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The internal audit function is the central 
point of interest for management and the 
board of directors as its role is to help 

the organization accomplish its objectives by 
improving its governance, risk management, 
and internal control pro-
cesses. Internal audit 
independence lays the 
foundation for its assur-
ance services.  Although 
the Institute of Internal 
Auditors (IIA) requires 
that chief audit execu-
tives (CAE) report to the 
board to ensure inter-
nal audit independence, 
regulations are silent on 
this requirement. The variances of governance 
models added complexity. CAEs’ relationship 
with the board differs depending on the organi-
zation’s board structures. 
Tradition, history, culture, and legal systems 
have created the world’s diverse corporate 

governance models. The three typical rep-
resentations of governance models are the 
Anglo-American, the Germanic, and the Jap-
anese (Clarke, 2016). The Anglo-American 
model, also known as the one-tier board mod-

el, is widely adopt-
ed in the publicly 
traded companies 
in the United States 
(US), United King-
dom (UK), Cana-
da, Australia, and 
New Zealand. 	
The Germanic mod-
el, also called the 
two-tier board mod-
el, is widely adopted 

in the publicly traded companies in Germany, 
Austria, Switzerland, Sweden, and Denmark. 
The Japanese model, called the hybrid board 
model in this paper, is adopted in the publicly 
traded companies in Japan and China.

An internal audit function provides 
assurance of the effectiveness of the 

organization’s risk management. 
The realization of the function’s 
strategic role depends on its in-

dependence. How does corporate 
governance impact internal audit 

independence?
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There have been many academic articles on corpo-
rate governance, internal audit independence, and 
the value of an internal audit function to corporate 
governance. However, no research has yet analyzed 
corporate governance’s impact on the independence 
of internal audit. This study focuses on the three rep-
resentative governance models and investigates two 
research questions:

RQ1: Do the corporate governance factors impact 
internal audit independence?
RQ2: Do the corporate governance factors impact 
actual internal audit practices?

As governance has many elements and dimensions 
of complexity, I selected the following factors perti-
nent to IAFs: 1) the board structures – whether the 
organization adopts a one-tier, two-tier, or hybrid 
board; this factor corresponds with the three gover-
nance systems, 2) whether an audit committee exists 
in the organization, and 3) whether internal audit 
function is mandated by law. 

Findings and Conclusions
Though the IIA Standards prescribe several re-
quirements for internal audit independence so au-
ditors can perform their duties, the research reveals 
an alarming fact that these requirements are not 
conformed by internal audit functions around the 
world. Without independence, one could question 
how the internal audit function provides assurance 
on the organization’s risk management and internal 
control processes. 
The study revealed that the organization’s board 
structure is a significant factor impacting internal 
audit independence and internal audit practices, e.g. 
board support of internal audit functions, sufficien-
cy of internal audit function’s budget, internal audit 
free access to organization’s records, internal audit 
communicating unacceptable risks to the board, and 
CAE meeting with audit committee in executive ses-
sion. In addition, internal audit functions that are 
mandated by law are more likely to be independent 
than those opposite. Internal audit practices are pos-
itively associated with internal audit independence. 
Internal audit functions that have higher levels of in-
dependence are more likely to be supported by the 

board, have sufficient budget and unrestricted access 
to the organization’s records. 
The research conclusion that the board structure and 
internal audit mandate are two significant factors 
impacting internal audit independence and practic-
es is significant and applicable to the enhancement 
of corporate governance. To some extent, the CAE’s 
relationship with the board determines the posi-
tioning of the internal audit function, reinforces its 
authority, and can have a significant impact on its 
effectiveness. This study adds empirical evidence 
to the literature that the board structures impact 
internal audit independence and audit practices. 
It suggests that IIA recognize the different board 
structures provide clear guidance on the relation-
ship between CAE and the board. Furthermore, it 
provides evidence for Security Exchanges to update 
their Governance Codes in mandating internal audit 
functions and clearly specifying the CAE reporting 
line to an independent board. 
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Methodology
Quantitative research objectively tests theories by 
investigating the relationships among variables 
that are statistically analyzed to draw a conclu-
sion. Following Creswell’s methodology, I utilized 
the data from the 2015 IIA’s global survey and se-
lected five countries representing the three gover-
nance models to investigate the factors impacting 
internal audit independence and how the internal 
audit independence is reflected in the actual prac-
tices.


