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HOW AUDITOR-ORIENTED EMPLOYEE
PERFORMANCE MANAGEMENT AFFECTS
INTERNAL AUDIT EFFECTIVENESS BY REDUCING
ITS CONSTRAINTS

This manuscript aims to determine how audit-oriented employee performance
management (A-OEPM) practices influence internal audit effectiveness (IAE) mediated by
internal audit constraints (IAC). The study was conducted in late 2021 by using a quantitative
approach (CAWI method). In this type of practice, managers are not engaged in employee
development, and they use management by objective method instead of EPM. They exclude
team-oriented practices from the A-OEPM-IAE relations. Neither a job description tool nor
a career development plan was used. Instead, only the practices that support up-to-date 1A
tasks and responsibilities are important for managerial decisions. The paper fills a gap in
management literature by examining the relationships between A-OEPM, IAC, and IAE.
In order to overcome the IAC, the A-OEPM could be a valuable tool to help both parties
implement organizational changes necessary to achieve IAE.
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1. INTRODUCTION

The management literature defines performance management differently, presenting
perspectives of strategy, organisation behaviours, operations management, economics,
accounting and human resource management (HRM) (Hutchinson, 2013). The term
employee performance management (EPM) derives from an HRM perspective and should
be understood as continuous improvement of employee performance. EPM is an integrated
process in which line managers (together with their subordinates) agree on a set of
expectations, measures, and performance reviews in order to plan performance
improvement and personal development and, less frequently, pay for performance (Den
Hartog, Boselie, Paauwe 2004). The presented EPM concept is a set of HRM practices
designed to influence individual and organisational effectiveness (Boselie, 2010).
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Through the use of EPM, cultural change can be achieved by influencing individual
behavior to inhibit constraints (Armstrong and Ward 2005; Houldsworth and Jirasinghe
2006). The line managers own EPM. Their responsibility is to introduce HRM practices to
create and develop employee attitudes (Atkinson, Shaw, 2006). They can also help to
prevent staff from returning to previous habits and to support their newly acquired
knowledge and skills (Brinkerhoff, 2006; Harrison, 2009). In this context, the need of
continuous development of internal auditors is a must and derives from professional audit
regulations to abide by.

In turn, internal audit effectiveness (IAE) is the outcome of the internal auditors’
activities, duties, professional practices and responsibilities through a high commitment
with The International Standards for the Professional Practice of Internal Auditing (further:
Standards) (2016), goals, objectives, policies and procedures (Ussahawanitchakit and
Intakhan, 2011). Moreover, the internal auditors work improves management processes,
develops internal control system, and consequently enhances organisation effectiveness
and eliminates adverse effects for a particular organisation. In accordance with
management literature, the EPM system could help to achieve IAE.

However, the relationship between an internal auditor and an auditee (an audited
person) is usually seen as a conflict source (Katuzny, 2008). Many internal auditors are
compared to “bad police” officers who search for irregularities only (sometimes
deliberately and forcefully) (Grzesiak, 2021a). Internal audit may be misunderstood in the
organization due to the internal audit constraints (IAC): as for example incorrect
understanding of its role or lack of recognition that it is a part of the organization (Mouri,
Anderson, 2017). The EPM could overcome the TAC, too.

The paper aims to determine how audit-oriented employee performance management
(A-OEPM) practices influence IAE mediated by the IAC. From the literature review we
can say that very effective CAE excels at the development and mentoring of people, and
has the courage to develop a talent model that goes together well with both a company’s
business and internal audit’s vision (PWC, 2016). As a consequence A-OEPM should have
advantages for both: IAE and IAC. However, there are some cases showing that the
internal auditors’ work does not meet the Standards’ requirements (see: Stanowisko...,
2022). Contextual factors (MODs) also affect the relationships. To this end, it was
necessary to build a model (A-OEPM - IAC - IAE). Consequently, the paper fills a gap
in the management literature, as still very little is known about these relationships.

2. LITERATURE REVIEW

2.1. Internal Audit Effectiveness (IAE)

According to The Institute of Internal Auditors (IIA), an international organization of
internal auditors, internal audit (IA) is defined 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 (Standards, 2016).
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This definition indicates not only that TA is a systematic and disciplined approach
supporting the achievement of the organization's goals but also clarifies IA and its
character, aims and scope.

The above definition stresses that internal audit should be independent and objective.
There is a close relationship between these traits (Moeller, 2018) hence they must be
considered together (Stewart, Subramaniam, 2010).

Standards (2016) define independence as: “the freedom from conditions that threaten
the ability of the internal audit activity to carry out internal audit responsibilities in an
unbiased manner”. Independence means that internal auditors are free to express their own
opinions and provide insights based on collected and objective data, and their widely
understood experience. Independent auditors must also be impartial and free from conflicts
of interest (Deloitte, 2018).

Objectivity is as

an unbiased mental attitude that allows internal auditors to perform engagements
in such a manner that they believe in their work product and that no quality
compromises are made. Objectivity requires that internal auditors do not
subordinate their judgment on audit matters to others (Standards, 2016).

According to the Standards (2016), the internal auditor should obtain substantive
support and external assistance if he feels unable to provide an objective opinion (for
example due to lack of competence). In order to be objective, the internal auditor's opinion
must not only be independent from others' opinions, but also be performed “with faith in
the results” — in the fact that internal audit can improve the functioning of the organization
(Skoczylas-Tworek, 2014). An internal auditors’ assessment must be preceded by
consideration of all circumstances related to the case: the internal auditors establish the
facts, leaving aside their own preferences at work (Standards, 2016).

In accordance with the IA definition, the IA objectives are to add value to the
organization and improve the operational activities (Standards, 2016). The value added by
internal audit is a measurable or immeasurable benefit to the organization. The intermediate
goal of IA is to assist the management in achieving the objectives of the organization
(Ruud, Jenal, 2005). In addition to these goals, the organization's management may also
establishes other objectives for the internal audit (Millichamp, 1996; Moeller, 2018).

It is also critical for the internal auditors to consider the expectations of the internal
audit stakeholders in their work (Ahmad, Taylor, 2009). These expectations are based
mainly on their particular needs and do not remain constant over time (Ngah, 2016; PwC,
2011). Grzesiak (2021b) identified the internal audit expectation gap in Poland, understood
as “the extent to which the function does not meet the expectations of auditees, managers,
executives, and audit committee members”.

Ridley (2008) stated that a modern internal audit is based on ,,3E” what means
effectiveness, efficiency and economy. Lenz, Sarens and Jeppesen (2018) observed that
,effectiveness is the most important of the three ‘Es’”. In addition to evaluating the
effectiveness of other processes, internal audits must also be effective on their own (Arena
and Azzone 2009). However, an IA definition created by the IIA does not include TIAE
directly (The Institute of Internal Auditors, 2011). IAE is not self-explanatory and it is
defined differently by researchers (Lenz et al., 2017). Mihret, Yismaw (2007) stated that
“Internal audit is effective if it meets the intended outcome it is supposed to bring about”.
In turn Dittenhofer (2001) stated that “[...] it has been traditional in internal auditing that
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the determination of internal auditing effectiveness can be accomplished by evaluating the
quality of internal auditing procedures”.

Arena and Azzone (2009) in their discussion on IAE distinguished two groups of
approaches. According to the first, it is determined by the match between the internal audit
in the organization and the features of internal audit resulting from the Standards (as for
example independence and objectivity). Anderson (1983), Glazer and Jaenike (1980)
represent such an approach. The second approach to the effectiveness of the internal audit
depends on the subjective assessments attributed to the internal audit activity in the
organization by the managers of this organization. In this case an assessment of the IAE
can be made also by referring to the expectations of the internal audit stakeholders (as
quoted in: Cohen, Sayag, 2010).

The literature review indicates that effective internal audit can benefit a variety of
activities and be useful for the organization, the internal audit department, individual
internal auditors, and the audit committee (a committee of a board of directors, fundamental
component of good corporate governance) (Dubis, Jain, Manchanda, Thakkar, 2010).
Effective internal audit contributes greatly to the effectiveness of auditees in particular and
the organization in general, as well (Dittenhofer, Evans, Ramamoorti, Ziegenfuss, 2011).
In spite of the fact that it does not guarantee that all functions in an organization are
functioning as intended (Winiarska, 2007), the studies have shown that IAE offers the
following benefits in fraud detection (Drogalas et al., 2017), performance improvement
(mainly in audited processes and areas) (Eden and Moriah, 1996). Moreover IAE is an
important part of new public management (Mizrahi, Ness-Weisman, 2007), support for
organizations (private and public) (Badara, Saidin, 2013, Unegbu, Kida, 2011), one of the
governance basics (Rittenberg and Hermanson, 2003) and management training ground
(Cohen and Sayag, 2010).

IAE is influenced positively or negatively by different factors (Endaya and Hanefah,
2013; Lenz and Hahn, 2015). They are mainly associated with: (1) the core of internal
audit; (2) internal auditors; (3) the management staff, (4) the others IA’ stakeholders, (5)
internal audit department (Grzesiak, 2021a). Although studies on IAE factors are relatively
common in the literature, it is stated that they have not yet been fully explored (Bednarek,
2017) — there is no consensus among researchers regarding the full catalogue of factors
determining the IAE (Endaya and Hanefah, 2013). IAE may be positively or negatively
affected by these factors.

2.2. Internal Audit Constraints (IAC)

Internal audit can also be perceived as an imposed activity by organizational members
(Allen, 1996, as quoted in: Ma’ayan and Carmeli, 2016). Most people consider internal
audit as a cost-generating activity that does not contribute to the organization's success.
Internal audit is often treated as ,,necessary evil”, and perceived as the activity that may
cause problems for others. The internal auditor is often accused of being “jack-of all-
trades” and “master of none” (Moeller, Brink, 2009). Based on a study by Goracy (2013),
it was determined that non-economist students have limited experience with IA. Goracy
(2013) suggests further that Polish society has a low level of knowledge about internal
audit. Lange (2016) makes similar observations as well.

Internal audit conclusions and report with recommendations are presented as
constructive criticism and suggestions for improving the process (Tariku, 2015). An
organization's management may find them useful in the decision-making process (Moeller,
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2018). Changes in processes and recommendations proposed by internal auditors in the
reports may cause discomfort and fear in the eyes of auditees. It is uncomfortable for
anyone to be audited. Internal auditors surveyed by Grzesiak (2021a) observed anxiety,
stress, and fear among the auditees; the latter do not often perceive cooperation with the
internal audit as their professional responsibility. It is said that the auditees feel comfort
only at the end of the audit task, and fear is felt the rest of the time (Carmeli, Zisu, 2009).
This fact is explained by Sawyer et al. (2003). In their opinion, identifying weaknesses and
shortcomings indicates that internal auditors (and not those audited) are viewed positively
and as the committed employees. Hence the internal auditor-auditee relationship involves
“often great emotions”, generates conflict (Skoczylas-Tworek, 2014) and disrupts internal
auditors’ work (Dittenhofer et al., 2011). That’s why attitudes towards internal audit(ors)
are mostly negative (Grzesiak, 2021a). Sawyer et al. (2003) describe them as an integral
part of the profession.

Internal auditors are expected to concentrate on process effectiveness and avoid
interpersonal conflicts, auditee unique features and weaknesses. At the one hand, internal
auditors must know how to treat people and converse with auditees. On the other hand,
employees must be encouraged to better cooperate with internal audit staff to improve the
applications of internal audit standards (Shamki, Alhajri 2017).

Internal auditor must provide assurance and consulting services which respectively
derive from the control and advisory functions (Lisinski, 2011). The scope and detail of
the audit task determine the resources required to perform the internal audit (Light, 1993,
as quoted in: Ma’ayan and Carmeli, 2016; Moeller, 2018). In order to accomplish its
objectives, the internal audit department should be equipped with adequate resources
(Arens etal., 2012). However, this requirement is not always fulfilled (c.f. Grzesiak, 2021a,
MacRae, van Gils, 2014, Salehi, 2016).

Internal auditor needs much more independence, but audit committee often exercise too
weak power in the internal audit. There are some difficulties in applying an idealist
conception of independence and hardly practicing management principles (Roussy, 2015).
The IAE can be reduced by pressure on internal auditors as well (Karssing, Jeurissen, Zaal,
2017). An internal auditor should be aware that there may be a real possibility that he/she
may be pressured to change conclusions at some point during his/her career. There can be
not only various sources of pressure on the internal auditor (including managers at all levels
or other employees) but also its different manifestations, (as for example pay cuts, transfers
to other positions, terminations or being “eased into retirement”, budget cuts, exclusions
from important meetings, and being ostracized by individuals in the organization)
(Rittenberg, 2016). The ineffectiveness of internal auditing can be attributed to ineffective
management controls that may be detrimental to the organization's objectives (Dittenhofer,
2001). Likewise, an effective internal audit requires the chief audit executive (CAE) to
report to management from time to time regarding the internal audit activities, authority,
responsibility and performance relative to their plan (Badara and Saidin, 2013).

2.3. Auditor-oriented employee performance management practices (A-OEPM)

EPM is a continuous process with the stages of planning, acting, monitoring and
reviewing performance (Armstrong 2009; Kreitner and Kinicki, 2007). The induction and
socialization stages have been added to these four stages by some researchers (Aguinis,
2009; Hutchinson, 2013). The management literature lists a widely accepted approach
towards EPM practices. EPM is similar to the PDCA (Plan, Do, Check, Act) approach
regarding change introduction (Armstrong, 2009) (Table 1).
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Table 1. Similarity of typical EPM and PDCA practices

EPM PDCA
Armstrong Aguinis Hutchinson Miller et al.
(2009) (2009) (2013) (2014)
Plan Prerequisites Induction and Plan
o role definition, ¢ mission and strategic goals socialization problems
e objectives setting, | e job analysis e onboarding identification
e competencies, reasoning of
o performance Performance planning Performance goals setting
improvement e goals setting in terms of planning current
plan, results and behaviors o clarifying role situation
e performance e development/ performance expectation analysis

development plan

plan

agreeing perfor-

problems

mance measures sources
Act Performance execution e setting objectives improving
e carry out role e supervisor's observation o formulating actions
e implement and documentation personal develop-
performance e goals and standards updates ment plan Do
improvement plan | e feedback and coaching plan
e implement e resources provision Counselling introduction
personal e reinforcement and support
development plan e ongoing review Check

Performance assessment and feedback process and
Monitor e results and behaviours ¢ identifying poor results
e monitor assessment process performan-ce monitoring
performance o development/performance problems
e provide plan evaluation Action
continuous Review and standardisa-
feedback Performance review feedback tion
e provide coaching | e appraisal meeting between | ® discuss progress reflection
o deal with the manager and employee | ® clarify planning for
underperformers to review their assessments expectations the future
Review and provide feedback (what | ® provide feedback
o dialogue and has been done and how) e give recognition
feedback e plan for the future e assess performance
o agree strengths development o identify develop-
e build on strengths | ® pay-for-performance ment needs
e agree areas on
improvement Performance renewal Identifying training,

and re-contracting
goals adjustment
thinking over the previous
stages

development and
reward outcomes
identifying needs

Source: own work.

The CAE, who is responsible for effectively managing the internal audit activity, must
develop and maintain a quality assurance and improvement program within the internal
audit department in the same vein to conform with Standards (2016) for the professional
practice of internal auditing. The CAE must plan objectives, tasks and manage and
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periodically review for internal auditor staff. The activities go well with the EPM
assumptions, presented above (Standards, 2016).

There are few papers on internal auditor-oriented employee performance management
(A-OEPM) practices. They have yet to be fully recognised and deeply discussed, compared
to IAE and the organisational performance level, which are widely discussed within the
literature (Ernst&Young, 2008; Ziegenfuss, 2000). However, an internal auditor assists the
organisation in meeting their objectives (Badara, Saidin, 2013).

Bear in mind that internal auditors act upon the internal control system and must comply
with the global Standards (2016), which require them to develop an independent IA
committee and IA board to support their job autonomy (Skoczylas-Tworek, 2014). This
remark means that the CAE reports administrative issues to the audit committee whilst
simultaneously reporting to the hierarchical structure of the organisation's general director.
The Standards (2016) describe how to structure an IA department but leave the final
decision in a board of directors’ hands. However each organisation varies and acts upon
different contextual factors, and the Standards (2016) only help to build the IA department.
Nevertheless, there are no formal rules regarding IA department development and its
organisational subordination in Polish private companies (Skoczylas-Tworek, 2014).

Consequently, indicating a specific internal auditor's responsibilities within the job
description is challenging and ambiguous. They derive from a differentiated scope of
regulations, for example the Standards (2016) and other guidelines (see Moeller, 2018),
specific audit areas, for example comprehensive auditing, management-oriented auditing,
financial auditing, participative auditing (see Skoczylas-Tworek, 2014) and widely
accepted practices (for example studying accounting records or preparing compliance
reports).

The Standards (2016) set out that an internal auditor's activity must include processes
of control, risk management and corporate governance. They must keep their organisation
management accountable regarding the areas mentioned above. With this in mind, an
internal auditor provides assurance services and advisory activities regarding support in the
introduction of post-inspection recommendations (Standards, 2016).

A wide variety of duties and tasks aforementioned above require an internal auditor to
possess high professional qualifications, competencies, and an enhanced organisation
status to meet different obligations (Ramamoorti, 2003). There is a wide variety of IA
certificates to obtain and some of which have features of international authorisations
(Skoczylas-Tworek, 2014).

Internal auditors are expected to present specific competences. They include the issues
regarding how the employee precepts reality, excluding its distortion and universalism,
meaning that Standards (2016) and rules must be abided by them. They should also have
competences in processes or areas of aggregation, problem-solving, creativity and even
fraud detection capability. Internal auditors must be: honest, brave, loyal, aware, and take
quick, flexible, simple actions, able to form opinions, enthusiastic about acting, and avoid
conflict of interest (Kush, 2009; Standards 2016).

Individual objectives derive from the above formal rules, IA areas dedicated to
a particular internal auditor, performance requirements and IA practices. Practically, the
objectives stem from the internal audit department prepared by the CAE (Standards, 2016).
They must concentrate on the inputs and outputs of an open system regarding the
effectiveness of the audited area (Piotrowski, 1996). Therefore, personal development and
improvement plans are essential to an internal auditor's professional job. They are
continuously obligated to broaden their professional knowledge regarding the Standards
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(2016) requirements, to know better contextual factors, and to be well familiar with audited
organisations regularly (Skoczylas-Tworek, 2014).

Supporting internal auditors by their superior in monitoring, feedback and coaching is
based on strict rules within the Standards (2016). Since the CAE must develop and maintain
a quality assurance and improvement program, they must conduct ongoing monitoring,
which is an integral part of the day-to-day supervision, review, and measurement of the
internal audit activity. Ongoing monitoring is thus incorporated into practices used to
manage internal auditors. The CAE is obligated to obtain competent advice and assistance
or even decline the consulting activities if their subordinates lack of knowledge and skills
(Standards, 2016).

Conformance with the Standards (2016) for the professional practice of TA is essential
in meeting the responsibilities of internal auditors and the internal audit activity (Bota-
-Avram et al., 2010). This is why the internal auditor-oriented performance appraisal
(A-OPA) criteria stem from The Code of Ethics (2016) and attribute and performance
standards (Standards, 2016).

In practice, some most commonly used metrics for measuring IAE at the level of
internal audit departments are fundamentals of A-OPA criteria (Ernst&Young, 2008;
Ziegenfuss, 2000): completed audits comparing to audit plan, length of time for issuing
audit reports, results from auditee surveys, the significance of audit findings and
recommendations, staff experience and education level, auditing viewed by the audit
committee, management expectations of internal auditing.

However, in public sector internal audit activity regarding performance monitoring can
be insufficiently developed at the level of the departments (Dascalu et al., 2016), and thus
it could improperly influence A-OPA. The above remark illustrates how an increase in an
organization's effectiveness can sometimes be attributed solely to the performance of the
internal auditor. The internal auditor may operate effectively, but their recommendations
may not be implemented. Larkin et al. (1990) indicated that gender affected internal auditor
performance appraisal — male performance was rated higher than female performance.
However, women earned higher grades in college, were more motivated and reported
higher levels of job satisfaction.

EPM is usually seen as an approach towards individual employee performance
improvement. Moreover, it is a must to consider team performance which stems from how
individuals cooperate and their input towards team success (Brumback, 2003). Arena and
Azzone (2009) survey emphasizes that the IAE is influenced by the characteristics of the
internal audit team.

2.4. Contextual factors (MODS) and 1A

Contextual factors include private and public organizations. The results of studies
conducted in various countries indicate that public managers and employees perceive
a weaker relationship between their work’ results and remuneration, professional
promotion or the sense of job security than staff corresponding to their position in the
private sector (Crewson; 1997, Jin, Rainey, 2020, as quoted in: Rudolf, 2020). This
perception affects their greater absenteeism, weaker work commitment and lower work
performance (Mastekaasa, 2020). The public sector's existence keeps it from delivering
typical market products. Hence public managers should be appropriately motivated to take
actions focused on efficiency and be more inclined to put discipline in spending funds.
They use few economic indicators or far less information on a given market functioning
in decision-making (Rudolf, 2020). Managers are restricted from influencing their
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subordinates and experience various financial and organizational limitations (Rainey and
Chun, 2005). HRM in the Polish public sector seems far less developed in methods and
practices (Sidor-Rzadkowska, 2013).

In turn, the IA experience is indispensable (Czerwinski, 2004). According to Bailey
(2010), the internal auditor is one of the 'hottest' professions globally, with growth
opportunities. Audit experience is considered the skills that the auditors obtained when
auditing the tasks by applying relevant audit standards, accounting guidance and
their error-specific experiences (Musig, Ussahawanitchakit, 2011). Some findings show
a significant relationship between IAE, its scope and auditors' experience (Shamki, Alhajri
2017). The analysis of job advertisements for internal auditors shows that the competencies
most sought after by employers are, respectively: formal education (in the case of Poland
and Germany) and professional certificates (in the case of Great Britain and the USA)
(Grzesiak, 2019). The internal auditors knowledge should be derived from their
professional and life experience, which, according to the majority of the surveyed internal
auditors, means that young people should instead not become internal auditors (Grzesiak,
2021a). According to research by Van Peursem (2004), experienced internal auditors can
significantly impact the organisation's management.

The obligation to conduct an internal audit is reserved for certain Polish organisations,
for example those from the public sector, insurance companies, banks, and companies
listed on the Warsaw Stock Exchange (Grzesiak, 2021a). In the Polish public sector, there
are three possible situations: an internal audit is mandatory, an internal audit is mandatory,
but when the specific conditions are fulfilled, or an internal audit is not mandatory (Public
Finance Act of 27 August 2009, article 274).

Based on a review of the management literature, the following research questions were
developed:

e RQI: Is it possible to build A-OEPM, IAC and IAE constructs from the selected

items according to the statistical requirements?

e RQ2: Is it possible to develop the A-OEPM - IAC - IAE model according to the

statistical requirements?

* RQ3: Are the A-OEPM practices able to decrease the IAC to reduce its influence on

IAE?

e RQ4: Is IAC a mediator for the A-OEPM - IAE model according to the statistical

requirements?

e RQ5: How do MODs affect the model?

3. METHOD

3.1. Theory model, variables and hypotheses development

The research aimed to develop, verify and analyse the hypothesis of the influence of
audit-oriented employee performance management (A-OEPM) practices on IAE mediated
by the internal audit constraints (IAC), as presented in the model (Figure 1). The use of
EPM can be helpful to inhibit organisational constraints through employee behaviour
influence (Armstrong and Ward 2005; Houldsworth and Jirasinghe 2006). The model was
moderated by four particular moderators (MODs) that could change the relations between
the constructs.
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The research questions helped to develop and build the model. Four hypotheses were
constructed:

e Hl1: A-OEPM is positively related to IAE

e H2: A-OEPM is negatively related to IAC

e H3:IAC is negatively related to IAE

e H4: MODs differentiate the relationship between variables in the model.

Planning
performance

Supporting
performance

Assessing
performance

Figure 1. Model presenting the influence of A-OEPM on IAE mediated by the IAC (n=128)

Source: own work.

The model was developed using modelling of structural equations in SMART
PLS-SEM 3 software (Ringle et al., 2015). The initial step of the modelling needed to
develop three constructs (A-OEPM, IAC and IAE) based on management literature review
(Table 2). The A-OEPM construct was to have included three latent variables with separate
set of items per each reflecting three sets of EPM practices within planning, supporting and
assessing employee performance (see Appendix 1). Correlations of the positions in total
for some items (especially regarding planning stage) were not satisfactory (below 0.4) and
had to be excluded from the constructs. Having items excluded from the constructs that
represent typical EPM practices (such as job descriptions and personal development plans)
was quite surprising. It is especially intriguing to remove any team activity towards an
individual during planning, supporting and assessing performance. All the EPM practices
refer only to the interactions between manager and individuals and may reflect specific
power share between the parties. As a consequence there is a single A-OEPM construct
with a set of practices mainly reflecting planning (i.e. improving), supporting and assessing
an employee’s job performance without paying special attention to personal development
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and team-oriented practices. In contrast, only a single item was excluded from both the

TIAC and IAE constructs.

Table 2. Development of constructs

Amount of items;

Construct Measurement and references based on: .
see Appendix 1
Audit-oriented EPM (Aguinis, 2009), (Armstrong, 2012), 13
(A-OEPM) (Hutchinson, 2013)
. (Arena, Azzone 2009), (Badara, Saidin,
‘,3;223‘@‘;22 2013), (Endaya, Hanefah, 2013), .
(IAE) (Lenz, Hahn, 2015), (Lenz et al., 2017),
(Standards, 2016)
. . (Arena, Azzone 2009), (Badara, Saidin,
Internal Audit Constraints 2013), (Lenz, Hahn, 2015), 6

(IAC)

(Lenz et al., 2017)

Source: based on authors findings.

All model constructs achieved adequate Cronbach’s alpha (above 0.7), factor loading
(above 0.5) and their value in the variance test reached at least 70% (Table 3).

Table 3. Reliability Coefficients of the Constructs

Constructs Items Factor Cronbach’s CR (rho_a) | CR (rho_c) AVE
loading Alfa (min. 0.7) | (min. 0.7) | (min. 0.7) |(min. 0.5)
PL 2 0.621
PL 4 0.687
SU 1 0.706
SU 2 0.641
A-OEPM SU 4 0.695 0.910 0.917 0.927 0.587
AP 4 0.826
AP 5 0.837
AP 6 0.874
AP 7 0.870
IAC 1 0.765
IAC 2 0.734
IAC IAC 3 0.623 0.756 0.768 0.836 0.507
IAC 4 0.768
IAC 5 0.656
IAE 2 0.563
IAE 3 0.729
IAE 4 0.714
IAE 5 0.713
IAE 6 0.663
IAE IAE 7 0.764 0.896 0.907 0.914 0.518
IAE 8 0.754
IAE 9 0.683
IAE 10 0.808
TIAE 11 0.780

Source: based on authors findings.
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Discriminant validity has been established in this structural equation model using the
Fornell-Larcker criterion and Heterotrait-Monotrait (HTMT) ratio results. The minimum
acceptable value of 0.7 through diagonals by Fornell-Larcker criterion is fulfilled (see
Fornell, Larcker, 1981). There is no single convention for a threshold value that would
indicate high discriminant validity within HTMT — a common proposal value is < 0.90
between two constructs (Henseler et al., 2015) (Table 4).

Table 4. The Fornell-Larcker criterion

Fornell-Larcker criterion HTMT ratio results
Constructs
A-OEPM TAC IAE A-OEPM IAC
A-OEPM 0.766 - -—- -— ---
IAC -0.367 0.712 - 0.418 -—
1AE 0.507 -0.682 0.720 0.555 0.798

Source: based on authors findings.

3.2. Sample

The authors conducted the survey in late 2021 using the Computer-Assisted Web
Interview (CAWI) method. A five-point Likert scale questionnaire with closed items was
used to collect respondents’ opinions. The social network such as Linkedin, and closed
professional forums for internal auditors on Facebook were used to collect the data. The
research was also promoted by authors during online and in-real conferences on internal
audit.

Table 5. Descriptive statistics and correlation between constructs (n = 128)

* Correlation is significant at the 0.05 level (2-tailed).

Source: based on authors findings.

No. Spearman’s Rank |, ppyp IAC IAE Mean |Std. dev.
correlation
(@8] A-OEPM 1.000 0,509879" | - 0,360793" |3,428819(1,016144
?2) IAC 0,509879" 1.000 -0,645995" | 2,397 | 0,9708
3) IAE -0,360793" | - 0,645995" 1.000 3,8586 0,971
mop _1 |Private sectorand public| g 54560+ | 0 058809 | 0,112708
- sector
Up to 10 years’ IA
MOD 2 |experience and 11 years’| -0,156887 | -0,188103" 0,125930
IA experience and more
Mop 3| Tamamemberofthe | 430050 | 0004481 | 0,013476
- ITA: yes / no
The organization I work
MOD 4| for is required to use -0,085247 -0,148466 0,217571"
internal audit: yes / no

The total research sample consisted of 128 internal auditors who worked (as employees)
in internal audit departments across Poland. This means that the sample was selected
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randomly based on the availability of respondents. There is a must to highlight the fact that
potential respondents were highly reluctant to participate in the survey.

The degree of association between the three constructs (A-OEPM, TAC and IAE) and
selected moderators (MOD_1, MOD 2, MOD 3 and MOD 4) was examined by
correlation analysis. The data suggest that moderators MOD 1, MOD 2 and MOD_4 have
a significant and weak correlation with the A-OEPM, IAC and IAE constructs (Table 5).

The data in Table 5 points out that respondents representing private-sector assessed
A-OEPM practices better than public-sector representatives (MOD 1). In turn, less
[A-experienced respondents found IAC more problematic than more experienced
individuals (MOD _2). It was also found that respondents who were obligated to introduce
IA into practice assessed IAE worse than those who introduced it voluntarily (MOD _4).

4. RESEARCH FINDINGS AND DISCUSSION

4.1. General model

The model of the influence of A-OEPM on IAE mediated by the IAC was constructed
in accordance with the theory presented previously. Regression analysis was employed to
check the results of the tested hypothesis. The final model was developed (Table 6) with a
set of items behind the constructs.

The model shows a weak and statistically significant influence of A-OEPM practices
on IAE (SRW =0.296, p <0.001). IAC is a partially mediating construct in the model. The
standardized indirect effect between A-OEPM and TAE is higher than the direct effect by
0.211, amounting to 0.506 (p < 0.001).

Table 6. The model of A-OEPM — IAE mediated by IAC (n=128)

Constructs Original Sample Standard Deviation | T Statistics e
Sample (O) | Mean (M) (STDEYV) (|O/STDEV))
IAC > IAE -0.574 -0.575 0.057 10.121 ok
A-OEPM - IAC -0.367 -0.387 0.069 5.350 HAK
A-OEPM - TAE 0.296 0.300 0.069 4312 HHE

Note: p<.001***
Source: based on authors findings.

Table 7 shows the goodness-of-fit measures for the model, which were mostly

achieved. The following three measures are highlighted here:

e The R?is a measure of the model's explanatory power and represents the amount of
variance in the endogenous constructs explained by all the exogenous constructs
linked to it (Hair et al., 2019).

e The F? assesses how strongly one exogenous construct contributes to explaining
a certain endogenous construct in terms of R2.

e A value less than 0.10 (or of 0.08 — in a more conservative version) are considered
a good fit in terms of SRMR measure.
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Table 7. Results of the A-OEPM — IAE mediated by IAC model fits (n=128)*

The goodness-of-fit Model Result
measure
Chi-square (A?) Chi-square = 720.442 requirement was not
p-value Probability level =.000 achieved
R A-OEPM = .135 weak explanatory
IAE = .542 power regarding
. A-OEPM = .128 A-OEPM and
2
Adjusted R IAE = .534 moderate for IAE
A-OEPM IAE
A-OEPM . 0.165 strong effect for [AE
2 —IAC relation and
A 0.16 weak for the rest
IAE 165 - relations
IAC 0.156 0.621
Standardised root mean 0.09 requirement was
square residual (SRMR) ) achieved
Exact model fit test —d_ULS 2.365 result accepted
Exact model fit test—d_G 1.228 result accepted
Bentler-Bonett Index — NF/
(Normed Fit Index) 0.658 moderate fit
RMS Theta 0165 requirement was
) achieved

* the measures values were interpreted based on (Hooper et al., 2008) and (Ringle et al., 2015).
Source: based on authors findings.

4.2. Moderators (MODS)

In this study, moderators are used to show how a type of economic sector (MOD 1),
IA work experience (MOD_2), the membership in IIA (MOD_3) and internal audit
requirement in an organization (MOD_4) influence the relationship between variables in
the model.

Table 8. Internal audit work experience (n=128)

up to 10 years’ IA experience over 11 years’ IA experience
Path e ) Path " . p-Value
Coefficients | STDEV P” | Coefficients | STDEV p original
- Value|Value - Value | Value .
Original Original 1-tailed
et -0.403 0.125 {3.222{0.001 -0.361 0.089 | 4.059 | 0.000 | 0.610
2>IAC
A 0.188 0.107 [1.749(0.081 0.372 0.093 | 3.987 | 0.000 | 0.905
> IAE
I/?/SEé -0.670 0.087 (7.720(0.000f -0.508 0.080 | 6.387 | 0.000 | 0.917

Source: based on authors findings.
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The internal audit years’ experience is the only contextual factor differentiating the
model (Table 8). Employees with up to 10 years of internal audit experience change the
model, with the IAC taking on a fully mediating role between A-OEPM and IAE. These
findings fit perfectly with the previous remarks regarding the need for audit experience,
which derives over time from their professional and life experience. Less experienced
internal auditors must learn to overcome IAC to become more experienced professionals
who can significantly impact the organization's management and consequently be able to
build bridges between A-OEPM and IAE.

4.3. Implications for theory and practice

This study provides new evidence on A-OEPM for TA practices in Poland that
commonly highlight the consequence of power share in relations between CAE and internal
auditors. CAEs are not engaged in employee development and they use management by
objective method instead EPM. In practice, CAEs exclude team-oriented practices from
the above relations. Interestingly, neither a job description tool or a career development
plan were used. On the one hand, internal auditors do not have neither the full management
nor coworkers support. On the other hand they are not sure whether the stakeholders’
expectations are met. As a consequence internal auditors very often invest their own private
resources in themselves in order to meet the Standards’ requirements regarding the
competence development (see: Grzesiak, 2021a). However, only the practices that support
up-to-date TA tasks and responsibilities, in terms of setting objectives, performance
improvement plans, monitoring, feedback, coaching and performance appraisal, are of the
highest importance for managerial decisions.

In spite of the above shortages regarding the A-OEPM practices it could be an excellent
measure to overcome the IAC and help both parties to introduce the organizational change
to achieve IAE. This phenomenon is clearly observed for less experienced internal auditors
whose job mainly concentrates on reducing IAC to improve IAE.

4.4. Limitations and research opportunities

Online research does not allow the researcher to ensure that respondents understand the
questions correctly. The relatively long questionnaire (as in this research) may have led
respondents to choose random answers. The results of the study may have been affected
by interpretation errors and low control over the circumstances in which the questionnaire
was completed. The sample tested was comparatively small and it is not possible to speak
of representativeness in statistical terms. The perspective of the respondents can only
reflect opinions.

Due to the fact that the study was conducted within Polish national culture context, the
findings need to be interpreted with caution as the answers provided by auditors may vary
between countries. This may impact the model results and, consequently, the conclusions.

5. DISCUSSION AND HYPOTHESES VERIFICATION

According to the EPM system, a manager is responsible for the staff's development to
make them fulfil obligations and achieve professional goals through mutual trust,
development, positive reinforcement and effective communication (Armstrong, 2009;
Hutchinson, 2013). Similarly, the CAE coordinates the work of IA department. The CAE
must share tasks among subordinates according to their competencies and job
responsibilities (Skoczylas-Tworek, 2014). However, the larger organisation is considered,



114 L. Grzesiak, W. Ulrych

the higher dispersed responsibility for the organisation among IA staff is observed
(Moeller, 2018).

The findings show that the respondents are doubtful about added value for stakeholders,
which should have been an item within the IAE construct. This could have happened as
a result of either a never-ending drive for professional perfection or a signal for
management's help. Unfortunately, lacking managerial support in career building is
a massive obstacle in the development-oriented A-OEPM system. Hence, it puts the whole
of the internal auditors learning responsibility into their own hands.

Since an internal auditor's work experience improves the competences over time to
decrease the IAC, the CAE needs to plan and introduce a set of A-OEPM practices. The
findings show that the less experienced internal auditors are, the CAE's highest concern to
develop the A-OEPM practices.

The good news is that the respondents do not perceive the organization staff as a threat
that maliciously interfere with IA activities. It could help them to do their job and makes
the CAE activities regarding A-OEPM more plausible.

Not all of the moderators studied are relevant to highlight significant differences or
strengths between the model constructs. IA work experience differentiates the model
according to the management literature. The findings do not support the management
literature regarding some contextual factors and previously expected differences in the
model between the public and private sectors. The same conclusion goes for a share of the
Standards (2016) participation in IA professional development and universality of internal
audit practices among organizations. The results are confusing and need further, deepened
studying.

In light of all the results presented, it is possible to confirm all four hypotheses (there
is no reason to reject any hypothesis). Bearing the findings in mind, the research questions
stated in this research have yielded the following answers:

1. A set of items for each of the three constructs was developed based on the

management literature.

2. It is possible to develop the A-OEPM - IAC - TAE model according to the
statistical requirements.

3. The A-OEPM practices were able to decrease the IAC to reduce its influence on
IAE.

4. TAC is partly mediator of the model.

5. Out of four selected contextual factors, only the work experience fully moderated
the model, which shows the high significance of the A-OEPM practices for less
experienced internal auditors.

It is a must to highlight that in order to overcome the IAC, the A-OEPM could be

a valuable tool to help CAEs and internal auditors implement organizational changes
necessary to achieve IAE.

6. CONCLUSIONS

The results can help managers to deal more professionally with the IA performance.
Consequently, the A-OEPM needs more attention and a further need for current and future
studies to expand the research on audit staff experience and A-OEPM practices. It is
believed that further research can usefully develop the framework of practices. Contextual
factors are the key to analysing the A-OEPM = IAC-> IAE model. Perhaps it could reveal
significant differences in the model construct for public and private sectors, as the literature
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emphasizes the differences in managing these entities. There is a need to find out why team
practices mean less than it was previously expected, and whether CAE — team — individual
communication channels are properly developed. Moreover, it is a must to be more familiar
with the real influence of the Standards (2016) on A-OEPM in the Polish economic reality.

We hope that our findings provide an essential spark to take a closer look at internal
auditors as human beings and will help shift the researcher’s scope of interest beyond the
functional TAE.

Notes:

1. The overview of the expectations placed on internal auditors is described in
(Grzesiak, 2021a).
2. Their review is included in (Grzesiak, 2021a).
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Appendix 1. Questionnaire items regarding constructs

Internal Audit Constraints (IAC)

IAC_1: In their attitudes, the auditees and the management staff let me understand that they
do not understand the core of internal audit

IAC 2: In an organization, internal audit is understood as an activity that generates only
costs

IAC 3: Misunderstanding of internal audit in an organization causes, among others, that
there is an atmosphere of understatement / fear around its activities

IAC 4: In the organization, internal audit is not treated as an important and necessary
function of the organization

IAC 5: The organization tries to influence my independence and objectivity as an internal
auditor

IAC _6: In an organization, internal audit activity is maliciously disrupted by others
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Internal Audit Effectiveness (IAE)

IAE 1: The organization meets the expectations of stakeholders (clients) of internal audit
IAE 2: The activity of internal audit in the organization is subordinated to the Standards
IAE 3: Internal audit adds value to the organization

IAE 4: Internal audit improves the operation of the organization

IAE 5: In the organization, the management staff is ready to implement post-audit
recommendations

IAE 6: Internal audit has the resources necessary to improve the organization's operations
IAE 7: Internal audit has the resources to cause change

IAE 8: Internal audit is understood within the organization

IAE 9: Internal audit meets the goals set for it in the organization

IAE 10: Internal audit activity is seen as important within the organization

IAE 11: The organization uses the full potential of internal audit

Auditor-oriented Employee Performance Management (A-oEPM)

PL —performance plan

PL_1: 1 have a job description

PL_2: T have individual employee goals

PL 3: As a team member, I have team goals

PL _4: In case of underperformance, a remediation plan for a single audit team member is
established

PL_5:1have a "what" and "how" plan to improve my own work effectiveness

PL _6: I have a career development plan

SU — performance support

SU_1: My work performance is monitored on an ongoing basis by my immediate superior
SU_2: My immediate supervisor provides me with continuous feedback regarding my work
SU_3: My team members provide me with continuous feedback regarding my work
SU_4: My immediate supervisor is my workplace coach/ workplace trainer

SU_5: The members of my team provide me with advice at work

AP — performance assessment

AP _1: My performance appraisal takes the form of a conversation with the immediate
supervisor

AP 2: The team has its share in my performance appraisal

AP 3: The other employees has their share in my performance appraisal

AP _4: During performance appraisal I receive feedback regarding my work performance
for a given period

AP _5: The findings from performance appraisal relate to my strengths

AP _6: The findings from performance appraisal relate to ways to build my work
effectiveness based on my strengths

AP_7: The findings from performance appraisal relate to the areas of work that I have to
improve






