beside



-byexceedingthebenefitsfinanciallyoverthecostsofperformingthe

internal audit engagements, i.e. meeting the organization's objectives.

Strongly Agree Agree Natural Disagree Strongly Disagree

Q. D17 Customer Perspective - "What is important to our customers and 

stakeholders?"

Tick 

✔

 one beside



-byprovidingrecommendationswithimpactandassistanceinimproving

the performance of auditees, i.e. adding values and improving the

organization's operations.

Strongly Agree Agree Natural Disagree Strongly Disagree

Q. D18 Internal Audit (Internal Business) Process Perspective - "What must 

Internal Auditors excel at?" Tick 

✔

 one beside



- byobjectivelysettingoutthescope,objectives,timingandreporting

linesoftheinternalauditframeworkinperformingtheinternalaudit

engagements, i.e. conducting appropriate processes to evaluate and

improvetheeffectivenessofriskmanagement,controlandgovernance

processes.

Strongly Agree Agree Natural Disagree Strongly Disagree

Q. D19 Learning and Growth Perspective - "How can Internal Auditors continue to 

improve, create values and innovate?"  Tick 

✔

 one beside



-byhavingcompetentandexperiencedengagement-in-chargetoleadall

auditengagementsaswellasencouraginginternalauditorstoundertake

adequate Continuing Professional Development (CPD), i.e. adapting

continuous learning and innovative approach to conduct audit

engagements.

Financial Customer Process Learning & Growth

Q. D20 Which Perspective would you rank the most significant to measure the 

effectiveness of Internal Audit?

Tick 

✔

 one beside

Strongly Agree Agree Natural Disagree Strongly Disagree

Q. D21

Tick 

✔

 one beside

Ingeneral,basedontheabovefinancialandnon-financialperspectives,

doyouagreethatthe BalancedScorecard isa relevantperformance

measurementmodelforevaluatingtheeffectivenessof internalaudit

functions?

Byapplyingtheperformancemeasurementmodel,"BalancedScorecard",whichwaspublishedbyKaplan

andDavid(1992), thefollowingquestionsareattemptedtomeasuretheeffectivenessofinternalaudit

functionsfrombothfinancialandnon-financialperspectives,including1)Financial,2)Customer,3)Process

and 4) Learning and Growth perspectives of your company.
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THANK YOU VERY MUCH !!!



END 

of the Questionnaire!
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Further Questions and Follow-Up

You are welcome to ask me any questions during the investigation or interview. If you have other
questions after the interview, you are encouraged to contact me using the contact information
provided below.

If:
(a) you would like a copy of your interview transcript once it is available
(b) you are interested in information about the study results as a whole and/or
(c) if you would be willing to be contacted again in the future for a possible follow-up interview,
please provide contact information below:
Check those that apply:
| would like a copy of my interview transcript
| would like information about the study results
| would be willing to be contacted in the future for a possible follow-up interview

Write your address clearly below. Please also provide an email address if you have one.

Email address:

Participant, (name; please print clearly), have read

the above information. | freely agree to participate in this research. | understand that | can refuse to
answer any questions and withdraw from the study at any time. | understand that my answer will
remain anonymous.

Participant Signature Date

| believe the participant is giving informed consent to participate in this study.

Signature of researcher Date

Mr. WONG Lung Hon (Mandict)
Ih-mandict.wong@connect.polyu.hk

mandictwong@gmail.com
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The Three Lines of Defense Model
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Stages Objective Research Questions Samples Data Collection Data Analysis Interpretation and Reporting

NVivo:

Qualitative approach

- Thematic analysis

SPSS:

Quantitative 

approach

- Descriptive 

statistics

- Wilcoxon Rank 

Sum Test

- Kruskal Wallis Test

- Spearman 

Correlation

- Mann-Whitney U 

Test

An explanation is offered for both 

similarities and differences 

between the results form the 

analysis of quantitative and 

qualitative data and the literature

1. Quantitative 

(QUAN)

2. Qualitative 

(qual)

P:2543 (HK listed 

companies)

N: 650 (randomly 

selected: 25.56%)

n: 215 (response rate: 

33.08%)

n: 6 (Senior 

management group)

n: 6 (Operations 

management group)

n: 7 (IA professional 

group)

Survey: 

- Semi-structured 

questionnaire 

survey

Qualitative 

interpretation to 

explain "how" 

and "why" and 

improve the 

understanding of 

the initial 

quantitative 

(QUAN) results 

in depth 

subjectively

To statistically 

measure 

variables and 

test hypotheses 

objectively

1.	Is there a gap 

between the internal 

auditor's current and 

expected role in the 

internal audit function?

2.	Which roles of the 

internal auditor are 

perceived as effective 

internal audit functions?

3.	What is the 

relationship between the 

contemporary role of 

internal auditors and the 

effectiveness of the 

internal audit function?

4.	How is the 

effectiveness of the 

internal audit function 

being measured?



Focus group 

interview:

- Open-ended 

questions
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