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ABSTRACT

Research aim: The purpose of this study is to determine if there are differences between the
demand-side (external auditors and audit committees) and supply-side (chief audit executive and
senior and middle-level internal auditors) perspectives on the drivers of internal auditor
consulting services.

Design/ Methodology/ Approach: An independent sample t-test was conducted using the SPSS
to determine views on the differences between the two groups. The study collected the
perceptions of 258 respondents, including 123 on the demand side (57 audit committee members
and 66 external auditors) and 135 respondents on the supply side (60 heads of internal audit and
75 internal auditors).

Research finding: On the demand side, there are significant differences in the perceptions of audit
committee members and external auditors, except on senior management support, risk-based
internal audits, and auditor skills and competencies. On the supply side, there are no significant
differences between chief audit executives and internal auditors” views, except on organisational
culture and data analytics.

Theoretical contribution/ Originality: This study extends internal audit research based on the
resource-based view (RBV) theory, considering various influencing drivers (internal resources)
from the perspectives of various stakeholders that affect internal auditors consulting services.
Practitioner/ Policy implication: To improve the consulting services of the internal auditors,
audit committees, external auditors, chief audit executives and internal auditors should develop
an understanding of these conflicting views.

Research limitation: Only listed companies in Bangladesh, which are better governed and
regulated, were considered for data collection. Future research can focus on other developing
countries and on unlisted companies. In addition, perceptions of other stakeholders, such as
regulators and senior management, can also be taken into consideration.

Keywords: Internal auditors, Consulting services, Audit committee, External auditors, Chief
audit executive.
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1. Introduction

Businesses are facing unprecedented challenges particularly in risk management
and strategic development (Mio, Panfilo, & Blundo, 2020; Musumali & Qutieshat,
2022). Internal auditors” consulting services play a critical role in solving business
problems by providing objective insights and recommendations that enhance an
organisation’s processes, risk management, and overall performance (Chen et al.,
2020). Consequently, the definition of internal audit has been broadened to
include consulting services alongside auditing services (IPPF, 2017). Today,
internal audit functions are involved in a variety of consulting activities that go
beyond financial reporting and compliance (Anderson, 2003; Mennicken, 2013).
Management believes that the strategic support provided by internal auditors,
such as advice on strategy development and risk management, is mainly related
to the operational activities of the organisation (PWC, 2014).

However, despite recognition of the consulting services provided by internal
auditors, research on the consulting role of internal auditors has increased
significantly in recent years, but is still in its early stages (Alqudah, Amran, &
Hassan, 2019; Jiang, Messier, & Wood, 2017). For example, Alqudah, Amran, and
Hassan (2019) note that consulting services that have a direct impact on good
corporate governance. Similarly, Jiang, Messier, and Wood (2017) examine the
relationship between the consulting services of internal auditors and the economic
benefit to companies, and find that the involvement of internal auditors in
consulting services has a significantly positive association with economic benefit.

Turetken, Jethefer, and Ozkan (2020) and Lenz and Hahn (2015) provide an
overview of the literature on internal audit functions from two different
viewpoints, the demand side and supply side. The demand side deals with the
driving forces from the perspective of internal auditors like senior management,
audit committees and external auditors, whereas the supply side looks at the
driving forces from the perspective of internal auditors like chief audit executives,
senior audit staff, and junior audit staff. Lenz and Hahn (2015) recommend that
for internal audit functions to be considered effective, it is important to meet both
the internal auditor’s priorities and the internal audit customers’ priorities.

Among the various customers of internal audit functions (from a demand side
perspective), audit committees are the executive authority to which internal audit
reports are submitted. External auditors make their decisions seeking the direct
support of internal audit functions (Abdolmohammadi, Ramamoorti, & Sarens,
2013; Cular, Slapnicar, & Vuko, 2020). Internal auditors provide regular updates
on emerging risks, control weaknesses and areas requiring attention, enabling
audit committees to make informed decisions about risk management strategies
(Wilkinson & Coetzee, 2015). Additionally, internal auditors often serve in an
advisory capacity to audit committees, providing direction on complex issues,
such as new regulations, accounting standards, or emerging risks. This consulting
role assists audit committees in making informed decisions that are consistent
with the organisation’s strategic goals. Similarly, Messier et al. (2011) state that
internal auditors share their findings, working papers and analyses with external
auditors, which can help reduce duplication and focus on higher risk areas.
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Therefore, the expectations of audit committees must be met, along with those of
external auditors, to demonstrate the performance of internal audit functions
(Lenz & Hahn, 2015).

It is also suggested by Lenz and Hahn (2015) that chief audit executives and
other internal auditors should have a common understanding of their own work.
The consulting engagement helps internal auditors self-align their activities with
the company’s strategic objectives, sharing and gaining knowledge across
different functions, resulting in a deeper understanding of the company’s
operations with insights into emerging risks and operational challenges (Burton
et al., 2015). This knowledge can be used to tailor audit plans more effectively and
focus on areas that are most important to the organisation. However, soft factors
can influence different thinking and behaviour and may affect the functions of
internal auditors. Hence, it is important for chief audit executives and internal
auditors (supply-side perspective) to understand the drivers of consulting service,
and what internal audit customers, like external auditors and audit committees,
perceive in order to determine the effectiveness of internal auditors’” consulting
services.

Nevertheless, previous studies have shown that the expectations of these two
groups —demand-side and supply-side perspectives—may conflict with each
other (Erasmus & Coetzee, 2018; Hoos, Kochetova, & d’Arcy, 2015; Lenz, Sarens,
& Hoos, 2017; Roussy, 2013). For instance, Yee et al. (2008) find that mid-level
managers in Singaporean firms think internal audit functions are just ‘watchdog’
activities in their study of the perceptions of auditees from different departments.
Erasmus and Coetzee (2018) find differences in senior management and audit
committee members’ concerns on the factors affecting internal audit function
effectiveness for South African firms. The divergence in opinion of external
auditors, from the demand side of internal audit services, may affect how internal
auditors tailor their services, thereby influencing its effectiveness. Yet, no studies
compare the perceptions of other stakeholders, like audit committees and external
auditors (demand-side perspective) and chief audit executives and internal
auditors (supply-side perspective) on internal audit function consulting services.

Although there may be differences in views between a service provider
(supply side) and a user (demand side), this perception gap can usually be bridged
through effective communication during the service process. When there are
differences between groups on the same side (either supply or demand), this
divergence can lead to misalignment of goals and lead to conflicts over the scope
and focus of internal audit consulting activities. Therefore, the aim of this study is
to determine the differences in the perception of supply-side perspective (chief
audit executives versus internal auditors) and demand-side perspective (external
auditors versus audit committees) with regard to the drivers of internal audit
function consulting services. If the perceptions of these two groups do not differ,
these consulting services can have a common framework to satisfy both groups.

On the other hand, when there are differences between the perceptions of two
groups, internal auditors can discuss how internal auditors can provide the best
organisational improvement consulting services to reduce the information gap
between the two groups. If internal auditors meet the expectations of both
stakeholders, they will give value and use their advisory services in strategic
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decisions and corresponding risk management processes, which will strengthen
organisational operations and result in corresponding audit reports from external
auditors. When chief audit executives and internal auditors meet their own
expectations, they become motivated and strengthen accountability.

The remainder of the present study is structured as follows: Section 2 contains
the literature review, which will be followed by the research methodology in
Section 3, the results in Section 4, and finally the discussion of the findings and
conclusion in Section 5.

2. Literature Review

Previous studies confirm that two particular services are associated with
consulting services: strategy development and risk management (Carcello et al.,
2020; Ojo, 2019; Pike, 2012; Protiviti, 2007). Internal audit can identify operational
inefficiencies and provide advice on improving resource allocation and cost
savings to develop overall business strategy. Jiang, Messier, and Wood (2020) find
a significant positive relationship between the advisory performance of internal
auditors and economic benefit to the organisation. In addition, internal audit plays
a proactive role and has a significant impact on business risk management (Sarens
& De Beelde, 2006). Internal audit functions contribute to the risk management
process that helps management implement strategy development to ensure
organisational goals (Vijayakumar & Nagaraja, 2012).

This section also discusses the various drivers of consulting services and how
this service has been measured using previous studies. In this study, the research
question is considered based on the resource-based view (RBV) theory. Usang and
Salim (2016) and Alkebsi and Aziz (2017) use RBV theory to determine the
different triggers of internal audit functions. This study simply uses the results of
previous studies to identify the various drivers of internal auditors” consulting
services.

2.1 Senior management support (SMS)

According to Onumah and Yao Krah (2012), internal auditors need to maintain
good relations with management to achieve their objectives. Management support
can assist internal audit functions by participating in the internal audit plan and
providing important information (Alzeban & Gwilliam, 2014; Salehi, 2016).
Similarly, Bednarek (2018) states that all the suggestions and advice given by
internal auditors and implemented by management incrementally helps internal
auditors work. Moreover, management helps auditors approve adequate budget
and gives audit access in all departments (Sawan, 2013). In the context of RBV
theory, senior management support plays a crucial role in enhancing the
effectiveness of internal auditors’ consulting services by ensuring that they have
access to the necessary resources that improve their efficiency in the engagement
of risk management (Alkebsi & Aziz, 2017).

2.2 Organizational status (OS)

Desai and Desai (2010) state that internal auditors’ organisational status is an
important driver that impacts the reliance level of external auditors on internal
audit work. Organisational status helps them to stay in touch with top
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management and create opportunities to work in all departments. Kabuye (2017)
also finds that organisational position or status is important for internal auditors
to enhance their functions, especially anti-fraud measures in the organisation,
which helps them to give strategic advice about how to control such fraud. Based
on RBV theory, organisational status provides internal auditors with intangible
resources, such as authority, influence, and access, which enable them to provide
consulting services that enhance decision-making and risk management
engagement (Mahzan & Hassan, 2015).

2.3 In-house sourcing arrangement (IHSA)

In-house sourcing arrangement of internal audit functions is more preferable than
outsourcing for professional and consulting services (Abdolmohammadi, 2013).
In case of in-house internal audit arrangements, internal auditors have more
knowledge about the nature of business operations, which enables them to give
appropriate suggestions to mitigate earnings management (Ghaleb, Kamardin, &
Al-Qadasi, 2020). Similarly, Abbott et al. (2016) claim that more investment in in-
house internal audit functions has a significant positive impact on reporting
quality. The RBV framework suggests that in-house auditors, with their intimate
knowledge of the company, can offer proactive risk management consulting that
helps the organisation avoid disruptions and optimise performance
(Papageorgiou, 2013).

2.4 Organisational culture (OC)

Organisational culture is also an important dimension of internal audit functions.
For example, Sarens and Abdolmohammadi (2010) find that countries with lower
power distance are associated with higher levels of internal audit uniformity.
Similarly, Alzeban and Gwilliam (2014) report that the quality of internal audit
functions will be lower when the power distance is high. That is, when the internal
auditor has the opportunity to meet with management and top officials to discuss
important issues, it is easier to exchange ideas on how to achieve the organisation’s
ultimate goals. Under RBV theory, organisational culture serves as a strategic
resource that enhances the effectiveness of internal auditors” consulting services
by fostering an environment of trust, innovation, ethical behaviour, and
collaboration (Dicle & Usluer, 2016).

2.5 Data analytics (DA)

Data analysis (DA) is also considered an effective tool of internal audit functions
(Kopotienko, 2015). Li et al. (2018) find a significant positive association between
data analysis and internal audit performance. However, internal audit offers
exclusive opportunities to identify operational inefficiencies through the use of
data analytics, since internal auditors have more access to data collection
(Schneider et al., 2015). It is possible for internal auditors to use data analytics to
identify risks in any area of the organisation and provide advisory services to
management, who can then control that risk by making various strategic
decisions.

2.6 Risk-based assurance (RBIA)



Khan et al. (2024) / Asian Journal of Accounting Perspectives

Risk-based assurance serves as an important tool for the advisory services of
internal auditors (Koutoupis & Tsamis, 2009). Moreover, RBIA emphasises the
significance of detecting inherent risks and testing efficiency management
capabilities regarding mitigation of such risk (Coetzee & Lubbe, 2014). Internal
auditors become key contributors to strategic discussions, helping management
understand potential risks and opportunities. Koutoupis and Tsamis (2009) state
that this strategic alignment makes the RBIA approach both rare and non-
substitutable, providing unique insights that others without this perspective
cannot offer.

2.7 Continuous audit (CA)

Continuous audit is appropriate technique to assess the nature of risks (Chan &
Vasarhelyi, 2011). Continuous audit is a useful tool of internal audit functions,
especially in providing consulting services (Chan & Vasarhelyi, 2011). Church and
Schneider (1992) find that implementation of continuous audit could improve its
effectiveness. Brown, Wong, and Baldwin (2007) state that continuous auditing
enables the use of predictive analytics, helping auditors anticipate potential risks
and suggest preventive actions. This ability to forecast risks and advise on future
scenarios makes internal audit functions a forward-looking, strategic partner to
management.

2.8 Internal auditors’ skills and competencies (IASC)

Different characteristics of internal auditors help with the efficacy of internal audit
functions (Ma’Ayan & Carmeli, 2016). Skilled and competent auditors are more
capable of giving advisory service regarding internal controls and solutions to
deal conflicting situations (Zain, Subramaniam, & Stewart, 2006). Alternatively,
internal auditors will disregard their advisory performance if they do not have
sufficient competent and useful knowledge, thereby reducing the effectiveness of
their functions (Van Peursem, 2005). If the skills and competencies of the internal
auditors are high, it is possible to better meet the expectations of auditees (Arena
& Azzone, 2009). From the RBV theory perspective, Ahmad (2015) states that
internal auditors” specific skills, competencies, and knowledge serve as strategic
resources. These resources enable internal auditors to deliver high-quality
consulting services, supporting the organisation in building a sustainable
competitive advantage by improving processes, managing risks, and enhancing
governance.

2.9 Leadership style (LS)

The leadership styles of chief audit executives also affect the performance of
internal audit functions (Nusran, 2021). According to Erasmus and Coetzee (2018),
quality leadership effects subordinates emotional responses, inspires work, and
helps achieve the internal audit functions objectives. They also conclude that this
creates value by ensuring that internal auditors can engage meaningfully with
other departments, understand their challenges, and offer relevant and actionable
consulting insights. The leadership style supports auditors in presenting their
findings and recommendations in ways that resonate with the organisation’s goals
and strategies (Dal Mas & Barac, 2018).
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2.10 Auditor independence (Al)

The independence of auditors is vital, as it enables them to give their opinions and
advice without any form of threat (Asiedu & Deffor, 2017). Previously, auditor
independence was considered one of the main drivers of internal audit functions
(Getie Mihret, 2007; Prawitt, Sharp, & Wood, 2011). When the auditor provides
independent consulting services, management can then use the information to
make various strategic decisions. Ahmad (2015) states that auditor independence
is a non-substitutable resource, especially in the context of consulting on
governance and risk management issues. Without independence, the consulting
services offered by internal auditors could be compromised by internal biases,
leading to suboptimal or skewed advice.

Two individual limitations have been identified in the literature to date. First,
variables were not used consistently in the regression model, and second, limited
studies considered the perceptions of internal audit customers. No study was
identified as to whether there is a difference between the perspectives of internal
audit customers, particularly audit committees and external auditors (demand-
side perspective) and between chief audit executives and internal auditors
(supply-side perspective) when determining the drivers of the consulting
function. In this study, it is considered that the perceptions of these two groups
may differ, and that this difference is due to the functional shift of internal
auditors. The main reason for this is that audit committees view internal audit
functions as the level of coverage of the organisation’s risk management and
governance processes (Anderson & Svare, 2023), whereas external auditors’ audit
plans, programmes and audit fees depend on the performance of internal audit
functions. From the supply-side perspective, chief audit executives are responsible
for confirming that internal audit functions continuously improve. Internal
auditors themselves believe that they must meet the different expectations of
different stakeholders by benefiting from a high salary range and greater career
opportunities (Haig, 2018). Therefore, it is also assumed that these contradictions
could have an impact on the drivers of advisory functions. As such, the following
research questions are developed:

RQ1 Is there any significant difference in the perceptions of audit committees and external
auditors on the consulting services of internal auditors?

RQ2 Is there any significant difference in the perceptions of chief audit executives and
internal auditors on the consulting services of internal auditors?

3. Method

3.1 Sampling and data collection

This study focuses on developing and emerging economies, which can provide
additional insights to the literature and enhance the understanding of the global
conformity of the internal audit profession, particularly in Bangladesh. All listed
companies in Bangladesh are registered and governed by the Bangladesh
Securities and Exchange Commission Act 1993 (amended in 2012), the Companies
Act 1994, the Financial Institutions Act 1993, the Bank Company Act 1991 and the
Bankruptcy Act 1997. As per the Code of Corporate Governance for Bangladesh
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(CGQ), all listed companies must have an internal audit functions within the
organisation. Private companies should consider establishing an internal control
system if they do not have an internal audit department. Further, Section 33 of the
Securities and Exchange Rules 1987 states that all companies listed on the Dhaka
Stock Exchange (DSE) and Chittagong Stock Exchange (CSE) must incorporate
IAF to provide audit and advisory services that ensure the effectiveness of
organisational operations. Based on this rule, all listed companies must also
establish an audit and risk management committee to review the adequacy of IAF.
Therefore, in Bangladesh, listed companies have been found to be more dominant
than the private limited companies.

The unit of analysis is the company. On the supply side, chief audit executives
and internal auditors (senior managers and managers of the internal audit
department) and in the demand-side, audit committees and external auditors, are
considered as respondents in this study. Data was collected from the listed
companies and external audit firms in Bangladesh. Before data collection, pre-
testing was done with the perceptions of three academicians and two industry
experts (Jansen & Hak, 2005). Some questionnaire items were modified based on
feedback from the pre-testing. To determine the minimum sample size, this study
used G* Power version 3.1.9.7 software (for one-tailed t test input parameter;
medium effect size, d = 0.50; p value = 0.05; power = 0.80 and allocation ratio =
N2/N1-1) and found the minimum sample size was 102, with 51 in group one and
51 in group two.

Figure 1. Determination of Minimum Sample Size

e G™Power 2.1.9.7 — >
File Edit View Tests Calculator Help

Central and noncentral distributions  Protocol of power analyses
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Test family Statistical test
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Power (1-B err prob) o.80 sample size group 1 51
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Actual power 0.8058986

XY plot for a range of values Calculate

A non-probability sampling technique (purposive sampling) was used to select
respondents. Responses were only collected from audit committee members,
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external auditors, chief audit executives and internal auditors. To confirm this,
mandatory requirements were indicated at the beginning of the questionnaire:
those who work at internal audit departments as internal auditors or chief audit
executives, are currently or have been members of the audit committee, and those
who are currently or have been working as external auditors.

For the supply side, a total of 290 questionnaires were sent in-person and via
email to chief audit executives (150 total, 30% sent via email) and internal auditors
(140 total, 20% sent via email). Likewise, on the demand side, a total of 260
questionnaires were distributed to audit committees (120 total, 60% sent by email)
and external auditors of various accounting firms (140 total, 55% sent by email).
In total, 60 usable responses were received from chief audit executives (40%
response rate, of which 90% in-person and 10% via email) and 75 from internal
auditors (53.57% response rate, of which 100% in-person). On the demand side, a
total of 57 audit committee members returned their responses (47.5% response
rate, of which 30% in-person and 70% via email), and 66 external auditors (47.85%
response rate, of which 73% in-person and 27% via email). Table 1 lists the details
of the respondents.

Table 1. Respondent Details

Designation In-person Email Total % of total

Demand side  Audit committee member 17 40 57 46%
External auditors 49 17 66 54%
Total 66 57 123 100%

Supply side Chief audit executives 54 6 60 45%
Internal auditors 75 - 75 55%
Total 129 6 135 100%
Total 195 64 258

3.2 Variable measurement and analytical tools

A survey questionnaire was developed to specify the latent variables and general
information of the participants. All latent variables were measured based on
previous literature. First, SMS was measured using eight items: six items were
taken from Alzeban and Gwilliam (2014) and two from Ma’Ayan and Carmeli
(2016). Second, for OS of internal auditors, seven items were used, all taken from
Kabuye (2017). Third, IHSA was measured by using eight items based on a
modified version of Salameh et al. (2011) (11 items were used, with five items
related to each other and merged with related items). Fourth, OC (power distance
only) was assessed using five items from Alzeban (2015). Seven items were taken
from Li et al. (2018) to assess DA. To measure RBIA, only nine items were taken
(excluding six items due to similarity) from Zainal Abidin (2017). In the case of
CA, seven items were used from Marx (2009), and seven items were adopted for
Al (three items relate to reporting and are considered individual items) from
Alzeban and Gwilliam (2014). Next, IASC was measured using seven items (two
items were merged with related items) from Kabuye (2017). For LS, nine items
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were considered (excluding two items due to similarity) from Dal Mas and Barac
(2018). To capture SD, five items were used by following Scholes, Johnson, and
Whittington (2002). Finally, to assess RM, seven items were taken from the
Institute of Internal Auditors (IIA, 2004).

All items were rated on a seven-point Likert scale, with 1 indicating ‘strongly
disagree” and 7 indicating ‘strongly agree’. To assess the normality, reliability and
validity of data, we used PLS-SEM (Hair et al., 2017) and an independent sample
t-test was conducted by using IBM SPSS Statistics version 26 to determine the
significance of the differences between the perceptions of supply-side and
demand-side perspectives. For the independent sample t-test, the important
assumption is approximate normal distribution of the dependent variable of each
group. Non-normal population distribution, particularly those with a highly
skewed population, significantly reduces the power of the test. To ensure the
normality of the data, the values of skewness and kurtosis are used in this study
by following Cain, Zhang, and Yuan (2017). The rule of thumb for the value of
skewness is +2, which means that the distribution is highly skewed (Hulland,
Ryan, & Rayner, 2010). The skewness value of this study is within range. In the
case of kurtosis, the default value of the normal distribution is 3 (Brown, 2011),
and the excess kurtosis value (substring 3 from the kurtosis value) is very close to
0, indicating that the data is normally distributed.

4. Results

Based on the criteria for evaluating the measurement model by Hair, Howard, and
Nitzl (2020), we assessed construct reliability and convergent validity and finally
discriminant validity. Table 2 below shows that the outer loading of each element
exceeded the recommended value (0.70), except Al6 (0.21), CA3 (0.38), RM2 (0.15),
RM4 (0.27) and RM5 (0.35). These five elements were deleted. All CR values
exceeded the recommended value (> 0.70). AVE is also above the recommended
value (> 0.50), and thus convergent validity was confirmed (Table 3).

Table 2. Outer Loading

Constructs Items OuFer Constructs Items OuFer
loading loading
Senior SMS1 0.785 In-house sourcing IHSA1 0.785
management SMS2 0.792 arrangement IHSA2 0.784
support (SMS) SMS3 0.752 (IHSA) IHSA3 0.816
SMS4 0.732 IHSA4 0.773
SMS5 0.798 IHSA5 0.803
SMS6 0.811 THSA6 0.777
SMS7 0.811 IHSA7 0.807
SMS8 0.776 IHSA8 0.756
Organisational OSs1 0.757 Data analytics DA1 0.806
status (OS) 0s2 0.809 (DA) DA2 0.807
0s3 0.771 DA3 0.794
0s4 0.813 DA4 0.771
0S5 0.792 DA5 0.782
0s6 0.757 DA6 0.818
0s7 0.767 DA7 0.817
0ocC1 0.828 SD1 0.826
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oC2 0.836 SD2 0.837
Organisational oc3 0.831 Strategy SD3 0.841
culture (OC) OocC4 0.783 development (SD) SD4 0.781
0C5 0.845 SD5 0.829
Risk-based RBIA1 0.768 Leadership style Ls1 0.860
internal audit RBIA2 0.775 (LS) LS2 0.791
(RBIA) RBIA3 0.751 LS3 0.806
RBIA4 0.751 LS4 0.845
RBIA5 0.774 LS5 0.819
RBIA6 0.809 LS6 0.791
RBIA7 0.759 LS7 0.763
RBIAS8 0.754 LS8 0.790
RBIA9 0.752 LS9 0.813
Continuous CA1 0.776 Auditor All 0.806
auditing (CA) CA2 0.770 independence (Al) A2 0.801
CA4 0.733 Al3 0.765
CA5 0.779 Al4 0.792
CA6 0.779 AI5 0.771
CA7 0.798 Al7 0.752
Internal auditor IASC1 0.772 Risk management RM1 0.830
skills and IASC2 0.776 (RM) RM3 0.843
competencies IASC3 0.760 RM6 0.806
(IASC) TASC4 0.825 RM7 0.838
TASC5 0.779
IASCé6 0.770
IASC7 0.724

Table 3. Cronbach’s Alpha, CR and AVE

First-order construct Cronbach’s a CR AVE
Senior management support (SMS) 0.909 0.927 0.612
Organisational status (OS) 0.893 0.916 0.61
In-house sourcing arrangement (IHSA) 0.913 0.929 0.621
Organisational culture (OC) 0.882 0.914 0.68
Data analytics (DA) 0.906 0.925 0.639
Risk-based internal audit (RBIA) 0.912 0.927 0.587
Continuous auditing (CA) 0.865 0.899 0.597
Internal auditor skills and competencies (IASC) 0.887 0.912 0.597
Auditor independence (AI) 0.872 0.904 0.61
Leadership style (LS) 0.934 0.945 0.655
Strategy development (SD) 0.881 0.913 0.677
Risk management (RM) 0.848 0.898 0.688

Discriminant validity is measured in two ways: the Fronell-Larcker criterion
(Fronell & Larcker, 1981), and the heterotrait-monotrait ratio (HTMT) of
correlation (Henseler, Ringle, & Sarstedt, 2015). Table 4 shows that all the square
roots of the AVE of each latent variable are higher than other latent variables, thus
meeting the Fronell-Larcker criterion. In the case of the HTMT ratio, Table 5 shows



Khan et al. (2024) / Asian Journal of Accounting Perspectives

that all values do not exceed the threshold (0.90), thus confirming discriminant
validity.

Table 4. Discriminant Validity: Fronell-Larcker criterion

Al CA DA IASC  IHSA LS OoC os RBIA RM SD SMS

Al supply side 0.718
Al demand side 0.839
CA supply side 0.388  0.737

CA demand side 0.646  0.806

DA supply side 0.345 0.648 0.769

DA demand side 0.632 0.863 0.831

TASC supply side 0.613 0469 0398 0.742

IASC demand side  0.685  0.677  0.662  0.804

IHSA supply side 0496 0471 0434 0565 0.742

IHSA demand side  0.586  0.663  0.637  0.631  0.830

LS supply side 0.613 0420 0333 0.608 0.598 0.785
LS demand side 0.715 0.698 0.605 0.692 0.553  0.835
OC supply side 0474 0562 0512 0555 0.650 0.539 0.793

OC demand side 0562  0.691 0712 0.624 0.758 0.620  0.856

OS supply side 0499 0376 0345 0550 0.598 0428 0468 0.759

OS demand side 0.616 0710 0716 0.634 0.824 0559 0.728  0.806

RBIA supply side 0443 0.615 0535 0448 0398 0405 0454 0353 0714

RBIA demand side ~ 0.626 0913  0.860 0.696 0.645 0.690 0737 0.721  0.816

RM supply side 0472 0393 0431 0506 0.640 0.552 0.611 0427 0381 0.816

RM demand side 0573 0807 0777 0.623 0.670 0.601 0.629 0.678 0.775  0.840

SD supply side 0.516 0518 0487 0579 0566 0385 0.614 0.600 0397 0531 0.775

SD demand side 0.615 0800 0773 0714 0.688 0.657 0.671 0.688 0.806  0.845 0.864

SMS supply side 0444 0479 0414 0556 0577 0.540 0593 0583 0310 0520 0.536 0.751

SMS demand side 0.558  0.657 0.679 0.648 0.771 0.558 0.605 0.815 0.671 0.666 0.681  0.820

Table 5. Discriminant Validity: HTMT Ratio

Al CA DA IASC IHSA LS ocC os RBIA RM SD SMS

Al

CA supply side 0.469

CA demand side 0.712

DA supply side 0.405  0.742
DA demand side 0.686  0.848

IASC supply side 0715 0.546 0.444
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IASC demand side  0.744  0.744  0.712
THSA supply side 0.577 0.537 0472  0.646

IHSA demand side  0.633  0.722  0.677  0.681

LS supply side 0.696 0474 0364 0.677  0.661
LS demand side 0.763  0.753  0.639  0.738  0.584
OC supply side 0.558  0.655 0.581 0.633 0.748  0.605

OC demand side 0.611  0.760 0.765 0.683 0.819  0.661

OS supply side 0585 0422 0374 0612 0.656 0454 0533

OS demand side 0.675 0.786 0.774 0.691 0.891 0599 0.797

RBIA supply side 0517 0.704 0591 0519 0445 0444 0507 0394

RBIA demand side ~ 0.677  0.878 0.823 0745 0.684 0.727 0.792  0.781

RM supply side 0.561 0462 0487 0578 0.734 0.621 0.722 047 0429

RM demand side 0.637 0.811 0860 0.693 0.740 0.654 0.701 0.760  0.852

SD supply side 0.622 0598 0552 0.665 0.652 0429 0.724 0.679 0452 0.629

SD demand side 0.671 0.883 083 0775 0.740 0.699 0.731 0.751 0.866  0.851

SMS supply side 0517 0.534 0448 0618 0.642 0.585 0.668 0.643 0342 0.587  0.602

SMS demand side 0.600 0.709 0.722 0.693 0.825 0.595 0.653 0.880 0.711 0.732 0.728

After ensuring the reliability and validity of the constructs, an independent
sample t-test was conducted to determine whether there are differences in
perception between the demand and supply sides. Due to the ordinal
measurement scale of the survey questionnaire, the average score of specific
constructs was used to conduct an independent sample t-test (Heeren &
D’Agostino, 1987). On the demand side, the results showed that audit committees
considered CA, LS, IHSA as the important drivers for consulting services (see
Table 7). From the external auditor’s perspective, they looked at OC, OS, and IASC
as the key drivers for internal auditor consulting services. The results also showed
that two drivers, SMS and Al, are considered important drivers by both groups
(see Table 6). In between two consulting services (SD and RM), both audit
committees and external auditors considered SD as the most important consulting
services for internal auditors.

To test the research question, Table 7 shows that there are significant
differences in case of OS (mean df = -0.348, p = 0.015) in scores, with the mean
score for audit committees (mean = 4.934, SD = 0.875) being lower than that of
external auditors (mean = 5.281, SD = 0.650). The magnitude of the differences in
the mean (mean difference -0.348, 95% BCaCl [-0.627; -0.068]) was significant.
Similarly, there were also significant differences between the perceptions of audit
committees and external auditors for IHSA, OC, DA, CA and LS. However, there
are no significant differences between audit committees and external auditors in
the case of SMS, RBIA and IASC. Moreover, there are no significant differences
between audit committees and external auditors in determining the consulting
services such as SD (mean df = -0.055, p = 0.682, 95% BCaCl [-0.322; 0.211]) and
RM (mean df = 0.210, p = 0.144, 95% BCaCl [-0.073; 0.494]).
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Table 6. Group Statistics (Audit Committees and External Auditors)

Variables Group N Mean Std. dev. St;iﬁ:arrrlor
Audit committees 57 5.333 0.877 0.116
SMS External auditors 66 5.233 0.816 0.100
Audit committees 57 4934 0.875 0.116
s External auditors 66 5.281 0.650 0.080
IHSA Audit committees 57 5.487 0.905 0.120
External auditors 66 4.907 0.763 0.094
Audit committees 57 4.772 0.938 0.124
oc External auditors 66 5.330 0.756 0.093
Audit committees 57 5.125 0.844 0.112
PA External auditors 66 4.604 0.706 0.087
RBIA Audit committees 57 5123 0.646 0.086
External auditors 65 5.074 0.546 0.068
Audit committees 57 5.561 0.629 0.083
A External auditors 66 5.096 0.621 0.076
LASC Audit committees 57 5.119 0.802 0.106
External auditors 66 5.205 0.752 0.093
Audit committees 57 5.402 0.756 0.100
ks External auditors 66 4.979 0.673 0.083
Audit committees 57 5.305 0.805 0.107
5P External auditors 66 5.361 0.688 0.085
Audit committees 57 5.237 0.839 0.111
M External auditors 66 5.027 0.748 0.092
Audit committees 57 5.237 0.891 0.118
Al External auditors 66 5.568 0.612 0.075

Table 7. Independent Samples Test (Audit Committees and External Auditors)

Leven'’s test

for equality of ttest
quatty for equality of means
variances
95% con. in. of the
. Std. ' Mean
F Sig. t df Slg' @ M?an error diff. diff.
tailed) diff. . .

diff. Lower  Upper sig?

SMS 1813  0.181 0.657 121.00 0.512 0.100 0.153 -0.202 0.403 No

0s 7.695  0.006  -2.469 102.10 0.015 -0.348 0.141 -0.627 -0.068 Yes

IHSA 0333 0.565 3.854 121.00 0.001 0.580 0.150 0.282 0.877 Yes

ocC 9.859  0.002  -3.59% 107.33 0.004 -0.558 0.155 -0.866 -0.251 Yes
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DA 0.577 0.449 3.728 121.00 0.002 0.521 0.140 0.244 0.798 Yes
RBIA 1.453 0.230 0.454 120.00 0.651 0.049 0.108 -0.165 0.263 No
CA 0.758 0.386 4121 121.00 0.000 0.465 0.113 0.242 0.689 Yes
IASC 1.979 0.162 -0.617 121.00 0.539 -0.086 0.140 -0.364 0.191 No
LS 2.524 0.115 3.280 121.00 0.001 0.423 0.129 0.168 0.678 Yes
SD 1.678 0.198 -0.411 121.00 0.682 -0.055 0.135 -0.322 0.211 No
RM 1.302 0.256 1.469 121.00 0.144 0.210 0.143 -0.073 0.494 No
Al 5.687 0.019 -2.366 97.00 0.020 -0.331 0.140 -0.609 -0.053 Yes

On the supply side, Table 8 confirms that both chief audit executives and
internal auditors identified OC, OS and DA as the top three drivers for consulting
services. Furthermore, when identifying consulting services, both chief audit
executives and internal auditors also believe that RM is a highly important
consulting service provided by internal auditors. However, to test the second
research question, Table 9 shows there are no significant differences in the case of
SMS (mean df = 0.050, p = 0.754) in scores with the mean score for chief audit
executives (mean = 5.10, SD = 0.76) being lower than that of internal auditor’s
(mean = 5.05, SD = 1.07). The magnitude of the differences in the mean (mean
difference = 0.050, 95% BCaCl [-0.263; 0.363]) was not significant. Similarly, there
were no significant differences between the perceptions of chief audit executives
and internal auditors for OS, IHSA, RIBA, CA, IASC, LS and. However, there were
significant differences between chief audit executives and internal auditors only
for OC (mean df = 0.100, p = 0.512, 95% BCaCl [-0.202; 0.403]), and DA (mean df =
0.100, p = 0.512, 95% BCaClI [-0.202; 0.403]). Furthermore, in identifying consulting
services, there are no significance differences between the perceptions of chief
audit executives and internal auditors in case of SD, but significant differences
between this group in case of RM.

Table 8. Group Statistics (Chief Audit Executives and Internal Auditors)

Variables Group N Mean Std. dev. St;iﬁ::rrlor
Chief audit executives 60.00 5.10 0.76 0.10
SMS Internal auditors 75.00 5.05 1.07 0.12
Chief audit executives 60.00 544 0.69 0.09
S Internal auditors 75.00 523 1.18 0.14
[HSA Chief audit executives 60.00 5.36 0.67 0.09
Internal auditors 75.00 521 1.28 0.15
Chief audit executives 60.00 5.60 0.76 0.10
oc Internal auditors 75.00 521 1.27 0.15
Chief audit executives 60.00 5.60 0.79 0.10
PA Internal auditors 75.00 5.23 1.18 0.14

RBIA Chief audit executives 60.00 5.15 0.61 0.08
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LS

SD

RM
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Internal auditors
Chief audit executives
Internal auditors
Chief audit executives
Internal auditors
Chief audit executives
Internal auditors
Chief audit executives
Internal auditors
Chief audit executives
Internal auditors
Chief audit executives

Internal auditors

75.00
60.00
75.00
60.00
75.00
60.00
75.00
60.00
75.00
60.00
75.00
60.00
75.00

491
5.05
491
5.14
5.02
5.17
5.12
5.01
4.99
5.64
5.35
433
4.68

1.03 0.12
0.56 0.07
0.99 0.11
0.81 0.11
1.03 0.12
0.64 0.08
1.16 0.13
0.71 0.09
1.25 0.14
0.79 0.10
1.26 0.15
0.59 0.08
0.89 0.10

Table 9. Independent Samples Test (Chief Audit Executives and Internal Auditors)

Leven'’s test for

t-test

e\?;?;?c,ezf for equality of means
95% con. in. of the
se v SEG Mewo S g
diff. Lower  Upper sig?
SMS 6.665 0.011 0.314 131.291 0.754 0.050 0.158 -0.263 0.363 No
os 16.832  0.000 1.301 123.000 0.196 0.212 0.163 -0.111 0.534 No
IHSA 25268  0.000 0.913 116.715 0.363 0.156 0.171 -0.183 0.495 No
ocC 17.598  0.000 2.209 123.643 0.029 0.389 0.176 0.040 0.738 Yes
DA 5.369 0.022 2151 129.248 0.033 0.365 0.170 0.029 0.701 Yes
RBIA 11.735  0.001 1.666 123.804 0.098 0.237 0.142 -0.045 0.519 No
CA 13.878  0.000 1.007 120.554 0.316 0.137 0.136 -0.132 0.405 No
IASC 4.423 0.037 0.713 132.977 0.477 0.113 0.159 -0.201 0.428 No
LS 23.810  0.000 0.103 120.709 0.918 0.018 0.171 -0.321 0.356 No
SD 9.227 0.003 1.621 126.783 0.107 0.288 0.178 -0.064 0.640 No
RM 5.991 0016  -2.721 128.989 0.007 -0.347 0128 -0.600 -0.095 Yes
Al 19.023  0.000 0.299 118.812 0.765 0.047 0.158 -0.265 0.359 No

5. Discussion and Conclusion

Using the independent sample t-test, this study is more concerned with
determining whether differences exist between the perceptions of different
stakeholders on both the demand side (audit committees and external auditors)
and the supply side (chief audit executives and internal auditors). To make
internal auditing effective, internal auditors must meet the expectations of all
stakeholders, including themselves. Therefore, it is necessary to know what
expectations the different stakeholders have, especially for consulting services,
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and which factors are most important to them. It is easier for internal auditors to
meet the expectations of different stakeholders when all stakeholders are focused
on the same issues.

However, when different stakeholders have different expectations and specify
different factors, meeting different expectations becomes a problem for internal
auditors. In order to make internal audit effective, all stakeholder expectations
should be met (Lenz & Hahn, 2015). On the demand side (RQ1), the results show
that audit committees are more focused on CA, LS, DA and IHSA compared to
external auditors that influence consulting services, whereas external auditors are
more focused on OC, OS, and IASC compared to audit committees for consulting
services. The mean difference between these two groups are statistically
significant except for IASC. The results also show that both audit committees and
external auditors consider SMS, Al and RBIA for internal auditors’ consulting
services, with insignificant differences between these two groups. In addition,
both groups also agree that both RM and SD are the two important consulting
services provided by internal auditors and there are no significant differences
between these two groups.

On the supply side (RQ2), the results show that both chief audit executives and
internal auditors are more concerned with SMS, OS, IHSA, CA, RBIA, IASC, LS,
and Al, with insignificant mean differences between the two groups. In the case
of OC and DA, chief audit executives are more concerned in compared to internal
auditors, and the mean difference between these groups is statistically significant.
For consulting services such as SD and RM, chief audit executives focus more on
this service than internal auditors. The results show that the mean difference of
SD is not statistically significant, whereas the mean difference of RM between
these two groups is statistically significant.

In fact, consulting performance depends entirely on the intention and support
of management (Jiang et al., 2017). Senior management contributes to providing
adequate budgets, sufficient resources, and appropriate staff to enable internal
auditors to adequately perform consulting services. In addition, these consulting
services depend on the willingness of management. Internal auditors have no
leeway to provide consulting services when management expects none. In RBV,
these resources are considered valuable when they help the organisation achieve
better performance through the contributions of internal audits.

In addition to SMS, Al helps internal auditors to perform their tasks without
pressure from internal and external parties, reduce conflicts of interest, and not
face frequent management interference while carrying out their work. Similarly,
RBIA assesses risks associated with the organisation’s strategic objectives, key
business processes, and also its own risk assessment activities by developing an
annual work plan that helps provide advisory services, such as strategy
development and risk management engagement, that help organisations to
achieve their objectives. According to RBV theory, when internal auditors
incorporate risk-based thinking into their consulting services, they help embed a
stronger risk culture throughout the organisation. A strong risk-aware culture is a
valuable and non-substitutable organisational resource, as it enhances long-term
resilience and strategic decision-making capabilities.
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IASC helps internal auditors understand the organisation’s rules and
regulations and the services management expects from them, which in turn
facilitates the achievement of the organisation’s objectives. Previous studies
(Arena & Azzone, 2009) show that IASC helps to deliver services in line with
stakeholder expectations. Moreover, OS helps to close the gap between
management and internal auditors, making it easier for the latter to provide their
services; OC provides a good working environment for internal auditors
(Alzeban, 2015); and IHSA helps internal auditors learn more about organisational
processes, which is very important for their services (Ghaleb, Kamardin, & Al-
Qadasi, 2020). According to RBV theory, IASC, OS and IHSA are the intangible
internal resources that play a significant role in shaping internal auditors’
consulting services. Previous studies also demonstrate that internal auditors can
easily measure organisational performance and risk assessments by using DA
(Schneider et al., 2015); CA helps to understand the development of certain risks,
which helps management to make strategic risk management decisions (Chan &
Vasarhelyi, 2011), and LS of chief audit executives helps internal auditors work
sincerely and effectively (Erasmus & Coetzee, 2018).

Yet, these differences between the supply and demand sides are not desirable.
This distinction limits the advisory services provided by internal auditing. The
results of this study indicate that internal auditors place more emphasis on
support (OS, OC, IHSA) for consulting services, while chief audit executives focus
on the audit process and auditor characteristics (DA, CA, LS, IASC). From the
demand-side perspective, audit committees are more focused on organisational
characteristics like SMS, OC and OS whereas external auditors are more focused
on auditors’ characteristics like IASC, Al and LS. Therefore, it is important to
address the needs of both groups (on both sides) that influence internal audit
consulting services. From an RBV perspective, all the factors are considered as
internal resources that helps to ensure organisational goals.

The findings indicate several ways to optimise internal auditors’ consulting
services. Internal auditors should meet AC expectations by focusing on CA, LS,
DA and IHSA. Internal auditors should focus on CA instead of traditional audits,
use data analytics tools such as trend analysis, profit analysis and ratio analysis.
chief audit executives should use transformational leadership, and management
should use in-house internal audit functions instead of outsourcing. Due to the
different expectations of external auditors, management should also pay attention
to a low power distance culture and place greater emphasis on open
communication across all levels of the organisation. Internal auditors should
interact freely with employees at all levels, including senior management, to make
it easier to collect information, discuss results, and share findings without fear of
retaliation. In addition, management should be granted a high status within the
organisation that allows them to carry out their duties with authority and
independence, and allows auditors to evaluate risks and controls without undue
influence. Likewise, from the supply-side perspective, OC and DA should focus
more on meeting the expectations of chief audit executives, and in addition,
management should focus on ensuring OS that meet internal auditors’
expectations. Additionally, internal auditors should also engage in the risk
management process.
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The findings of this research have important implications for both internal
audit theory and practice, particularly regarding the role differentiation between
chief audit executives and internal auditors. From an academic standpoint, these
findings reinforce the consensus that internal auditing as a function is evolving
towards a broader and more integrated approach, where both leadership and
operational auditors align on key tasks and risk factors.

This study contributes to the common body of knowledge (CBOK) in several
ways. First, the literature to date tends to focus on drivers related to internal
auditor performance. This study focuses on drivers for internal auditor advisory
services. Second, previous studies examined the views of internal audit customers,
like management and AC, to identify the drivers of internal audit functions. This
study focuses on whether there is a difference between the views of the demand
and supply sides on consulting services. Third, the RBV theory assumes that
internal resources influence the achievement of competitive advantages. Various
drivers were used in this study, all of which are internal resources and cannot be
duplicated by other competitors, to provide the consulting capabilities of internal
auditors.

This study has some limitations. First, following RBV theory, it focuses
exclusively on internal resources that influence advisory services, and overlooks
possible effects of external factors, such as government regulations and national
culture. Second, the study exclusively examines consulting performance drivers
in listed companies. Third, the results are specific to the recent economic
development context of Bangladesh. Finally, this study only focuses on the
perceptions of a specific group on both demand and supply sides, such as AC,
external auditors, chief audit executives, and internal auditors.

The results and limitations of this study open up a lot of scope for future
research. Qualitative studies, such as in-depth interviews, could be conducted on
the reasons behind the drivers from each of the two groups. This will provide
detailed evidence of conflicting views between two groups, and find appropriate
solutions on how to resolve these differing views. Future studies can also consider
other perspectives, such as senior versus junior internal auditors, and
management versus regulators. In addition, this study focuses on listed companies
in Bangladesh, which are well-regulated. Further studies can be conducted to
explore the drivers of consulting services from different perspectives in other
developing countries, and provide generalisable insights to include governmental
versus unlisted organisations (listed versus unlisted or governmental versus non-
governmental views). In addition, future research can also examine the views of
two groups from developed and developing countries.
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