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Abstract

As a result of the relentless competition in the current economic environ-
ment, internal audit is often called upon by organizations to assess and con-
trol risks. There have been numerous papers discussing the importance of in-
ternal auditing (IA). It is intended to add value to an organization through
independent, objective assurance and advisory services related to internal
control systems, risk management, and governance. The purpose of this pa-
per is to analyze and present: 1) the ways that internal auditing can be re-
garded as a value-adding lever for the organizations and 2) the known ways of
measurement of the additional created corporate value. Our systematic lite-
rature review and critical analysis of how internal audit contributes to value
creation allowed us to present all the research streams and measures of value
creation that are available. Following this literature review a subsequent eco-
nometric analysis of the relationship between internal audit characteristics
and added value in the context of a panel of companies will be conducted.
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1. Introduction

There has been a variety of challenges faced by companies in recent years, such
as a growing economy, increased regulation requirements, and technological
advancements that have led to a multitude of new challenges. In comparison
with the past, today’s political and economic crises tend to have a much greater
impact on the global economy and they are occurring at a much greater fre-
quency than in the past. A result of the financial crisis, according to Ruud
(2003), investors, creditors, and other groups that are interested in corporate

governance structures began to put more emphasis on corporate governance
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structures than they previously had. There is a growing concern among organi-
zations regarding the design and implementation of effective and efficient inter-
nal control systems and guidelines for risk management, as well as ensuring that
their policies and procedures are being implemented on time and efficiently. Be-
sides the corporation’s governance processes, risk management, and internal
control systems, internal auditing (IA) is considered to be an essential element
for the effective operation of the company (Anderson et al., 2012).

In spite of the fact that IA has evolved, there have been a number of critical
debates regarding its role and its value. As defined by the Institute of Internal
Auditors (ITA), internal auditing is characterized by providing assurance and
auditing services that aim to add value to an organization and make its opera-
tions more efficient (IIA, 2020). It is possible to improve the efficiency of the
firm, reduce overhead costs, and prevent loss of capital and operational risks by
performing effective Internal Audit (Alaswad & Stanisi¢, 2016). Carcello et al.
(2011), Odoyo et al. (2014), and Bhana (2013) agree that companies should be
able to add value to their Internal Audit Function (IAF) by evaluating and im-
proving risk management and operations through a systematic, disciplined ap-
proach instead of relying solely on traditional approaches. As argued by Ege
(2015), internal auditors should provide prudent advice (independent, objective
assurance and consulting activities) to support the board and management, con-
tributing to business stability and enabling business performance, and thereby
creating value by enhancing existing business processes and operations. An or-
ganization’s resources must be exploited in a dynamic and competitive envi-
ronment in order to create value for its owners and stakeholders. Therefore,
shareholders must create value by offering a return greater than the cost of in-
vestment (Cherif & Dubreuille, 2005). The creation of value can only occur
when the company adopts a governance system that promotes the achievement
of its goals. In terms of stakeholder interests, the role and position of IA are
quite complicated. Lenz and Sarens (2012) note that there are varied and some-
times unclear expectations and needs placed on IA. There are numerous differ-
ent objectives pursued by IA stakeholders, which require specific activities on
the part of IA.

In this context, we may ask the following questions: “Can internal auditing be
regarded as a value-adding lever for the organizations?” and “In what ways can
we measure the additional created corporate value that arises through the im-
plementation of the internal audit?” This prompted the researchers to explore
into the additional value that firms can obtain from having an Internal Auditing
Function.

The paper is structured as follows. Following the introduction, the second
chapter presents the methodology, the third chapter presents the literature re-
view, and the fourth chapter discusses different approaches for calculating added
value. A discussion of the relationship between internal audit and added value
will be presented in the fourth chapter. The fifth chapter concludes the article by

summarizing and providing conclusions.
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2. Methodology: Systematic Literature Review
2.1. The Literature Review Protocol

To reduce research bias, as recommended by Tranfield et al. (2003) and Kit-
chenham (2004) in any systematic review, we established a review protocol as
guidance in the SLR development (Busalim & Hussin, 2016). This helped us to
formulate the survey, the research question, the search strategy, the selection
process, the quality evaluation, the extraction of data and the synthesis of the ex-
tracted data (Kitchenham & Charters, 2007; Busalim & Hussin, 2016). With this
method, we ensured the reliability of our results (Massaro et al., 2016). Figure 1

presents the review protocol for this study.

2.2. The Literature Search Strategy

Considering the literature search strategy that we followed, for the implementa-
tion of the research paper, the approach that was used, was the one suggested by
de Geus et al. (2020), Nguyen et al. (2020) and Street & Hermanson (2019) with
our main aim being to present and highlight all those different approaches to
measure the added value (from 2000-2023), that comes from the implementation
of the internal audit function.

In the first step, based on credibility in terms of size and quality of publica-

» o« »

, “Scopus”,

» o«

tion, we used “Google scholar Web of Science”, “Academia”, “Eme-
rald”, “Research Gate”, “SSRN” and “Springer” as major electronic sources to
ensure that we recognize all qualifying studies (Nguyen et al., 2020). We per-
formed Boolean search using the keywords “Internal auditing”, “internal audit
function”, “value”, “Economic Value Added (EVA)” and “Added Value Indica-

»  «

tor”, “corporate governance” etc. (Street & Hermanson, 2019). This generated a
number set of papers.

In the second phase, we reviewed the names, abstracts, keywords, etc. we
omitted irrelevant research and languages other than English. The outcome was
a compilation of a reasonable number of papers. We excluded any duplicated
papers and retained the studies that matter the most from our point of view. The
final collection of papers consisted of 53 studies performed at national and in-

ternational level between 1996 and 2023.

2.3. Quality Assessment (QA)

To evaluate the quality of primary studies, a quality assessment is critical
(Kitchenham & Charters, 2007). A quality assessment is based on quality in-
struments. These instruments may be checklists of factors or questions to be ap-
plied to every study (Bandara et al., 2011; Kitchenham & Charters, 2007). For the
purpose of evaluating the quality of each study, we develop four quality assess-
ment criteria.
We have outlined these criteria below:
e QALl. Is the topic addressed in the paper related to internal audit and its

overall contribution to the creation of value?
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Figure 1. Review protocol.

QA2. Is the research methodology described in the paper?
QA3. Is the data collection method described in the paper?
QAA4. Are the data analysis steps clearly described in the paper?

To enhance our confidence in the credibility of the selected studies, the four

QA Criteria presented above were applied to the primary collected studies. Us-
ing three levels of quality schema (high, medium, low) (Nidhra et al., 2012), each
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study is graded according to its loading score. A study that fulfills the criterion
will receive a 2; a study that partially fulfills the criterion will receive a 1; and a
study that does not fulfill the criterion will receive a 0. High-scoring studies are
those that score above 5; medium-scoring studies are those that score below 4;
and low-scoring studies are those that score below 4. A final selection of 53 stu-
dies, all listed in the bibliography, was made after applying the QA. These crite-
ria also confirm that these 53 studies are impartial and credible and can provide
accurate observations from different countries.

In general, from the literature research, that was implemented we drew the
conclusion, that there is a continuing academic interest in the role of internal
audit, when it comes to identifying, and highlighting all those different approaches
to measure the added value, that comes from the proper implementation of the
internal audit function in businesses worldwide. The research was conducted, by

using a deep and critical analysis review literature method (Figure 2).

3. Literature Review

3.1. Definition, Roles and Prior Research of IA

According to the ITA (2020), Internal Audit is a process that evaluates and im-
proves processes related to risk management, control, and governance. It en-
sures that an organization achieves its objectives in a methodical and disciplined
way. Furthermore, Internal Audit helps achieve a higher level of effectiveness
and efficiency in governance, risk management, and control processes, thus
adding value to the organization. According to the IAA mission statement,

risk-based assurance provides objective advice and insight to protect organizational

No. of Studies

—4—No.of Studies

0 1 : ; . . .
1996 1998 2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020 2022

Source: Own Processing (2023)

Figure 2. No. of publications (1996-2023).
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value (IIA, 2020).

3.2. Identifying the Added Value
3.2.1. Development of the Corporate Governance Framework and
Methods through Internal Auditing

Besides the definition from the professional regulator, the literature offers a wide
range of possible benefits of the IAF, and therefore possible definitions of value.
Gramling et al. (2004) outline the value of IA within the development of corpo-
rate governance frameworks as a tool for monitoring and improving corporate
governance. In their research papers in 2006, Goodwin-Stewart highlights the
same perception of internal audit added value (Goodwin-Stewart & Kent, 2006).
According to Sarens and Abdolmohammadi (2011), information asymmetries
between the audit committee and management can be eliminated by IA’s moni-
toring role within company governance. The purpose of this literature circu-
lation is to track the responsibilities of the IA since neither the audit commit-
tee nor senior management are capable of auditing and monitoring all gover-
nance-related activities. In this way, internal auditing provides impartiality and

goal support.

3.2.2. Performance Improvement through Internal Auditing

A study by Al-Jaifi et al. (2017), looked at how Malaysia’s stock market liquidity
is related to corporate governance strength and discovered that firms with strong
internal audit and corporate governance had a positive impact on their stock
market liquidity.

According to Mihret (2014), internal audit is a control mechanism that adds
value by raising return on capital, as opposed to the conventional perspective.
According to Prawitt et al. (2009), internal audit decreases earnings manage-
ment, in which accounting manipulating techniques are used to produce finan-
cial statements that depict a company’s overall financial situation and financial
activities in a way that is overly positive. A true picture of the financial perfor-
mance of the business can be obtained through the internal audit function, he
concluded. The research by Carcello et al. (2017), contrary to Lin et al. (2011),
found that IA improves overall risk management. They note in their research
that IA improves internal control. The effectiveness of internal control systems is
improved by IA, according to Oussii and Taktak (2018). In this stream of re-
search, internal auditing is viewed through a “cost center” lens that results in the

creation of new value in a variety of areas.

3.2.3. Internal Auditing and Fraud Detection

The additional value of IA work is derived largely from assurance activities and
the impact they have on fraud. Thus, internal auditing is beneficial from the
point of view of the company for fraud prevention and detection (Drogalas et al.,
2017). As part of this additional value, Ma’ayan and Carmeli (2016) discovered
that internal audits can be used directly to prevent and detect fraud through
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promoting moral culture within organizations in order to prevent and detect
fraud. A positive correlation was also found between IA, fraud detection, and
strengthened internal controls systems by Coram et al. (2008).

Research on internal audit and fraud is largely based on the traditional con-
cept of internal auditors. An organization’s internal auditors look for irregulari-
ties committed by fraudsters. While internal audits aim to detect and prevent

fraud, the topic is relevant to organizations all over the world.

3.2.4. Internal Auditing and Value Creation via ESG

A There has been a rapid shift in sustainability conversations and focus, catego-

rized under environmental, social and governance (ESG) issues. From activist

investors to curious regulators, some are pushing barriers to change, while oth-
ers struggle to understand and embrace it. Organizations are being forced to
make public commitments to sustainability and provide routine updates to ESG
policies, goals, and metrics that are accurate and relevant in these new risk areas.

Internal audit’s primary role and mission is to provide independent and objec-

tive assurance and advice, which makes its involvement in ESG reporting vital

(ITA, Internal Audit’s Role in ESG, 2021). In light of the increasing importance

of ESG factors in decision-making, directors must have reliable assurances about

the effectiveness of ESG risk management, including ESG reporting. Internal

audit should provide this assurance (IIA, Internal Audit’s Role in ESG, 2021).

IIC recommends the following components as assurance that an internal audit

function can provide an ESG report (ITA, Internal Audit’s Role in ESG, 2021):

e Reporting metrics should be relevant, accurate, timely, and consistent. An
organization’s ESG efforts must be accurately described in all public sustai-
nability reports. Auditing ensures accuracy, relevance, completeness, and time-
liness of reported data. As regulatory oversight increases, this is especially
crucial.

e Ensure compliance with official financial disclosures. Regulations and inves-
tors will pay attention to any information that contradicts formal financial
information in sustainability reports.

e ESG reporting materiality or risk assessment. This can be problematic for
organizations as it can be difficult to define what «material» is. Materiality is
defined by the International Accounting Standards Board as follows: “Miss-
tatements, including omissions, are considered material if they could influ-
ence a reasonable user’s judgment based on the financial statements.” Or-
ganizations leave a lot of room for interpretation and judgment. Sustainabil-
ity efforts that scale to material level must be understood by organizations if
they are to achieve the Sustainable Development Goals.

e As a final point, ESG should be included in the audit plan. According to the
2021 North American Internal Audit Pulse, ESG and sustainability-related
tasks account for about 1 percent of most internal audit programs. As organ-

izations become increasingly aware of ESG risks and risk management, this
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needs to change.

An independent and well-funded internal audit function in consulting ensures
(ITA, Internal Audit’s Role in ESG, 2021):

e Establishing an ESG management environment. In order to mitigate ESG
risks, a competent internal audit function should include basic elements of an
effective control environment, such as recommended frameworks (e.g. COSO’s
Internal Controls—Integrated Framework). A competent internal audit can
also assist with the design of specific ESG reporting controls.

e Statistic reporting is recommended. In the context of ESG reporting risk
management, the issue of what to report is crucial. Through internal audits,
organizations are able to determine which types of data (quantitative and qu-
alitative) accurately reflect their sustainability efforts.

e ESG management consulting. It is possible for internal audit to drive ESG
management because it has a comprehensive view of risks across the organi-
zation. The unique perspective it offers can help define roles and responsibil-
ities and provide training on internal controls.

A growing number of companies view ESG as a necessity. An organization’s
well-being goes beyond its financial strategies. Metrics and strategies that reflect
environmental, social, and governance aspects are most valuable (ITA, Internal
Audit’s Role in ESG, 2021). By integrating ESG considerations into their busi-
ness strategy and risk management practices, companies can communicate how
these considerations affect their business and have a positive impact on stake-
holders (ITA, Internal Audit’s Role in ESG, 2021). Internal controls for account-
ing, reporting, and communication play an important role in an organization’s
ability to do this. By measuring, verifying, managing and reporting relevant sus-
tainability information with the same systematic rigor as financial reporting,
corporate investor and stakeholder trust will be improved, as well as organiza-
tional value and market efficiency (IIA, Internal Audit’s Role in ESG, 2021).

Internal audit can provide independent and objective assurance to this response,
as it does to financial statements. Long-term value can be created through this
holistic approach (IIA, Internal Audit’s Role in ESG, 2021).

3.2.5. Internal Auditing and Added Value

Organizational needs, technology, and the complexity of business and system
operations have changed the nature of the services internal auditors provide over
time. By providing value-added assurances and advisory services, businesses can
reduce their risk exposure, achieve objectives, and improve their operational
performance.

Research on the role of the internal auditor in creating added value of the
company is less extensive than that of internal audit and financial performance.
The first study to examine how the attributes of a value-added internal audit de-
partment differ from one organization to another and how these attributes may

be influenced by different organizational processes was conducted by Mihret and
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Woldeyohannis (2008). The researchers conducted a case study on the only pro-
vider of telecommunication services in Ethiopia, a large government-owned tel-
ecommunications company, as their research case study.

In this study, it was found that the characteristics of value-added internal au-
dit services are often determined by the risk environment in which the organiza-
tion operates, so high-risk organizations may seek to promote internal audit
consulting services. As part of the study, some key internal audit activities, such
as strategic planning and marketing of internal audit services, are also examined.
By better collaborating between the auditee and management, internal auditing
can facilitate the internal auditor’s ability to create value. Several limitations exist
in this research, such as the absence of several clear value creation variables that
could better explain the characteristics of internal audit.

Barac and Van Staden (2010) examined how the internal audit departments of
30 South African public companies contributed to the creation of added value.
The variables measured included risk management, staffing, internal audit func-
tion status, and the effectiveness of recommendations. The added value proxy
was measured using a Likert scale. It is evident from the study’s findings that in-
ternal auditing can add value to an organization. It may be difficult to generalize
these results due to the small number of companies involved in the study.

In their study, D’Onza et al. (2015) examined how internal audit activities can
add value and identified the critical components of these activities. Over 1800
internal auditors’ answers to questions were analyzed to evaluate this contribu-
tion. Internal auditing’s value added is positively related to four variables, ac-
cording to the survey. It includes independence, objectivity, adherence to the
Code of Ethics of the Institute of Internal Auditors, and its assessment of the ef-
fectiveness of internal controls and risk management. This study has a few limi-
tations, among others. Firstly, the methods for determining value added are
based on respondents’ perceptions, which may differ from reality or may be in-
fluenced by internal auditors’ overly optimistic self-evaluations. This study did
not consider all potential influences on internal audit’s ability to add value.

As a preliminary investigation, Shahimi et al. (2016) explored the types and
scope of consulting work performed by internal auditors, and the factors that af-
fect the adoption of such a role as a value addition. The study examined 13 pub-
licly traded companies, one publicly funded university, and one for-profit pro-
fessional organization in Malaysia. Results showed that internal auditors’ train-
ing, certification, and prior experience are crucial factors for generating value for
organizations. The demand for consulting services is also increasing.

Newman and Comfort (2018) studied 40 employees in leadership positions in
the audit and finance department of a Zimbabwe-based hotel management
company to investigate the role of internal auditors in adding value. A major
finding of the study was that the internal audit function positively impacts an
organization’s financial performance and adds value through its assurance and

advisory functions. There was also a positive relationship between internal audit

DOI: 10.4236/tel.2023.135074

1330 Theoretical Economics Letters


https://doi.org/10.4236/tel.2023.135074

G. L. Thanasas, S. Lampropoulos

size, competence, and experience. Qualifications for internal audits are cited as
having a negative impact. A significant limitation of this study is its use of return

on assets to calculate added value. Adding value should not be measured by assets.

4. Results-Discussion

The Existing literature identifies and discusses various ways to define and meas-
ure IA’s added value. Different determinants can be systematically classified us-

ing quantitative and qualitative factors.

4.1. Measurability of the Quantitative Factors

The In order to assess the value creation and efficiency of the IA department, a
performance measurement system can be used. Several metrics are used in the
system to determine the efficacy and efficiency of IA’s actions, as well as its value
creation (Rupsys & Boguslauskas, 2007). There are numerous key performance
indicators (KPIs) discussed in the literature (Eulerich & Lenz, 2020).

Firstly, the number of completed IA actions, i.e. IA performance can be eva-
luated using audits and audit reports (Soh & Martinov, 2011; Ziegenfuss, 2000).
IA performance is also measured by the implementation of IA recommendations
to senior management, according to Soh & Martinov (2011); Ziegenfuss (2000).
Depending on the observation period and the method of interpretation, both in-
dicators can be used to compare planning and actual numbers (Bota & Palfi,
2009; Sav¢uk, 2007; Soh & Martinov, 2011).

IA generates added value primarily through the training and technical com-
petence of its auditors. As a result, auditors’ expertise can be assessed based on
the number of certifications they hold (Bota & Palfi, 2009) or by measuring the
average amount of time they spend in training. Rupsys & Boguslauskas (2007)
propose these two measures as useful benchmarks.

In addition to the factors listed above, value creation is also related to senior
management’s demand for IA services, resulting in an increase in activity for the
IA department (Rupsys & Boguslauskas, 2007). Additionally, Roussy and Brivot
(2016) and Soh & Martinov (2011) indicate the department’s value creation
through proactive management of risks and process improvements. The effec-
tiveness of the IA department’s operational work can also be measured by actual
fieldwork hours (Rupsys & Boguslauskas, 2007). As part of the report, a detailed
time schedule for administrative tasks, audits, etc., is outlined (Bota & Palfi,
2009).

To measure value creation, Lenz and Hahn (2015) also examine the impact of
ROI activities on standard KPIs like EBITDA, liquidity ratios and EVA.

The link between internal audit and financial performance is a topic of debate
among researchers who support or disagree with the idea. Eden conducted a
study in 1996 (Eden & Moriah, 1996) to determine whether internal audit con-
tributed to organizational effectiveness. Researchers tracked the performance of

224 bank branches that were randomly selected to be put under experimental
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conditions (either audited or unaudited) for a full year. A audited entity is able
to produce better results than an unaudited entity, according to their findings.
Their conclusion was that internal audit could enhance the performance of
banks. There are, however, some limitations to the study, such as that it only
examined the banking sector, not other sectors. It also takes into account man-
agement indicators, such as accounting results, rather than relying heavily on
recent performance indicators.

An analysis conducted by Awdat (2015) identified the role of internal audit in
enhancing the financial performance of 13 Jordanian commercial banks. A ques-
tionnaire based on a “likert scale” was administered to 65 accountants. Financial
performance can be enhanced by internal auditing, according to the study. It
poses a limitation of the study that the interviewees were internal auditors, ra-
ther than auditees, who would be better suited to discuss the additional benefits
internal auditing can bring.

In a similar vein to the aforementioned survey, Alaswad and Stani$i¢ (2016)
examined the impact of internal audit on the effectiveness of organizations in
Libya. Internal audit variables, including audit committee size, independence,
auditor qualifications, and auditor experience, were examined for their effects on
financial performance. Although the other variables correlated significantly with
financial performance, the size of the internal audit committee did not show a
significant relationship. Despite promising results, this study has a number of
limitations. No consideration was given to internal auditing in any of the cases.

Based on consensus in the literature, internal audit functions have certain
qualities that make them valuable. The ROA index, which excludes the compa-
ny’s cost of capital, is also unable to accurately represent financial performance.
An analysis of 113 businesses in the financial and non-financial sectors in the
Republic of Serbia, however, claims that internal audit, through its recommen-
dations, positively impacts financial performance. A similar study on Amman
Stock Exchange-listed industrial firms was conducted by Alqadi (2017). The re-
search was primarily focused on internal audit’s independence and objectivity.
In the study, the ability of the internal auditor to monitor financial performance
was linked to its independence and objectivity.

Tapang & Ibiam (2019) investigated the use of internal audit as a lever for
commercial banks’ financial performance. Financial performance was measured
using ROA and ROE in relation to internal audit’s effectiveness in detecting
fraud. As a result of the findings of this study, internal auditing is found to help
prevent fraud, which in turn helps improve financial performance. The role of
internal audit in enhancing Cameroonian public company performance was also
examined by Boubakary (2020). By using a Likert 5-point scale based on a sam-
ple of 80 companies using a binomial logistic regression, the researcher tested
the effect of internal audit-specific variables (principal officer qualifications, size
and qualifications, level of experience, and independence) on financial perfor-

mance. While the other variables significantly and positively influenced perfor-
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mance, the qualifications of the principal officer were not a distinguishable fac-
tor.

However, other authors have rejected these findings. According to Dianita
(2015), internal audit function and corporate governance had a positive effect on
listed banks’ financial performance. An internal auditor’s influence on the fi-
nancial performance of Indonesian banks was not positive and significant in this
study. A similar study by Muchiri and Jagongo (2017) examined the effect of in-
ternal audit on financial performance of a large Kenyan firm by using ROI as a
dependent variable and independent variables related to internal audit function.
Researchers found no significant correlation between financial performance and
internal audit functions.

Hajiha and Farhani’s (2012) study stands out as the most comprehensive in
terms of the variables used to measure added value. Studying whether internal
audit functions contribute to economic value added (EVA) was the purpose of
this study. This study examined 80 manufacturing companies listed on the Te-
hran Stock Exchange between 2005 and 2009. Several independent variables
were examined, including the existence of internal auditors, the age of internal
auditors, the independence of internal auditors, the size of internal audit de-
partments, the knowledge of internal auditors, their experiences, and the expe-
riences of managers with internal auditors. Based on the findings of the study,
internal audit is positively correlated with added value in Iranian companies. Due
to the lack of consideration of other industries, such as manufacturing companies,
and the lack of adjustments to the EVA calculation, this study is limited.

4.2. Measurability of the Qualitative Factors

Metrics do not capture all determinants or data, so a different approach is needed.
A number of techniques can be used to obtain information about qualitative de-
terminants, including interviews, post-engagement surveys, and 360-degree feed-
back.

It is crucial for adding value for IA to work with the audit committee (AC)
and senior management, according to Soh & Martinov (2011). Ideally designed
reporting lines and support offered to IA are crucial to IA’s success. This helps
IA conduct audits in a timely manner and ensures that the department is ade-
quately equipped for audits by reviewing and approving audit plans, audit budg-
ets, and audit goals. Additionally, Soh & Martinov (2011) emphasize the other-
wise isolated role of the Chief Audit Executive (CAE) and the impact of AC
support on the IA department as a whole.

Researcher Erasmus in 2018 (Erasmus & Coetzee, 2018) examined the percep-
tion of the IA department among ACs and senior management, as well as the
factors that affect the department’s performance. In the eyes of senior manage-
ment, IA’s success depends on the freedom of its work. It is impossible for IA to
fulfill its assigned role and potentially uncover fraudulent behavior without

access to human and other resources within a company. IA can fulfill its as-
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signed role and uncover fraudulent activity if it has access to these resources.
Furthermore, a professional attitude and the competence of the auditor is consi-
dered crucial to IA’s performance (Erasmus & Coetzee, 2018). Research also
shows that the role assigned to IA as well as its proper positioning within the
organization is crucial for the success of the department. By optimizing IA’s po-
sitioning, the department is respected by the organization, which is important,
as it ensures that IA’s activities are suited appropriately to the organization’s
needs (Erasmus & Coetzee, 2018).

An internal audit ambition model (ITA Netherlands, 2016) was developed by a
working group from the IIA Netherlands to meet the needs of various stake-
holders. The model is a great way for the IA department to reflect on its perfor-
mance, to validate compliance internally, and to determine the level of ambition
it has. As well as improving communication with the Board of Directors, and
particularly with the AC, it measures both the level of achievement and the level
of ambition (ITA Netherlands, 2016). Additionally, CAEs can use the data for
benchmarking if they are willing to share it. The IA AM covers six topics: “Ser-
vices and role of IA”, “Professional processes”, “Performance measurement and
accountability”, “Personnel Management”, “Organization and relations”, and
“Governance structures”. IA’s performance will therefore ultimately be deter-
mined by how effectively it measures, conducts, and controls its activities (IIA
Netherlands, 2016). Audit plan objectives, budget, and alignment with the or-
ganization’s strategy are included in this (IIA Netherlands, 2016). In December
2010, the ITA (2010) published a new IPPF Practice Guide entitled “Measuring
Internal Audit Effectiveness and Efficiency” which updates the original score-
card approach and discusses the benefits and challenges of the implementation.
A toolkit for practitioners that can help to transfer the ITA scorecard approach to
their companies is offered by the ITA Netherlands (2016) in their report “Mea-
suring the effectiveness of the internal audit function”.

As an IA function, it can be challenging to satisfy diverse stakeholders’ needs
and comply with standards. To ensure quality, every audit must follow a formal
and structured process. Professional diligence and competencies should be used
in the audit process, as well as continuous refinement. Because of these consid-
erations, the International Professional Practice Framework (IPPF) of the IIA
(ITA, 2020) focuses on this issue in Standards 1300 to 1312. As a result of adher-
ing to suggested professional standards, the alignment process of audit charters,
policies, and procedures, and its contribution to improving governance, risk
management, and internal controls, internal audit is able to fulfill its main qual-
ity feature. It consists of all the above-mentioned aspects and is called the Quali-
ty Assurance and Improvement Program (IIA, 2012). A consideration of profes-
sional expertise also comes into play when it comes to proper positioning, since
Soh & Martinov (2011) claim that professional expertise is an important factor.
An TA department’s performance is positively influenced by knowledge in the

areas of accounting and IT (Staden & Steyne, 2009).
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4.3. Incorporating Different Approaches

As part of their approach to combine quantitative and qualitative determinants
that impact IA’s value creation in 2007, Rupsys and Boguslauskas created a ba-
lanced scorecard. This approach developed, combines quantitative as well as qu-
alitative factors, such as the input-process-output scheme, which enables IAs to
categorize their work into three distinct phases: input (e.g. experience, know-
ledge, skills), process (e.g. audit planning, fieldwork, reports), and output (e.g.
satisfaction, inquiries).

A balanced scorecard that is applicable to IA was developed by Frigo (2002) in
partnership with the ITA Research Foundation in line with the balanced score-
card for corporate management. There are four dimensions to his approach: the
AC’s view of IA, the processes within the function, innovation and capacity, and
the auditees’ view. A flexible and easy-to-use instrument is also introduced,
which combines different perspectives into one framework (Rupsys & Bogus-
lauskas, 2007).

5. Conclusion

The management and control of risks, along with the internal control systems of
each organization, are paramount in a competitive market. Through its assur-
ance and advisory roles, internal audit can play an important role in increasing,
preserving, and creating new value for the entities. Creating added value is an
important component of corporate governance and internal auditing. The pur-
pose of this literature review is to illustrate possible dimensions of how internal
audit can create added value through its services.

The literature review suggests that internal auditing add value on a multidi-
mensional level. By handling business risks properly and strengthening corpo-
rate governance, internal auditing creates new value for its stakeholders, thus
strengthening the integrity of the company overall. By doing so, optimization
potentials and strengthening corporate governance are implemented, and so the
company’s integrity will be strengthened. On the basis of these theoretical foun-
dations, numerous research studies have examined internal audit’s contribution
to organization value creation.

To determine the new value added, we conducted both qualitative and quan-
titative analyses. Among the qualitative metrics used in the studies, the majority
emphasized the use of a questionnaire that measured perceived added value or
profitability indicators like ROA, ROI or EVA. Among the many performance
indicators available, EVA is the most effective in measuring value. When it
comes to qualitative determinants, interviews, post-engagement surveys, or 360
degree feedback are some of the main methods used to measure the value crea-
tion of IA. An emphasis was placed on the degree of implementation of the audit
plan in particular, and on the competence and satisfaction of internal audit
stakeholders. Incorporating the identified determinants into an overall control
and evaluation system, combinations of approaches like the balanced scorecard,
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TA ambition model, or IPPF external assessment were discussed.

Ultimately, internal auditing is essential to effective corporate governance be-
cause it creates value in areas such as internal controls, risk management, and
governance. A further benefit of IAF advisory activities is the enhancement of
processes and information to support management decision making. It can be
concluded from this empirical study that internal audit is viewed as a key lever
in the added value process for every organization. As a result of its missions and
expertise, it formulates recommendations that can change the orientation of go-
vernance bodies in order to create value.

The limitation of our study is the lack of available literature about the added
value of internal auditing for several years (1997-1999, 2001, 2022-2023).

A key contribution of this paper is that it presents and structures all the avail-
able research streams as well as practical discussions regarding the added value
of internal auditing to the current discussion.

It is likely that, given the increasing focus of organizations on evaluating their
functions based on their value creation, the discussion of value creation through
internal auditing will continue to be studied in the future, both by academics
and companies, which will provide new research opportunities. In the coming
step, it will be necessary to conduct an econometric analysis of the relationship
between internal audit characteristics and added value in the context of a panel

of companies, considering the limitations of previous research, as mentioned.
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