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Going global:

Factors influencing the internationalization of the internal audit function

Abstract

This study investigates the internationalization of internal audit functions by examining 

possible drivers of permanently employing internal auditors in foreign countries. As corporate 

scandals, the ongoing globalization, and increased environmental complexity necessitate new 

approaches to control, the internal audit function is faced with finding the most suitable 

organizational form for providing enterprise-wide assurance. After 14 in-depth interviews with 

internal audit practitioners survey data from 295 chief audit executives from Germany, Austria, 

and Switzerland is used to construct an exploratory model of internal audit function 

internationalization. Positive effects on the degree of the internal audit function’s 

internationalization are observed for company complexity, audit committee and supervisory 

board oversight, the use of local expertise, firm size, and a company’s being in the financial 

sector. A focus on the internal audit function’s cost efficiency is negatively associated with its 

degree of internationalization. This paper adds to the growing literature on internal auditing 

while filling a research gap on internal audit function staffing practices in the international 

context. 

Keywords: Internal audit function; internationalization; multinational company; 

organizational structure; enterprise-wide assurance
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1. Introduction

In the current era of ongoing globalization and corporate scandals, one of the most 

significant problems faced by multinational companies (MNCs) is control (Betts, Laud, Mir, & 

Vicari, 2015). The activities of MNCs’ subsidiaries are embedded in external markets which 

cause increases in uncertainty for remotely located headquarters (Tomassen, Benito, & Lunnan, 

2012). Risk is assumed to increase with distance (Dellestrand & Kappen, 2012), not least 

because distance affects the level of transaction difficulty and, therefore, impacts the degree of 

control (Kogut & Singh, 1988). Diversity of national cultures (Hamilton & Kashlak, 1999) and 

accounting systems (Birkinshaw, Toulan, & Arnold, 2001) as well as varying levels of task 

complexity throughout the firm (Muralidharan & Hamilton, 1999) have also been considered 

as causes for MNCs’ need to implement distinct types of control systems (Betts et al., 2015). 

While the importance of suitable forms of control in this context is long established 

(Bartlett & Ghoshal, 1987; Martinez & Jarillo, 1989), the role of the internal audit function 

(IAF) in the multinational context has received little attention to date. Researchers and 

practitioners see internal auditing as a significant part of corporate governance (Carcello, 

Hermanson, & Raghunandan, 2005b; Rittenberg & Anderson, 2002; Ruud, 2003; Spira & Page, 

2003) and the Institute of Internal Auditors’ (IIA) definition of internal auditing as an “activity 

designed to add value” (1999) supports this view. Studies have examined factors associated 

with the size (Carcello, Hermanson, & Raghunandan, 2005a; Carcello et al., 2005b; Sarens & 

Abdolmohammadi, 2011) and existence of IAFs (Carey, Simnett, & Tanewski, 2000; Wallace 

& Kreutzfeldt, 1991) as well as the co-sourcing and outsourcing of internal audit activities 

(Abdolmohammadi, 2013; Caplan & Kirschenheiter, 2000; Serafini, Sumners, Apostolou, & 

Lafleur, 2003; Subramaniam, Ng, & Carey, 2004). 

MNCs’ complex managerial processes and organizational structures require important 

decisions to be made concerning the appropriate allocation of tasks, information, and human 
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resources (Ghoshal, 1987) to address the heightened demand for control. However, no 

substantial empirical research exists regarding the establishment and organization of an IAF in 

the international context. While Shishkina and Barac (2015) broach this topic and identify 

egocentricity “which implies careful customization to address local context, while operating 

within established uniform standards” (p. 33) as an appropriate concept for organizing the IAF 

in MNCs, their conclusion is based solely on a literature review. Thus, empirical investigation 

is warranted. Overall, this results in a severe lack of benchmarking and guidance for 

practitioners in an area where regulatory requirements have limited informative value. 

This study addresses this research gap by exploring possible driving factors behind the 

internationalization of the IAF. It also generates insights on the circumstances in which the IAF 

will permanently employ auditors in countries other than where a corporation’s headquarters is 

located. Using insights from preliminary interviews as well as survey data from 295 chief audit 

executives (CAEs) from German-speaking countries, we employ an ordered logistic regression. 

This study finds that company complexity, subordination to the supervisory board and/or audit 

committee (AC), co-sourcing local expertise, firm size, and being in the financial sector are 

positively associated with the IAF’s degree of internationalization. This can be considered to 

drive the permanent employment of auditors abroad, while a focus on the IAF’s cost efficiency 

is negatively associated with the degree of IAF internationalization. 

This paper contributes to the literature in the following ways. First, due to limited prior 

research on this topic, 14 preliminary interviews with practicing internal auditors were carried 

out. Therefore, the main quantitative analysis is informed by supplementary qualitative 

interview data which provides a window into the work of practitioners and enables the analysis 

to be based on both theory and practice. Second, the study addresses the knowledge gap 

concerning the structure and international organization of IAFs by empirically investigating the 
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potential drives of the IAF‘s internationalization. We use survey data from CAEs who work for 

a broad range of companies and industries. 

The rest of this paper is organized as follows: Section 2 provides a review of the relevant 

literature while considering principal agent and institutional theory. The paper’s hypotheses are 

developed in Section 3, while Section 4 describes the applied method and gives an overview 

over the data and model specifications. Results are presented in Section 5. Section 6 contains 

the discussion of results as well as concluding remarks which address implications for research 

and practice along with possible limitations to the study. 

2. Literature review

“Agency theory can help explain the existence of internal audit, the nature of the internal 

audit function and the particular approach adopted by internal auditors to their work” (Adams, 

1994, p. 11). A company is made up of a nexus of contracts between owners (principals) and 

managers (agents) (Jensen & Meckling, 1976). According to agency theory, an information 

asymmetry exists between these parties where agents have an information advantage over 

principals. This affects the principals’ ability to monitor whether the agent is acting in 

accordance with the agreed upon contract. Close supervision is physically impossible, which is 

especially true in the international context where the added challenge of foreign environments 

complicates the control problem (Pucik & Katz, 1986). Information asymmetry increases due 

to cultural differences as does uncertainty and possible opportunism (Hennart, 1991; Nohria & 

Ghoshal, 1994), while language barriers can further complicated information transfer (Tan & 

Mahoney, 2006). 

Internal audit can support principals in overcoming these information asymmetries by 

monitoring agents’ activities (Adams, 1994) and identifying possible opportunism by divisional 



6

management (Hill, 1988). This is in line with transaction cost theory, which suggests an 

increase of control in response to increasing cultural distance (Davidson & McFetridge, 1985; 

Root, 1987). The assumption is that agency costs increase as cultural distance increases 

(Wilkinson, Peng, Brouthers, & Beamish, 2008), since verifying agents’ claims that are rooted 

in a culturally distant environment can be challenging (Shenkar, 2001).

Thus, the ongoing expansion of international business activities is challenging the IAF 

to expand its scope to satisfy the requirements of diversified, multinational operations 

(Bartolucci & Chambers, 2007; Protiviti, 2006; Zhang, 2002). Important requirements for 

internal auditors of MNCs are foreign language skills (Murdock, 2006), flexibility in dealing 

with various nationalities, ethnicities, and cultures, and adapting to local characteristics 

(Chambers & McDonald, 2013). Further, they should be knowledgeable about compliance, 

international legislation, and laws regarding internal audit issues, and should be committed to 

continually enhancing their knowledge and skills (Allegrini, D’Onza, Melville, Paape, & 

Sarens, 2006; Chambers & McDonald, 2013). In today’s rapidly changing, interconnected 

business environment, it is crucial for auditors “to remain vigilantly informed of the latest 

global developments affecting the company” (Chambers & McDonald, 2013, p. 3). Indeed, 

context is thought to determine the way in which internal audit is performed (Burnaby, Hass, 

& Abdolmohammadi, 2009).

There is no single ideal way to organize the IAF (Moeller, 2009). But since internal 

audit is expected to provide company-wide assurance (Shishkina & Barac, 2015), which 

includes foreign subsidiaries and operations, a company running worldwide operations will 

need auditors who are available to physically perform engagements onsite at various foreign 

locations (Moeller, 2009). For the purpose of providing enterprise-wide assurance, the IAF can 

be organized in a decentralized manner, as a centralized function, or in a hybrid form which 

features regional hubs controlled by a central audit office. In the same way as a MNC will 
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allocate resources to bridge the spatial and cultural distances between its various locations 

(Dellestrand & Kappen, 2012), the IAF faces the decision of where and how to best allocate 

their auditors. 

Practitioners’ literature lists possible benefits of a decentralized or hybrid structure as 

the potential to save travel time, the establishment of strong relationships with local 

management, an improved fit with the local company culture, and the enhanced understanding 

of local business operations and risks (Hogan Hayes, 2018; Stippich & Blackwell, 2012). But 

empirical studies on the advantages and disadvantages of the different organizational forms are 

scarce. Therefore, the diverse practices of internal auditing found between, and even within, 

countries call for a better understanding of the contextual variables that drive IAF organization 

and performance (Shishkina & Barac, 2015). 

According to institutional theory, organizational behavior is determined by its 

environment, e.g., by cultural rules and beliefs (Heugens & Lander, 2007). Researchers refer to 

DiMaggio and Powell (1983)’s new institutional theory perspective to investigate coercive, 

normative, and mimetic pressures as possible drivers of IAF development (Al-Twaijry, 

Brierley, & Gwilliam, 2003; Arena, Arnaboldi, & Azzone, 2006; Arena & Azzone, 2007). 

Formal coercive pressures are exerted on organizations, e.g. through politics and the 

government in the form of regulations on internal controls for certain industries or listed 

companies (Arena & Azzone, 2007). Pressure to align the IAF and its activities to a globally 

operating company and its strategic needs stems from informal coercive pressures (Shishkina 

& Barac, 2015). Mimetic pressures cause organizations to seek legitimacy by mimicking other 

companies who are perceived as more successful, e.g., company size is named as one such 

determinant for establishing an IAF by Arena and Azzone (2007). For the IAF, normative 

pressure is associated with professionalization that stems from the IIA, the internal auditors’ 

professional body, and its standards (Al-Twaijry et al., 2003; Arena & Azzone, 2007). 
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Building on these observations, coercive, mimetic, and normative pressures are possible 

external determinants for the establishment of an IAF, and might also serve to explain the IAF’s 

organizational structure. Augmenting this perspective by further considering agency theory to 

investigate internal drivers, the following analysis offers initial insights into how the IAF’s 

characteristics and environment shape its internationalization.

To study the IAF’s internationalization, a conceptual framework comprising six 

independent variables and one dependent variable is proposed (see Figure 1). The independent 

variables thought to be associated with the dependent variable of IAF internationalization fall 

into the following three categories: (1) Organizational characteristics, which inspired by the 

new institutional theory perspective, include pressures on the IAF such as firm complexity, AC 

and/or supervisory board IAF oversight, and governance maturity; (2) Resources, which 

describe the IAF’s use of local expertise; and (3) IAF processes and activities based on agency 

theory, including the audits’ focus on cost efficiency and the IAF’s focus on control 

effectiveness, are suspected as internal drivers of internationalization.

[Insert Figure 1 here]

3. Hypotheses development

According to Beck (2000, p. 26) “the pill to be used against abstractness, including the 

abstractness of the ‘global’, is examples.” Our hypotheses development from the literature is 

supplemented in parts by quotes from internal audit practitioners. This is especially useful, due 

to the sparse research on the IAF’s organization in the international context. Starting with the 

examination of the IAF’s macro environment and continuing on to the micro-level drivers, 

hypotheses are developed in the areas of organizational characteristics, available resources, and 

IAF processes and activities. 
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3.1 Organizational characteristics

According to Bartlett and Goshal (1987, p. 43) “[t]he very act of ‘going international’ 

multiplies a company’s organizational complexity.” As MNCs become increasingly 

geographically differentiated, business units are divided by greater distance and different time 

zones while personnel are separated by culture and language (Bartlett & Ghoshal, 1987). Thus, 

new approaches to control are needed (Child, 2015). As they are associated with greater 

decentralization (Carcello et al., 2005b), demand for monitoring is thought to increase with the 

number of segments, domestic subsidiaries, and foreign subsidiaries. Literature suggests that a 

company’s scope of domestic versus international operations has implications for the IAF’s role 

in corporate governance (Sarens, Abdolmohammadi, & Lenz, 2012). For example, cultural, 

economic, and administrative distances between different countries are causes for high levels 

of complexity for internal auditing (Shishkina & Barac, 2015). Furthermore, diversity of 

national cultures can cause complications between auditors and auditees on an interpersonal 

level (Woodworth & Said, 1996). To establish or adjust their monitoring approaches to the 

increased organizational complexity and demand for control, IAFs are faced with the challenge 

of finding the most appropriate organizational form. 

Khanna and Palepu (2004) propose that the higher an organization’s degree of 

integration into worldwide markets, the more susceptible it becomes to global competition, 

which in turn will cause a higher motivation for adopting best practices. From the new 

institutional theory perspective, these circumstances describe mimetic pressures assumed to 

shape IAF organization. Additionally, one interview participant reported that: “We develop our 

internal audit function, I would say, hand in hand with the development of [the company’s] 

business activities in the regions” [I01], which describes informal coercive pressure for an 

alignment of the IAF to a MNC and its strategic needs. Taking into consideration the increased 

need for monitoring caused by growing complexity, the tendency of MNCs to mimic 
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organizational best practices, and the pressure to align the IAF with a globally operating 

company, leads to the following hypothesis:

H1a: A company’s complexity is associated with the IAF’s internationalization.

In the two-tier system prevalent in the German-speaking countries, the supervisory 

board is the company’s governance body responsible for monitoring the executive board which 

manages the company (see e.g. § 111 (1) AktG).1 Supervisory boards can choose to establish 

an AC whose duties include the monitoring and control of the company’s risk management and 

internal audit system (§107 AktG). ACs are shown to have a vested interest in the establishment 

and organization of an effective IAF to support their own monitoring activities (Bedard & 

Gendron, 2010; Sarens, De Beelde, & Everaert, 2009) and the relationship of the IAF (agent) 

to the AC (principal) can impact the function’s characteristics. Sarens and Abdolmohammadi 

(2011) suggest that active ACs that see the IAF as a valuable source of information to fulfill 

their monitoring duties, might push for better staffed IAFs. Abbott, Parker, and Peters (2010) 

provide evidence indicating a positive association between the AC’s oversight over the IAF and 

a more controls-based IAF focus. Carcello et al. (2005b) document a positive association 

between ACs that review the internal audit’s budget and the size of the respective budget. 

An IAF directly subordinated to the AC and/or supervisory board will act as an agent 

for the respective monitoring body by providing crucial information. In this context, direct lines 

of communication can prevent judgements from being compromised by management (Powell, 

Strickland, & Burnaby, 1992). In order to reduce information asymmetry, the monitoring body 

could be interested in having internal auditors employed in foreign countries so that they can 

observe local operations and be on-site more quickly, without potential delays due to travel 

time (Moeller, 2009). A commitment from the AC to review the IAF’s budget is positively 

1 Even though the default structure of the board under Swiss law is unitary, certain powers and responsibilities 
can be, and especially in larger or listed companies often are, delegated to a CEO or managing board, resulting in 
a two-tier governance structure (Gericke, Lambert, & Müller, 2019). 
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associated with increased resources provided to the IAF. So, the assumption is that a 

comparatively increased oversight and interest in the IAF, which subordination and a direct 

reporting line are likely to entail, will also influence internal audit characteristics in the 

international context. Therefore, it is proposed that:

H1b: The IAF’s subordination to the audit committee and/or supervisory board is 

associated with the IAF’s internationalization.

How the IAF and its activities fit within a company‘s organizational and governance 

structures is an important element of internal audit work. The three lines of defense (TLoD) 

model is a cohesive, coordinated approach to clarifying essential roles and duties in regards to 

risk management (IIA, 2013). Operational management makes up the first line of defense, risk 

management and compliance functions are considered the second line, while internal audit is 

seen as the third line of defense. According to the IIA’s position paper “all three lines should 

exist in some form at every organization, regardless of size or complexity” (IIA, 2013, p. 7), 

with the caveat that certain lines may be combined in exceptional situations. Al-Twaijry et al. 

(2003) find normative pressure, stemming from the IIA as the governing body of the internal 

audit profession, to be a driving factor for the establishment of internal audit departments.

The IIA’s position papers are strongly recommended guidance for internal audit 

practitioners, which is why a lack of awareness of such concepts, or of the concepts‘ potential 

to add value, is indicative of a low level of governance maturity (Wilkinson, 2014). Governance 

maturity describes the extent to which adequate governance processes, structures, and systems 

are implemented and observed within a company (Gramling & Hermanson, 2006; Wilkinson, 

2014). The higher a company’s governance maturity, the more developed its control and 

monitoring systems are likely to be nationally as well as internationally. Especially in the 

international context, appropriate governance structures have to be in place. Governance 

maturity, as measured by the degree of knowledge and adoption of the TLoD model, is assumed 
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to relate to the set-up of an IAF and is expected to influence the IAF‘s structure and international 

organization. The hypothesis is stated as follows:

H1c: Governance maturity is associated with the IAF’s internationalization. 

3.2 Resources

Experts and consultants are taking on an increasingly important role in today’s 

globalized and knowledge-based economy (Evers & Menkhoff, 2004). This is in part due to the 

continuous changes to the knowledge required by companies at any given time, which makes it 

difficult to maintain all necessary knowledge resources within the organization. Therefore, most 

companies need to rely, at least in part, on knowledge acquired through their connections to 

other organizations and individuals outside the company (Anand, Glick, & Manz, 2002). Such 

external knowledge sources are thought to be crucial in order to recognize opportunities (Foss, 

Lyngsie, & Zahra, 2013). 

Similarly, many IAFs face challenges when having to provide specialist expertise (PwC, 

2012) and co-sourcing may oftentimes be essential for an effective IAF (Ernst & Young, 2010). 

Co-sourcing describes a partnership between the in-house IAF and an independent provider of 

internal audit services. Outsourcing describes a situation in which the IAF is maintained by an 

independent provider of internal audit services (Desai, Gerard, & Tripathy, 2011). While 

outsourcing has advantages, restrictions exist for companies listed in the US due to the 

Sarbanes–Oxley Act of 2002. Neither a full outsourcing of the IAF nor zero co-sourcing are 

proposed to be the ideal solution for internal auditing (Rittenberg & Covaleski, 1997). Lenz, 

Sarens and D’Silva (2014) regard a balanced approach as advantageous, e.g. employing co-

sourcing for areas in which the IAF lacks expertise and competences. Co-sourcing or contract 

auditing involves engaging temporary assistance to support the IAF. Such smartsourcing, as 

Seaberg (1996) calls it, can be used to control staffing costs and provide specialized audit 

services which permanent staff is not be able to provide. 
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Short-term sourcing arrangements can be especially helpful for IAFs trying to monitor 

a MNC’s international locations by providing language skills and cultural knowledge that a 

visiting audit team may lack (Hodgson & Puschaver, 1995). Cooperation is possible with a 

variety of local experts, e.g. external auditors or other company internal or external subject 

matter experts. Being able to supplement the IAF’s resources with local expertise might mean 

not having to establish a permanent internal audit location abroad and still being able to profit 

from country-specific knowledge and flexibility. On the other hand, some interviewed audit 

practitioners mentioned that even if auditors are employed in foreign countries, it is not always 

possible to have all necessary expertise available at every location. E.g.: “Only financial 

internal auditors are employed abroad,” while specialist knowledge, such as that regarding IT 

or construction auditing is not permanently stationed in foreign countries [I02]. This may 

possibly require additional local expertise even if auditors are already stationed abroad. 

Therefore, it is proposed that:

H2: The IAF cooperating with local specialists is associated with the IAF’s 

internationalization.

3.3 IAF processes and activities

According to the COSO framework (2013), the IAF’s major objectives are efficiency 

(cost) and effectiveness, which implies an ongoing trade-off or competition between the two 

factors (Hoos, Kochetova-Kozloski, & d’Arcy, 2015). This dual responsibility is also found in 

the official definition of internal auditing by the IIA (1999) as “an independent, objective 

assurance and consulting activity designed to add value and improve an organization’s 

operations. It helps an organization accomplish its objectives by bringing a systematic, 

disciplined approach to evaluate and improve the effectiveness of risk management, control, 

and governance processes.” According to Sarens & De Beelde (2006), control environment 

characteristics, such as the tone-at-the-top and the level of risk and control awareness, are 
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associated with the role the IAF takes on within the company. Put another way, a supportive 

control environment can lead to a relatively larger IAF (Sarens & Abdolmohammadi, 2011). 

Internal auditing’s potential to lower monitoring costs by reducing external audit fees is 

repeatedly documented (Abbott, Parker, & Peters, 2012; Ho & Hutchinson, 2010; Prawitt, 

Sharp, & Wood, 2011). However, the board as the principal sees the IAF, who is the agent in 

this scenario, as a partner for the improvement of operational processes and the realization of 

cost-savings (Abbott et al., 2010; Anderson, 2003). So, the board may insist on a focus on 

reducing costs related to internal controls (Hoos et al., 2015), which could also extend to the 

operations of the IAF itself. 

According to internationalization and transaction cost theory, internationalization of 

companies occurs when benefits outweigh costs. Organizations invest in foreign countries when 

operational and governance costs combined are lower than the cost for exports (Tomassen et 

al., 2012). When applying this concept to the IAF, it can be assumed that in alignment with a 

corporate strategy of cost efficiency, the IAF will establish foreign locations only when 

expected costs are lower than those of sending auditors from a centralized audit function in the 

home country. Therefore, it is assumed that the focus of IAF activities, as determined by the 

tone at the top, is associated with its organizational form. 

The preliminary interviews conducted provide ambiguous insights. One auditor from a 

centralized IAF mentioned being able to save personnel costs by foregoing permanently hiring 

auditors abroad, while another auditor from a hybrid IAF reported that “we are saving travel 

costs, which is not unsubstantial” [I02] by establishing foreign internal audit locations. Since 

qualitative evidence is ambiguous and there are no empirical studies regarding the cost 

efficiency of establishing audit locations in foreign countries, no prediction on the direction of 

the hypotheses can be made. Formally stated the hypothesis reads: 
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H3a: The focus of IAF’s audits on cost efficiency is associated with the IAF’s 

internationalization.

Apart from the purely operational costs, organizations also take governance costs into 

account when deciding on foreign investments (Tomassen et al., 2012), and the same 

assumption should hold for the IAF. Since internal auditors are agents charged with the 

monitoring of the effectiveness of internal controls (Hoos et al., 2015), the function’s set-up 

should provide the base for providing effective, enterprise-wide assurance. Company policies 

and operational procedures are adjusted to the specific risks and opportunities in the different 

countries where an organization operates. According to Chan (1995), this can complicate the 

exercise of internal control in a centralized manner. 

Exercising centralized control over nationally and culturally diverse locations can be 

challenging due to a plethora of reasons. For one, distance can hinder transactions and learning 

capacity, which in turn has an effect on the company’s control and performance (Kogut & 

Singh, 1988). Second, people from different cultural backgrounds can find it hard to 

communicate, share experiences, and verify the other person’s credibility (Erramilli, 1991), 

which is why cultural and linguistic barriers may inhibit visiting internal auditors (Hodgson & 

Puschaver, 1995). 

Furthermore, internal auditing is a relationship and communications business 

(Dittenhofer, Ramamoorti, Ziegenfuss, & Evans, 2011), and experiential knowledge is of 

crucial importance for activities that have their basis in the relationships and interactions with 

other individuals (Johanson & Vahlne, 1977). Experiential knowledge, which can be gained 

through personal experiences during operations in a foreign country, might be difficult to obtain 

in the required depth for a centralized IAF whose auditors only spent a few weeks at a time in 

different locations. Local internal auditors are thought to provide an improved understanding 

of the foreign environment, customs, and practices as well as the regulatory background 
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(Murdock, 2006). Shishkina and Barac (2015) and Stippich and Blackwell (2012) posit that the 

local creation of knowledge can lead to an in-depth understanding of foreign operations and 

related risks, which implies better monitoring and control. 

In contrast, Moeller (2009) points to the challenges a CAE might face in organizing a 

unified IAF due to the dangers of local internal audit units becoming divorced from the head 

function. The regionwide implementation of a structured internal audit approach is not without 

its difficulties. Many of the same factors that make locally stationed auditors appear 

advantageous at first, such as cultural diversity and regulatory requirements, may also mean 

that local management might have differing notions on which role internal auditing should play. 

Furthermore, Chan (1995) as well as Lenz and Hahn (2015) comment that a centralized IAF 

might have more uniform standards, which could imply carrying out its duties comparatively 

better and more effectively. 

The interviewed practitioners voiced similar concerns about uniform standards and 

loyalties of remotely located internal auditing personnel. As one CAE stated: “Basically, we 

could employ an auditor locally [in China] who would be familiar with the national customs. 

But I would always be skeptical of whether he wouldn’t get worn down by the loyalty to the 

headquarters and the, perhaps stronger, loyalties on site” [I03]. Another auditor called it “a 

cultural trap, where auditors could be loyal to the local company management and only send 

green reports to us [at the head audit office in Germany]” [I04]. One auditor also mentioned 

limited contact and linguistic barriers that arose within the IAF between the head audit office 

and the foreign auditors at a local internal audit unit in Hong Kong which potentially could 

impede control effectiveness. However, several participants also acknowledged the potential 

control benefits local auditors contribute to the IAF due to their knowledge of local business 

operations and country-specific characteristics, as well as better access to information. For 

example: “This is an advantage which we have seen early on […], having a local audit unit 
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that is close to the business, can directly ask the colleagues on site, understands the language, 

understands the culture and witnesses the day-to-day business” [I10]. 

Therefore, the IAF’s role within the company and its focus on achieving effective 

control is thought to impact the decision of establishing internal audit units in foreign countries. 

No directional prediction can be made due to contrasting views in research and practice. 

Formally stated the hypothesis is: 

H3b: The IAF’s focus on control effectiveness is associated with the IAF’s 

internationalization.

Furthermore, the analysis includes several control variables. First, industry 

characteristics might affect the company’s level of risk as well as the need for internal 

monitoring (Beasley, Carcello, & Hermanson, 1999; Maletta & Wright, 1996). Companies of 

the financial sector, such as banks and insurance companies, are faced with higher compliance 

risks, may experience increased monitoring from regulators (Carcello et al., 2005b), and are 

subject to additional requirements. Coercive pressure is applied due to industry-specific 

regulations, such as the MaRisk.2 Moreover, finance companies have comparatively higher 

budgets for their IAFs (Carcello et al., 2005b; Sarens & Abdolmohammadi, 2011), which might 

affect the IAF’s organizational structure. So, we use a financial sector control variable.

Second, since the ownership structure of listed firms tends to be more dispersed than 

that of private companies, listed firms are more prone to traditional principal-agent conflicts 

(La Porta, Lopez‐de‐Silanes, Shleifer, & Vishny, 1998). This might influence their need for 

monitoring and can potentially influence the IAF in its organizational structure. Listed firms 

are also more influenced by corporate governance laws and guidelines which constitute further 

coercive pressure. 

2 The German MaRisk establishes the obligatory nature of an IAF for financial companies (BaFin, 2018).
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Third, larger organizations can exhibit an increased demand for monitoring (Vermeer, 

Raghunandan, & Forgione, 2006) and firm size is found to be positively associated with the 

extent to which firms invest in their IAFs (Carcello et al., 2005b), while being negatively 

associated with IAFs having an active role in corporate governance (Sarens et al., 2012). 

Therefore, controlling for company size when studying the IAF’s organizational structure 

appears necessary. 

Fourth, strategic long-term planning is controlled for due to its crucial role in the 

development of strategy, which includes the analysis of alternatives and selection of strategy 

(e.g. Dutton & Duncan, 1987; Hopkins & Hopkins, 1997). According to Armstrong (1982), 

formal strategic planning requires explicitly determining long-range objectives. MNCs’ 

governance decisions regarding how to operate abroad are usually long-term due to switching 

costs (Benito, Pedersen, & Petersen, 1999). Therefore, controlling for the IAF’s use of strategic 

long-term planning as an influence on the IAF’s organization is important. 

Lastly, country identifiers are included to control for possible national differences, even 

though data stems from three German-speaking countries that are culturally and geographically 

close to each other. 

4. Method

Inspired by studies such as Arena and Azzone (2007) and Anderson, Christ, Johnstone, 

& Rittenberg (2012), a two-step research design was employed. First, 14 preliminary in-depth 

interviews were conducted to provide insights into internal audit practice and inform the 

empirical model. Second, an extensive survey was conducted to provide data for a quantitative 

analysis. 

4.1 Data collection and sample
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Qualitative in-depth interviews were conducted between March and July of 2016. 

Fourteen semi-structured interviews with internal audit practitioners working for German 

MNCs of varying sizes and industry affiliations took place.3 Permission to tape record was 

obtained in 11 cases, which enabled the subsequent verbatim transcription and thorough 

analysis of the interviews. Interview participants were chosen due to their significant 

knowledge and involvement in the organization and functioning of their IAFs. The insights they 

provided highlighted various possible drivers of IAF internationalization and helped guide and 

inform the development of hypotheses.4 This was of value especially due to the sparse research 

on the topic and to avoid overlooking any relevant factors. After these initial interviews were 

conducted, preliminary findings were presented and discussed with the participants to improve 

credibility through the application of member checks (Lincoln & Guba, 1985). The interview 

guide is in Appendix A. 

This study uses data obtained from an online survey of CAEs from Germany, Austria, 

and Switzerland. The survey, which forms part of a broad data collection process, was 

conducted in cooperation with the three countries’ national IIA chapters. These chapters have 

been surveying CAEs on a regular basis for the past 20 years in order to provide audit 

practitioners as well as stakeholders with information on the current and future directions of 

internal auditing (Eulerich, 2017). Extensive pretesting of the survey instrument, which was 

designed by a team of internal audit practitioners, standard setters, and researchers was 

conducted with the help of practicing CAEs from various companies. Professional contacts as 

well as membership databases of the German, Austrian, and Swiss IIA chapters were used to 

identify and contact as many potential participants as possible, which resulted in 1,916 CAEs 

3 Recruiting interview participants from a wide range of companies can increase credibility (Lincoln & Guba, 
1985) as it allows for various possible representations of participants’ realities to come to light.
4 The quotes reported in this study were translated to English from German, the language in which the interviews 
took place, and assigned a simple alphanumerical code to assure anonymity while still enabling the 
differentiation of participants. 
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being invited to participate. Membership of the country’s respective IIA chapter was not a 

requirement for participation. The survey was available online for the months of January until 

March 2017 during which time responses from 415 CAEs were recorded (initial response rate 

of 21.66%). Of the 415 respondents, 295 CAEs provided responses that were usable for this 

study (response rate of 15.40%).5 Appendix B contains the survey questions selected to 

investigate the internal and external drivers of IAF internationalization.  

4.2 Model

To explore the research hypotheses, as we have an ordinal main dependent variable of 

interest, an ordered logistic regression model is used.6 The regression equation is as follows: 

IAF_INT = α + β1 COMPLEXITY + β2 OVERSIGHT_AC_SVB + β3 MATURITY + 

β4 LOCAL_EXPERTISE + β5 EFFICIENCY + β6 EFFECTIVENESS + 

ßj CONTROLS + ε (1)

Table 1 contains the detailed variable descriptions. 

[Insert Table 1 here]

The dependent variable is INF_INT, which represents the level of the IAF’s 

internationalization measured on a three-point scale from 1 for “no internationalization”, 2 for 

“low/below average internationalization”, and 3 for “high/above average internationalization”. 

The degree of IAF internationalization is determined by the number of IAF employees 

permanently employed abroad divided by the total number of IAF employees. The model 

5 Since responses are anonymous, we cannot match participants to their respective companies. So, the analysis 
relies on the data provided by the survey.
6 We use an ordered logistic regression since our main dependent variable is in a logical order with more than 
two categories. We rely on a parametric approach, since we assume a finite set of parameters. Nevertheless, one 
can also find arguments for a nonparametric approach using a different empirical model.
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further includes six independent variables to test our hypotheses along with a vector of control 

variables (CONTROLS). 

The number of countries a company is active in is used to determine the level of 

complexity within the company (COMPLEXITY). This follows Dörrenbächer (2000), who 

identifies this measure as a structural indicator for the “international entanglement of a 

corporation at a certain time” (p. 120). Because increased integration into worldwide markets 

increases the motivation of a company to adopt best practices (Khanna & Palepu, 2004), the 

complexity measure captures the impact of mimetic pressure to adopt a certain organizational 

structure. Furthermore, international business activities point to company complexity on an 

interpersonal level as the number of countries a company operates in can serve as an indicator 

for the various national cultures the IAF will potentially encounter while providing assurance 

and consulting services throughout the organization, and where cultural aspects have the 

potential to complicate the relationship between auditors and auditees (Woodworth & Said, 

1996). Thus, the complexity measure also captures informal coercive pressure on the IAF which 

stems from being part of a globally operating company and adjusting to the distinct challenges 

this entails. To improve the reliability of the complexity measure, a logarithmic transformation 

is used (Arena & Azzone, 2009; Zain, Subramaniam, & Stewart, 2006). 

The reporting lines of the IAF and the degree of control the AC or supervisory body has 

over the IAF are captured by the variable OVERSIGHT_AC_SVB. This variable identifies 

whether the IAF is disciplinarily subordinated to the supervisory board or AC (value of 1), 

neither (value of 0) or both (value of 2). Abbott et al. (2010) use a related concept to capture 

oversight over the IAF. 

Governance maturity is a measure using the degree to which the TLoD model is known 

and implemented in an organization (MATURITY) on a scale from 0 to 2. This is consistent 

with Wilkinson (2014), who points to a lack of awareness of such concepts or of the concepts‘ 
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potential to add value as an indicator for low levels of governance maturity. Governance 

maturity is indicative of normative pressure experienced by companies and IAFs, as those who 

disregard the IIA’s strongly recommended guidance might not be members of the IIA or 

otherwise aware of the implications of non-compliance with recommendations.

LOCAL_EXPERTISE is a dummy variable where 1 signifies that the IAF cooperates 

with local experts (e.g. external auditors or other subject experts) and 0 signifies no such 

sourcing arrangements taking place.

IAF’s focus on efficiency (EFFICIENCY) implies that the IAF is especially used for 

organizational improvements and cost savings. The variable is measured on a 5-point-likert 

scale. Eulerich and Ratzinger-Sakel (2018) use a similar measure to capture the IAF’s purpose. 

The variable EFFECTIVENESS measures the IAF’s focus on control effectiveness and 

assurance activities using a distinct scale composed of 5 items regarding (1) the effectiveness 

of the internal control system (ICS), (2) the compliance with legal/supervisory regulations, (3) 

the compliance with company internal regulations, (4) the effectiveness of the risk management 

(RM), and (5) the effectiveness of the compliance management system. This is in line with prior 

literature that linked the IAF’s focus on controls with its role in assuring the effectiveness of 

management control systems (Abbott et al., 2010; Carcello et al., 2005b; Ramamoorti, 2003). 

The scale’s Cronbach’s Alpha is 0.8635, which is acceptable and indicates a relatively high 

internal consistency (Nunnally & Bernstein, 1994). This suggests that the five items in question, 

rather than highlighting a variety of different objectives of the IAF, measure a single underlying 

construct that can be used to represent the IAF’s focus on control effectiveness.

As for the control variables, the dummy variable FINANCE denotes companies 

belonging to the financial industry with the value of 1 and 0 otherwise. LISTING is a dummy 

variable with the value 1 for listed companies and 0 for companies that are not listed. Both of 

these variables serve as indicators of formal coercive pressure due to the increased regulatory 
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scrutiny faced by listed companies and those belonging to the financial sector. Following 

Abdolmohammadi (2013), this paper uses the full-time equivalent of company employees as a 

proxy for company size (FIRM_SIZE), since classifications according to revenue or assets can 

vary across countries and organizations, and may moreover be unsuitable for governmental or 

not-for-profit organizations. SLT_PLAN is used to measure the use of strategic multi-year 

planning by the IAF, ranked from 1 “not at all” to 5 “very intensively”. GERMANY and SWISS 

are country dummy variable identifiers for Germany and Switzerland, respectively, used to 

control for country specific differences. 

Since this study is an exploratory analysis and due to sparse empirical research on this 

subject, no directional predictions are made for the independent measures.

5. Results

5.1 Descriptive statistics

Summary statistics are presented in Table 2. The companies’ complexity as the number 

of foreign countries a company is active in, after log transformation, ranges from 0 to 5.30 and 

has a mean of 1.74 for the 295 observations included in the model. Results further indicate that 

a majority of IAFs are not disciplinarily subordinated to the supervisory board and/or AC. 

Governance maturity is relatively high with a mean of 1.54, which signifies that on average the 

TLoD model is partially or fully implemented. Moreover, local expertise is employed by less 

than half of the surveyed participants and their respective IAFs (43.73%).

Providing insights on IAF processes and activities, the mean value of the focus on the 

IAF’s audits efficiency is 3.19, while the mean value for the focus on effectiveness is 4.12. This 

serves as an indication that, on average, IAFs devote a substantial amount of their resources 

and effort to the achievement of their objectives. However, values of both variables range across 
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the entire response spectrum from very low to very high, which illustrates the vastly different 

approaches IAFs can take. 

Of the 295 observations, 34.92% of participants work for companies from the finance 

sector and 46.10% work for listed companies. The number of company employees (after log 

transformation) ranges from 1.10 to 13.30, with a mean of 7.98. Strategic long-term planning 

exhibits a mean value of 3.40, signifying a moderate usage of strategic planning by the 

average IAF. Of the participants, 67.46% work for German companies, 17.63% for companies 

in Switzerland, and the remaining 14.91% are employed by Austrian companies. 

[Insert Table 2 here]

Variable correlations can be found in Table 3.

[Insert Table 3 here]

5.2 Empirical results

Results of the ordered logistic regression are reported in Table 4. The model has a 

pseudo R2 of 0.353 and is statistically significant with p <0.001. The assumption of proportional 

odds is met.7 

[Insert Table 4 here]

Turning to the first set of hypotheses concerning organizational characteristics, support 

is found for hypothesis H1a which suggest an association between firm complexity and the 

degree of IAF internationalization. The analysis finds that COMPLEXITY is highly significant 

with a p-value (coefficient) of <0.001 (0.812), indicating that the more complex a company 

becomes due to foreign operations the more internal auditors will be permanently employed in 

7 The approximate likelihood-ratio test of proportionality of odds across response categories yields ²(12) =     
14.34 and p = 0.2797, which suggests the independent variables’ effects to be constant across the ordinal 
response categories (Wolfe & Gould, 1998). 
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foreign countries to combat the challenges arising due to distance and diversity. This fact is of 

special interest for the practical as well as for the scientific discussion. By sending internal 

auditors to foreign locations, existing information asymmetries between the headquarters and 

the foreign locations are theoretically minimized. In addition, travel costs within the IAF can 

be reduced. However, the foreign location might lead to numerous new challenges, as the 

internal auditors now have to be monitored by the headquarters. Furthermore, the compliance 

with quality standards and the audit process has to be monitored more intensively. 

Consequently, the increase of complexity is accompanied by various positive and negative 

effects within the IAF.

The subordination of the IAF to the supervisory board and/or AC 

(OVERSIGHT_AC_SVB) emerges as another statistically significant driver of IAF 

internationalization on the five percent level, with a p-value of 0.048 and a coefficient of 0.855. 

An association was predicted by H1b and findings lend support to the assumption that the 

supervisory board and AC have a vested interest in the IAF’s work and will, therefore, influence 

how the IAF organizes and operates domestically and abroad. No significant effect is found for 

MATURITY (p-value of 0.505), which suggest that the level of governance maturity within a 

company and the IAF and the level of normative pressure stemming from the IIA are not 

associated with how the IAF is organized cross-nationally (hypothesis H1c). 

The analysis finds support for hypothesis H2 regarding IAF resources, as 

LOCAL_EXPERTISE is significant on the five percent level (p-value = 0.036) with a 

coefficient of 0.814. This indicates that IAFs that employ co-sourcing with local specialists 

show the tendency to have a higher percentage of internal auditors permanently employed in 

foreign locations. This result is quite interesting, considering the assumption that if local 

expertise can be sourced by the IAF in the short-term, there should be a decreased need for 

permanently employing internal auditors in foreign countries.
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Looking at IAF processes and activities, a significant effect is documented for 

EFFICIENCY (p <0.05) with a negative coefficient of -0.390. This supports hypothesis H3a and 

suggests that a stronger focus on cost efficiency of the IAF’s audits is negatively associated 

with the IAF’s degree of internationalization. The variable EFFECTIVENESS exhibits a p-

value of 0.897, which indicates that there is no statistically significant relationship between the 

IAF’s focus on control effectiveness and IAF internationalization (hypothesis H3b). 

No significant association with IAF internationalization is found for the control 

variables included in the model, with the notable exceptions of FINANCE and FIRM_SIZE, 

which have a p-value (coefficient) of <0.05 (1.471) and <0.001 (0.590), respectively. These 

findings suggest a positive relationship between a company’s size as well as a company’s 

belonging to the financial sector and the degree of IAF internationalization. 

5.3 Robustness checks

To test the established model, an additional analysis is carried out. Robustness checks 

are conducted using alternative measures for company complexity as well as for governance 

maturity. Table 4 Model 2 shows the results controlling for the percentage of revenue the 

company generates in foreign countries (FORSALE). Assumptions hold and results are 

qualitatively the same as in the main analysis, which uses the log transformation of the number 

of countries in which the company operates as an indicator for complexity: Mathematical signs 

remain the same, while LOCAL_EXPERTISE and EFFICIENCY are significant on the one 

percent level instead of on the five percent level with p = 0.005 and p = 0.006, respectively. 

Table 4 Model 3 contains results for the regression using the extent to which the 

respective IAF applies the International Professional Practice Framework/IIA Standards 

(IPPF_USE) in their work. Use of the IIA’s IPPF can serve as an alternative measure of 

governance maturity since certain elements (the Definition of Internal Auditing, Core 

Principles, Code of Ethics, and International Standards) of the IPPF are considered mandatory 
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guidance essential for professional practice (IIA, 2019). Assumptions hold and results are 

largely the same as in the main model with the exception of LOCAL_EXPERTISE, which is 

no longer significant at the five percent level (p = 0.076). IPPF_USE displays a positive 

coefficient but as a measure of governance maturity remains not significant.

6. Discussion and conclusion

As companies become increasingly more global and their operations become more and 

more complex, they face multiple challenges (Hoos et al., 2015) which call for effective 

monitoring and governance mechanisms. The IAF needs to take on the challenge of cross-

national audits and, as their responsibilities extend globally, make decisions concerning the best 

approach to provide enterprise-wide assurance. This study uses survey data to explore the IAF’s 

international organization and to provide initial insights on possible drivers. Results show that 

certain organizational characteristics, IAF resources, as well as IAF processes and activities are 

associated with the degree of IAF internationalization. 

Regarding organizational characteristics of and within the company, company 

complexity appears to be a significant driver of IAF internationalization. This supports the 

consideration that mimetic as well as informal coercive pressures influence the organizational 

structure. In this case, IAF’s structure becomes more complex and mimics company structures 

in order to keep up with the challenges arising due to diversity in languages, cultures, 

economies, and regulations. As companies’ operations extend across the globe, so do internal 

audit locations, which internal audit practitioners explain by highlighting the need to be close 

to daily business operations - especially in expanding and high-growth foreign markets. This is 

a very interesting results, since the potential benefits seem to be clear. Nevertheless, an IAF 

with multiple foreign hub-locations might be harder to manage and to monitor. The quality of 

the audit process or the understanding of given rules, standards, and procedures might vary 
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because of the larger distance. Thus, it is important to align all (foreign) IAF locations with the 

centralized IAF values and standards.

The results further highlight an association between supervisory board and/or AC 

oversight and degree of IAF internationalization, which supports the notion that the supervisory 

body has an interest in wider geographical coverage by the IAF to support its own monitoring 

activities. Moreover, it is possible that when supervisory boards or ACs have comparatively 

more control over the IAF along with the power to review and possibly extend its budget, 

establishing foreign audit hubs becomes more easily attainable. 

Cooperating with local experts is shown to be positively associated with IAF 

internationalization. This finding might appear counterintuitive at first glance and, therefore, is 

quite interesting. However, considering that an IAF aware of its own limitations is regarded as 

positive (Lenz et al., 2014), conducting audits with local internal or external specialists might 

be able to function as a proxy for the internal auditors’ awareness of the importance of using 

specialist local knowledge. Following this line of argumentation, it seems reasonable that IAFs 

seeking out support when dealing with country specific issues and profiting from such a co-

sourcing arrangement, would be more likely to invest in foreign internal audit locations to make 

up for certain missing knowledge, skills, and resources of which they are acutely aware.

Additionally, findings indicate that the processes and activities an IAF is tasked with in 

the organization, and more specifically a focus on audits contributing to cost efficiency, leads 

to a lesser degree of the IAF’s internationalization. This is in line with considerations from 

organizational literature that a centralized function can help to avoid incurring added 

administrative overheads (Shenkar, 2001) due to maintaining additional internal audit hubs. 

The IAF’s dual and competing roles of increasing operational efficiency while at the same time 

providing effective monitoring could further explain that when focusing on cost savings, 

monitoring activity abroad might be decreased. 
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In contrast, no evidence for the focus on effectiveness as a driving force behind IAF 

internationalization could be documented. This might be due in part to the ongoing debate 

regarding the concept of internal audit effectiveness (see Lenz and Hahn (2015) for a synthesis 

of academic literature on the topic) and the various understandings of how to best achieve it. 

Insights from the preliminary interviews show that for some striving for effectiveness will 

prompt them to operate a centralized audit function in order to ensure uniform standards and 

secure auditors’ loyalties, while others decide to establish internal audit hubs and hire local 

foreign auditors to benefit from saving travel time and freely dispensing country specific 

knowledge. Moreover, the uniform and global nature of the IIA’s standards that shape the 

internal auditing profession across national borders is supposed to provide consistency and 

quality for IAFs worldwide (Protiviti, 2006). This could make the question of whom to hire and 

where to establish internal audit hubs less pressing from an effectiveness point of view. 

The financial industry sector and firm size also emerge as significant determinants of 

IAF structure. This lends further credibility to the applicability of institutional theory, as finance 

companies worldwide operate under increased scrutiny from regulators and experience coercive 

pressure.

6.1 Implications

This study has several implications for both research and practice. First, it extends the 

sparse literature on IAF organization and, to the authors’ knowledge, fills an important research 

gap as the first article to empirically investigate possible drivers of establishing internal audit 

locations in foreign countries. Furthermore, the results compliment prior research by Arena and 

Azzone (2007), who investigate the reason leading to the establishment of an IAF in Italian 

companies. 

Second, the study’s results provide initial benchmarks for companies operating 

internationally regarding their IAF’s possible organizational forms. This is of value especially 
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in light of the limited regulatory requirements concerning the establishment and organization 

of the IAF in many countries. The developed model can highlight predicted changes in the 

IAF’s organizational structure as its environment, resources, and processes and activities vary. 

The preliminary interviews conducted among internal audit professionals add another layer of 

rich insights to the study. 

Lastly, as companies continue to expand their operations across borders, it seems 

appropriate to examine the ways in which to best mitigate the risks associated with global 

transactions, unknown environments, and potential losses of control. As the IAF continues to 

play an important part in companies’ corporate governance mechanisms, it is imperative to gain 

further insides into this currently under-researched function and on its potential contributions 

to providing company-wide and often world-wide assurance. 

6.2 Limitations

This study is subject to certain limitations. First, as is the case with all survey-based 

studies, the data’s accuracy relies on the responses of the study’s participants. Second, the data 

set used was provided by the national IIA chapters on the condition of anonymity, which 

impedes supplementing the analysis with further company specific information. Thus, the study 

is limited to the existing survey questions which provide limited details on certain topics. For 

example, the number of countries a company operates in is provided, but a list of the respective 

country names is not given. Therefore, a potentially interesting element missing from the 

analysis is the information regarding possible legal requirements for the establishment of an 

IAF office in a given country. The set of our dependent and independent variables can also be 

discussed in more detail. As we have to rely on the information from the anonymous survey, 

we are not able to include further information about the organizational structure or strategy of 

the participants. It is also interesting to analyze the potential practical solutions within the IAFs 

when it comes to foreign audits or (multinational) joint audit teams. Future studies should 
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investigate these issues and provide additional insights on the pressures shaping the IAF’s 

organization in the international context. 

6.3 Final remarks

In sum, a global IAF has specific advantages and disadvantages, where the advantage of a global 

approach usually is seen as a disadvantage of a centralized IAF and vice versa. In principle, even if 

centralized companies will also choose a centralized IAF and decentralized companies a 

correspondingly decentralized IAF, the IAF’s organization depends on numerous other factors. These 

can include the size of the company, the focus of IAF activities (e.g. assurance vs. consulting), the 

proportion of foreign audits, the distance between corporate headquarters and audit locations (both in 

terms of time and travel expenses), and the existing know-how and cultural competence of the internal 

auditors or the corporate culture in general. Thus, the fundamental question regarding the optimal IAF 

organization should always be answered in a company-specific context. With this study, we contribute 

to the practical and scientific discussion about the IAF’s internationalization and open multiple avenues 

for future research.
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Table 1. Variable Definition

Dependent Variable Description Name Scale

IAF internationalization Degree of internationalization determined by number of IAF 
employees employed abroad divided by the total number of IAF 
employees, with resulting quotas ranked: 1 for “no 
internationalization”, 2 for “low/below average 
internationalization”, and 3 for “high/above average 
internationalization” (average: 36.93%)

IAF_INT 1 - 3

Independent Variables Description Name Scale

Company complexity Natural logarithm of the number of countries in which the 
company is active

COMPLEXITY 0 - 5.39

Subordination of the IAF Disciplinary subordination of the IAF, 
0 if subordinated neither to the supervisory board nor the AC, 
1 if subordinated either to the AC or to the supervisory board, 
2 if subordinated to both

OVERSIGHT_
AC_SVB

0 - 2

Governance maturity Governance maturity measure with 
0 for ”unaware of the TLoD model“ or ”TLoD model not 
implemented“, 1 for ”TLoD model partially implemented“, 
and 2 for ”TLoD model fully implemented“

MATURITY 0 - 2

Cooperation with local 
specialists

Dummy variable, 0 for ”no joint audits with local specialists“ 
and 1 for ”joint audits with local specialist“

LOCAL_
EXPERTISE

0 / 1

IAF’s focus on cost 
efficiency

Extent to which internal audit results are used for operational 
process efficiency, ranked from “never” to “very often”

EFFICIENCY 0 - 5

IAF‘s focus on control 
effectiveness

Composite measure of data items describing the IAF’s current 
objectives:
Ensuring the effectiveness of the ICS; 
Ensuring compliance with legal/supervisory regulations; 
Ensuring compliance with company internal regulations;
Ensuring the effectiveness of the risk management (RM);
Ensuring the effectiveness of the compliance management 
system;
(Cronbach‘s alpha: 0.8635)

EFFECTIVENESS 1 - 5

Industry affiliation Dummy variable, 1 for ”Credit and financial institutions 
including Banks”, “Insurance companies”, and “Pension and
social insurance companies” and
 0 for ”Non-Financial Industry”

 FINANCE 0 / 1

Listing status Dummy variable, Company’s listing status, 1 for ”listed” and 0 
for ”not listed”

LISTING 0 / 1

Company size Natural logarithm of the number of company employees FIRM_SIZE 1.1 – 13.3

Use of strategic 
long-term planning

IAF’s emphasis on use of strategic multi-year planning, 
ranked 1 “not at all” to 5 “very intensively”

SLT_PLAN 1 - 5

Location of firm Dummy variable, 1 for ”Germany” and 0 otherwise GERMANY 0 / 1

Location of firm Dummy variable, 1 for “Switzerland” and 0 otherwise SWISS 0 / 1
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Table 2. Summary Statistics 

Variables Mean Std. Dev. Range

IAF_INT 1.304 0.639 1 - 3
COMPLEXITY 1.783 1.746 0 – 5.3
OVERSIGHT_AV_SVB 0.297 0.570 0 - 2
MATURITY 1.534 0.610 0 - 2
LOCAL_EXPERTISE 0.436 0.497 0 - 1
EFFICIENCY 3.186 1.211 0 - 5
EFFECTIVENESS 4.118 0.912 1 - 5
FINANCE 0.348 0.477 0 - 1
LISTING 0.463 0.499 0 - 1
FIRM_SIZE 8.000 1.893 1.1 – 13.3
SLT_PLAN 3.395 1.398 1 - 5
GERMANY 0.676 0.469 0 – 1
SWISS 0.176 0.381 0 – 1
Notes: See Table 1 for variable definitions
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Table 3. Pearson Correlation Matrix

Variables (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13)

IAF_INT (1) 1.000

COMPLEXITY (2) 0.465 1.000

(0.000)

OVERSIGHT (3) 0.177 0.043 1.000

(0.002) (0.465)

MATURITY (4) 0.105 0.086 -0.011 1.000

(0.073) (0.142) (0.850)

LOCAL_EXPERTISE (5) 0.190 0.175 0.162 0.100 1.000

(0.001) (0.003) (0.005) (0.087)

EFFICIENCY (6) -0.039 0.213 -0.008 0.014 0.031 1.000

(0.509) (0.000) (0.886) (0.813) (0.594)

EFFECTIVENESS (7) 0.015 -0.004 -0.044 0.164 0.139 0.093 1.000

(0.804) (0.949) (0.451) (0.005) (0.017) (0.112)

FINANCE (8) -0.031 -0.286 0.116 0.348 0.057 -0.286 0.059 1.000

(0.600) (0.000) (0.047) (0.000) (0.331) (0.000) (0.314)

LISTING (9) 0.306 0.335 0.089 0.259 0.158 -0.050 0.037 0.150 1.000

(0.000) (0.000) (0.129) (0.000) (0.007) (0.396) (0.529) (0.010)

FIRM_SIZE (10) 0.440 0.488 0.099 0.028 0.136 0.158 0.015 -0.360 0.253 1.000

(0.000) (0.000) (0.089) (0.632) (0.020) (0.007) (0.793) (0.000) (0.000)

SLT_PLAN (11) -0.053 -0.188 -0.085 0.109 0.019 0.070 0.104 0.260 -0.048 -0.209 1.000

(0.361) (0.001) (0.147) (0.062) (0.748) (0.232) (0.074) (0.000) (0.408) (0.000)

GERMANY (12) -0.004 0.086 -0.563 -0.019 -0.059 -0.035 0.021 -0.174 -0.054 0.118 -0.015 1.000

(0.943) (0.140) (0.000) (0.748) (0.316) (0.554) (0.717) (0.003) (0.353) (0.044) (0.796)

SWISS (13) 0.091 -0.041 0.710 0.061 0.184 -0.051 -0.029 0.165 0.090 0.049 -0.049 -0.666 1.000

(0.117) (0.486) (0.000) (0.299) (0.002) (0.387) (0.617) (0.005) (0.124) (0.398) (0.407) (0.000)

Notes: See Table 1 for variable definitions
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Table 4. Estimated Results for Ordered Logit Model

Model 1 for dependent variable 

IAF_INT 

Model 2 for dependent variable 

IAF_INT, robustness check using 

FORSALE

Model 3 for dependent variable 

IAF_INT, robustness check using 

IPPF_USE
Variable Coef. Std. Err. P-Value Coef. Std. Err. P-Value Coef. Std. Err. P-Value
COMPLEXITY (FORSALE)   0.812*** .164 0.000   0.045*** .008 0.000   0.774*** .168 0.000

OVERSIGHT_AC_SVB   0.855** .432 0.048   0.873** .449 0.050   0.989** .456 0.030

MATURITY (IPPF_USE)  -0.226 .339 0.505  -0.149 .350 0.705   0.098 .194 0.615

LOCAL_EXPERTISE   0.814** .388 0.036   1.138*** .414 0.005   0.699 .394 0.076

EFFICIENCY  -0.390** .161 0.015  -0.460*** .166 0.006  -0.376** .162 0.021

EFFECTIVENESS   0.027 .207 0.897   0.079 .216 0.732   0.081 .212 0.703

FINANCE   1.471** .580 0.011   1.971*** .641 0.002   1.227** .567 0.031

LISTING   0.636 .429 0.138   0.126 .464 0.794   0.768 .437 0.079

FIRM_SIZE   0.590*** .145 0.000   0.722*** .147 0.000   0.506*** .144 0.000

SLT_PLAN   0.099 .146 0.495   0.148 .153 0.324   0.086 .148 0.558

GERMANY   0.107 .692 0.877   0.128 .717 0.850   0.443 .733 0.545

SWISS  -0.182 .792 0.819  -0.540 .805 0.504  -0.193 .848 0.820

Number of obs. 295 289 273
Log-likelihood -123.209 -115.887 -117.577
² (12) 134.48 142.39 123.17
Pseudo R² 0.3531 0.3806 0.3437
Notes: See Table 1 for variable definitions. ***, **, Significant at p < 0.01 and p < 0.05, respectively.
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Figure 1. Conceptual Framework Illustrating Possible Drivers of the IAF's 

Internationalization
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Appendix A: Interview Instrument

 Please provide information on the company you work for (industry, size, listing status, 
international locations, etc.).

 Please describe the IAF’s audit universe.
 Please describe how the IAF is organized in your company (organizational and 

reporting structure, number of hubs, number of employees nationally and 
internationally, etc.)

 Are there any requirements for the establishment and/or organization of an IAF in 
your company (e.g. due to national laws, the company’s legal form, etc.)? If so, please 
explain.

 Which, if any, requirements are made by the company management regarding the 
IAF’s organizational structure and process organization? 

 Which criteria are used to determine the location(s) of the internal audit office(s)?
 Does efficiency play a role when deciding on the IAF’s organizational form? If yes, 

how so?
 Do monetary aspects play a role when deciding on the IAF’s organizational form? If 

yes, how so?
 Which, if any, are the advantages of decentralized internal audit offices?
 In your opinion, are the internal audit staff sufficiently qualified to cover the audit 

requirements of the entire company?
 If not, how often and for which topics/issues are (company internal or external) 

experts used to support an audit?
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Appendix B: Survey Instrument

1. What is the total number (full-time equivalent) of employees in your IAF? 
2. What is the total number (full-time equivalent) of employees in your IAF that 

are permanently stationed abroad? 
3. In how many countries is your company active? 
4. How much of your company’s turnover is generated abroad? [in percent]
5. To whom are you as CAE disciplinarily subordinated?

Yes No 
To (the chair of) the supervisory board / administrative board [Swiss 
equivalent to the supervisory board]
To the audit committee

6. Does your company’s organization reflect the Three Lines of Defense model?

( ) Yes, fully ( ) Yes, partially ( ) No
( ) Not aware of the 

Three Lines of 
Defense Model

7. To what extent is the IPPF (IIA-Standards) used for internal audit work? 
Never (1) (2) (3) (4) Always (5)
8. Are joint audits conducted with other functions/entities? 

Yes No
External auditors and/or other external local experts
Local auditors

9. Are internal audit results used for operational process efficiency?

Never 
(0)

Very 
seldomly 
(1) 

 

(2) 

 

(3) 

 

(4) 
Very often
(5)

10. What are the current objectives of the IAF? 
Does not 
apply 
(1) (2) (3) (4)

Fully 
applies
(5)

Ensuring the 
effectiveness of 
the ICS; 
Ensuring 
compliance with 
legal/supervisory 
regulations; 
Ensuring 
compliance with 
company 
internal 
regulations;
Ensuring the 
effectiveness of 
the risk 
management;
Ensuring the 
effectiveness of 
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the compliance 
management 
system

11. Which industry does the company belong to? 
12. What is the company’s listing status? 
13. What is the total number (full-time equivalent) of company employees?
14. Which planning mechanisms/tools are used by the IAF?

Not at all
(1) (2) (3) (4)

Very 
intensively
(5)

Strategic 
multi-year 
planning

15. Where is your company located?
( ) Germany ( ) Austria ( ) Switzerland
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Not required per instructions of Editor Robert K. Larson.


