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Abstract

This research investigates the multifaceted role of internal audit functions in advancing corpo-

rate governance objectives, with a particular focus on the integration of behavioral and technological

dimensions often overlooked in traditional frameworks. While existing literature predominantly ex-

amines internal audit through compliance and risk management lenses, this study introduces a novel

conceptual model that positions internal audit as a dynamic, interactive agent within the governance

ecosystem. We propose that effectiveness is not merely a function of structural independence or pro-

cedural rigor, but is critically mediated by the audit function’s capacity for cognitive alignment with

the board and senior management, its strategic influence on organizational culture, and its adaptive

use of technology for governance intelligence. Through a qualitative multi-case study methodology

involving in-depth interviews and documentary analysis across twelve diverse organizations, we

uncover that the most effective internal audit functions employ a repertoire of ’soft’ influencing tac-

tics, foster a culture of transparent dialogue beyond formal reporting lines, and act as early sensors

for emerging governance risks. Our findings challenge the prevailing ’assurance-centric’ paradigm

by demonstrating that internal audit’s greatest contribution to governance may lie in its ability to

facilitate learning, shape ethical decision-making norms, and bridge cognitive gaps between over-

sight bodies and operational management. The study concludes by offering a revised framework for

assessing internal audit effectiveness, one that balances traditional metrics with behavioral and rela-

tional indicators, thereby providing a more holistic tool for boards and regulators seeking to optimize

this critical governance mechanism.
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1 Introduction

The landscape of corporate governance has undergone significant transformation over recent decades,

driven by regulatory responses to financial scandals and a growing recognition of the strategic impor-

tance of robust oversight mechanisms. Within this landscape, the internal audit function has evolved

from a traditional focus on financial controls and compliance to a broader mandate encompassing risk
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management, operational efficiency, and strategic assurance. However, despite its elevated position

within governance codes and frameworks, a persistent question remains: what constitutes true effec-

tiveness of the internal audit function in supporting overarching corporate governance objectives? This

research addresses this question by moving beyond conventional, input-output models of audit effec-

tiveness to explore the nuanced, interactive, and often informal processes through which internal audit

exerts influence and creates value for the governance system.

Traditional assessments of internal audit effectiveness have largely been anchored in structural at-

tributes, such as functional independence, unfettered access to information, and direct reporting lines to

the audit committee. While these elements are undeniably necessary, they may be insufficient conditions

for maximizing governance impact. This study posits that a significant portion of internal audit’s effec-

tiveness is derived from its socio-behavioral embeddedness within the organization—its ability to build

trust, communicate insights persuasively, and shape the ethical and risk-aware culture that underpins

formal governance structures. Furthermore, the rapid digitization of business processes presents both a

challenge and an opportunity for internal audit to reinvent its role, moving from retrospective assurance

to prospective governance intelligence through data analytics and continuous monitoring.

This paper is structured as follows. Following this introduction, we review the relevant literature,

highlighting the gap our research aims to fill. We then present our novel conceptual framework, which

integrates behavioral, relational, and technological dimensions into the understanding of audit effective-

ness. The methodology section details our qualitative, multi-case study approach. Subsequently, we

present our findings, organized around key themes emerging from the data. Finally, we discuss the im-

plications of our findings, present a revised assessment framework, and offer conclusions and directions

for future research.

2 Literature Review

The academic discourse on internal audit and corporate governance has traditionally flowed along several

distinct streams. The first, and most established, stream focuses on the compliance and assurance role.

Seminal works by Mautz and Sharaf (1961) established the philosophical underpinnings of auditing,

emphasizing evidence, due care, and reporting. This perspective views internal audit as a verification

mechanism, providing assurance to the board and audit committee that controls are operating effectively

and risks are being managed. A second stream, gaining prominence after the corporate scandals of

the early 2000s, examines internal audit as a component of the corporate governance infrastructure.
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Research in this vein, such as that by Spira and Page (2003), explores how internal audit interacts

with the audit committee and senior management, often focusing on reporting relationships and charter

mandates.

A third stream investigates the determinants of internal audit effectiveness. Studies here have exam-

ined factors like competency, size of the function, quality of audit processes, and management support

(e.g., Arena Azzone, 2004). However, these studies often rely on quantitative surveys measuring per-

ceived effectiveness against a checklist of attributes, potentially missing the complex, processual nature

of how effectiveness is enacted in practice. More recently, a nascent fourth stream has begun to apply

behavioral and institutional theories to auditing. Power (2003) critically examined the ”audit society,”

while others have started to explore the concept of ”soft” controls and the role of internal audit in orga-

nizational culture. Nevertheless, a comprehensive model that synthesizes the structural, behavioral, and

technological drivers of internal audit’s governance contribution remains underdeveloped.

This study seeks to bridge these streams by proposing that internal audit effectiveness is an emergent

property of a complex system involving formal structures, informal networks, cognitive frames, and

technological tools. It argues that the function’s ability to support governance objectives is as much

about fostering a culture of integrity and adaptive learning as it is about issuing clean assurance opinions.

3 Conceptual Framework: The Interactive Governance Agent Model

Departing from linear models, we propose the Interactive Governance Agent (IGA) model to concep-

tualize internal audit effectiveness. This model posits three interconnected dimensions through which

internal audit contributes to governance objectives: the Cognitive-Behavioral Dimension, the Relational-

Influence Dimension, and the Technological-Intelligence Dimension.

The Cognitive-Behavioral Dimension concerns the mental models and judgment processes of both

auditors and auditees. Effective internal audit functions, we argue, possess high levels of ”governance

acuity”—an ability to understand not just the letter of policies but the spirit of governance and the

strategic context of the organization. This enables them to focus on matters of substantive importance

rather than trivial compliance. Furthermore, they employ behavioral insights to design audit approaches

that encourage cooperative engagement from management, moving beyond an adversarial ”policing”

dynamic to a collaborative ”problem-solving” partnership.

The Relational-Influence Dimension focuses on the web of formal and informal relationships inter-

nal audit cultivates. Formal authority derived from charters and reporting lines provides a foundation,
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but informal influence—built on credibility, trust, and communication skill—is the engine of sustained

impact. This dimension involves the audit function’s ability to act as a trusted advisor, a facilitator

of dialogue between the board and operations, and a catalyst for ethical reflection at all organizational

levels.

The Technological-Intelligence Dimension addresses the transformative potential of data analytics,

process mining, and continuous assurance technologies. Beyond automating traditional tests, technol-

ogy allows internal audit to shift from periodic, sample-based reviews to holistic, real-time monitoring

of governance-related indicators. This transforms the function into a provider of ”governance intelli-

gence,” offering predictive insights and identifying systemic patterns that human-centric audits might

miss. In this model, effectiveness is optimized when all three dimensions are developed and aligned.

A technologically advanced function lacking relational skills may produce brilliant but ignored reports.

A behaviorally astute function without technological tools may lack the scope and depth to address

modern, digital risks.

4 Methodology

To explore the propositions of the IGA model in depth, we employed a qualitative, interpretive research

strategy based on a multiple-case study design. This approach is particularly suited to investigating

complex, context-dependent phenomena where ”how” and ”why” questions are paramount. We selected

twelve organizations from three sectors: financial services, manufacturing, and technology. Selection

criteria ensured variation in company size, regulatory intensity, and perceived maturity of the internal

audit function.

Primary data was collected through 48 semi-structured interviews conducted over a nine-month pe-

riod. Interviewees included Chief Audit Executives (CAEs), senior internal auditors, audit committee

chairs, CEOs, CFOs, and operational managers. This multi-perspective approach allowed us to tri-

angulate data and capture the perceptions of both providers and recipients of internal audit services.

Each interview lasted between 60 and 90 minutes and was guided by a protocol designed to elicit

narratives about specific instances where internal audit added value (or failed to do so), the nature of

audit-committee-management interactions, and the use of technology.

Secondary data included internal audit charters, annual audit plans, reports to audit committees,

and organizational governance documents. This documentary evidence provided context and allowed

us to compare formal mandates with enacted practices. All interviews were transcribed verbatim and
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analyzed using thematic analysis, supported by NVivo software. The analysis proceeded iteratively,

moving between the data, our conceptual framework, and emerging themes, following the principles of

abductive reasoning.

5 Results

Our analysis revealed several key themes that elucidate how internal audit functions achieve effective-

ness in supporting governance, extending far beyond traditional assurance metrics.

First, regarding the Cognitive-Behavioral Dimension, we found that the most highly regarded audit

functions consciously cultivated a ”strategic mindset.” Their planning was explicitly aligned with the

organization’s top risks and strategic objectives, as confirmed in discussions with the board. One CAE

in a technology firm described their process as ”starting with the board’s worry list, not last year’s

audit plan.” Furthermore, these functions employed sophisticated communication techniques, framing

findings not as failures but as opportunities for strengthening resilience. They invested significant time

in pre-engagement discussions to align expectations and in post-audit workshops to co-create solutions,

thereby reducing defensiveness and fostering ownership of issues by management.

Second, the Relational-Influence Dimension emerged as critically important. Effectiveness was

closely tied to the quality of the CAE’s relationship with the audit committee chair and the CEO. In

cases deemed highly effective, these relationships were characterized by frequent, informal communica-

tion—”coffee chats” and brief calls—that supplemented formal reporting. This allowed sensitive issues

to be surfaced early and contextually. Internal audit also acted as a crucial ”translator” or ”bridge,” mak-

ing technical risk and control concepts accessible to the board and, conversely, interpreting the board’s

strategic concerns for operational management. One audit committee chair noted, ”They [internal audit]

help us ask the right questions in a language the business understands, and they bring back the answers

in a way we can grasp.”

Third, the Technological-Intelligence Dimension showed significant variation. While all functions

used technology for fieldwork, only a third had advanced to what we term ”Governance Intelligence”

capabilities. These pioneers used data analytics to monitor entire populations of transactions for pat-

terns indicative of control breakdowns or ethical risks (e.g., conflicts of interest in procurement). They

provided the audit committee with dynamic dashboards showing key risk indicators, moving report-

ing from a retrospective ”what happened” to a contemporaneous ”what is happening” basis. However,

this technological advancement was most powerful when coupled with strong relational skills, as the
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interpretation of data patterns required deep dialogue with business units.

A cross-cutting finding was the role of internal audit in shaping organizational culture. Effective

functions did not see culture as an un-auditable ”soft” area. They developed innovative approaches to

assess cultural indicators, such as analyzing the tone and content of internal communications, conducting

anonymous cultural surveys, and reviewing patterns in whistleblower reports. They then used their

influential position to feed these insights into board-level discussions on tone-at-the-top and ethical

leadership.

6 Discussion and Implications

Our findings have substantial implications for theory and practice. Theoretically, they validate and

elaborate the Interactive Governance Agent model, demonstrating that the three dimensions are not just

additive but synergistic. The model provides a more holistic lens than previous frameworks, capturing

the dynamic and interactive nature of audit effectiveness. It suggests that future research should employ

more ethnographic and processual methods to unpack the micro-practices of internal audit work.

For practice, our study offers a revised framework for assessing internal audit effectiveness. We

propose that boards and audit committees should evaluate the function along the following expanded set

of indicators:

• Strategic Alignment: Degree to which the audit plan reflects strategic objectives and board pri-

orities.

• Cognitive Contribution: Quality of insights and forward-looking perspectives provided to the

board.

• Relational Capital: Strength and quality of informal networks and trust levels with key stake-

holders.

• Influence on Culture: Evidence of impact on ethical climate and risk-awareness behaviors.

• Governance Intelligence: Maturity in using data analytics for continuous monitoring and predic-

tive insights.

• Adaptive Learning: Ability of the function to evolve its approaches based on organizational

feedback and changing risks.
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This framework moves beyond checking boxes for independence and competency to assessing

the function’s actual integration into and impact on the governance ecosystem. It implies that CAEs

must develop not only technical audit skills but also capabilities in strategic thinking, communication,

relationship-building, and data science.

7 Conclusion

This research has sought to redefine the conversation around internal audit effectiveness by exploring its

behavioral, relational, and technological underpinnings. By investigating the function as an interactive

agent within the governance system, we have uncovered that its most significant contributions often lie

in areas not captured by traditional compliance metrics: in facilitating strategic dialogue, building a

culture of integrity, and providing intelligent foresight.

The primary limitation of this study is its qualitative, case-based nature, which limits statistical

generalizability. However, the depth of insight provides a strong foundation for theory development.

Future research could quantitatively test the relationships suggested by the IGA model across a larger

sample or conduct longitudinal studies to observe how these dimensions evolve over time.

In conclusion, for internal audit to fully realize its potential in supporting corporate governance

objectives, it must be nurtured and evaluated as a multi-dimensional, interactive capability. Boards,

management, and audit professionals themselves must recognize that true effectiveness is forged not

just in audit reports, but in the quality of conversations, the strength of relationships, and the intelligent

use of technology to illuminate the path toward robust and ethical governance.
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