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1. Abstract 

Ability to demonstrate Internal Audit’s capability to fulfil its role in the 

organisation is crucial in defining its future role and significance. This study 

investigates the relationship between the Internal Audit Function and Quality of 

Financial Reporting. Using a pioneering research design it shows that a positive 

relationship between the presence of Internal Audit Function and Accruals Quality 

(a proxy for Quality of Financial Reporting) exists. Results indicate that outsourcing 

negatively affects Accruals Quality however the company size is an important 

factor in both cases.  The study also explores the state of Internal Audit among 

non-financial PLCs in Ireland and reveals that adoption of the Internal Audit 

Function is not universal and its presence strongly related to company size. 

Internal Audit departments concentrate on the assurance function, widely 

implement Internal Audit charter and functional reporting to the Audit 

Committee. Internal Audit outsourcing is more common in mid-size companies 

and possibly a transition stage before introducing an in-house department. 
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2. Introduction 

2.1  Context for the Research 

Question of Internal Audit effectiveness is a relevant and current one. Contemporary 

literature (eg. Lenz and Hahn, 2015; Nuijten, Twist and van der Steen, 2015; Flostoiu, 2012) 

describe a degree of disappointment with the Internal Audit Function among key 

stakeholders in the fallout from the 2008 financial crisis. A study into the state of the 

Internal Audit profession conducted by PwC (2014) revealed that 55% of senior managers 

did not believe that Internal Audit adds significant value to the organisation and only 49% 

considered that Internal Audit delivers on expectations1; almost 30% of Board members 

thought that Internal Audit delivers less than significant value for their companies.  

Ability to demonstrate Internal Audit’s capability to fulfil its role in the organisation 

is a key to defining its future role and significance. Internal Audit Function will only be truly 

relevant to the main stakeholders if its cost is justified by a positive impact it can make on 

meeting organisational objectives. From a practical standpoint, it is also important to 

determine which factors are relevant to Internal Audit’s effectiveness. 

2.2  Literature Review 

2.2.1  Literature Introduction. 

In his study Internal Audit effectiveness is considered through the Corporate 

Governance concept therefore a discussion on the relationship between the two is outlined 

below. Various approaches to the Internal Audit effectiveness are presented next as well as 

a selection of factors considered relevant to Internal Audit effectiveness.  

                                                           
1
 This figure was higher for Board members at 64% 
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2.2.2  Internal Audit Function in the context of Corporate Governance. 

While Internal Audit is widely considered as one of the key components of Corporate 

Governance, it’s role is not particularly prominent in Corporate Governance Codes and is 

conspicuously absent in other normative and regulatory acts related to the subject. At most 

Internal Audit is recommended as a best practice in some Corporate Governance codes (e.g. 

Organisation for Economic Co-Operation and Development, 2015; also: Andre et al., 2017) 

and sometimes its absence requires explanation in the annual reports (Financial Reporting 

Council, 2018). The exception is this regard is the New York Stock Exchange which requires 

listed companies to have an Internal Audit Function since 2004 (Hermanson et al., 2008).  

The corporate organ responsible for internal control and financial reporting is the 

Board of Directors, most frequently in the form of an independent Audit Committee (eg. The 

UK Corporate Governance Code 2018, applicable in the Republic of Ireland (Financial 

Reporting Council, 2018; Organisation for Economic Co-Operation and Development, 2015). 

It is, therefore, necessary to look into the existing literature to examine the relationship 

between the Internal Audit Function and Audit Committee and the role of Internal Audit in 

the Corporate Governance context.  

Corporate Governance is concerned with creating an adequate “system of checks 

and balances” to ensure that valid interests of various stakeholders are recognised and 

protected (Monks and Minow, 2011). Traditionally, there are three main categories of 

stakeholders in a corporate setting: owners (investors), Management and Board of Directors 

but their interests may sometimes be inconsistent with each other. The main structural 

problem in modern organisations, and especially public corporations, is the separation of 
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ownership and control and related agency problem (Clarke, 2007; Solomon, 2013)2. In the 

context of Corporate Governance, the Board of Directors and its various committees should 

act as a representation of shareholders to “promote the long-term sustainable success of 

the company, generating value for shareholders and contributing to wider society” 

(Financial Reporting Council, 2018). According to the Institute of Internal Auditors, 

Corporate Governance comprises of procedures and activities applied by the 

representatives of an organisation’s stakeholders to provide oversight of risk and control 

processes used by the management. “Effective corporate governance helps ensure accurate 

management reporting (e.g. reporting on internal controls and financial results) and 

effective internal controls” (Gramling et al., 2004). 

Internal Audit’s position in the corporate structure is special and its relationships 

with other actors are complex.  According to Gramling et al. (2004), Internal Audit Function 

is one of the four cornerstones of Corporate Governance, the remaining three being: Audit 

Committee, management and the external auditor. In this view, Internal Audit acts as a 

resource to the other parties involved. Authors argue that Internal Audit can positively 

affect Corporate Governance by detecting financial irregularities and theft, as well as 

strengthening the control environment and reducing reporting errors. They see quality 

financial reporting as one of the most important goals of Corporate Governance. This is 

understandable considering the information asymmetry between shareholders and 

management magnifying the agency problem. Shareholders simply do not have access to 

internal information regarding company’s performance and efficiency of its management 

therefore they have to rely on the officially published data. While various regulations outline 

what financial information has to be divulged, the top management has almost full control 

                                                           
2 For example, according to Garcia et al (2012), financial scandals in Spain were caused by this inherent conflict of interest. 
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over how this information is presented and contextualised in the Annual Report, as well as a 

degree of control over the actual figures reported. A vehicle frequently used to manipulate 

financial information is the accounting concept of accrual (e.g. Prawitt et al., 2009; Garcia et 

al., 2012) 

External auditor in this context acts as an objective and independent controller of 

financial information provided by the company. Internal Audit frequently supports the 

external auditor in understanding internal control systems, assessing risk and gathering 

evidence (Gramling et al., 2004; Prawitt at al., 2009).  

The position of Internal Audit in relation to management and Audit Committee is 

much more complicated – in many situations internal auditors are forced to serve two 

masters. On one hand, they fulfil an advisory role and undertake other tasks delegated by 

the management; they also depend on management in terms of resources. On the other 

hand, they are expected to provide an independent and objective assessment of 

management’s actions and internal controls to the Audit Committee. Therefore it is clear 

that Internal Audit has two separate and frequently competing reporting responsibilities. 

Gramling et al. (2004) correctly pose a question whether Internal Audit can effectively fulfil 

its Corporate Governance role in this situation.  

More recent Internal Audit literature seems to be leaning towards closer association 

with Audit Committee rather than management. For Arena and Azzone (2009) both bodies 

have a related purpose – monitoring and evaluation of the internal control system. Authors 

highlight the significance of the interaction between Internal Audit and Audit Committee. 

Garcia et al. (2012) posit that Audit Committee needs Internal Audit to function effectively. 

Gramling and Hermanson (2009) stress the importance of Internal Audit – Audit Committee 
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relationship in the face of the financial crisis. Internal Audit is expected to serve as a source 

of reliable and objective information making the Audit Committee more independent from 

management reporting. This includes assurances regarding management’s “assumptions, 

methodologies and estimates” underpinning the financial statements as well as strategic 

and operational risks facing the organisation.  Gebrayel et al. (2018) expand on that notion 

and state that Internal Audit is a corporate governance mechanism that reduces the agency 

conflict between Audit Committee and management. Again, Internal Audit moderates the 

information asymmetry between the two. Because Audit Committee is not involved in the 

day-to-day running of the company it frequently lacks quality information on internal 

controls and risk management that are the responsibilities of management. Internal Audit 

function is able to provide the Audit Committee with an independent and objective 

assessment of the situation. Similarly, for Joksimović and Ahmed (2017) the role of Internal 

Audit in the Corporate Governance framework stems from its assurance over the reliability 

of operational and financial information. For Andre et al. (2017) Internal Audit Function is a 

governance and control mechanism designed for gathering, verification and transmission of 

information. Authors posit that the Audit Committee is directly responsible for oversight of 

Internal Audit while management is more interested in the advisory function of Internal 

Audit. This is an important notion because of the dual nature of the Internal Audit Function. 

The official definition of Internal Audit, as formulated by the Institute of Internal Auditors 

states: 

“Internal auditing is 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 
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to evaluate and improve the effectiveness of risk management, control, and 

governance processes.” (Chartered Institute of Internal Auditors, 2016) 

According to the definition, Internal Audit fulfils both assurance and advisory functions. 

While both of them are relevant and can add value to the organisation in their own way, it is 

important to properly balance these responsibilities. While this can be achieved in a variety 

of ways, an interesting proposition is included in the aforementioned PwC study (2014) on 

state of Internal Audit. Authors argue that a hierarchical structure of these functions exist 

and the assurance is in fact only a bottom level in reaching the goal of an Internal Audit 

becoming a “trusted advisor” to the business (figure 1). Results of the PwC survey indicate 

that 67% of “trusted advisors” were seen as providing significant value versus only 33% in 

case of “assurance providers”. In this view assurance would be seen as a “hygiene factor” of 

Internal Audit – necessary but not sufficient to fulfil its role entirely.  

 

Figure 1. The journey to capture unrealized value, source: PWC (2014) 

 

While Internal Audit is certainly more than just assurance (financial assurance) there 

is definitely also a danger of downgrading this role almost completely, perhaps in order to 

concentrate on the “more value adding” advisory aspects. Gros et al. (2016) suggest that 
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financial assurance is not the main function of Internal Audit and could interfere with its 

more traditional responsibilities of monitoring operations3. Arena and Azzone (2009) report 

on a trend among European companies of moving away from traditional accounting and 

financial control into more operational and risk control, resulting in reducing resources 

available for compliance and financial audits. Considering the potential governance risks 

associated with this approach, it is very hard to defend it. A fitting illustration of this risk is 

the case of WorldCom – a prime example of a spectacular failure of Corporate Governance 

in XXI century. The following quote comes from Fairchild et al. (2019):  

“Internal audit at WorldCom was an in-house department first set up in a small way 

in 1993, but which had subsequently grown in numbers – although it was never 

heavily resourced relative to internal audit departments in other companies of a 

similar size. Formally it had a dual reporting responsibility – reporting to both the 

Chief Financial Officer (CFO) and the audit committee, although the bankruptcy 

examiner had no doubt that its functional reporting responsibilities were to the CFO 

and that its existence and role were very much at the behest of senior management. 

This perceived dependence upon executive management for resources led to the 

work programme concentrating almost exclusively on operational aspects, focusing 

on audits and projects that would be seen as adding ‘value’ to the company, and 

seeking to identify ways to maximize revenues, reduce costs and improve efficiencies. 

It did not involve itself in financial auditing per se, and even when it did check 

accounting entries to subsidiary ledgers it did not normally follow these through to 

                                                           
3
 “regulators as well as future research should analyse whether and how the use of the Internal Audit Function within the 

monitoring of financial reporting-related processes interferes with the traditional Internal Audit Function tasks of focusing 

on operational risks, achieving operational goals and generating operational cost savings” Gros et al. (2016) 



15 
 

the general ledger – apparently to avoid the perception of the duplication of work 

with the external auditors Andersen”. 

As the above example demonstrates, neglecting the financial assurance role of 

Internal Audit can have devastating consequences for the organisation, but also to the 

credibility of the Internal Audit profession. The importance of assurance over financial 

information is highlighted by numerous authors. Rahman and Bremer (2016) go as far as to 

state that “accurate financial reporting is a prerequisite for good corporate governance”. 

For them all aspects of corporate control require an objective measurement of the firm’s 

financial position. Unsurprisingly, auditors’ independence (internal and external) is an 

important factor in achieving high quality of financial reporting and good corporate 

governance. For Hermanson et al. (2008) Internal Audit seeks to improve the operations and 

minimise chance of negative surprises, including those created by unreliable financial 

reporting. Joksimović and Ahmed (2017) posit that, from the Corporate Governance 

perspective, Internal Audit can be viewed as a “first line of protection against inadequate 

corporate governance and financial reporting” (also: Bariff, 2003). Lin et al. (2011) 

demonstrate that inclusion of financial assurance work in Internal Audit’s scope is negatively 

associated with the level of material weakness disclosures under Sarbanes – Oxley Act.  

To summarise: there is a general consensus in the literature about a significant role 

played by Internal Audit in the Corporate Governance system. Even those who, like Fairchild 

et al. (2019), question the effectiveness of existing arrangements admit that the current set 

up includes Internal Audit Function. Most authors agree that assurance over the financial 

information produced by the company is a very important part of Corporate Governance 

and therefore should very much remain within direct scope of the Internal Audit Function.  
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2.2.3  Internal Audit effectiveness. 

In a study that summarises existing literature up to 2015 Lenz and Hahn (2015) 

define Internal Audit effectiveness as a “risk-based concept that helps the organization to 

achieve its objectives by positively influencing the quality of corporate governance”. As a 

consequence, they see the achievement of its goals as the degree to which it is able to 

positively influence Corporate Governance. Authors distinguish between two perspectives 

on Internal Audit effectiveness: “supply” and “demand side” approaches. Research 

belonging to the first category concentrates on how Internal Audit managers perceive and 

assess their own effectiveness as “suppliers” of service. Here, a good relationship with the 

Audit Committee as well as senior management support are listed as key factors enabling 

effective operation of an Internal Audit function. “Demand side” approaches investigate 

stakeholders’ perceptions of Internal Audit effectiveness. Unsurprisingly, the authors find 

that Internal Audit effectiveness is measured as meeting expectations of various 

stakeholders, namely management, Board of directors/Audit Committee, external auditors 

and auditees. Lenz and Hahn conclude that majority of research (up to 2015) is based on the 

“supply side” approach and is limited by the “overly optimistic” view of Internal Auditors of 

themselves. It should be noted that also “demand side” approaches can be a subject to 

perception bias related to the conflicting perspectives on the Internal Audit’s role and 

expectations towards it. Authors argue that in order to adequately describe Internal Audit 

effectiveness a shared understanding of what makes Internal Audit a value-added activity is 

needed. This is certainly a compelling proposition4. 

                                                           
4
 The study however, fails to deliver on their promise of presenting approaches to Internal Audit effectiveness and ends up 

being more of a discussion of various factors and themes related to effectiveness rather than a strict logical analysis. In 

addition, there are doubts about the logical organisation of various themes under particular headings, for example: 
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Arena and Azzone (2009) present a different approach and define effectiveness 

broadly as "capacity to obtain results that are consistent with the targets". While no 

generally accepted measure of Internal Audit effectiveness exists, authors synthesize 

existing approaches into three types of measures: process, output and outcome. Examples 

of process measures are “compliance with IIA standard or the ability to plan, execute and 

communicate audit findings”; its major limitation is a purely procedural approach that 

ignores the needs of the main stakeholders. This ability to respond to auditees needs is at 

the heart of output measures, examples of which include satisfaction surveys or percentage 

of recommendation completion. Outcome measures focus on the “impact of a certain 

output of the audit process”5 and could include: cost savings, improved performance (profit, 

growth or share price), role in avoiding corporate failures etc. Two factors limit the 

applicability of the outcome measures: delay between the time the action is taken and its 

observable impact as well as the fact that contribution of each factor to the final outcome 

may not be isolated easily. For the purpose of their own empirical research Arena and 

Azzone adopt percentage of recommendations implemented by the auditees as a measure 

of IA effectiveness.   

Similarly to Lenz and Hahn, Bednarek (2017) states that the validity of the notion 

that Internal Audit is a “value adding” activity is founded on an assumption that Internal 

Audit is effective. He calls an activity “effective” if it leads to the outcomes that were 

intended by the activity designers; the measure of the effectiveness is the distance from the 

intended target. In opposition to “supply” and “demand” approaches, Bednarek posits that 

                                                                                                                                                                                     
inclusion of IA staff skills and competencies in the demand side section which meant to present perceptions of 

stakeholders/IA customers 
5
 In this view audit work could be considered effective if: 1. audit and no problems found after or 2. Audit and problems 

found and 3. Recommended solutions resolve the problem 
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in order to evaluate effectiveness possibly most objective criteria should be adopted. In his 

own research, the author uses a measure of the percentage of implementation of Internal 

Audit recommendations.  

While studies that focus on the “supply” or “demand” approach to assessing Internal 

Audit effectiveness may be dominating, studies that directly apply external measures in 

relation to Internal Audit or another Corporate Governance component also exist. Prawitt et 

al. (2009) measure the correlation of Internal Audit Quality and earnings management and 

find a negative relationship between them. Similarly, Gebrayel et al. (2018) use the measure 

of Quality of Financial Reporting (Accruals Quality and Absolute Discretionary Accruals) to 

assess the significance of the Internal Audit Function’s presence. Their results show a 

positive correlation between the two supporting a view that internal Audit affects financial 

reporting. Also Garcia et al. (2012) considers the presence of Internal Audit Function in the 

context of earnings management and conclude that a negative association exists. Contrary 

to that Davidson et al. (2005) find no correlation between the presence of Internal Audit 

and level of earnings management. Ege (2015) investigates the relation of fraud and a 

composite measure of Internal Audit Quality and finds a negative association, while Gros et 

al. (2016) study the relationship of Internal Audit Quality to Quality of Financial Reporting 

and establish a positive correlation.  

A completely different approach is proposed by Lenz et al. (2014). They conduct a 

“normative” study where they a priori associate certain Internal Audit characteristics with 

higher/lower Internal Audit effectiveness. While this approach must be taken with caution 

but the article is a good example of a strong link between concepts of Internal Audit 

effectiveness and Internal Audit Quality. When presenting findings of Gramling and 
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Hermanson (2009b) Lenz et al. use the terms “quality” and “effectiveness” interchangeably 

while Gramling and Hermanson themselves refer almost solely to “quality”. Also, Regoliosi 

and d’Eri (2012) tend to use these terms interchangeably - in their case, it is justified by 

treating Internal Audit Quality as a proxy of Internal Audit effectiveness – “the term 

‘‘quality’’ indicates the contribution of Internal Audit’s to overall corporate performance” 

(2012, p. 900). A similar approach is present in a study conducted by the Dutch chapter of 

the Institute of Internal Auditors (The Institute of Internal Auditors Netherlands, 2016) 

where presence of certain Key Performance Indicators and characteristics is used to 

measure Internal Audit’s effectiveness. For Prawitt et al. (2009) quality of Internal Audit is 

more important than the mere presence of Internal Audit in empirical research. Therefore it 

is necessary to consider various Internal Audit characteristics that are relevant to its 

performance. Authors posit that high-quality Internal Audit Function can contribute to 

financial reporting quality because it is more likely to detect and deter opportunistic or 

biased judgments made by management. 

The above discussion shows a degree of confusion about concepts of Internal Audit 

“quality” and “effectiveness”. While the statement that “the quality of an Internal Audit 

Function is primarily related to its effectiveness” (The Institute of Internal Auditors 

Netherlands, 2016) seems adequate, it would not be appropriate to go as far as to equate 

the two. From a purely logical point of view, it is possible that something of high quality may 

not necessarily be effective. It is because the Quality Factors do not really tell us much 

about “meeting the objectives that were set” (The Institute of Internal Auditors 

Netherlands, 2016) or distance of the result from its intended target (Bednarek, 2017). 

Unless of course we consider achieving stakeholders’ satisfaction, desired staffing levels or a 
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certain number of audit findings etc. the actual goals of the Internal Audit activity. This 

however, would not be correct as they cannot be considered end goals in themselves but 

only means to an end. While the hypothesis that a high-quality Internal Audit should 

translate into effective Internal Audit has merits, this view cannot be assumed without 

proof.  

2.2.4 Quality Factors influencing effectiveness. 

For the purpose of this study, a number of articles have been examined in order to 

identify Internal Audit Quality factors relevant to Internal Audit effectiveness. This wide 

variety of studies ranges from research that compare Internal Audit Quality factors against 

an independent variable of sorts (while frequently introducing a composite measure6 of 

Internal Audit Quality (Prawitt et al., 2009; Ege 2015; Gros et al., 2016), through studies that 

treat composite Internal Audit Quality as a dependent variable to seek a correlation with 

other factors (Regoliosi and d’Eri, 2012; Andre et al., 2017) to “normative” studies that 

prescribe certain understanding of Internal Audit Quality and catalogue of its features (Lenz 

et al., 2014). Another approach identifies Internal Audit Quality factors through analysis of 

external audit reliance requirements (Gramling et al., 2004) – Internal Audit Quality 

assessed from the point of view of external auditing standards: competence, objectivity, 

quality of work performance. A summary of the identified factors is shown in table 1. 

 

 

                                                           
6
 The main idea behind the composite measure approach is to create one measure of Internal Audit Quality 

out of selected characteristics of Internal Audit departments. After identifying the characteristics a 
predetermined measuring scale is applied to each of them and individual companies scored accordingly; a sum 
of scores then gives the final value of the Internal Audit Quality.  
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Table 1. Internal Audit Quality Factors  

 

As mentioned earlier, some studies consider the very existence of Internal Audit 

function as an independent variable, which makes it a unique “characteristic” in its own 

right (Gebrayel et al., 2018; Garcia et al., 2012). A special place is also reserved for Internal 

Audit outsourcing, which depending on the author can be seen as potentially positive 

(Joksimović and Ahmed, 2017) or negative (Gros et al., 2016) factor of Internal Audit Quality. 

There are strong theoretical basis for the first approach which considers a possibility than an 

outsourced Internal Audit Function is more independent (as being placed outside the 

organisational structure of the audited entity). However empirical results obtained by Gros 

et al. (2016) show that outsourcing companies are smaller and their quality of financial 

reporting is lower than those which keep it in-house.  
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2.2.5  Importance of company size. 

Company size is considered as a factor that may influence Internal Audit 

effectiveness and Quality of Financial Reporting in a number of studies. For example 

Dechow and Dichev, demonstrate that firm size is positively related to Accruals Quality 

(Quality of Financial Reporting) Findings of Bednarek (2017) show that the Internal Audit is 

more effective in larger private organisations than in the smaller ones. Andre et al. (2017) 

confirm the hypothesis that size-related complexity is positively related to Internal Audit 

quality.  Many other authors also include size as a control variable in their research 

(Davidson et al., 2005; Doyle et al., 2007; Gros et al., 2016; Garcia et al 2012; Prawitt et al., 

2009). 

2.2.6 Literature Conclusion.  

Internal Audit plays a significant role in Corporate Governance mechanism by 

providing independent and objective assessments of internal control systems and risk 

management to other actors. One of the most important outcomes of Corporate 

Governance is high quality financial reporting that is necessary for key stakeholders to 

assess corporate performance (e.g. Rahman and Bremer, 2016). Audit Committee is formally 

tasked with ensuring this is achieved but requires Internal Audit’s support. There is tension 

between requirements placed on Internal Audit by the management and the Audit 

Committee (Gramling et al., 2004). While the former is mostly interested in advisory and 

operational function of Internal Audit, for Audit Committee the financial assurance role is 

crucial (Gros et al., 2016, Andre et al., 2017). For these reasons, Internal Audit should be 

seen as more closely associated with the Audit Committee and hence should have a 

significant role in the assurance of the reliability of financial information. A link between 
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internal Audit quality and effectiveness is assumed however a direct causal relationship has 

not yet been established.  

2.3  Aims and Rationale for the Research 

2.3.1  Aims of the Research. 

Literature review revealed that internal audit plays an important role in the 

Corporate Governance system by ensuring a high quality of financial reports produced by 

the organisation. Therefore the Research Question that this study attempts to answer is:  

What is the relationship between the Internal Audit Function and Quality of Financial 

Reporting? 

Logically speaking, this relationship can be positive, negative, or there could be no 

relationship at all. Only in the first case of positive relationship Quality of Financial Reporting 

could be considered a possible measure of Internal Audit effectiveness.  

This research has three main objectives (Research Aims) related to the Research 

Question: 

1. To investigate whether Quality of Financial Reporting can be used as a measure of 

the Internal Audit Function’s effectiveness. 

2. To establish which individual Internal Audit Function characteristics can influence 

Quality of Financial Reporting. 

(To paraphrase – establish what exactly makes Internal Audit more or less effective) 

3. To present an overview of Internal Audit in Irish PLCs. 

During the research process, it was necessary to collect important information about 

the characteristics of Internal Audit departments in Irish listed companies. This 
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information is not publicly available therefore collecting it had value in itself and was 

therefore considered a separate research objective.   

2.2.2  Rationale for the Research. 

This Research contributes to the business theory by investigating the possibility of 

applying an external, objective measure of Internal Audit effectiveness. It is important to 

note that such a measure would enable comparisons between different companies and 

Internal Audit configurations. At the current stage of investigation, there is little research 

linking Internal Audit effectiveness to objective, external measures and this study attempts 

to fill that gap. Research has theoretical and practical significance – it is a voice in the 

discussion on Internal Audit effectiveness but its findings may also bring practical benefits to 

different groups of stakeholders like regulators, Boards of Directors/Audit Committees and 

investors. In addition, Internal Audit research in the Irish context is very scarce and there is 

no evidence of any studies into Internal Audit effectiveness in this territory, therefore this 

research contributes a new perspective from an international standpoint.  

Previous research in the area suffered from the lack of available internal control 

information which limited its scope to only considering the very presence of the Internal 

Audit Function as a factor (Gebrayel et al., 2018; Garcia et al., 2012; Doyle et al., 2007). The 

design of this research attempts to address this problem by seeking the relevant internal 

data in order to conduct a more in-depth analysis.   
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2.4 Hypotheses Development 

2.4.1  Main Research Hypothesis. 

For reasons outlined above, the internal views on Internal Audit effectiveness 

(“supply” and “demand” side) are tainted with bias, therefore, should be treated with 

caution. As such, their role as a measure of Internal Audit is limited and external, more 

objective point of view is needed. The observation that effectiveness is related to the 

achievement of goals and should be objectively measured has strong merit (Bednarek, 2017; 

Arena and Azzone 2009). Based on the discussion outlined earlier, it can be successfully 

argued that one of the most important objectives of the Internal Audit Function is high 

quality financial reporting. Therefore the main research hypothesis can be expressed as:  

Main Research Hypothesis (H0): There is a positive relation between Internal Audit 

Function and Quality of Financial Reporting 

As established previously, there is a close link between concepts of Internal Audit 

effectiveness and quality. This is a source of visible confusion and because of that, it is 

important to clearly define their meanings. In this dissertation, Internal Audit Quality is 

understood as the presence of advantageous characteristics of Internal Audit departments 

(Internal Audit Quality Factors). Internal Audit effectiveness is understood in terms of 

outcomes of Internal Audit’s work and it is quantifiable by an external, objective measure of 

choice (here: Quality of Financial Reporting). The notion that Internal Audit quality and 

Internal Audit effectiveness should be clearly distinguished is based on a logical possibility 

that even high quality Internal Audit department may not be effective. Quality is an internal 

characteristic of the organisation while effectiveness is assessed in relation to an external 
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measure; measure that is objective and could possibly be applied to any other company 

allowing comparisons.  

2.4.2 Subsidiary Hypotheses 

Establishing a positive correlation between Internal Audit presence and Quality of 

Financial Reporting would open the possibility of investigating which Internal Audit Function 

characteristics (Quality Factors) are particularly important and can contribute to higher 

effectiveness.  As mentioned earlier, the second objective of the research is to investigate 

whether the logical gap between Quality Factors and Internal Audit effectiveness could be 

breached in practice. 

Based on the review of existing literature the following Quality Factors were chosen 

for empirical research:  

1. Internal Audit department size because it determines the amount of time available 

for auditing activities (e.g. Arena and Azzone, 2009) 

2. Certification of Internal Audit staff because professional qualifications should 

reasonably be expected to allow a better investigation of complex problems which 

internal auditors frequently come across (e.g. Arena and Azzone, 2009; Gros et al., 

2016) 

3. Training available to Internal Audit staff because ongoing training increases 

competence (e.g. Ege, 2015) 

4. Presence of Internal Audit Charter because it is an important tool designed to 

empower and give credibility to the function within the organisation as well as 

specify its scope and expectations towards it (e.g. Regoliosi and D’Eri, 2014) 

5. Functional reporting to Audit Committee because only reporting to the Audit 
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Committee can give Internal Audit the required level of independence (e.g. Arena 

and Azzone, 2009; Gros et al., 2016) 

6. Frequent meetings of Chief Audit Executive with the Audit Committee allow them to 

build a strong professional relationship which should increase effectiveness (e.g. 

Arena and Azzone, 2009; Garcia et al., 2012; Gebrayel et al., 2018) 

7. Existence of a Quality Assurance Program is an important stimulus for continuous 

self-improvement of the Internal Audit teams (e.g. Regoliosi and D’Eri, 2014) 

8. Percentage of Audit Plan completion because low efficiency can affect effectiveness  

9. Percentage of assurance work versus other engagements because in the context of 

this research it is important to assess the priorities of particular teams; it would be 

unreasonable to expect Internal Audit teams focused on advisory work to perform 

particularly well when measured against Quality of Financial Reporting; it is assumed 

that financial assurance work has the biggest impact on this particular area (Prawitt 

et al., 2009) 

10. Internal Audit Function’s age because more established departments should operate 

better (e.g. Regoliosi and D’Eri, 2014) 

The above characteristics could be roughly categorised using the three dimensions of 

effectiveness introduced by Arena and Azzone (2009): 

- Characteristics of the Internal Audit teams (1, 2 and 3) 

- Audit processes and activities (7, 8 and 9) 

- Organisational links (4, 5, 6 and possibly 10) 

Based on these characteristics a list of subsidiary hypotheses related to Internal 

Audit Quality Factors was created and is displayed in table 2 below. As discussed previously, 
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Internal Audit presence and outsourcing create separate characteristics in their own right 

and have also been included. 

Table 2. Subsidiary Hypotheses 

 

2.4.3 Internal Audit in Irish non-financial listed companies  

Research on Internal Audit in the Republic of Ireland is very scarce. Providing an 

overview of the Internal Audit Function as a result of primary and secondary research brings 

additional value to this study. This part of the research has more of an exploratory character 

therefore no explicit hypotheses could be formulated in advance.  

Exploratory questions relevant to this part are: 

1. What are the basic characteristics of the Irish non-financial PLCs (size and scale of 

operations, industry)? 

2. What is the level of Internal Audit Function presence? 

3. What is the Corporate Governance environment, especially in terms of the presence 

of Audit Committee? 

4. What are the characteristics of Internal Audit departments in relation to Quality 

Factors listed above? 
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3. Method 

3.1  Research Design 

3.1.1 Research philosophy  

As indicated above, this research can be divided into two basic parts: 

descriptive/exploratory and explanatory. Due to the fact that almost no research exists into 

Internal Audit in Ireland, basic facts had to be first established and described in relation to 

the group of companies under investigation and then explored further looking for patterns 

or regularities. The explanatory part that follows consists of the investigation into Internal 

Audit effectiveness and related Quality Factors in the Irish setting (as per Saunders et al., 

2016). 

This research is mostly quantitative in nature – it relies heavily on numerical data 

and its main objectives are to examine relationships between variables using a range of 

statistical techniques. However, to a small degree, it also includes qualitative elements 

when analysing some survey responses (Saunders et al., 2016).  Both deductive and 

inductive approaches are also used in this study.  A deductive approach is employed in the 

explanatory part and inductive approach in the exploratory investigation. In the first 

instance theories of Corporate Governance, agency theory and existing approaches to 

Internal Audit effectiveness inform hypotheses creation, which are then operationalised and 

tested using quantitative statistical techniques. When discussing the outcomes of these 

tests the use of the term “confirm” is avoided because, as per K.R. Popper, experiments can 

only invalidate or disprove theories but never “confirm” them (1992).  Following and 

acknowledging the work of Popper, this research represents the post-positivist stream of 
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thought. It accepts the existence of objective reality to be studied while also accepting 

human limitations in accessing that reality causing all knowledge to be hypothetical and 

temporary. This is particularly relevant in the realm of business studies which subject matter 

is much more intangible, especially compared to natural sciences like physics or chemistry. 

This makes it akin to realist approaches, either scientific or critical (as per Gray, 2018). 

Taking all these reservations into account, the large portion of the positivist approach to 

scientific enquiry still applies to this study - a belief that reality manifests through what can 

be accessed by senses (ie. measured and observed), inquiry should be based on the 

scientific methodology and that science deals with facts not values (Gray, 2018). All these 

ideas underpin the explanatory part of this study.  

The exploratory investigation into Internal Audit function in Irish PLCs uses the 

inductive approach – first (mainly) quantitative information is gathered and then scanned 

for patterns and regularities. Another area that is explored in this study is the investigation 

into practical approaches to Internal Audit effectiveness in Irish PLCs, which is qualitative in 

nature and uses a thematic analysis.  

For all those reasons, this research is pluralist in its methodology and reasoning 

(Gray, 2018). 

3.1.2 Practical research design 

Information relevant to the research was collected in two distinctive ways: 

1. Through an examination of the annual reports of companies listed on the Irish Stock 

Exchange in order to gather information about Internal Audit presence, Corporate 

Governance environment and financial data (secondary research). This was followed 
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by a statistical analysis of the results in terms of Quality of Financial Reporting. 

2. Through a survey of managers of the Internal Audit units (Chief Audit Executives) in 

the above companies in relation to selected characteristics of their departments 

(Quality Factors) as well as approaches and opinions on the topic of internal audit 

effectiveness (primary research).  

The original research design includes projecting the results of the survey into the 

matrix of results obtained in step one in order to determine which Quality Factors 

have a real influence on the Quality of Financial Reporting. Survey responses are also 

analysed to provide an overview of the Internal Function in Ireland. Additionally, the 

responses allowed for further discussion on the topic of Internal Audit effectiveness.  

For the purpose of this study financial companies were excluded from the pool of 

available organisations. It is a common approach in similar studies (eg. Gebrayel et al. 2018, 

Garcia et al. 2012) to exclude financial companies for the following reasons: 

- Different format of financial reports  

- Financial institutions have to meet more regulation  

- Low applicability of Dechow and Dichev model of Quality of Financial 

Reporting/Accruals Quality  

Therefore the subject of this research was determined as non-financial companies listed on 

Irish Stock Exchange (currently part of the Euronext Group)7. The list of the companies was 

obtained from the Euronext website8 and, according to the research design, companies 

belonging to sectors: “Financials” (Banks, Financial Services and Insurance) and “Real Estate” 

(Real Estate Investment Trusts) were excluded. Despite being returned in the extraction, a 

                                                           
7
 Irish Stock Exchange was acquired by the Euronext Group in 2018: https://www.ise.ie/Media/News-and-

Events/2018/Euronext-completes-the-acquisition-of-the-Irish-Stock-Exchange.html accessed 14 August 2020 
8
 https://live.euronext.com/markets/dublin/equities/list accessed 18 April 2020 

https://www.ise.ie/Media/News-and-Events/2018/Euronext-completes-the-acquisition-of-the-Irish-Stock-Exchange.html
https://www.ise.ie/Media/News-and-Events/2018/Euronext-completes-the-acquisition-of-the-Irish-Stock-Exchange.html
https://live.euronext.com/markets/dublin/equities/list
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number of stocks did not have trading information for a considerable period of time 

suggesting these were not active listings (Amryt Pharma, Diageo, Tesco); these were 

excluded also. One company has since been delisted (Mainstay Medical) but it was included 

in the research. The total number of companies investigated was thirty three.  

3.2  Secondary research  

As mentioned before, Quality of Financial Reporting was used as an external 

measure related to Internal Audit Function in previous research. This approach is well 

justified considering the discussion on Corporate Governance and Internal Audit role in the 

system. In the available research Quality of Financial Reporting is always measured through 

a certain proxy, most frequently related to accruals (eg. Gebrayel et al., 2018, Garcia et al., 

2012).  In this study Quality of Financial Reporting is measured through a proxy of Accruals 

Quality, as proposed by Dechow and Dichev (2002) and modified by McNichols (2002).  

Modified Dechow and Dichev model is frequently used in a variety of studies; 

examples include Gebrayel et al. (2018) - model used to assess of presence of Internal Audit 

Function to Accruals Quality; Doyle et al. (2007) – model used to investigate the relationship 

between internal controls and Accruals Quality; Francis et al. (2005) – model used to explore 

the relation between Accruals Quality and the costs of debt and equity capital. Another 

popular approach to measuring Accruals Quality is Jones’ model of discretionary accruals 

(Prawitt et al., 2009; Garcia et al., 2012; Gros et al., 2016). While Jones’ focus is on 

discretional accruals Dechow and Dichev’s proposition includes all types of accruals – those 

intended to manipulate financial statements as well as unintentional errors. Because the 

role of Internal Audit is not limited to controlling only deliberate actions but also 

unintentional errors, Dechow and Dichev model is more suitable for the purpose of this 
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research. Additionally, modification proposed by McNichols was intended to combine the 

best of both models into a stronger version. This was achieved by adding Sales (Revenue) 

and Fixed Assets (Plant/Property/Equipment) components to the original Dechow and 

Dichev version that only included cash flow elements (McNichols, 2002).  

The general idea of the model is based on the notion that accounting accruals are 

meant to reflect actual cash flows adjusted for timing differences. The extent to which these 

accruals match actual cash flow realisations decides of either high or low Accruals Quality 

and is estimated using the following regression (as per McNichols’ modification): 

 

Where: 

- WCt represents changes in Working Capital at year t calculated as follows:  

changes in Receivables + changes in Inventory – changes in Payables – changes in 

Taxes Payable + changes in Other Assets 

- CFOt-1 represents Cash Flow from Operations in year t-1 

- CFOt represents Cash Flow from Operations in year t 

- CFOt+1 represents Cash Flow from Operations in year t+1 

- Salest represents changes in Sales in year t 

- PPEt represents value of Fixed Assets in year t 

As the available studies using this methodology are conducted mainly in the United 

States (Dechow and Dichev, 2002; McNichols, 2002; Doyle et al.,2007; Francis et al., 2005) 

an issue of translating of US GAAP into IFRS norms used in European Union (and Ireland) 

arose. This is particularly relevant to the calculation of changes in Working Capital. Without 
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going into the discussion on the differences and similarities between US GAAP and IFRS the 

following ways of determining Working Capital components were employed in this study: 

- Changes in Receivables taken as an increase/decrease of Receivables stated in the 

Working Capital Section of the Statement of Cash Flow (alternatively: in the notes to 

the Financial statements) 

- Changes in Inventory taken as an increase/decrease of Inventories stated in the 

Working Capital Section of the Statement of Cash Flow (alternatively: in the notes to 

the Financial statements) 

- Changes in Payables taken as an increase/decrease of Payables stated in the Working 

Capital Section of the Statement of Cash Flow (alternatively: in the notes to the 

Financial statements) 

- Changes in Taxes Payable calculated as a difference between current income tax 

liabilities in year n and year n-1 taken from the Balance Sheet  

- Changes in Other Assets taken as an increase/decrease of other assets/liabilities 

included in the Working Capital Section of the Statement of Cash Flow (alternatively: 

in the notes to the Financial statements) 

For all financial data consolidated/group statements were used.  

In order to calculate the firm-specific Accruals Quality, Dechow and Dichev (2002) 

require eight firm years (which as per the equation would need data for 10 years). Accruals 

Quality is measured as a standard deviation of the residuals in the regression model – the 

smaller the standard deviation the higher the Accruals Quality (Dechow and Dichev, 2002, p 

36). This figure can be then used as a dependent variable testing relevance of various 

factors. Due to the dynamic nature of Internal Audit Quality factors which can easily change 
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over time, it was not possible to use this approach in this study. Instead, companies were 

grouped into categories depending on the presence of the Internal Audit function or the 

responses to each of the Internal Audit questions and their Accruals Quality calculated 

separately per each category and compared. As, per the hypothesis H0 and H1, companies 

with Internal Audit Function present should have higher Accruals Quality than those 

without. 

In order to increase dataset available for the research two firm years were 

considered in the study for the purpose of statistical investigation and three firm years for 

the purpose of the exploratory study on Internal Audit in Ireland. This makes it a cross-

sectional rather than longitudinal research (Saunders et al., 2016).  

All non-financial companies listed on the Irish Stock Exchange were divided into 

three categories in respect of the Internal Audit presence: 

- Internal Audit Function not present 

- Internal Audit Function outsourced 

- Internal Audit Function in-house 

3.3  Primary Research  

As the main objective of the primary research is the collection of factual data, the 

most appropriate method of collecting required information was a standardised and 

structured survey (questionnaire). Choice of survey questions was directly determined by 

the selection of Internal Audit Quality Factors discussed previously. This, in turn, is informed 

by the literature review and previous research.  
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3.3.1 Participants 

At present, there is no requirement to disclose information related to Internal Audit 

Function by Irish PLCs. Therefore, in order to obtain data on the relevant Internal Audit 

characteristics, the information had to be gathered directly from Internal Audit managers. 

For this reason, the research population consisted of managers of Internal Audit units (Chief 

Audit Executives - CAEs) within Irish non-financial PLCs, as of April 2020.  

The number of non-financial PLCs with active listings on Irish Stock Exchange as of 18 

April 2020 was thirty-three (see Appendix 1 for the original extraction); therefore survey 

could be sent to the entire population of Chief Audit Executives. In this case, there was no 

need for sampling. Secondary research revealed that not all companies maintain an Internal 

Audit Function and some outsource it. Due to information access issues companies with 

outsourced Internal Audit Function were not surveyed. In total there were fifteen 

companies with an in-house Internal Audit department that the surveys were sent to. 

Contact details to heads of Internal Audit departments (Chief Audit Executives - CAEs) were 

obtained through a variety of means: with the help of Chartered Institute of Internal 

Auditors, direct enquiries with general information desks as well as LinkedIn research. In 

order to maximise the research credibility support for the research from the Chartered 

Institute of Internal Auditors was sought and a letter of recommendation from the Institute 

received. A discussion on the topic of Internal Audit effectiveness with one of the directors 

also took place and opinion on the survey design was also given by one of the Institute’s 

Directors.  
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The survey link to the prospective participants was sent either directly from the 

survey tool (SoGoSurvey) or as a link in a LinkedIn message. Research participation was 

completely voluntary and no incentives for survey completion were offered.  

3.3.2 Materials - survey 

Respondents were asked ten questions related to the characteristics of their 

departments (Internal Audit Quality Factors) as well as two questions related to methods of 

evaluating their effectiveness. An opinion was also sought on the importance of quality of 

financial reporting to Internal Audit’s work. 9 out of 10 questions on Quality Factors were 

split into three firm years, starting with the most recent closed financial year. In order to 

match the results of the secondary research, the survey was designed to collect information 

for 3 firm years for the purpose of the exploratory study and, due to the nature of the 

Dechow and Dichev method, 2 firm years for the purpose of statistical analysis.  

Part one of the survey contained questions pertaining to the quantitative 

characteristics of the Internal Audit departments. While these were directly related to the 

Quality Factors identified earlier (see: 2.4.2) the order of the questions was changed to help 

with the survey completion. This group of questions was aimed at establishing facts that 

would enable the assessment of the subsidiary hypotheses H2 – H11 (listed in table 2) as 

well as presenting a more detailed picture of Internal Audit in Irish non-financial PLCs. 

Participants were asked to select their answer from a set of predetermined, exclusive (non-

overlapping) options. For the purpose of presenting the picture of Internal Audit in Ireland 

the results were examined in a descriptive manner as well as analysed statistically in order 

to test the subsidiary hypotheses (where possible). 
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In the second part of the survey respondents were asked to describe how Internal 

Audit effectiveness is assessed in their organisations and how do they assess it themselves. 

The two questions were open-ended and gave participants complete freedom in 

formulating their answer therefore this part of the survey has a qualitative character. The 

purpose of this section was to obtain a picture of how Internal Audit effectiveness is applied 

in practice as well as investigate whether themes on effectiveness present in the literature 

are reflected in the experience of Internal Audit professionals in Ireland. The responses 

were coded and then organised in themes according to motifs from the literature – 

theoretical thematic analysis (Braun and Clarke, 2006).  

Another question in the second part of the survey sought participants’ an opinion 

whether they would consider the Internal Audit Function effective if the quality of financial 

reporting produced by the organisation was low. Respondents were given four options using 

the Likert scale; the neutral option was dropped as to force the respondent to take the side 

and provide a meaningful opinion avoiding a middle-point bias (Saunders et al, 2016). As it is 

evident from the literature review a significant discussion on the role of Internal Audit is 

currently ongoing. This question was designed to measure the importance of financial 

reporting to Internal Audit’s work, hence indicating how relevant the effectiveness measure 

of Quality of Financial Reporting could be to practitioners.  

In relation to survey design: data requirements table is included in Appendix 2, the 

link between investigative questions, hypotheses and survey questions is presented in 

Appendix 3, survey template with the choice of available answers is attached in Appendix 4 

and the information sheet for participants in Appendix 5.  
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The survey was delivered and results gathered via an online survey tool – 

SoGoSurvey. This tool was selected from a pool of possible options thanks to the most 

transparent privacy policy, ease of use and general suitability to deliver the survey content 

(i.e. ability to craft the questions and response options in a manner consistent with the 

survey design). The tool was tested by a means of a test survey with a sample of finance 

professionals.  

3.3.3 Ethics 

Research undertaken posed a low risk to participants, researcher or society. No 

vulnerable research groups were involved and information sought was not of a sensitive 

nature. However, due to research design and data analysis requirements, the survey was 

not anonymous. Therefore participants’ responses and companies could be matched which 

posed data protection risk. Measures taken to protect the identity of the respondents 

included: 

- returned questionnaires securely stored and accessible only to the researcher 

- the final study contains only aggregate data which will make identification of 

particular companies and matching with survey results impossible9 

- survey responses deleted from the survey tool within 3 months from the submission 

of the dissertation 

- survey data destroyed after a year from completing the research 

 

 

                                                           
9
 Please note that in order to respect this commitment the raw data files (survey and workings) uploaded to 

Moodle have the relevant fields blacked out and password protected.  
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4. Results 

1.1 Internal Audit Function in Irish non-financial PLCs – an overview 

This part contains the results of the exploratory study on Internal Audit function in 

non-financial companies listed on the Irish Stock Exchange (Euronext Dublin). It includes 

both the results of secondary and primary research.  

4.1.1  Non-financial publicly listed companies in Ireland  

While the companies included in the research are considerably varied in terms of 

size or industry, the vast majority of them (79%) operate on an international scale (e.g. 

Ryanair, Total Produce, Mincon, Applegreen) and some even have Head Quarters located 

outside of the country (e.g. Open Orphan, Tullow Oil, Petroneft). Only a small number of 

organisations focus on a single territory – either the local Irish market (Glenveagh 

Properties) or another market outside of Ireland. These are predominantly mining 

companies like Kenmare Resources in Mozambique or Petroneft in Russia. The companies 

operate in quite diverse industries – from basic materials and energy through customer 

products and services to health care and technology (a split of companies by industry is 

presented in figure 2). 

However, in the context of this study size seems to be the most relevant factor. The 

smallest company (VR Education Holdings) with just over 3 Million of Total Assets is over 12 

thousand times smaller than the biggest company (CRH) with Total Assets of over 37 Billion 

Euros. Value of Total Assets of all companies included in the study was over 108 Billion Euro. 

A full list of descriptive statistics in relation to company size (Total Assets as per the last 

financial year) is included below in table 3.  
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 Figure 2. Number of companies per industry 

The picture is severely skewed right as mean value is significantly larger compared to 

the median. It is not surprising considering the fact that the two largest companies (CRH and 

Ryanair) account for 47% of the total value of assets listed. Adjusting the picture by 

removing the four most extreme results (two largest and two smallest – 12% reduction), 

Table 3. Company size – descriptive statistics 

All companies – Total Assets 

Mean                                 3,273,885,980.62  
Standard Error                                 1,217,407,001.16  
Median                                    591,800,000.00  
Standard Deviation                                                                                     6,993,470,784.52  
Sample Variance     48,908,633,613,983,500,000.00  
Skewness                                                          3.94  
Range                              37,306,952,600.00  

Minimum                                         3,047,400.00  
Maximum                              37,310,000,000.00  
Sum                            108,038,237,360.47  
Count                                                       33.00  

 

while improves the situation, does not completely resolve the issue and the mean remains 

almost four times greater than the median signifying major outliers in the high end of the 
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distribution (see table 4). This is confirmed by a positive skewness value indicating that data 

is skewed towards the right (high end).  

Table 4. Company size – descriptive statistics (trimmed mean) 

Total Assets – Trimmed Mean 

Mean                                 1,981,651,912.43  
Standard Error                                    540,573,676.32  
Median                                    591,800,000.00  
Standard Deviation                                 2,911,078,337.40  
Sample Variance        8,474,377,086,480,700,000.00  

Skewness                                                          1.72  
Range                                 9,915,806,000.00  
Minimum                                         9,194,000.00  
Maximum                                 9,925,000,000.00  
Sum                              57,467,905,460.47  

Count 29 

 

To better illustrate the population distribution in regards to size, companies were split 

into seven categories depending on their Total Assets (TA):  

1. TA of less than 10 Million Euro,  

2. TA between 10 and 100 Million,  

3. TA between 100 and 500 Million 

4. TA between 500 Million and 1 Billion 

5. TA between 1 and 5 Billion 

6. TA between 5 and 10 Billion 

7. TA of over 10 Billion 

The most populous categories are two and five with 7 companies each (figure 3).  
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 Figure 3. Distribution by size 

List of companies extracted from the Irish Stock Exchange website included 

companies listed on Euronext Dublin and Euronext Growth (see Appendix 1 for details). 

Euronext Dublin is an EU regulated market suitable for larger, more mature companies 

while Euronext Growth is a non-EU regulated market suited to companies in earlier stages of 

growth (Irish Stock Exchange, no date). The number of companies listed on Euronext Dublin 

included in the extraction was fifteen, while eighteen were listed on Euronext Growth. As 

expected, there is a significant difference in the average value of Total Assets of companies 

listed on both markets. The average value of Total Assets in the last financial year for the 

companies listed on the main Euronext Dublin market was over 6.7 Billion Euro, whereas the 

same figure was only just above 405 Million Euro for the Euronext Growth companies 

(figure 4).  
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Figure 4. Average Total Assets in 000s Euro per Euronext market 

The biggest company on the Euronext Growth market (Applegreen) had just under 2 

Billion Euros of Total Assets in its most recent financial year (2019) which brings it very close 

to the 6th non-financial company on the main Euronext market (Dalata Hotel Group) with 

1.98 Billion Euros. The scatter plot per market is shown in figure 5 (5 biggest companies 

removed). 

Reflecting their diverse nature companies listed on Irish Stock Exchange report their 

figures in three different currencies: EUR, GBP and USD. For the purpose of this study values 

reported in GBP and USD have been converted into EUR at the rate of the date of the 

relevant financial statement10. 

 

                                                           
10
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 Figure 5. Euronext companies by market and size 

4.1.2 Internal Audit presence and Corporate Governance environment 

Research showed that Internal Audit is not universally present in Irish listed 

companies. In the population of thirty three non-financial companies, twenty companies 

maintained some form of Internal Audit Function – five of them outsourced and fifteen in-

house11 (see figure 6). Despite the lack of disclosure requirements regarding the presence of 

Internal Audit Function all companies that maintain it disclosed that fact in their Annual 

Reports; all companies that had no mention of Internal Audit did not, in fact, maintain it 

(which was specifically confirmed in the course of the research). In the population of 

companies not maintaining Internal Audit eight companies openly disclosed that fact in their 

Annual Reports stating the reasons for doing so, while five had no mention.  Interestingly, in 

                                                           
11

 In the year of the previous Annual Report, however the picture did not significantly change in the following 
year with one company setting up its own in-house department instead of outsourcing.  

 -

 1,000,000

 2,000,000

 3,000,000

 4,000,000

 5,000,000

 6,000,000

 7,000,000

0 5 10 15 20 25 30 35

Companies by market and size 

Euronext Growth Dublin

Euronext Dublin



46 
 

the context of Corporate Governance all companies had set up an Audit Committee, 

however with varying degrees of independence.  

 
Figure 6. Internal Audit presence in Irish non-financial PLCs 

Among the companies that do not maintain Internal Audit Function only one is listed on the 

main Euronext Market (Datalex). Three out of five outsourcing companies are listed on the 

Euronext Growth and only three out of fifteen companies with in-house Internal Audit 

department belong to this group. The average size of Total Assets for each category rose 

exponentially – from 91.7 Million for “not present” companies, through over half a Billion 

for “outsourced” and over 6.5 Billion for “in-house” companies12 (figure 7).  

The above analysis suggests a strong connection between the presence of Internal 

Audit Function and the company size. The biggest company without Internal Audit (Abbey 

PLC) is still smaller than the smallest one with an in-house Internal Audit Function present 

(Uniphar). Outsourcing seems to be popular among mid-size companies (a graphic 
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representation can be seen in figure 8) and possibly a transition stage before establishing an 

in-house Internal Audit Department.  

  
Figure 7. Internal Audit presence in relation to average Total Assets 

 

 Figure 8. Relative size of companies by Internal Audit Presence 
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4.1.3 Internal Audit Quality Factors in the Irish setting 

There were fifteen companies with an in-house Internal Audit function surveyed; five 

responses were received which accounts for 33% response rate and fifteen firm years for 

exploratory analysis. This compares relatively well to other studies, for example Gros et al. 

(2016) with a 5% response rate (however with a higher absolute number). 

The results of the survey of Chief Audit Executives are presented below:  

1. Internal Audit Charter 

All respondent companies had an Internal Audit Charter present in all three years 

surveyed 

2. Functional reporting  

In FY 2019 all Chief Audit Executives reported to Audit Committees however in the 

previous two years 20% (one company) reported to Management.  

3. Meetings with Audit Committee  

Frequent meetings between Chief Audit Executives and Audit Committees are 

commonplace in Irish PLCs with 73% of responses reporting more than five meetings 

in a financial year.  

4. Quality Assurance Program 

The situation with regards to the Quality Assurance Program is more complex – the 

IIA’s requirement of regular external quality verification of the Internal Audit 

departments was met in 60% of the responses for FY 2019, with one company 

introducing external certification that year. Overall 40% of companies conducted 

internal verification, while 20% had no assurance program in place.    
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5. Audit Plan completion 

The percentage of Audit Plan completion was very high with all respondent 

companies achieving over 80% of completion in all years surveyed and 60% achieving 

in the range of 91-100% completion rate. 

6. Assurance vs advisory work and other assignments 

Assurance work dominates the scope of Internal Audit departments in Irish non-

financial PLCs with 60% of responses placing it in a 91 – 100% range and the lowest 

recorded figure being 61 – 70% for only one year in the sample.  

7. Internal Audit staffing  

The picture for Internal Audit Function staffing is much more varied with 20% of the 

responses in the 3 or less range, 33% between 7 and 9 and 47% with 10 or more 

Internal Audit employees in a financial year. An upward trend of strengthening the 

Internal Audit team was noticed in case of one company, the other remaining stable. 

A direct link between the size of the Internal Audit department and company size 

was not noted with the biggest company in the middle range.  

8. Professional Qualifications 

40% of responses regarding certification of Internal Audit staff matched the 

responses regarding the total number of Internal Auditors, in 60% of cases the 

number of certified staff was lower than the total number of internal Audit staff. In 

case of one company the percentage was significantly lower at between 30 and 38%, 

the remaining responses placed companies in approximately 70% certified staff 

range. 
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9. Training 

Average hours of training available to Internal Audit staff varied significantly 

between companies: from less than 8 hours per day up to between 57 and 80 days 

on average per year. The most popular answer was in 25 to 40 hours bracket (46% of 

responses) 

10. Internal Audit Function age 

Internal Audit function in the respondent companies was rather mature with 60% of 

companies having established it 10 or more years ago; the youngest was 6 years old 

(as of 2019) 

4.2  Quality of Financial Reporting as a measure of Internal Audit effectiveness  

This part contains the results of statistical analysis of the data gathered in the 

secondary research of companies Annual Reports as well as primary research of Chief Audit 

Executives (survey). 

4.2.1 Descriptive statistics 

In order to conduct regression analysis as per modified Dechow and Dichev model of 

Accruals Quality (proxy for Quality of Financial Reporting) financial data for the group of 

thirty three companies for two relevant years were gathered (four firm years in total). Three 

observations have been removed as the figures were incomplete so this gave a total of 63 

observations that were a subject to statistical analysis. Unscaled figures in 000s Euro were 

used for the regression conducted in MS Excel.  
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Descriptive statistics for the regression are presented below in table 5. Data shows 

that the average change in Working Capital in the sample was 20,172,708 Euro and the 

average value of the Fixed Assets (Property/Plant/Equipment) 1,180,750,900 Euro. 

Table 5. Descriptive statistics  

 

4.2.2 Inferential statistics 

For the given set of observations, the model overall was highly significant at 1% and 

its explanatory power strong at 71% (R Square = 0.71570; adjusted R Square 0.69076) – 

table 6. 

Table 6. Inferential statistics - ANOVA 
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Table 6 shows that among the five variables used in the regression two were found 

significant in the available dataset at 1% - Cash Flow from Operations in current year (CFO N 

– P-value of 0.0000000002) and subsequent year Cash Flow (CFO N+1 – P-value  of 

0.0000000081). As expected and in agreement with results of previous research (Dechow 

and Dichev, 2002; McNichols, 2002), current year Cash Flow from Operations is negatively 

correlated with changes Working Capital. In the same time, subsequent year Cash Flow from 

Operations is positively correlated. Contrary to preceding results prior year Cash Flow from 

operations is negatively related to the dependent variable and not statistically significant (P-

value of 0.30006). In opposition to results of McNichols (2002), current year Changes in 

Revenue are negatively correlated with changes in Working Capital and Fixed Assets (PPE) 

are positively correlated; both variables are not significant at 0.68 and 0.43 respectively for 

this particular group of companies and observations13.  

Table 6. Inferential statistics – variables section 

 

Following the Dechow and Dichev method, in order to calculate Accruals Quality for 

the group and sub-groups, further analysis of the residuals from the regression was 

conducted. Standard deviation of residuals for the 63 observations was 51,362 (in 000s 

Euro). However, the scale of the residuals in actual figures will strongly depend on the size 

                                                           
13

 This raises some doubts about the modifications introduced to Dechow and Dichev model by McNichols. As 
a control measure another regression was run in accordance with the original version but the results obtained 
were very similar in both cases and a decision was made to continue with the modified version.  
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of the company as it is obvious that the scale of changes in Working Capital depends on the 

size of the organisation. Therefore to account for this, residuals obtained from the 

regression model were scaled by Total Assets. The scaled figure for the standard deviation 

of residuals was 0.85890 for a total of 63 observations.  

According to Dechow and Dichev, the smaller the standard deviation of residuals the 

higher is the Accruals Quality. Therefore, if the hypotheses H1 and H0 were to be confirmed 

the standard deviation figure for the companies with the Internal Audit Function present 

should be smaller than those that do not maintain Internal Audit Function. In order to test 

that, the companies were divided into two groups depending on the presence of the 

Internal Audit Function. Scaled figure for standard deviation of residuals for the companies 

with Internal Audit Function present (39 observations) was 0.06570 while for those without 

(24 observations) the figure was 1.42765.  

In order to test whether the Internal Audit outsourcing has an effect on the Quality 

of Accruals (hypothesis H12) the companies that maintain Internal Audit Function were 

further divided into two groups – those that outsource and those who maintain an in-house 

Internal Audit department. The scaled figure for standard deviation of residuals for the first 

group of companies (9 observations) was 0.13542 while for the second (30 observations) 

0.03345. Summary results for all three types of observations are presented in figure 9. 

Taking the significance of company size under consideration, average figure for Total Assets 

was calculated for each group under investigation as a control measure. Average Total 

Assets for the observations without the Internal Audit function was 97.8 Million Euro, for 

the observations pertaining to companies that maintain it was 4.9 Billion Euro; average Total 
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Assets for observations for companies that outsource their Internal Audit was 486 Million 

and for those that have it in-house was almost 6.3 Billion.  

  

Figure 9. Standard deviation of scaled residuals according to Internal Audit presence  

4.2.3 Survey results 

In addition to the statistical analysis of financial data, opinions of Chief Audit 

Executives on the importance of Quality of Financial Reporting in assessing Internal Audit 

effectiveness were sought in the survey (question 11). Respondents were asked to pick one 

of the answers from four available options depending on their answer to the following 

question: “Would you consider Internal Audit Function to be effective if the quality of 

financial reports produced by the organisation was low?” Available responses were ordered 

from strong objection through moderate objection and moderate agreement to strong 

agreement (Likert scale). 80% of respondents strongly disagreed with the proposition that 

Internal Audit could be considered effective even if the quality of financial reporting was 

low.  

In the absence of universally accepted measure of Internal Audit effectiveness 

(Arena and Azzone, 2009; Bednarek, 2017) survey respondents were asked about the ways 
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their organisations assess the effectiveness of their departments’ work and how do they 

view it themselves14. In regards to the first question, the most popular theme was related to 

stakeholder satisfaction, mainly in relation to the Audit Committee (but also management), 

frequently using the means of a satisfaction survey. Assessing and addressing key risks as 

well as anticipating control issues also featured among the responses. Another reoccurring 

measure was the delivery of an audit plan. Feeding talent into the organisation was also 

important to some Chief Audit Executives as were matters related to their teams (employee 

engagement and proper resourcing). The theme of driving changes and providing challenge 

to the management also appeared in the responses. Interestingly, satisfying the (external) 

quality assurance was mentioned only once, similarly to adding value to the company and 

timely closing of non-compliances. Responses to second question – assessment of internal 

Audit effectiveness by the Chief Audit Executives themselves – are indeed very similar to the 

responses to the first question. Once again, the stakeholder satisfaction theme was the 

most prominent one, with the special importance given to the opinions of the Audit 

Committee.  

4.3 Internal Audit Quality Factors  

This part contains the analysis of the survey data projected on the results of the 

regression analysis (modified Dechow and Dichev model).  

H2 Relative size of an Internal Audit department is positively related to Quality of 

Financial Reporting (QFR) 

                                                           
14 survey questions 12 and 13 
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This hypothesis was tested by dividing the available observations into three groups 

based on the value of Total Assets per one Internal Audit employee15. Middle group was 

removed and the group of top 40% (higher value TA per IA staff = worse resourced) was 

compared against 40% of bottom observations (lower value of TA per IA staff = better 

resourced). Group of observations with higher values of Total Assets per 1 Internal Audit 

staff achieved higher Accruals Quality than the group with the lower value (standard 

deviation of scaled residual was 0.01043 for the top group and 0.02619 for the bottom 

group). The average value of Total Assets was higher in the top group at 6.4M versus 4.5M 

for the bottom group. 

H3 Certification of Internal Audit staff is positively related to QFR 

The same method was employed to test hypothesis H3. The group of top companies 

in terms of the value of Total Assets per certified Internal Audit employee achieved higher 

Accruals Quality – standard deviation of scaled residuals of 0.01202 versus 0.02619 for the 

bottom group. It should be noted however that the average value of Total Assets for both 

groups was very similar at 4.6 and 4.5 Billion Euro respectively.  

H4 Internal Audit staff training is positively related to QFR 

This hypothesis was tested by dividing the observations into two categories: 

companies that afforded their Internal Audit staff less than 40 hours of training per year and 

companies that offered between 57 and 80 hours. It should be noted that there were no 

middle observations in the sample (between 41 and 56 training hours) which makes the 

differences in training opportunities between the two groups of companies significant. The 

group of companies with higher levels of training achieved better Accruals Quality – 

                                                           
15

 In case of responses “3 or less” and “10 or more” it was assumed that the number was 3 and 10 respectively. 
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standard deviation of scaled residuals of 0.01043 vs 0.01955 for the group with less training 

opportunities. However, the average value of Total Assets for the “high training” companies 

was also visibly higher at 6.4 versus 4.9 Billion Euro for the “low training” companies. 

H5 Internal Audit Charter is positively related to QFR 

Not tested because of uniformity of responses. 

H6 Functional reporting to Audit Committee is positively related with QFR 

Not tested because of uniformity of responses. 

H7  Frequent meetings with the Audit Committee are positively related to QFR 

Not tested because of uniformity of responses. 

H8 Existence of Quality Assurance Program is positively related to QFR? 

This hypothesis was tested by comparing the group of observations with internal 

only assessment to the group that reported external assessment within the preceding five 

years, as per the Institute of Internal Auditor’s requirements. The second group achieved 

marginally higher Accruals Quality at 0.00907 standard deviation of scaled residuals versus 

0.01202 for the first group.  

H9 Efficiency in completing audit plan is positively related to QFR 

Not tested because of uniformity of responses. 

H10 Higher focus on assurance audit work is positively related to QFR 

Not tested because of uniformity of responses. 
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H11 Age of the Internal Audit Function is positively related to QFR 

This hypothesis was tested by dividing observations into two groups depending on 

the answer for 2019 – those 10 years or more (in 2019) and those between 6 and 8 years old 

in 2019. Observations for companies with more mature Internal Audit Function achieved 

higher Quality of Accruals (0.00897 vs 0.02669 standard deviation of scaled residuals) but 

the average value of Total Assets for this group was also significantly higher – 7.6 compared 

to 2.4 Billion Euro.  

 

 

 

 

 

 

 

 

 



59 
 

5. Discussion 

5.1 Internal Audit presence and Quality of Financial Reporting  

This study investigates if a relationship between the Internal Audit Function and 

Quality of Financial Reporting exists. Its main objective is to establish whether Quality of 

Financial Reporting can be used as a measure of the Internal Audit Function’s effectiveness. 

A significant positive association between the presence of Internal Audit and Accruals 

Quality (proxy of Quality of Financial Reporting) was observed.  As such, the results of the 

statistical analysis support hypothesis H1:  

H1: Presence of Internal Audit Function is positively related to Quality of Financial Reporting 

Consequently, the main research hypothesis (H0) is also supported:  

H0: There is a positive relation between the Internal Audit Function and Quality of Financial 

Reporting 

As the study is the first to apply the modified Dechow and Dichev model to this 

subject matter in a fully consistent fashion, direct comparisons to previous results are not 

possible. While Gebrayel et al. (2018) also use the same method their application raises 

some doubts. Authors investigate only two years per each company yet they seem to be 

using a firm-specific Accruals Quality measure as the dependent variable to test their 

hypotheses. For the same purpose, Dechov and Dichev require eight years and Francis et al. 

(2005) apply four years in their study. It would, therefore, seem that using only two years 

for calculating firm-specific values is not justified and raises doubts about the results 

obtained. Leaving this discussion aside, Gebrayel et al. also find a positive correlation 

between the presence of Internal Audit Function and Accruals Quality. Among research 
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using different methodology, Garcia et al. (2012) show a negative correlation between 

Internal Audit presence and discretionary accruals in the Spanish context, but Davidson et 

al. (2005) find no evidence that voluntary establishment of an Internal Audit Function leads 

to the reduction in the level of discretionary accruals in Australia (both using Jones’ model).  

Research results also support hypothesis H12: 

H12: Internal Audit Function outsourcing is related to Quality of Financial Reporting 

In this case, it was further shown that the relationship is negative - outsourcing of 

Internal Audit function is less effective than keeping it in-house. The results go against the 

intuition of Joksimovic and Ahmed (2017) that outsourcing should increase independence 

and therefore positively affect effectiveness. The study also does not support the findings of 

Arena and Azzone (2009) that outsourcing does not affect effectiveness (measure of the 

percentage of implemented recommendations). Results, however, are consistent with 

findings of Gros et al. (2016) which show that firms which maintain their own Internal Audit 

Function have significantly lower discretionary accruals.  

However, when testing hypotheses related to Internal Audit presence and 

outsourcing a significant impact of firm size was observed. This is consistent with findings of 

Dechow and Dichev (2002) that size positively affects Accruals Quality and Gros et al. (2016) 

that bigger companies maintain in-house Internal Audit and have lower discretionary 

accruals. Similarly, Davidson et al. (2005) establish that earnings management is negatively 

associated with firm size and Andre et al. (2017) conclude that a positive relationship exists 

between Internal Audit quality and size-related firm complexity. Findings of Garcia et al. 

(2012) however do not support the view that the size of the companies has an effect on 
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earnings management. In the light of the majority of findings, size seems to be a significant 

factor related to Quality of Financial Reporting and Internal Audit presence. The question 

arises – why would this be the case? Size in itself does not make financial reporting easier. 

Quite the opposite – size and scale make financial flows more complicated – Doyle et al. 

(2007) observe that additional complexity associated with size and decentralization creates 

unique challenges. A convincing explanation of this fact is that firm size is most likely linked 

to the ability to employ more resources in order to maintain high Quality of Financial 

Reporting. According to Andre at al. (2017) bigger firms have a higher demand for 

monitoring and advising and, therefore, a greater need for formal controls. This explanation 

would indeed further support the hypothesis that Internal Audit is positively related to 

Quality of Financial Reporting because bigger firms have a greater need for internal controls 

and are able to employ mere resources in this area.  

Survey results show a high level of support to the idea that Quality of Financial 

Reporting is an important factor in the Internal Audit’s work among practitioners – the 

majority would not consider an Internal Audit Function effective if the quality of financial 

reports produced by the organisation was low. It is clear that Chief Audit Executives 

consider that the work of their departments has an impact on the figures reported. As a 

consequence, it could be argued that Quality of Financial Reporting should be considered a 

legitimate measure of Internal Audit Effectiveness, at least partially.  

This study is not an attempt to present a comprehensive theory of Internal Audit 

effectiveness, but it focuses on its important element – financial reporting. A 

comprehensive theory of Internal Audit effectiveness should address both assurance and 

advisory functions included in its definition. Additionally, an external and objective measure 
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of some sort must be a part of this theory. It seems that the possibilities of applying it are 

much greater in the assurance scope. Significant role that Internal Audit fulfils in terms of 

financial assurance, in the opinion of many authors and practitioners, make the proposed 

measure of Quality of Financial Reporting a valid proposition. This should be complemented 

by an assessment of its advisory performance and it currently seems that “demand side” 

theories offer the best approach.  

As per the Internal Audit definition, the function should ultimately add value to the 

organisation. It might be argued that in this context that Quality of Financial Reporting is not 

a goal in itself because accurate reporting is not a real added value in terms of 

organisational objectives. Reliable financial reporting is a prerequisite for making the correct 

business decisions by all stakeholders. For example, Francis et al. (2005) demonstrated that 

high Accrual Quality is negatively correlated with the company’s interest expense hence 

providing added value.  

5.2 Effectiveness in practice – discussion on survey results 

Survey responses fit very well with themes present in the literature, especially 

considering the importance of stakeholder satisfaction. They match with the “demand side” 

approaches described by Lenz and Hahn (2015). While the opinion of management is also 

considered it is not as strong of a factor as the relationship with the Audit Committee. This 

would seem to confirm the views that see the Audit Committee as the main partner and 

customer of the Internal Audit Function (Gramling and Hermanson, 2009; Gebrayel et al. 

2017). What is also interesting is a significant alignment between the supply and demand 

sides’ outlooks, where Chief Audit Executives pretty much adopt the “demand side” 

methods of assessing Internal Audit effectiveness. High importance given to the stakeholder 
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satisfaction also matches with output measures proposed by Arena and Azzone (2009). Out 

of the three types of measures (process, output and outcome), process measures (namely 

ability to plan and execute audit engagements) are also featured in the responses. The 

outcome measure is less prominent with more ambiguous indicators of “adding value” or 

“considered to be a valuable function” given.  

Perhaps also feeding managerial talent into the organisation could be considered an 

outcome measure, however, the view on Internal Audit as a talent resource to the 

organisation (management training ground) was criticised in the literature as being a factor 

that impedes effectiveness. For Ege (2015) it is a negative characteristic as Internal Audit 

used in this way is perceived as being less objective by the external auditors. Expanding on 

that notion, it is clearly harder to maintain integrity and objectivity in a situation where 

employees are expected to report on the work of their potential future colleagues or 

superiors in management roles. Also, treating Internal Audit Function as a transition stage 

before an “actual” managerial career does not help with the level of organisational respect 

and acknowledgement this function needs to fulfil its role.  Another issue is that the 

constant turnover of audit staff associated with this practice is not conducive to achieving 

high quality of work and principal of continuous improvement.  

It is interesting that, while Quality of Financial Reporting is seen as a very important 

factor for Internal Audit by Chief Audit Executives, this angle that is not really considered in 

practice with the main focus being on Quality Factors or stakeholder feedback. This would 

certainly validate “demand-side” literature approaches that are based on these themes 

(Lenz and Hahn, 2015). The reason could be that the systematic investigation of Quality of 

Financial reporting, an example of which was presented in this study, is time-consuming, 
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preferably longitudinal and requires venturing outside the realm of the organisation. It 

should possibly be undertaken by a third party, an independent body like the Institute of 

Internal Auditors.  

In the context of meeting stakeholder expectations a very high focus on assurance 

work evident in the survey results is worth noting. In the PwC study mentioned earlier (PwC, 

2014) assurance work is seen only as a very basic level of Internal Audit operation. For some 

Chief Audit Executives being a “trusted partner” for the business in one of their ambitions, 

but according to PwC focusing on assurance results in a fairly low level of stakeholder 

satisfaction. Either there is a big difference between the expectations of stakeholders in the 

Irish PLCs compared to the PwC results or perhaps chief Audit Executives do not have a good 

understanding of what how their role is really perceived. A survey of Internal Audit 

stakeholders in Ireland could certainly bring an interesting perspective to this topic.  

5.3 Internal Audit Quality Factors  

Another research objective was to investigate which Internal Audit Quality Factors 

can have a significant influence on Quality of Financial Reporting. Unfortunately, the inquiry 

was inconclusive in regards to a number of hypotheses because of uniformity of responses: 

H5: Internal Audit charter is positively related to Quality of Financial Reporting – not tested 

H6: Functional reporting to Audit Committee is positively related to Quality of Financial 

Reporting – not tested 

H7: Frequent meetings with AC are positively related to Quality of Financial Reporting – not 

tested 



65 
 

H8: Existence of Quality Assurance Program is positively related to Quality of Financial 

Reporting – main hypothesis not tested; effects of internal-only versus external 

assurance program on Accruals Quality were tested instead but the results are 

inconclusive. 

H9: Efficiency in completing the audit plan is positively related to Quality of Financial 

Reporting – not tested 

H10: Higher focus on assurance audit work is positively related to Quality of Financial 

Reporting - not tested 

Two subsidiary hypotheses were tested and not supported by the results: 

H2: Relative size of Internal Audit department is positively related to Quality of Financial 

Reporting – a group of observations with higher values of Total Assets per one Internal 

Audit staff achieved higher Accruals Quality than the group with the lower value.  

H3: Certification of Internal Audit staff is positively related to Quality of Financial Reporting 

– group companies with higher values of Total Assets per certified Internal Audit 

employee achieved higher Accruals Quality. 

As mentioned earlier, this study uses an original research design and no direct 

comparisons with previous research are possible, however some authors tested these 

characteristics using different measures and methods. Research results in the area of 

staffing do not support the hypothesis that the size of the Internal Audit department 

positively affects effectiveness which is contrary to findings of Arena and Azzone (2009). 

Possibly there is a threshold above which adding Internal Audit staff does not add any more 

value to its work; possibly staffing levels are related to the type of business the companies 
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operate in – companies with more outlets and more complex structures require more 

internal auditors regardless of the actual value of Total Assets. This area could be explored 

further in future research.  

Out of ten subsidiary hypotheses in relation to Quality Factors only two were 

supported: 

H4: Internal Audit staff training is positively related to Quality of Financial Reporting – group 

of companies with higher levels of training achieved better Accruals Quality  

H11: Age of the Internal Audit function is positively related to Quality of Financial Reporting 

– observations for companies with more mature Internal Audit Function achieved 

higher Quality of Accruals however the average value of Total Assets for this group was 

also significantly higher. 

5.4 Overview of the Internal Audit in Ireland 

Providing an overview of the Internal Audit in the non-financial companies listed on 

the Irish Stock Exchange was the third objective of this study. Results of the exploratory 

research show that the companies vary significantly in terms of size and industry. It was 

noted that the adoption of the Internal Audit Function is not universal and strongly related 

to firm size. Outsourcing seems to be a preferred choice for mid-size companies, which is 

consistent with findings of Gros et al. (2016) in the German context. Outsourcing could be 

seen as a transition stage into establishing an in-house Internal Audit department. Examples 

to support this observation can be Origin Enterprises which transitioned from “outsourced” 

to “in-house” in the financial year 2019 and CPL resources which transitioned from “not 

present” to “outsourced” in the financial year 2018. Voluntary disclosure of Internal Audit 
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presence is common among the companies that maintain it. It indicates that these 

companies see it as a valuable asset that they are eager to communicate with their 

shareholders. On the other hand, questions arise about the motivations of companies that 

do not disclose the fact they do not maintain Internal Audit.  

Universal adoption of the Internal Audit charter shows that it is an important tool 

used to establish and empower the Internal Audit Function in the organisation. According to 

Regoliosi and d’Eri (2014) it is one of the characteristics of a high quality Internal Audit 

department. The exploratory results also show a widespread acceptance of the functional 

reporting of Internal Audit to the Audit Committee. Additionally, a documented transition 

from functional reporting to management into reporting to Audit Committee in case of one 

of the companies surveyed further strengthens the notion that this is considered the 

appropriate reporting line for an Internal Audit Function in Ireland. Regular meetings with 

the Audit Committee are standard practice in all respondent companies which positively 

compares to results of Garcia et al. (2012) in the Spanish context where only 43% of 

companies maintained regular meetings in the years 2003 – 2006. Internal Audit Function is 

usually a mature one with more than 10 years of age reported in 60% of cases; in this 

instance, Regoliosi and d’Eri (2014) assign the maximum score for this characteristic. There 

is a strong focus on assurance work of Internal Audit departments in Ireland and the 

percentage of Audit Plan completion is usually very high.  

There was an observable difference in terms of training opportunities awarded to 

Internal Audit staff most likely related to the company size and available resources as the 

statistical analysis revealed.   
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5.5 Research limitations and directions for further research 

By far the biggest limitation of this research is the population size of the non-

financial companies listed on the Irish Stock Exchange. Even though financial information for 

four firm years had been gathered and two years analysed (according to the modified 

Dechow and Dichev model) it only gave 63 observations raising doubts about possible 

generalisations of results. Because not all of these companies maintain an Internal Audit 

Function even more limited number of companies could be surveyed. Even with a relatively 

high response rate (33%), the absolute number of responses was low. This limitation could 

be addressed by increasing the scope to include companies listed on the London Stock 

Exchange for example (or another larger stock exchange for that matter). As detailed 

financial information is necessary the scope of the research would most likely have to 

include listed companies; private companies are also far less likely to maintain an Internal 

Audit Function.  

Due to the size limitation, current research did not succeed to appropriately evaluate 

Quality Factors in relation to the Internal Audit effectiveness and the results (where the 

analysis was attempted) could be random and should, therefore, be treated with great 

caution. The question which Internal Audit characteristics (Quality Factors) are particularly 

important to its effectiveness is an important one and should be attempted in future 

research based on a bigger sample of companies.  

Also, the choice of Quality Factors used in the research can be questioned. While 

extensive research of available literature was conducted, in order to establish a set of most 

important factors, the survey results showed that for example treating Internal Audit as a 
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managerial training ground is a common practice and its effects on Internal Audit 

effectiveness should be investigated closer.  

Another limitation noted in the survey analysis stage is the wording of the questions, 

especially in relation to Internal Audit staffing and certification. While grouping bottom and 

top answers into categories (“3 or less” and “10 or more”) made the survey easier to 

complete, it made it impossible to precisely calculate a ratio of Total Assets/Total number of 

employees per one Internal Audit employee as well as calculating a ratio of certified staff 

versus non-certified. A straight numerical answer should have been used instead.  

In terms of more general issues of research design Arena and Azzone’s (2009) 

observations are particularly valid. When discussing the outcome type measures of Internal 

Audit effectiveness, they warn that the contribution of each factor to the final output may 

not be isolated easily. Also in case of this research other factors may influence the Quality of 

Financial Reporting, specifically the work of external auditors or the competence of the 

accounting departments themselves. These variables are difficult to measure and perhaps 

should be considered in future research.  

Focus on Financial Reporting as the main function of Internal Audit can be disputed; 

specifically it could be claimed that it is too narrow and it ignores the advisory function of 

Internal Audit. The problem here is that Internal Audit effectiveness would be very hard to 

objectively measure in this respect. Even if this criticism was valid, financial assurance that 

Internal Audit provides should be a component of any theory of Internal Audit effectiveness 

for reasons explained when discussing its role in Corporate Governance. Hence findings of 

the research remain valid.   
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Dechow and Dichev’s approach to Accruals Quality has certain methodological 

limitations – it is restricted to current accruals and affected by the type of industry and 

business cycle. Due to this fact, financial institutions are not covered in the majority of 

empirical research, including those using the Jones’ method. This is a major limitation as the 

role of financial assurance is of paramount importance in these companies. Further research 

should concentrate on designing a methodology to allow for an assessment of financial 

reporting quality in the financial sector.  

5.6 Conclusion 

Using a pioneering research design this study contributes to the existing literature by 

showing a positive relationship between the presence of Internal Audit Function and 

Accruals Quality among non-financial PLCs in Ireland. Research results also indicate that 

outsourcing negatively affects Accruals Quality (a proxy for Quality of Financial Reporting), 

however in both cases company size is an important factor.  Chief Audit Executives agree as 

to the importance of financial assurance in Internal Audit’s work, however, this is not 

reflected in the existing work practices.  

Adoption of the Internal Audit Function is not universal in this territory and its 

presence is also strongly related to company size. Internal Audit departments place strong 

emphasis on the assurance function, widely implement Internal Audit charter and functional 

reporting to the Audit Committee. Internal Audit outsourcing is more common in mid-size 

companies and could be seen as a transition stage before setting up an in-house 

department.  

This research has also practical implications for the following categories of 

stakeholders: 
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a) Boards of Directors/Audit Committees – by clearly demonstrating benefits of the 

function and therefore justifying the expense 

b) Internal Audit professionals – by demonstrating usefulness of the Internal Audit 

Function therefore strengthening its position within organisations  

c) Regulators – by potentially making a case for more comprehensive inclusion of 

Internal Audit Function in Corporate Governance codes and Internal Audit 

disclosures in annual reports.  

d) Investors – by providing another factor in making investment decisions (i.e. presence 

of Internal Audit Function as a major contributor to reliability of financial reports) 
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7. APPENDICES 

Appendix 1. Non-financial Euronext companies as of 18 April 2020 
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Appendix 2. Data Requirements Tables  
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Appendix 3. Data – Hypotheses – Questions  
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Appendix 4. Survey template with the choice of answers  
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Appendix 5. Information sheet for participants  

Quality of Financial Reporting as a Measure of Internal Audit Effectiveness 

A study of Irish non-financial PLCs 

Dear Sir/Madam 

You are being asked to take part in a research on Internal Audit effectiveness in Irish non-financial PLCs.  

The objective of the study is to test whether a relationship exists between Internal Audit Function and quality 

of financial reporting measured through a proxy of accruals quality. In the course of the research it will also be 

considered which Internal Audit characteristics in terms of resourcing, independence and process can have 

particular significance. This is also one of the very few research on Internal Audit conducted in the Republic of 

Ireland and will provide an overview of the Internal Audit Function possibly not available from any other 

source. 

The research is supervised by Philip Hickey and has been approved by Dublin Business School Research Ethics 

Committee. It is also endorsed by the Chartered Institute of Internal Auditors.  

WHAT WILL HAPPEN   

In this survey you will be asked to state details related to selected characteristics of the Internal Audit Function 

in your organisation as well as to express views on the subject of Internal Audit effectiveness.  

TIME COMMITMENT   

The study should typically take around 10 minutes to complete.     

PARTICIPANTS’ RIGHTS   

You may decide to stop being a part of the research study at any time without explanation required from you.  

You have the right to ask that any data you have supplied to that point be withdrawn / destroyed.      

You have the right to omit or refuse to answer or respond to any question that is asked of you.     You have the 

right to have your questions about the procedures answered.  

If you have any questions as a result of reading this information sheet, you should ask the researcher before 

the study begins.     

CONFIDENTIALITY/ANONYMITY   

The data I collect does not contain any personal information about you except the organisation you work for 

and your position within the organisation. While your responses will have to be matched with the publicly 
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available financial information per each company, the analysis will be conducted on an aggregate basis for 

categories rather than individual organisations. The researcher alone will be the only person with access to the 

responses and the dissertation will only present general findings of the research. The responses will be deleted 

from the survey platform (SoGoSurvey) within three months from the submission of the dissertation to Dublin 

Business School and the survey reports recoding individual responses will be destroyed within one year from 

submission. 

Results of the research may be shared with participants, Chartered Institute of Internal Auditors and other 

third parties interested in the subject.   

FOR FURTHER INFORMATION   

I or my research supervisor Philip Hickey will be glad to answer your questions about this study at any time. 

You may contact my supervisor at Philip.hickey@dbs.ie  

INFORMED CONSENT FORM 

PROJECT TITLE:       

Quality of Financial Reporting as a Measure of Internal Audit Effectiveness 

A study of Irish non-financial PLCs 

PROJECT SUMMARY:            

Research objectives are (1) to test whether a relationship exists between Internal Audit Function and quality of 

financial reporting measured through a proxy of accruals quality; (2) if objective 1 is confirmed to establish 

which Internal Audit characteristics in terms of resourcing, independence and process can have particular 

significance; (3) to provide an overview of the Internal Audit Function in Ireland.             

By completing this questionnaire, you are agreeing that: (1) you have read and understood the Participant 

Information Sheet, (2) questions about your participation in this study have been answered satisfactorily, (3) 

you are aware of the potential risks (if any), and (4) you are taking part in this research study voluntarily 

(without coercion). 
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