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Abstract

CAN USING THE INTERNAL AUDIT FUNCTION AS A TRAINING GROUND FOR
MANAGEMENT DETER INTERNAL AUDITOR FRAUD REPORTING?

By C. Kevin Eller, Ph.D., CPA (inactive)

A dissertation submitted in partial fulfillment of the requirements for tigeedeof Doctor of
Philosophy in Business at Virginia Commonwealth University.

Virginia Commonwealth University, 2014.

Chair: Benson Wier, Ph.D.
Professor of Accounting
Virginia Commonwealth University

Co-Chair: Alisa G. Brink, Ph.D.
Associate Professor of Accounting
Virginia Commonwealth University

This study examines the effects of using the internal audit function asiagrground
for management and fraud magnitude on internal auditor fraud reporting decisionsa @sihg
between-participants experiment, the current study manipulates the hedraétnal audit
function as a management training ground (used as a training ground vs. not usediag a trai
ground) and fraud magnitude (large fraud, defined as 30 percent of net income viasichall
defined as one percent of net income). The results indicate that internal auditdre hass
likely to report a fraud to their superior when the internal auditors are being epidom
management positions. No effect is found for fraud magnitude, as respondentsdralgiatédar
willingness to report small frauds as large frauds. These findings contoie t
whistleblowing literature and the internal audit objectivity literaturelé@yonstrating that
undesirable repercussions associated with using the internal audit functiomaagement

training ground can extend to the internal auditor fraud reporting decision.



[. INTRODUCTION

Since the Sarbanes-Oxley Act of 2002 (SOX), there has been a resurgeecand for
the corporate internal audit function. Audit committees have increased tlagiceeon internal
auditors to notify them about the financial and operating condition of firms (Oxner ar&t Ox
2006). Often charged with both consulting and compliance roles, internal auditors have a
difficult set of responsibilities to perform. A chief concern regardingmateauditors’ dual roles
is objectivity, and specifically whether internal auditors are able to leetolg given their often
conflicting roles. Objectivity refers to an internal auditor’s abilitydinly assess a situation
without being unduly influenced by personal interests or the interests of othe 20\

Internal auditors are mandated to be objective and independent (1A 2013a; 11A 200@udfiow
situational factors often make objectivity and independence difficult to aclievexample,

most internal auditors in the U.S. are eligible to participate in incentivellcasgpensation

plans, such as stock ownership or performance-based bonuses (DeZoort, Houston, and Reisch
2000; Dickens and O’Reilly 2009). These sorts of pressures can reduce internal auditor
objectivity (Schneider 2003) and incentivize internal auditors to “bias their aadiita¢ions to
maximize their personal wealth by maximizing reported company perforinge2oort,

Houston, and Peters 2001, 261).

The current study examines one such pressure: using the internal audit fumetion a
management training ground (MTG). MTG refers to a procedure in which indisidteahired
into or transferred into the internal audit department for a short term before baingted to a
management position. The practice of using the internal audit function as a Mbécbhase

very common in recent years (Abbott, Parker, and Peters 2010; Oxner and Oxner 2006nGoodwi



and Yeo 2001) as internal audit is often viewed as a “fishing pond full of high poteSta#ns
and de Beelde 2006, 234). Specifically, the current study examines the effeatg) ofitesnal
audit as a MTG on fraud reporting. Internal auditors are arguably in thepmitabn to deter
and detect fraud (Hillison, Pacini, and Sinason 1999). Furthermore, internal auditorségb rol
generally prescribe them to report discovered wrongdoing (e.g., MiceNead2002; Near and
Miceli 1986; Near and Miceli 1988; Near, Dworkin, and Miceli 1993; Rezaee 280%)ver, a
recent blog posting from Institute of Internal Auditors (llA) president@B@®, Richard
Chambers, makes it clear that internal auditors are not immune to moral fardrpsor
decisions. In this posting, Richard Chambers notes that internal auditors are “lfandame
“subject to the same pressures...as everyone else in the enterprise” (Gh20i2a). The
posting continues with Chambers noting several cases where internal audiioed’ampasses
failed “rather spectacularly.” To illustrate his argument, he listeraé&hypothetical scenarios
that contain ethical dilemmas, one of which follows:
You are in a rotational assignment in internal audit. You are slated to rotate into an
undetermined business unit in a year. You just audited the business unit in which you
most want to work, and have some critical findings. Do you report them or sit on them?
(2012a).
As illustrated in this scenario, rotational internal audit assignments qaertoeularly
problematic for auditor objectivity. To this point, prior research indicatesusinag the internal
audit function as a MTG reduces auditor objectivity with regard to managenaggtessive
accounting choices, risk assessment, and investment decisions (Rose, Rose, an@8t3ma
Hoos, Messier, Smith, and Paulette 2013). However, research has not yet examineshtia pot

dysfunctional effects of MTG on internal auditor fraud reporting, also knowrsleblowing®

1 When referring to internal auditors, some preffierterm “reporting” rather than “whistleblowing”.¢e, Jubb
2000). For purposes of this study, the terms age ugterchangeably.
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The current study posits that using the internal audit function as a MTG could lead t
dysfunctional whistleblowing effects, as it could reduce the likelihood thahaitauditors will
report discovered fraud. Relying on motivated reasoning theory and economic intiesinye
it is hypothesized that internal auditors who are being groomed for a mamagesidon will
be less likely to report a financial statement fraud compared to auditors noghmsanged for
management. The magnitude of the fraud could also influence the internal auditorgigeport
intentions. While hypothesized that larger frauds are more likely to beedgert., Robinson,
Robertson, and Curtis 2012), internal auditors face unique incentives to report smalker fra
(Sarens and de Beelde 2006) rather than larger frauds, so the potential impact widgaitude
iIs somewhat unclear.

Using a 2x2 between-participants experiment, the current study manipulates die us
the internal audit function as a MTG (used as a training ground vs. not used as a grauniy)
and fraud magnitude (large fraud, defined as 30 percent of net income vs. aidalliéfened as
one percent of net income). Results suggest that internal auditors are sigpifesalikely to
report a discovered fraud when the internal auditor is being groomed for a managesition.
However, no effect is found for fraud magnitude, as internal auditors appear equblitolike
report large and small frauds.

In addition, the current study examines the components of the S¢hhtizon, Morris,
and Dyrnes (1993) Model of Discretionary Reporting in relation to MTG use and fraud
magnitude. The Schultz et al. (1993) model holds that three primary factors inflthbence
reporting decision: the perceived seriousness of the act, the perceived k@kfyaosieport,
and the perceived personal costs associated with reporting. As expectes!jmdmate that

participants perceived large frauds to be more serious than small frausigand to perceived



responsibility to report, no effect of MTG or fraud magnitude is found. Spebyfiparticipants
indicated a strong belief that the internal auditor has a personal responb#iport fraud,
regardless of fraud magnitude or use of the internal audit function as a MTGy,Rtnsll
expected that when the internal audit function is used as a MTG, the perceivedl pastsna
associated with a large fraud will be higher than when internal audit is not usttlrés a
However, this hypothesis is not supported, as no relation is found.

This study also examines the impact of Machiavellianism on fraud reportimgjantgin
the MTG context. Machiavellianism refers to one’s tendency to use manipulationcapdiale
to achieve self-seeking goals (Christie and Geis 1970). Measuring etsasition (e.g.,
Machiavellianism) is important, as the whistleblowing decision generallydasla moral or
ethical component (e.g., Arnold and Ponemon 1991; Miceli, Near, and Schwenk 1991). After
measuring respondents’ Machiavellianism using a 10-item measures iadidate that the
impact of MTG on fraud reporting intentions is not contingent on the individual’s
Machiavellianism score. However, it should be noted that no internal auditor parscipant
gualified as high-Machs on the Machiavellianism scale.

Supplemental analysis reveals that having a MTG feature reduces thegerargency
to report a fraudulent act. Moreover, the reporting urgency associated gelfrizuds is
reduced to levels statistically equivalent to small frauds. Statededhither having a MTG
feature appears to cause internal auditors to view a large fraud (30 percent adme) iwith a
reduced sense of urgency to report, as though it were a small fraud (one pereemarme).

This study offers several contributions to the literature. First, this isrshatudy to
experimentally examine the impact of using the internal audit function 8%aadvi fraud

reporting intentions. While this study examines only one incentive (training grdbedesults



could provide insight into a broader research area: how incentives influence the apjettivi
internal auditors with regard to fraud reporting. This is an important areaabimiit little is
known. Second, this study reveals an interesting lack of effect associdigchwit magnitude.
Specifically, internal auditors in the current setting were no more likelgptort a large fraud
(30 percent of net income) than a small fraud (one percent of net income). This is arctagexpe
finding, as a positive association between fraud magnitude and reportingomsemés
anticipated. Third, this is the first study to examine Machiavellianism imidtauditors and is
among the first to examine the effects of Machiavellianism on fraud negantentions. Fourth,
through post-experimental questionnaire items, this study attempts tolypdrsahtangle two
theories that may be explaining the results: motivated reasoning theorgoeraangc incentive
theory. Based on the results of this study, it appears that internal auditarbysaevére of their
responsibility to report all fraud, but may be less willing to report fraud in teepce of a
MTG. This supports the economic incentive theory explanation. Finally, the nesyltprovide
further evidence to corroborate the I1A’s concern about the ethical compassroél auditors.
The results of this study should be important to several parties. First, audittteeam
should be interested in dysfunctional fraud reporting effects, since theystieg internal
auditors to be their “eyes and ears” in the organization (lIA 2013b). Second, theslesultsbe
important to Chief Audit Executives (CAEs). While CAEs are likely avedi@bjectivity threats
associated with the use of the internal audit function as a MTG, they may be eitfzatahese
threats could extend to internal auditors’ fraud reporting decisions. Finallgsiiésrshould be
of interest to the IlA, as they are the professional association respdosiioieernal audit
standards and guidance in practice. While the advantages of using the intetrfahatidn as a

MTG may be substantial, it is vital for the IIA to fully understand the riskabjectivity



associated with the practice, particularly as they relate to somethtogsesquential as fraud
reporting.

The remainder of this study is organized as follows. The next section provides
background information, theory, hypothesis development, and research questions.libection
describes the methodology, including details about the participants, designmexpakiask, as
well as the independent and dependent variables. The results and summary of thre study a
presented in Section IV. Section V concludes the study and offers implicatiomatitins, and

suggestions for future research.

II. LITERATURE REVIEW AND HYPOTHESES DEVELOPMENT

Accounting Whistleblowing Literature
Whistleblowing Defined and Seminal Accounting Whistleblowing Literss

Whistleblowing is commonly defined in academic literature as “the disedsy
organizational members (former or current) of illegal, immoral, or illegie practices under
the control of their employers, to persons or organizations that may be abletaeifm”
(Near and Miceli 1985, 4). The literature on whistleblowing is vast and coverpl@ulti
disciplines including, but not limited to, business, psychology, and sociology.

Whistleblowing literature specific to accounting began in the early 1990ssffé@n of
research finds roots in a study by Arnold and Ponemon (1991). Using 106 internal auditors, the
authors conduct an experiment in which a hypothetical fraud is discovered by aal iatslitor.
They find that whistleblowing intentions are positively associated with meaabning, and
negatively associated with fear of retaliation. Similarly, Finn and leafhp92) experimentally

examine the whistleblowing intentions of external auditors and find a signifedatibn



between auditor ethical judgments and their whistleblowing intentions. Furthesuggst that
an auditor’s ethical judgment is influenced by both issue-related factorsaaiibsial factors.
Schultz et al. (1993) examine whistleblowing across cultures and develop a modikbfbase
Graham 1986) of whistleblowing in which reporting likelihood is increasing in the pedcei
seriousness of the act and in the perceived personal responsibility to report,raadidgaen the
expected personal costs of reporting.

Hooks,Kaplan, and Schultz (1994) provide a synthesis of the whistleblowing literature
and document various organizational, situational, and personal factors that influence
whistleblowing. Of interest to the current study, Hooks et al. (1994) note that Wwinaileg
increases when encouraged by job roles (Arnold and Ponemon 1991; Miceli and Near 1984;
Miceli et al. 1991; Schultz et al. 1993). Ponemon (1994) expands on Hooks et al. (1994) with a
continued synthesis of the whistleblowing literature. Like Hooks et al. (1994), Banem
documents that organizational position can influence whistleblowing behavior. As noted by
Ponemon, a study by Near and Miceli (1986) finds that internal auditors may be ‘Uctiedtto
blow the whistle as part of their jobs—that is, their behavior is role-prescrib@d7).

However, Near and Miceli (1988) suggest a possible ethical tension, given that iatelibais
are prescribed to report wrongdoing, but the disclosure of wrongdoing can besdtdfita the
organization’s profits and reputation.

Empirical Research on Internal Auditors as Whistleblowers

Various studies in accounting directly examine whistleblowing iexaernalaudit
setting (e.g., Kaplan 1995; Kaplan and Whitecotton 2001; Patel 2003). In addition, numerous
studies examine the internal auditor as@pientof whistleblower information (e.g., Kaplan and

Schultz 2007; Kaplan, Pope, and Samuels 2010; Miceli, Near, Rehg, and Van Scotter 2012).



However, a smaller body of research examines the internal auditor aslabdugtr. Some
researchers argue that internal auditors cannot be whistleblowers, semgaliatiditor reporting

is role-prescribed and occurs internally (Courtemanche 1988; Jubb 1999, 2000). To this point,
when referring to internal auditor whistleblowing, Jubb (2000) prefers the teepting” and
“informing” rather than whistleblowing. Nonetheless, most of the extanttlitersupports the

notion of internal auditors as whistleblowers (e.g., Arnold and Ponemon 1991; Dozier ahd Mice
1985; Miceli et al. 1991; Near et al. 1993; Xu and Ziegenfuss 2008). Furthermore, internal
auditor reporting satisfies the requirements of the definition of whistlebpwihich was noted
previously (Near and Miceli 1985).

Arnold and Ponemon (1991) experimentally examine the reporting intentions of internal
auditors. Specifically, the internal auditor participants were asked to t#hedikelihood of
another individual disclosing a hypothetical wrongdoing. They find reduced repdkghigdod
for internal auditors with lower levels of moral reasoning, particularly fosgtwho fear
retaliation from management. Interestingly, internal auditor particigaaisiated external
auditors as being more likely (than internal auditors) to blow the whistle.

Miceli et al. (1991) survey 653 directors of internal auditing to examine the tropac
various individual and situational variables on internal auditor reporting of wrongddiag
authors examine 14 possible wrongdoings faced by participants, ranging fromsgaiiéty
violations to financial fraud. They find that internal auditorslesslikely to report wrongdoing
when they are poor performers, when they view their organization as bureaardtwhen
they feel they are not prescribed or morally obligated to report the wrongdoingowéor
internal auditors armorelikely to reportexternallywhen the wrongdoing is theft-related, when

the wrongdoing involves low-level employees, and when there are few otheresbser



Using 185 internal auditors, Xu and Ziegenfuss (2008) experimentally examine the
impact of reward systems on internal auditor fraud reporting intentions. Tluegrfiincreased
likelihood of internal auditor fraud reporting when cash rewards or long-term amegh
contracts are offered to whistleblowers, particularly for those with Itevets of moral
reasoning. Seifert, Sweeney, Joireman, and Thornton (2010) conduct an experiment with 232
internal auditors and 215 management accountants to examine the impact of peaceiessl f
on whistleblowing. They find that reporting intentions of both internal auditors and magrigem
accountants are positively influenced by perceptions of organizational junstice
whistleblowing system.

Finally, using a sample including some internal auditors, Robinson et al. (2012)
experimentally examine the impact of contextual and wrongdoing attributes frautie
reporting decision. They find that reporting likelihood is lower for: finan¢akement fraud
(compared to theft), immaterial fraud (compared to material fraud), fraudsich the
wrongdoer is aware that the potential whistleblower has knowledge of the fraudauatelifr
which bystanders are not aware.

In sum, extant whistleblowing research involving internal auditors reveals that
whistleblowing is promoted by factors including cash rewards, employrakéd incentives,
and perceived organizational justice. Conversely, whistleblowing is reduced loy fea
retaliation, poor job performance of the whistleblower, and whistleblower pemgphat their
organization is highly bureaucratic. However, the most consistent finding irirdasnsof
research relates to the importance of moral/ethical reasoning in thelrgeaditor’s reporting
decision.

Internal Audit



The Role of the Internal Auditor

The role of external auditors is prescribed by the PCAOB. However, the ioteroial
auditors is not determined by legislation or regulatory bodies. Role guidanoefoial auditors
is limited to authoritative guidance from the 1A (Deloitte 2013). The I1Angs internal
auditing as “an independent, objective assurance and consulting activity designedaiuadd v
and improve an organization's operations . . . by bringing a systematic, disciplinechpproa
evaluate and improve the effectiveness of risk management, control, and governaggsepioc
(IIA 2013a). Notwithstanding this widely-used definition, the role of the internat@udiries
significantly among companies. Some internal audit departments focusijyronacompliance
functions, while others are essentially business consultants (Nagy and Cenke3t2@@2t and
Subramaniam 2010; Ahlawat and Lowe 2004).

While each internal audit function differs in its prescribed role within the orgfamiz
Deloitte (2013) provides a summary of the major roles and responsibilities obireeditors.
These responsibilities include evaluating control, risk management, and govesysteces;
reporting risk and control deficiencies; recommending ways to improve oeedficiency and
effectiveness; evaluating information security, regulatory compliamokpreparedness for
business interruptions, and providing anti-fraud support to the company. SimilarlyttPrawi
Smith, and Woo@2009) note wide variation across organizations with regard to internal auditor
duties, which include “among other tasks, financial, operational, fraud, control, corapbanc
systems audits as well as internal consulting projects for management”.(1261)

Since the Sarbanes-Oxley Act of 2002 (SOX), the internal audit function isssean af
the four essential cornerstones of corporate governance, complementingvexaeamagement,

external audit, and the board of directors (Adamec, Leinicke, Ostrosky, B&008; Gramling
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Maletta, Schneider, and Church 2004). Internal audit departments have been recassest t
both management and external auditors in analyzing and testing internal contsalanpto
PCAOB Auditing Standard No. 5 (Adamec et al. 2005; Cohn 2011). As noted by Adamec et al.
(2005), internal auditors often consult with management regarding a firm’preseaisk
management and compliance with regulations and laws. In addition, internal aagitors
presumed to be the “eyes and ears” of the audit committee often assistinditlt@@mmittee in
duties such as the selection of external auditors, negotiating audit feessesxirgsthe external
auditor’s work quality (Adamec et al. 2005; Saint 2013). Currently, the internal audibfunct
appears to have more direct access to the audit committee than ever befae @ddgbchultz
2006; 1A 2013b).

Internal auditors also have a duty to assess a company’s compliance eotieitsf
ethics. According to IlA Standard 2110.A1, the internal audit function fauatuate the design,
implementation, and effectiveness of the organization's ethics-related wgeptiograms, and
activities” (Jackson 2012, 39). As Jackson (2012) notes, internal auditors have an obligation to
blow the whistle on ethical violations, and this may be especially problentagtic the
perpetrators are high-level employees concerned with the “financiahbbbe” (41).
The Roles and Responsibilities of the Internal Auditor in the Whibtteving Process

The role of the internal audit function in fraud detection varies widely among omspa
A 2012 1lA survey and related 2013 roundtable discussion finds that some “audit committee
representatives had no expectation that internal or external auditors woutdrdetovhile
others defined their roles in fraud detection as essential” (11A 2013b, 7). Nosstl&lepercent
of IlA survey respondents indicated that internal audit has the primary roleestidg financial

reporting fraud.
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Internal Auditors as Recipients of Information

Internal auditors are often recipients of information from whistleblowegs, (€aplan
and Schultz 2007; Kaplan et al. 2010; Miceli et al. 2012; Wells 2001). Read and Rama (2003,
354) note that internal auditors are “natural outlets for whistle-blowers egradtrthat 71
percent of chief internal auditors they surveyed had received a recern¢lbiging complaint,
with 43 percent reporting a complaint related to financial fraud. Some companieslgxpli
present internal auditors as outlets for employee reporting. For examgenderHealth’s
whistleblowing policy specifically instructs employees to report susgdcaudulent activity to
the employee’s direct supervisor, or when the supervisor is involved, to the ialgdialr
(2013).

SOX Section 301 mandates audit committees to establish procedures for emigloyees
voice complaints regarding accounting, internal controls, or auditing matters, and to
confidentially and anonymously report concerns over questionable accounting mgaéditlit
committees have flexibility in the implementation of this mandate, and fregestéblish
internally or externally administered reporting hotlines (Kaplan, Paamusls, and Zhang
2009). In some cases, the internal audit function is the recipient of these hotling {l@ptatson
2006; Curtis 2006b). For example, a survey of 119 CAEs whose companies were subject to SOX
provisions finds that the internal audit function is the most common party assigneddgiityer
the duty to follow up on anonymous reports of fraud (Kaplan and Schultz 2006). In addition, the
survey finds that the internal audit function generally includes the responsibilityetstigate,
document, and resolve reports of wrongdoing.

Internal Auditors as ldentifiers of Information
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In addition to being recipients of reported information, internal auditors are béen t
identifiers of original information regarding fraud or unethical behavioroAting to the
Association of Certified Fraud Examiners (ACFE) 2012 Report to the Nationsiahéerdit was
the third most common method of fraud detection, with 14.4 percent of frauds in the study being
initially detected by the internal audit function. The question arises as tonkewal auditors
are expected to report original information indicating a possible fraud. InriKapthSchultz
(2006), CAEs were asked “Are there circumstances in which Internal Audr®expected to
report using the whistleblowing process?” A majority of respondents (73 peraingted “No,
All Issues Should Be Reported to the CAE for Either Immediate Reporting orafuniRg
Future Audits” (15). Thus, it appears that the internal audit function maintains autcarmny
any internal audit findings typically flow through the CAE.

The Kaplan and Schultz (2006) survey also investigated the role of the internal audit
function once a fraud is uncovered or suspected. Fifty-nine percent of respondeatsdrithiat
they would further investigate to determine the extent of the fraud, whilengbeveent
indicated they would immediately report their findings to the audit commiitex=n percent
stated they would report to the CEO/CFO. Other parties the internal audiofumay report to
include general legal counsel and fraud investigation units. In addition, many lisigdrita
departments are involved with the follow-up to see a discovered fraud through to an aggropria
resolution. Interestingly, the authors also find that when the internal audibfureccomprised
of rotating staff, the likelihood of the internal audit function being involved in the frawmhfoll
up is reduced (Kaplan and Schultz 2006).

Internal Auditor Independence and Objectivity
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A substantial body of research examines the independence and objectivigyradlint
auditors. Stewart and Subramaniam (2010) provide a thorough review of this litematliteey
begin by noting the necessary distinction between the IlA definitions of indepenaled
objectivity. Independence refers to the “freedom from conditions that threatet\otyjer the
appearance of objectivity” while objectivity refers to an “unbiased mettitalcee that allows
internal auditors to perform engagements in such a manner that they have an hiehast bel
their work product and that no significant quality compromises are made” (Stawdar
Subramaniam 2010, 330). As noted previously, internal auditors are mandated to be objective
and independent (I1A 2013a; IIA 2009). More specifically, the [IA Code of Ethics (2009)
provides three rules of conduct related to objectivity. Internal auditors:

+ shall not participate in any activity or relationship that may impair or ésupned to

impair their unbiased assessment. This participation includes those aativities

relationships that may be in conflict with the interests of the organization.

« shall not accept anything that may impair or be presumed to impair theisgpoofal
judgment; and

» shall disclose all material facts known to them that, if not disclosed, may dnstort
reporting of activities under review.

The IIA clearly values independence and objectivity as essential tdréstcs for the
internal audit function. However, as noted by Arnold and Ponemon (1991), “there are no other
roles within the internal control system that have such obviously split obligations tgenaara
and to outside stakeholders” (2).

Threats to Objectivity Related to Organizational Status

Extant literature uncovers various threats to internal auditor objectivitys@ch threat

is the status of the internal audit function within organizations. Most of the liefatthis area

focuses on the relationship between the internal audit function and the audit comsnittee, a
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audit committee is typically charged with providing the internal auditots tvé& environment

and support needed to carry out their activities (Gramling et al. 2004). Using suetleyds,
Raghunandan, Rama, and Read (2001) find evidence that audit committees with independent
directors and at least one financial expert have a better and more thorougigwelationship

with the internal audit function. Similarly, Goodwin and Yeo (2001) find a greatelr oé
interaction between the audit committee and the internal audit function when auditteemm
members are independent, while Goodwin (2003) finds that both independence and financial
experience are important factors in cultivating an appropriate relationghiedrethe internal
audit function and the audit committee. Carcello, Hermanson, and Neal (2002) epamiiyne
statement disclosures and find that audit committees offer relativelgi$elosures relating to

the internal audit function, which the authors conclude reflects a lack of audit ceenmit
oversight.

In a survey of bank loan officers, James (2003) finds that bankers perceivetessqr
against fraudulent reporting when in-house internal audit departments reportagement,
compared to when they report solely to the audit committee. Similarly, Chesi&drens, and
Leung (2009) find evidence of various threats to independence, including reportitgres it
which the internal auditor does not report to the audit committee. Among other trengsg, L
Cooper, and Robertson (2004) find wide variability in reporting procedures, with sonmalinter
audit functions reporting solely to management and others to the audit committeeeAlsy
Paape, Scheffe, and Snoep (2003) finds similar results in European companies, Wwitnless
half of CAE participants indicating they report to the audit committee. In aysahAustralian
internal auditors, O’Leary and Stewart (2007) find that governance mechasmesated to

internal auditors’ ethical decision making. Specifically, they find a posiigsecation between
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external audit quality and internal auditors’ ethical decision making. Morathgc8arens,
Abdolmohammadi, and Lenz (2012) find that active governance roles for internal autidrfsinc
are positively associated with risk-based audit plans, the presence of gssilitgnce and
improvement programs, and active audit committee input to the audit plan.

This body of literature also includes case studies and qualitative projegtstudy of six
New Zealand companies, van Peursem (2005) concludes that a close relatiahship w
management can put internal auditor independence at risk. Among other thingsa8dreas
Beelde (2006) find that when internal audit functions primarily to support manageme
perceived objectivity and the relationship with the audit committee are battened. Turley
and Zaman (2007) examine audit committee effectiveness in one U.K. company andeoncl
that the audit committee appeared to be most effective via informal prodaasdly, Mat Zain
and Subramaniam (2007) interview Malaysian CAEs and note a need for better rdpasing
between the audit committee and the internal audit function. In sum, audit congtmiitdare,
oversight, and internal auditor communication channels play an important role invitlgject
This body of literature generally finds that objectivity is enhanced when@rdinittee
members are independent, and when reporting procedures require that interoed eapbitt to
the audit committee rather than management.
Threats to Objectivity Due to Internal Auditors’ Dual Roles

Another threat to internal auditor objectivity relates to the internal auditorls@aaof
providing both assurance and consulting services. Consulting activities fostereagtapt
between internal audit and management that could reduce internal auditovijecti
(Christopher et al. 2009). Several studies examine the prevalence of constilitigsamn the

internal audit function. For example, Hass, Abdolmohammadi, and Burnaby (2006) find that
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prior to SOX, internal auditors in the U.S. became increasingly involved in consadtingies,
but post-SOX, their roles have largely shifted back to assurance-related Smidexly,
through interviews with internal audit directors, Nagy and Cenker (2002) deteimatrtbe role
of the internal audit function had shifted toward consulting and value-added actuitieg the
1990s.

Various studies examine the dual roles of internal auditors. Brody and Lowe (2@DO0) f
experimental evidence that acting as a consultant can impede internait abpttivity, as it
may lead auditors to take positions that align with the best interest of theoyemplelville
(2003) uses a survey to investigate the role of internal auditors in the stratagigement of
organizations. He finds that internal auditors are aware of, involved in, and positnéijpute
to strategic management in their organizations. Selim, Woodward, and Allegrini 008y
internal auditors in the U.K./Ireland and Italy and find mixed views with regandhéther or not
consulting duties compromise internal auditor objectivity.

According to Schneider (2003), the [pre-SOX] shift toward internal audit consuliahcy
to an increase in incentive-based compensation for internal auditors, and thierhesrifgmed
empirically (DeZoort et al. 2000; Dickens and O’Reilly 2009). It also appkatsncentive-
based compensation remains prevalent post-SOX. For example, Dickens and/@2Re4)
report that 89 percent of respondent CAEs have compensation arrangements thattosiolve s
based compensation or bonuses that are calculated based on operating resultsr &00®ide
experimentally examines whether incentive compensation and stock ownershipintgaal
auditor objectivity. He finds that while stock ownership had no effect on objectivity, meent
compensation tied to stock price did have an effect. Specifically, incentive catiperiged to

stock price led to a significantly higher percentage of internal auditors choosingreport a
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GAARP violation compared to fixed compensation or compensation tied to earnings. In éhe sam
vein, Ahlawat and Lowe (2004) experimentally examine whether the consudtengf internal
auditors and outsourcing versus in-house auditing influence auditor objectivity.ifthelyt
internal auditors are susceptible to client advocacy, but the advocacy is/kresveith
outsourced internal auditors. Finally, Ahmad and Taylor (2009) survey Malaysamaint
auditors and find evidence that, unlike auditors from the U.S., Malaysian internakgaudit
perceive no conflict between assurance and consulting roles. Thus, while the elgdeixesl,
the general findings from this literature stream suggest that interdiébis’ dual roles of
providing both assurance and consulting services negatively impact objectivity agicgubrc
objectivity.

Threats to Objectivity due to ERM

Internal audit involvement with Enterprise Risk Management (ERM) also polse=sa# t
to objectivity and independence. ERM refers to “a process . . . designed to identify potential
events that may affect the entity, and manage risk to be within its risk eppetit(COSO
2004, 2). Independence and objectivity threats are due in part to the fact that intetnal audi
functions may be involved with both the development and assurance of the ERM systems (se
Stewart and Subramaniam 2010).

Descriptive surveys and interviews reveal the growing prevalence agpt@ace of
internal auditor involvement in ERM (e.g., Allegrini and D’Onza 2003; Gramling andsMyer
2006; Fraser and Henry 2007). However, in an experimental survey of Australianlinterna
auditors, de Zwaan, Stewart, and Subramaniam (2011) find that internal audit@pgtastian
ERM reduces perceived objectivity, as it decreases auditors’ inclinatiepdd risk

breakdowns to the audit committee.
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Threats to Objectivity from Outsourcing and Co-sourcing

Finally, extant research examines the impact of internal auditor outsourcing-and c
sourcing on objectivity. Outsourcing of internal audit activities to public acaayoti specialist
firms has become rather common in recent years (Caplan and Kirschep@@ger
Subramaniami\g, and Care004; Dickens and O’Reilly 2009) and is expected to increase in
prevalence (Burnaby et al. 2007).

Several studies examine the effect of outsourcing on independence and objectivity wit
mixed results. James (2003) finds that loan officers perceive outsourced iatetitais
(acquired from Big 5 firms) to be more objective than in-house internal auditorseGely,
Dickens and O’Reilly (2009) find a positive association between material wesakequency
and the proportion of outsourced internal audit work. Similarly, respondents in a U.K. survey
indicate a perception that outsourced internal auditors are not more objectiveltbasen
internal auditors (Selim and Yiannakas 2000).

Two experimental studies examine the effect of outsourcing on internal auditor
objectivity. As noted previously, Ahlawat and Lowe (2004) conduct an experiment with U.S
internal auditors and find that outsourcing mitigates client advocacy, thus ingreagctivity.
Lastly, Gramling and Vandervelde (2006) conduct an experiment with both internaltanthex
auditors and find that external auditors perceive higher objectivity when intedhataties are
outsourced, while internal auditors perceive higher objectivity when internaldatigis are
conducted in-house.

In summary, internal auditor independence and objectivity are mandated by IIA
guidelines but are difficult to achieve due to situational factors faced bgahtarditors. Roussy

(2013) provides a striking depiction of internal auditor objectivity and independence. Through
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insight gained from 42 interviews with Canadian internal auditors, Roussy (2013) defielops t
term “grey independence” to describe the conflicting roles internal authttesAs expressed
by one of the interviewees, “the implication is that you're either ‘dependelmda@pendent’ —
that it's black or white. But it doesn’t work like that! Yes, perhaps it's importantiany case,
if something can help to improve the organization, we’ll stick our neck out and th&is ltad
for independence!” (Roussy 2013, 561).
Internal Audit as a Training Ground for Management

The specific objectivity threat of interest to the current study is thattstemming from
using the internal audit function as a management training ground (MTG), a peutedinich
individuals are hired into or transferred into internal audit for a short term bedorg promoted
to a management position. Using the internal audit function as a MTG has become quite
common. Goodwin and Yeo (2001) surveyed 65 internal auditors in Singapore and found
extensive use of the internal audit function as a MTG. Kaplan and Schultz (2006) note that 23
percent of survey respondents indicate that internal audit staff rotatghhmernal audit to
other positions. However, the practice could be even more prevalent than Kaplan and Schultz
(2006) indicate. By some estimates, nearly 50 percent or more of publicly traded asmysani
the internal audit function as a MTG (Oxner and Oxner 2006; Christopher et al. 2009). Abbott e
al. (2010) note that 65 percent of their internal auditor respondent$-briome 1000 firms
report that they use the internal audit function as a MTG.

The extensive use of the internal audit function as a MTG stems from the$ehtie
practice. Goodwin and Yeo (2001) provide a thorough discussion of the benefits. Firsd)] inter
audit performs work for various departments within an organization, so future macagers

learn how the different departments function (Reeve 1990). Second, time spent in intditnal a
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teaches future managers to better understand internal controls (Ridley 28@drt &hd
Subramaniam 2010). Third, a rotation in internal audit allows management to evaluatalpotent
talent (Galloway 1995).

Selim, Sudarsanam, and Lavine (2003) note that several U.S. and European companies
“thought 1A was such an excellent training program, that organisational peigtyed many or
all internal auditors to seek other opportunities in the organisation after an otaiadm or ‘tour
of duty’ in internal audit” (240). In practice, at least two variations of MTGQiodo some cases,
individuals are hired and initially assigned to internal audit with the promigedarotion to a
management position after a stint in internal audit (Goodwin and Yeo 2001). Altepatmele
companies assign operations managers to internal audit (and often to senioranigitnal
positions) for a three to five year period, after which the individuals return tderhig
management position (Chadwick 1995). Even the CAE position is subject to use as a MTG
(Messier, Reynolds, Simon, and Wood 2011; PricewaterhouseCoopers 2000). Companies
implement this procedure in order to “train versatile, well-rounded senior nrah&gbadwick
1995, 63). Arena, Arnaboldi, and Azzone (2006) find evidence of training ground use in two of
six companies in their case study, proposing that using the internal audit fusciidnTas can
improve the manager’s understanding of a company’s business activitieat Research
uncovers another benefit of MTG that is associated with recruiting. Burmhip&t, Summers,
and Wood (2013) find experimental evidence that having a MTG makes the internal audit
position more attractive to experienced job candidates.

Notwithstanding the benefits of using the internal audit function as a MTG, thaksare
potential hazards associated with this practice. The chief concern teaedth using the

internal audit function as a MTG appears to be related to its impact on auditoivdipject
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Internal auditors who are planning to transition to a management position mattléeet ho
incentive to improve the internal audit function long-term and thus may be lesg)walliake
strong positions on matters that arise (Chadwick 1995; Goodwin and Yeo 2001). Various studies
have suggested that the practice could reduce internal auditor objectyity5@dwin and Yeo
2001; Arena et al. 2006; Oxner and Oxner 2006; Christopher et al. 2009; Abbott et al. 2010;
Stewart and Subramaniam 2010). A recent study (Rose et al. 2013) explicitthigests
assumption and finds experimental evidence indicating that internal audédessobjective
when being groomed for a management position. Specifically, they find thatiraeditors are
more likely to agree with an aggressive accounting policy promoted by managemenrhaevhen t
internal auditors are expecting to move into a senior management position. Hoo204t3I. (
also experimentally examine the training ground effect on internal auditatigitye Using 88
internal auditors from the gaming industry, they find that when the internal audibfuiecused
as a MTG, internal auditors provide lower risk assessments when reportingagameent
(versus the audit committee) and more favorable investment recommendation®oiininse

et al. (2013) and Hoos et al. (2013) find evidence of impaired objectivity stemminghieamse

of internal audit as a MTG.

Extant research also demonstrates other negative consequences stemming rserof
internal audit as a MTG. Using both archival and experimental methods, MésdigP811)
examine external auditor perceptions associated with the use of a MTGirththat external
auditor fees are higher when clients use the internal audit function as a MBGs dibe to the
fact that external auditors perceive internal auditors to be less objectineoeing groomed for
management positions. After controlling for other variables, Anderson, Cbhsistdne, and

Rittenberg (2012) find that internal audit functions that are used as a MT&geethan those
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not used as a MTG, which suggests they may be less efficient. Furthermore,SPlanigt Masli,
and Wood (2013) find that the use of the internal audit function as a MTG is associhted wit
lower financial reporting quality.

Internal auditors who are being groomed for a management position face conflicting
incentives, particularly when the internal audit function involves compliance @tesne hand,
the internal auditor is charged with conducting an objective audit and reportingeinel
findings. On the other hand, when being groomed for a management position, the auditor has a
competing incentive to protect his future position. As noted by Stewart and Subramaniam
(2010), the IIA has partially responded to the threat of a loss in objectivity fromahgdit
staff rotation by disallowing new internal audit staff to audit activitieg greviously performed
until after at least one year. However, the threats associated with &i&im. While recent
research (Rose et al. 2013; Hoos et al. 2013) finds evidence that the practiceatiaalpeg
impact internal auditor objectivity, extant research has not examined amyigidtaining
ground effects on fraud reporting, commonly referred to as whistleblowing.

According to motivated reasoning theory, a decision maker’s judgment can be both
knowingly and unknowingly biased when the decision maker is incentivized by persondl benef
or avoidance of harm (Kunda 1990). As concisely stated by Kunda (1990) “People are more
likely to arrive at those conclusions that they want to arrive at” (495). Astiésdl@aunethical
behavior, evidence in psychology on motivated reasoning generally finds that uncobssous
toward corruption is the rule, while intentional dishonesty is the exception (MooregK,etl

Tanlu, and Bazerman 2006).

23



When an internal auditor is being groomed for a management position, extardiresear
shows that his objectivity can be reduced, and this effect is attributed to motaaseding
(Rose et al. 2013; Hoos et al. 2013). In addition, according to Moore et al. (2006) most auditors
and accountants likely do not intentionally disregard their professional duties lkatidlst not
realize that incentives are shaping their judgments and actions. It idfdatiserefore, that due
to motivated reasoning, a loss of internal auditor objectivity can lead to somasheggegious
as a reduced tendency to report a fraud for which there is fairly strongewide reporting the
fraud, internal auditors will be potentially exposing the company to reputaindahonetary
damages.

As noted previously, internal auditors face a variety of objectivity threatelhas
incentives to protect their company from harm (e.g., stock-based compensation).réhe cur
study is concerned with the incremental effect of MTG use on fraud repor@émgiams. It may
seem unlikely that an internal auditor would shift from a position of definitely tiega fraud
to definitely not reporting due to career incentives. Nonetheless, this notion is sddpoRerry
and Bryan (1997) who suggest that “internal auditors may be concerned about thearesvn c
implications of fraud detection and therefore not report cases of fraud” (42). Thepftant
research findings suggest that internal auditors’ reporting likelihood magagecdue to MTG.
This leads to the following hypothesis:

H1: Internal auditors will be less likely to report a fraudulent act whenthe internal

audit function is used as a management training ground relative to when the
internal audit function is not used as a management training ground.

% In a review of Rose et al. (2013), Koonce (20¥8)as that economic incentive theory, in additmiar rather
than) motivated reasoning theory may be at worlcofding to economic incentive theory, the interaaditor will
rationally and objectively process the situatiod aonclude that less objectivity is preferable. Gogely,
according to motivated reasoning theory the intemnditor will not rationally or objectively procgshe situation,
yet the incentives will create preferences which wiknowingly influence the auditor’s decision. i) as Koonce
(2013) notes, economic incentive theory suggestsaime results as motivated reasoning theory. &uttiese two
forces are often naturally confounded and are asityedisentangled. The current study attemptsattigdly
disentangle the theories via debriefing questions.
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Fraud Magnitude, Perceived Seriousness and Reporting Likelihood

In accounting, perceived seriousness of fraud is a generally viewed asiarfurh
materiality (Schultz et al. 1993; Robinson et al. 2012). However, a fraud of anytnagni
perpetrated by management in an attempt to misrepresent the financial pysojp@nating
results of an entity is considered material under SOX Section 303(a) (V28@igs As noted by
Vorhies (2005), the intent, not the amount, makes an act fraudulent. Furthermore, a fraud that i
perceived as immaterial could be the only visible portion of a much larger fralid a0@3).
Wells (2003) remarks, “When it comes to upper management, there is no such thing as an
immaterial fraud.”

In an archival study examining U.S. corporate frauds from 1996 to 2004, Dyck, Morse,
and Zingales (2010) find a positive association between fraud detection and fraudrgee.
frauds may be viewed as more serious and potentially more consequential to niEatoga To
this point, Miceli et al. (1991) note that “reporting wrongdoing of some types wita¢terious
fraud, for example) may be viewed as part of one’s job, whereas reportindypie of
activity...may not” (117). As noted previously, internal auditors are expected to report
discovered fraudulent acts of any magnitude, as this is generally prddayib®eir position
(e.g., Jackson 2012; Near and Miceli 1986; Near et al. 1993; Rezaee 2005). However, evidence
from Robinson et al. (2012) suggests that individuals may be less likely to reporeimamat
financial statement frauds relative to material financial statefm@uds. Specifically, using a
sample that included 17 percent internal auditors, they find that participastgrafieantly less

likely to report an immaterial fraud compared to a material fraud.
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Conversely, other evidence suggests that for internal auditors, reportifgplkiemay
be greater for small frauds than large frauds. Disclosures of small fratidate can actually
benefit the internal audit function. Sarens and de Beelde (2006) descrileeiawagh the
discovery of two small frauds contributed to the approval of the internal audit functiowtéds
by the company CFO “...it is good to have such [small fraud] cases, that shakegveakdeand
prove the benefit of having an internal audit function” (Sarens and de Beelde 2006, 233). It has
been documented that large corporate scandals in other companies helps driaw titant
increase appreciation for internal audit in one’s own company (e.g., Cakbelloanson, and
RaghunandaB005), and Sarens and de Beelde (2006) suggest that small frauds within a
company can have the same outcome. According to the Association of Certified Fraud
Examiners (ACFE) 2012 Report to the Nations, out of 14 detection sources, internalrdudit ra
as the third most common method of fraud detection at 14.4 percent. However, internal audit
ranks last in median loss by detection method. In other words, while internal aadktors
detecting fraudulent activities, they are detecting the smallest frahidsfinding could be due
to the types of frauds internal auditors are investigating. It could also be ¢hhabmternal
auditors are catching small frauds that would have become large frauds. Hahisyaattern
could also suggest that internal auditors are incentivized to find smaller, leggrgimauds.

In summary, while the predicted direction of the relation between internal auditors
reporting likelihood and fraud magnitude seems unclear, the most likely outcoededasxtant
academic research is greater reporting likelihood for larger fraudguitfelines indicate that
fraud magnitude should not impact the reporting intentions of internal auditors. Howewer, pr
literature clearly shows a tendency for fraud magnitude to positively irmmheiduals’

reporting intentions. While the possibly exists that fraud size may be negaisseigiated with
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internal auditorreporting intentions, based on prior research a positive association is expected.
This leads to the following hypothesis:

H2: Reporting likelihood will be greater when fraud magnitude is large réative to

when fraud magnitude is small

Robinson et al. (2012) note that various whistleblowing studies find that reporting
likelihood increases as perceived seriousness of the act increases (Hdok9®4; Miceli and
Near 1985; Taylor and Curtis 2010). In addition, a recent study by Cassematis aley Wort
(2013) examines prediction of whistleblowing and non-reporting observation and finds that
whistleblowers perceive greater levels of seriousness than those who do notrepgdoing.
Given that perceived seriousness of fraud is generally viewed as a functiorenéliat
(Schultz et al. 1993; Robinson et al. 2012), it is expected that perceived seriousnass will
positively associated with fraud magnitude.

H3: Perceived seriousness will be greater when fraud magnitude is &e relative to

when fraud magnitude is small
Personal Responsibility to Report

In addition to perceived seriousness, an individual's personal responsibility tohaport
been shown to influence reporting intentions (Schultz et al. 1993). Prior researcteclysi
finds that personal responsibility positively impacts reporting intentions. Kajpid
Whitecotton (2001) find that perceived personal responsibility influenced audiittanstions to
report that a colleague was considering an ethical violation. Simifygrs and Kaplan (2005)
find that along with perceived seriousness and personal costs, perceived personabili@ggpons
impacts reporting intentions for IT professionals to report a wrongdoing ittedriy

consultants. Further, Curtis (2006a) examines the effect of mood (manipulated viagmor ex
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scores) on audit students’ reporting intentions and finds that perceived sescusthgerceived
personal responsibility mediate the relationship between mood and reporting ngentio

Personal responsibility to report refers to an individual’s perceived duty oattigo
report an issue and can arise from an individual’s job description (Dalton and RadtkeA2013).
discussed previously, internal auditors are generally role-prescribed todesgoxtered
wrongdoings (e.g., Miceli and Near 2002; Near and Miceli 1986; Near and M8&8; Rezaee
2005) and this obligation exists regardless of fraud magnitude or training grolizatioti.
Therefore, the impact of fraud magnitude and MTG on perceived responsibilityesiuncl
However, results of this study may assist in determining which of two thegpksre the
reporting decision (see footnote 1).

If motivated reasoning theory is at work, then the internal auditor will not ratycanadi
objectively process the situation, even when he attempts to be rational and offactna
1990). It is plausible for this biased reasoning to lead the internal auditotitmatly feel less
personal responsibility to report even when the situation clearly demonstitédsetauditor has
full responsibility to report.

Conversely, if economic incentive theory is at work, the internal auditor should Hgtiona
and objectively evaluate the situation and choose the course of action that ihemefis most
(e.g., Hales 2007; Koonce 2013). Koonce (2013) suggests that economic incentive theory, in
addition to (or rather than) motivated reasoning theory may explain internairaucbtiuced
objectivity and resulting decisions. According to economic incentive theory, theahéaiditor
will rationally and objectively process the situation and conclude that lesgivityes

preferable. In this setting, it is likely that the internal auditor would rezedms responsibility
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to report the fraud but would rationally decide not to report in order to maximize histbenefi
Since it is unknown which result will hold, the following research question is proposed:

RQ1: How will fraud magnitude and the use of internal audit as a management
training ground impact the perceived responsibility to report the fraudulent act?

Personal Costs

As noted previously, Schultz et al. (1993) finds that the perceived personal cost of
reporting a wrongdoing is an antecedent to reporting intentions, and various studiesthigpport
notion (e.g., Kaplan and Whitecotton 2001; Ayers and Kaplan Z0Péiceived personal costs
“refer to the perceived harm or discomfort that could result from reportinggaoamy” (Dalton
and Radtke 2013, 156). Whistleblowing research largely focuses on personal costs m thfe for
retaliation (e.g., Arnold and Ponemon 1991; Near and Miceli 1985, 1986) and generally finds
that retaliation (or threats of retaliation) impedes reporting likelihoad, @edard, Deis, Curtis,
and Jenkins 2008; Ponemon 1994).

While the threat of retaliation by management exists for internal asishtow blow the
whistle on wrongdoing (Miceli et al. 1991), there are two arguments that suggfestaliation
is unlikely for internal auditors in a fraud reporting situation. First, due tsld¢ign including
SOX and the Dodd-Frank Act (U.S. House of Representatives 2010), whistleblowernq@magect
currently strong. For instance, as noted by Xu and Ziegenfuss (2008), the pomerpf the

whistleblowing portion of SOX is on protecting whistleblowers from retalmat-urthermore,

% The Schultz et al. (1993) model does not inclugiegived benefits (promotions, harm prevention) ettowever,
prior research notes that the reporting decisi@fismction of a cost-benefit analysis (Dozier afideli 1985).
Furthermore, Dalton and Radtke (2013) provide exdéethat perceived benefits can act as an antetctedgre
reporting decision. As noted previously, internadigors who are being groomed for a managementiposhay
receive praise for uncovering a small fraud befbreaches detrimental levels. In addition, theoi®ry of a small
fraud could favorably impact management’s assessaiehe internal auditor being groomed and confineir
choice in talent. Following Dalton and Radtke (2Dt current experimental survey includes an iterssess the
perceived benefits of reporting.
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upon discovery of a fraud, the perpetrator (arguably the most likely retpliadold certainly be
terminated from the organization.

Second, internal auditors are role-prescribed to prevent, detect, and report frayd, so an
potential retaliators remaining with the organization after the fraudtimegevould have a
difficult time wielding power over an internal auditor who is simply carryaghis prescribed
duties. To this point, Near and Miceli (1986) note that powerful whistleblowers peetes to
face low levels of retaliation. As noted by Arnold and Ponemon (1991), internal auditors
maintain a relatively high level of power in an organization “because of theiprokessional
status, and ability to communicate with the highest echelons of managementh @djition,

Near et al. (1993) document very low levels of retaliation against internabiaduléctors they
surveyed.

The personal cost of interest to this study is the incremental perceivedg)&sst
associated with MTG. When an internal auditor is being groomed for a managersiéion and
discovers a large fraud, he may perceive the fraud discovery as a threattartnenitnagement
position for which he has been training, as the company could face downsizing or bankruptcy
However, if the fraud is small this particular threat will likely not existis leads to the
following hypothesis:

H4: When internal audit is used as a management training ground, perceived
personal costs associated with large fraud will increaserelative to when internal
audit is not used as a management training ground.

Machiavellianism and Fraud Reporting
Extant research shows that an individual’s ethical ideology is an importamt i@ the
whistleblowing decision (e.g., Arnold and Ponemon 1991; Keenan 2000; Xu and Ziegenfuss

2008). This stream of research largely relies on either the Defining IsesiedTT) (Rest 1979)
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or the Ethics Position Questionnaire (EPQ) (Forsyth 1980) to measure ethitahp&esearch
using the DIT generally finds that individuals with lower levels of moralo@iag are less likely
to report wrongdoing (Arnold and Ponemon 1991) and are more sensitive to reporting-based
incentives (Xu and Ziegenfuss 2008). Research using the EPQ generally finddithduals

with high relativism scores are less likely to report wrongdoing, while indivsduigh high
idealism scores are more likely to report wrongdoing (e.g., Barnett, &as8rown 1996). A

third measure of ethical disposition is the Mach-IV scale, which medglacsavellianism
(Christie and Geis 1970).

Machiavellianism refers to the tendency to use manipulation and deception to achieve
self-seeking goals (Christie and Geis 1970). The term “Machiavetkéerences the sixteenth
century political thinker Niccolo Machiavelli, who promoted cunning and schemimeyloe in
order to achieve political gain. He is credited with the adage “the end gighiéaneans”
(Wakefield 2008). Individuals who score high on the Mach-1V (high-Machs) tend to be able to
disconnect themselves from moral obligations to engage in self-serving behauitiiermore,
high-Machs ignore ethical norms when facing moral issues (Christie and Geis 1970)

Machiavellianism has been widely studied in multiple disciplines, including acegunt
(Ghosh 2000; Ghosh and Crain 1996; Hartmann and Maas 2010; Wakefield 2008; Murphy
2012). Ghosh and Crain (1996) conduct an experiment with undergraduate business students and
find that lower-Mach (more ethical) students exhibit less tax noncompliance. G0€)) finds
that manipulative negotiators (as measured by the Mach-1V) achievedéttemes in transfer
pricing negotiations when organizational designs are perceived as unfamaHarand Mass
(2010) find experimental evidence that Machiavellianism plays a part in buglgktek creation

behavior. Wakefield (2008) examines the prevalence of Machiavellianism ancmmtnts
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and its association to several demographic variables. Among other things, shieafinds t
accountants appear to be less Machiavellian than other vocational groups, arghératlaich
accountants seem to be less satisfied with accounting as a career. AmotigrogseMurphy
(2012) finds experimental evidence indicating that high-Machs are more kedisteport
financial information, and after misreporting high-Machs feel sigmfigdower levels of guilt.

Of interest to this study are the whistleblowing implications of Machiavnedim. A
recent study by Dalton and Radtke (2013) utilizes an experiment with 116 MBA students to
examine the effect of Machiavellianism on whistleblowing. The scenario involvedlagsurg
agent who finds that his colleague violated corporate policy by acceptingramifa supplier.
They find that high-Machs are less likely to blow the whistle, and that Madraaien impacts
whistleblowing indirectly through perceived responsibility and perceivedflte. They also find
that a strong ethical environment mitigates the dampening effect of Madialaigeh on
whistleblowing intentions.

Extant research has not examined Machiavellianism with respect to irdaditlrs’
Therefore, it is unknown how internal auditors will rank with regard to Machianisliva
Further, as noted previously, internal auditors have a unique position and role in the
organization. Internal auditors are role-prescribed to report wrongdoing lguiemiacentivized
to protect the company and not report. Stated differently, internal auditors aratetatudbe
objective, but their circumstances often make that impossible (e.g., Roussy 2018fporehéris
also unknown how the level of Machiavellianism will affect fraud reporting irtestior
internal auditors. It seems likely that high-Mach internal auditors wik&e likely to report
fraud as they would be more inclined to detach from moral or ethical obligationsffeersahg

purposes. Thus, the following research question is proposed:

* Wakefield (2008) surveys accountants but only feencent of her sample is internal auditors.
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RQ 2: Will the effects of management training ground on reporting intentios be
exacerbated for participants who score high on Machiavellianism?

. METHOD

Design and Participants

This study employs a 2x2 between-subjects design manipulating use of the eelihal
function as a MTG (used as a training ground vs. not used as a training groundpartddea
of the fraudulent act (large vs. small). The primary dependent variable is theppattsc
evaluation of the likelihood that the fraud discoverer will report his findings toAlie Dternal
auditors were recruited as voluntary participants in the study. Particneaetsed an
information email describing the experiment and informed consent, along with a e to t
experimental survey administered via SurveyMonkey. A total of 3,373 emails ever® s
internal auditor contacts obtained from a database at www.jigsaw.com. Afteitilenailing
529 emails were returned as not valid, resulting in 2,844 valid email addresses.oA 167
responses were obtained, resulting in a response rate of 5.5 percent. Parti@panasdomly
assigned to one of the four treatment conditions.
Task and Procedures

Participants read a hypothetical case scenario about an internal alditdiseaovers
evidence of fraudulent financial reporting. The case was patterned afteetefrom several
studies, including Arnold and Ponemon (1991), Brink, Lowe, and Victoravich (2013), and Rose
et al. (2013). After reading the case, participants were asked to provide essfmodependent
variable items, manipulation check questions, debriefing questions, and demographinisjuesti
On average, the experimental task required approximately 10-12 minutes to eoifipdet

complete experimental survey is provided in Appendix A.
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The experimental case provides background information on a hypothetical plastic
manufacturing company, Action Manufacturing Inc. (AMI). Payton Landrysisrgor internal
auditor at AMI, and he discovers that the CFO, Nathan Martin, likely engaged in &audul
financial reporting through improper journal entrieSpecifically, it appears that Martin
reclassified certain expenses to long-term assets which had the effexxeating net income.
Furthermore, this suspected fraudulent behavior has escaped both internal aadl @xdeor
detection for three years, so Landry feels certain he is the only persenadize fraudulent
behavior. Per AMI protocol, Landry is to report his findings to his CAE.

The experimental case was pilot tested with 55 undergraduate accountingsstiligimt
revisions were made to the case, and then it was pilot tested with 5 internalsatitair
adjustments were made to reduce the time required for the case, and toahaeifgfshe survey
items.

Independent Variables

The first independent variable is usage of the internal audit function as a MTG. This
variable is manipulated at two levels (used as a training ground vs. not usedraa@ trai
ground). Participants assigned to the training ground condition are informed that isand
preparing to transfer into a senior management position in the next few months, asvoekied
in internal audit as part of a management training program. Alternativelizipants assigned
to the no training ground condition are informed that Landry is planning to remainrimainte
audit indefinitely, as he plans to be a career internal auditor.

The second independent variable, fraud magnitude, is also manipulated at two levels

(large vs. small). Participants assigned to the large magnitude condéimicemed that the

® Following prior whistleblowing studies, the casepresented in third-person to minimize self-repias (e.g.,
Arnold and Ponemon 1991; Seifert et al. 2010; Xd Ziegenfuss 2008).
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fraud perpetrated by the CFO had the effect of increasing net income pyéioent, while
participants in the small magnitude condition are informed that the fraud hadeitteoéf
increasing net income by one peréent
Dependent Variables

The primary dependent variable in this study is the participant’s addédsdihood that
Landry will report the fraud to his CAE. Participants responded on a scale frormedip@ro
likelihood, definitely would not report) to 100 percent (high likelihood, definitely would report
Other dependent variable items capture hypothesized antecedents to the rdpoisiog
(Schultz et al. 1993). Respondents were asked to indicate the perceived serioubieesst ofct
assess the level of personal responsibility of Landry to report his findinge CAE, and to
assess the likelihood of negative repercussions and personal costs to Landepafrtse These
three items were assessed on a 7-point Likert-type scale (see Appgndix
Post-Experimental Questionnaire

Following the dependent variable items, the questionnaire included manipulation check
guestions, debriefing items, and demographic questions. Manipulation check questions were
included to validate the effectiveness of the manipulations. Debriefing vienesincluded to
provide insight into the psychological determinants of participants’ reportoigioles. Finally,
demographic variables were included to examine as covariates and to confirmizatidom
Demographic variables include age, years of experience, gender, professitfieations held,

attained education, and several job-specific perceptual variables.

IV. RESULTS

® Specific fraud magnitude levels (one percent &irtytpercent) were selected based on pilot testlte and
discussions with internal auditors.
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Demographics and Covariates

As noted previously, a total of 157 internal auditors completed the experimental survey
with a response rate of 5.5 percent. This response rate is not surprising andtermonih
expectations associated with email-solicited survey participatign Bryant, Hunton, and
Stone 2004). Participants’ demographic information is summarized in Table 1. As shown in
Panel A, the average participant age was 46.09 years, and the average waek@xpexrs
14.58 years. As shown in Panel B, 68.9 percent of respondents were male. The most common
professional designation is Certified Public Accountant (63.1 percent). Thetgajor
respondents hold either a Bachelor’'s degree (46.4 percent) or Master’'s ddggien(45.0
percent). Almost half of respondents held the position of Chief Audit Executive (48.7 percent)
with manager-level and senior-level respondents comprising 37.7 and 13.3 percentyedgpecti
Almost all respondents (92.7 percent) are employed by publicly traded companiesinaitat a s
percentage of respondents (89.7 percent) engage in both compliance and consulting duties. A
majority of respondents (78.0 percent) indicated that at their organizations,liatetitars had
moved into management positions. Respondents indicated that, on average, 28 percent of internal
auditors within their departments were currently being groomed for maeagewsitions.

When included as covariates, none of the demographic variables were signiteaatorie,
demographic variables are not included as covariates in subsequent analyses.

To determine whether randomization had been achieved, MTG and fraud size were
included as independent variables in a MANOVA model, with the aforementioned demographic
variables included as dependent variables. A lack of significance for all dgphagvariables

was found, which provides some assurance that randomization was achieved.
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TABLE 1
Participant Demographics

Panel A: Means and Standard Deviations

Variable

Age
Work Experience

n Mean SD
138 46.09 9.64
146 14.58 8.97

Panel B: Frequencies and Percentages

Variable

Gender

Designation

Education

Job Level

Type of Organization

Type of Duties

Response _n Percent
Male 91 68.9%
Female 56 38.1%
CPA 99 63.1%
CIA 72 45.9%
CMA 4 2.5%
CISA 31 19.7%
Associates 1 0.7%
Bachelors 70 46.4%
Some Graduate 12 7.9%

Masters or Higher 68 45.0%

Entry-level 1 0.7%
Senior-level 20 13.3%
Manager-level 56 37.3%
CAE 73 48.7%

Publicly-traded 140 92.7%
Privately-held 9 6.0%
Other 2 1.3%

Compliance only 15 10.3%
Consulting only 0 0.0%
Both compliance 131 89.7%
and consulting
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Internal Auditors ever moved Yes 117 78.0%

to management positions at No 31 20.7%
your organization? Don’t know 2 1.3%
Percentage of Internal 28.0% (mean)

Auditors in your department
currently being groomed for
management position?

Manipulation Checks

Two manipulation check questions were included in the post-experimental questionnaire
in order to verify the effectiveness of the manipulations. The first manipulatick ghestion
asked participants to indicate which statement best characterizes Paytioy's career plans.
Two choices were provided: 1.) Landry is preparing to transfer into a senior enagnag
position in the next few months, and 2.) Landry is planning to remain in internal audit
indefinitely. This question was included to ensure that participants are avihespoésence or
absence of the practice of using internal audit as a MTG. All 157 particgaswered this
manipulation check question correctly. The second manipulation check question asked
participants to indicate the magnitude of the fraud committed by CFO Natéuaim Mind
answer choices are one percent and thirty percent. One participant (@mtpanswered this
manipulation check question incorrectly and was dropped from further analysesnidiring
results reflect the 156 participants who passed both manipulation ¢hecks.

Dependent Variables

The primary dependent variable of interest is the participant’s assisdibddd that
Landry will report the fraud to his CAE. Participants respond on a scale fromehpg@ro
likelihood, definitely would not report) to 100 percent (high likelihood, definitely would report

Descriptive statistics are summarized in Table 2. The highest meanngpigelihood (91.35)

" Results are unchanged when including the partitipdio failed the manipulation check.
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occurs when there is no management training ground and a large fraud. Conversaleshe |
mean reporting likelihood (76.17) occurs when there is a MTG and a large fraotparing

the means for the levels of fraud magnitude, there is little separation inngpibelihood

between large and small frauds (83.89 for small fraud, and 82.86 for large fraud, p = 0.726).
However, in comparing the means for MTG, there is a notable difference betweamge

likelihood in the training ground condition (77.76) and the no training ground condition (90.00, p
< 0.001). Thus, based on the descriptive statistics, management training grounsl appaas

an effect on reporting likelihood while fraud magnitude does not.

TABLE 2
Means (Std. Deviation) for Reporting Likelihdod

Management Training Grouhd
Training Ground Training Ground

Fraud Magnitude

Absent Present Total
Small Fraud 88.53 (13.736) 79.74 (22.116 83.89 (19.030)

n=34 n=38 n=72
Large Fraud 91.35 (10.843) 76.17 (18.830 82.86 (17.464)

n=37 n=47 n==84
Total 90.00 (12.306) 77.76 (20.318)

n=71 n=85

8The third-person likelihood of reporting the questible act to CAE (ranging from 0 = “No Likelihood,
definitely would not report” to 100 = “High Likeldod, definitely would report”).

® Management Training Ground = 1 if training groyordsent, O if training ground absent.

¢ Fraud Magnitude = 1 if large fraud (30 percennefincome), 0 if small fraud (1 percent of netime).

Tests of Hypotheses and Research Questions

Hypothesis 1 examines the main effect of MTG on fraud reporting intentions.

Specifically, it predicts that internal auditors will be less likely to re@draudulent act when
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the internal audit function is used as a MTG relative to when internal audit is dasiaeMTG.
Hypothesis 2 examines the main effect of fraud magnitude on fraud reportingpiméent
Specifically, it predicts that reporting likelihood will be greater wheadnaagnitude is large
relative to when fraud magnitude is small.

Hypothesis 1 and 2 are tested using univariate analysis of variance (geearaniodel).
The independent variables are MTG and fraud magnitude. The results are dres€&atde 3.
As shown in Table 3, the main effect for MTG is significant, providing support for H1. This
finding suggests that internal auditors are significantly less likelypmrtra fraudulent act when
being groomed for a management position than when not being groomed for such a position. The
main effect for fraud magnitude is not significant, failing to support H2. Frauditodg
appears to have no significant effect on internal auditor reporting intentionsaartbat
context. This could be due to the competing motivations internal auditors have with cegard t
reporting frauds of different magnitudes. As discussed previously, while frarits ®xpected to
be positively associated with reporting intentions, as employees of the gomfganal auditors
may be incentivized to find and report smaller, less damaging fraudstrahdarger, more
damaging frauds.

Hypothesis 3 predicts that perceived seriousness of the act will be greatefraud
magnitude is large relative to when fraud magnitude is small. H3 was examing@nsi
independent samples t-test. Participants were asked to assess the lei@loiess of the act
on a 7-point Likert-type scale ranging from 1 (“very low”) to 7 (“very higiRgsults
(untabulated) indicate that participants perceived large frauds (mean = 6.92)dcebsenous

than small frauds (mean = 6.49, t = 3.881, p < 0.001), thus supporting H3.
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Research Question 1 inquires how fraud magnitude and the use of internal audit as a
MTG impact internal auditors’ perceived responsibility to report the fraudatenParticipants
were asked to assess the personal responsibility of Landry to repondimg$i to the CAE on a
7-point Likert-type scale ranging from 1 (“very low”) to 7 (“very highRQ1 was examined
using univariate analysis of variance (general linear model). The independablegaare MTG
and fraud magnitude. Results (untabulated) reveal a non-significant ANOVA modeél582).
Participants across all conditions rated the responsibility to reportyakigar On the 7-point
scale, cell means ranged from 6.91 (small fraud, no training ground) to 6.97 (¢ardjenio
training ground and small fraud, training ground present). Thus, participantstatavery
strong belief that Landry has a personal responsibility to report the fraud@éBigegardless
of fraud size or use of the internal audit function as a MTG. When considered with the finding
for H1, this finding supports the economic incentive theory explanation of internal auditor
reporting behavior by suggesting that while internal auditors recognizegbgonsibility to
report the fraud in all conditions, they may display a reduced likelihood of reporting whgn be

groomed for a management position.

TABLE 3

Univariate Analysis of Variance (ANOVA) Effects of Fraud Magnitude Btanagement
Training Ground on the Reporting Likelihdod

Source SS Df MS F  p-valué
Mgt. Training Groun8 5524.677 1 5524.677 18.716 <0.001
Fraud Magnitude 5.331 1 5.331 0.018 0.893
Mgt. Training Ground *

Fraud Magnitude 392.323 1 392.323 1.329 0.251
Error 44866.910 152 295.177

n = 156; B = 0.121; Adj. B = 0.104; corrected model significance < .001
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® The dependent variable is the third-person likedihof reporting the questionable act to CAE (ragdiom 0 =
“No Likelihood, definitely would not report” to 108 “High Likelihood, definitely would report”).

® Management Training Ground = 1 if training groymdsent, O if training ground absent
¢ Fraud Magnitude = 1 if large fraud (30 percennhef income), 0 if small fraud (1 percent of netoime).
4 All p-values are two-tailed.

FICTURE 1
Observed Interaction Plot
i MTG
= MTG Lhsent
— MTG present

20

33

Mean Reporting Likelihood
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Fraud Magnitude

Hypothesis 4 predicts that when the internal audit function is used as a MTG, the
perceived personal costs associated with reporting a large fraud will be thigihevhen internal

audit is not used as a MTG. Participants were asked to assess the likelihooddmatcaild
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face personal costs if he reported the fraud to his CAE. Responses were on a keditye
scale ranging from 1 (“very unlikely”) to 7 (“very likely”). H4 was tied by examining the
effect of MTG on perceived personal costs for the “large fraud” subsetaofRiegults of the
one-way ANOVA model are presented in Table 4. While the means are in the lsypedhe
direction (MTG absent = 3.08, MTG present = 3.34) the mean difference is noicsitist
significant (p = 0.57). Thus, H4 is not supported. This could be due to the fact that internal
auditors, whether being groomed for a management position or not, face similar @dstge
fraud is discovered. Specifically, a large and potentially damaging foald opardize the

positions of all internal auditors, not just those being groomed for a management position.

TABLE 4

One-way Analysis of Variance (ANOVA) Effect of Management TragrBround on Perceived
Personal Costin the Large Fraud Condition

Source SS Df MS F p-value
Between Grougs 1.392 1 1.392 0.320 0.573
Within Groups 357.310 82 4.357

Total 358.702 83

n=284

® The dependent variable is the perceived likelihthad Landry will face personal costs if he repdints fraud
(ranging from 1 = “Very Unlikely” to 7 = “Very Likly").

® Management Training Ground = 1 if training groymdsent, O if training ground absent

Research Question 2 inquires whether the effect of MTG on reporting amg rgi
exacerbated for individuals who score high on Machiavellianism. Machiavetians
measured using a 10-item scale developed by Allsopp et al. (1991) and validatedragikviud
and Mason (1995). Reliability of the scale was sufficient and comparable to léetamire
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(Cronbach’s alpha = .712). Each of the 10 items was measured on a 7-point scale, providing a
maximum score of 70 with higher scores indicating higher levels of Machianetiia
A total of 145 internal auditors completed the 10-item Machiavellianism scalgesS
ranged from 10 to 36, with a mean score of 16.21. Christie and Geis (1970) define high-Machs as
those who score higher than 100 on the Mach-IV scale, which is measured using 2Gatams, e
with a 7-point scale. In applying this standard to the 10-item Allsopp et al. (19%,)lsga-
Machs would be defined as those scoring higher than 50. In the current study, none of the
participants scored higher than 50, and only two scored higher than the mid-point of 35.
Therefore, Research Question 2 is examined by splitting the sample intmtyps (kased on the
median Machiavellianism score. The median Machiavellianism score is 1fin§pghe sample
based on scores below 15 and scores of 15 and above resulted in almost equivalent groups.
RQ2 was examined using univariate analysis of variance (general lindaf)nThe
independent variables are MTG and an indicator variable capturing Machiagelli@ih= score
at median or above; 0 = below median). As shown in Table 5, results indicate no sigmioa
effect for Machiavellianism and no significant interaction (p = 0.81 and p = 0.38, iespgct
This implies that the impact of MTG on fraud reporting intentions is not contingent on the
individual's Machiavellianism scofeThis result is not surprising considering that none of the

internal auditor respondents qualified as high-Machs.

8 The impact of Machiavellianism score was also @at@d using OLS Regression. When Machiavelliansm i
included as the sole independent variable, reseNsal no significant effect on reporting intensdip = 0.277).
Similarly, when Machiavellianism score is includesian independent variable with MTG and fraud nagsi
results reveal no significant effect on reportintghtions (p = 0.220). Further, when Machiavelsamiscore was
added as a continuous covariate to an ANCOVA muaitél third-person reporting intentions as the dejgsm
variable and with MTG and fraud magnitude as tliependent variables, results are unchanged fromritmary
analysis. Specifically, MTG remains significant \éhMachiavellianism and fraud magnitude do not.
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TABLE 5

Univariate Analysis of Variance (ANOVA) Effects of Machiavellismi and Management
Training Ground on the Reporting Likelihdod

Source SS Df MS F  p-valud
Mgt. Training Groun8 5632.969 1 5632.969 18.972 0.000
Machiavellianism 17.074 1 17.074 0.058 0.811
Mgt. Training Ground *

Machiavellianism 228.231 1 228.231 0.769 0.382
Error 41864.265 141 296.910

n=145; B=0.123; Adj. = 0.105
® The dependent variable is the third-person likedith of reporting the questionable act to CAE (ragdiom 0 =
“No Likelihood, definitely would not report” to 108 “High Likelihood, definitely would report”).

® Management Training Ground = 1 if training groymdsent, O if training ground absent
¢ Machiavellianism = 1 if at median score (15) oo 0 if below median score.
¢ All p-values are two-tailed.

Supplemental Analyses
Social Desirability Bias

While the primary dependent variable of interest is the third-person repaort@mgions,
first-person reporting intentions were also captured in order to measuredsstiability bias.
Social desirability bias refers to the tendency for participants to eyrgemselves favorably
on a survey instrument by underestimating (overestimating) the probabilitwthad engage in
an undesirable (desirable) action (e.g., Chung and Monroe 2003). The most directowst of s
desirability bias is to reproduce the primary analyses using first-peatiwar than third-person
responses and noting any differences in the results. As shown in Tables 6 and 7, negults us
first-person responses reflect clear evidence of social desirabélgyds well as a ceiling effect.
All means are near the scale maximum of 100, with the lowest mean at 97.35h(ecg) Tia
other words, nearly all participants indicated they would self-report the fiegatrdiess of fraud

size or MTG. As shown in Table 7 and in contrast to the results in Table 3, the ANOVA model
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was not significant (p = 0.246). In summary, the results using first-person respulicae

evidence of social desirability bias.

TABLE 6

Means (Std. Deviation) for Reporting Likelihood- first-pefson

Fraud Magnitude

Management Training Grouhd

Training Ground Training Ground

Absent Present Total
Small Fraud 97.35 (6.656) 99.47 (2.263) 98.47 (4.939)
n=34 n =38 n=72
Large Fraud 98.65 (4.191) 97.87 (5.080) 98.21 (4.698)
n=37 n=47 n=84
Total 98.03 (5.508) 98.59 (4.127)
n=71 n=85

4The first-person likelihood of reporting the questble act to CAE (ranging from 0 = “No Likelihood,
definitely would not report” to 100 = “High Likeldod, definitely would report”).

® Management Training Ground = 1 if training groymdsent, 0 if training ground absent.

¢ Fraud Magnitude = 1 if large fraud (30 percennef income), 0 if small fraud (1 percent of netoime).

TABLE 7

Univariate Analysis of Variance (ANOVA) Effects of Fraud Magnitude Btanagement
Training Ground on the Reporting Likelihood- first-person

Source

Mgt. Training Groun8

Fraud Magnitude

Mgt. Training Ground *

Fraud Magnitude
Error

SS
17.375
0.898

80.677

3470.905

df MS
1 17.375
1 0.898
1 80.677

152 22.835

F  p-valud
0.761 0.384
0.039 0.843
3.533 0.062

n=156; B = 0.027; Adj. B = 0.008; corrected model significance = .246
® The dependent variable is the first-person liladith of reporting the questionable act to CAE (ragdiom 0 =
“No Likelihood, definitely would not report” to 108 “High Likelihood, definitely would report”).



® Management Training Ground = 1 if training groymdsent, O if training ground absent
¢ Fraud Magnitude = 1 if large fraud (30 percennhefincome), 0 if small fraud (1 percent of netime).
4 All p-values are two-tailed.

Urgency to Report

Participants were also asked to indicate the perceived level of urgency Eegldrto
report his findings. This question was included as a supplement to the primary dependent
variable in order to assess the strength of the compulsion to report. As shown in Table 8 and
Figure 2, results reveal significant main effects for MTG (p = 0.011) and fragditade (p =
0.014) and a marginally significant interaction (p = 0.081). Specifically, as tradtibn
reveals, respondents indicated higher levels of urgency to report when the fraudyevasitar

when the internal audit function was not used as a MTG.

Two additional analyses were conducted to examine the marginally sighifica
interaction. First, a contrast test was conducted to determine whetheraheirgency to report
a large fraud in the absence of a MTG is statistically different fr@nother three conditions.
Results (untabulated) reveal a significant contrast{&= 5.291, p = 0.002) and also reveal that
this mean is statistically different from the other three conditions. Sigescy to report was
not a hypothesized variable and thus the contrast was not plammiedi, a more conservative
Tukey's post-hoc test was also conducted. As in the contrast test, results (untabudtaidhat
mean urgency to report for the no MTG, large fraud condition is statisticakyettffrom the

other three conditions at the .05 level.

Therefore, as shown in Figure 2 and supported by a contrast test and Tukey’s post-hoc
test, having a MTG reduces the reporting urgency associated with largetbraenss

statistically equivalent (at .05 level) to small frauds. Stated diffgrantterms of urgency to
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report, having a MTG feature appears to cause internal auditors to view aday€30 percent
of net income) as though it were a small fraud (one percent of net income). Clynwvénsa no
MTG was present, internal auditors indicated a relatively strong sensgeotcyrto report a
large fraud. These results suggest that using the internal audit function & midits the
sense of urgency internal auditors feel to report fraudulent acts. Most concemimgetaction

suggests that the MTG feature particularly reduces the perceived urgeapypitolarge frauds.

TABLE 8

Univariate Analysis of Variance (ANOVA) Effects of Fraud Magnitudd Btanagement
Training Ground on the Perceived Urgency to Réport

Source SS Df MS F  p-valué
Mgt. Training Groun8 13.096 1 13.096 6.655 0.011
Fraud Magnitude 12.255 1 12.255 6.228 0.014
Mgt. Training Ground *

Fraud Magnitude 6.076 1 6.076 3.088 0.081
Error 293.208 149 1.968

n=153; B =0.096; Adj. B = 0.078; corrected model significance = .002
® The dependent variable is the perceived urgeratyLtindry will feel to report the fraud (rangingfin 1 = “No
Urgency” to 7 = “Substantial Urgency”).

® Management Training Ground = 1 if training groymdsent, O if training ground absent
¢ Fraud Magnitude = 1 if large fraud (30 percenhef income), 0 if small fraud (1 percent of netoime).
4 All p-values are two-tailed.
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FIGURE 2
Observed Interaction Plot
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V. SUMMARY, LIMITATIONS, AND FUTURE RESEARCH

The primary purpose of this dissertation is to examine the effects of MTGaarad fr
magnitude on internal auditor fraud reporting intentions. Prior research documeritzenega
repercussions due to the reduced internal auditor objectivity associated witthesimgrnal

audit function as a training ground for management (e.g., Rose et al. 2013; Ho@9£Bal
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Messier et al. 2011). This study investigates whether the objectivity thesaéxtend to the
internal auditor’s fraud reporting decision.

Using a 2x2 experiment that manipulates the use of the internal audit functeoMT&s
(used as a training ground vs. not used as a training ground) and fraud magnitudea(ldrge fr
defined as 30 percent of net income vs. small fraud, defined as one percent of ne}, itni®me
study finds that respondents indicate a lower likelihood that a discovered fraud rejtidveed
when the internal auditor is being groomed for a management position. No eféectdsor
fraud magnitude, as internal auditors appear equally likely to report large aldrands in this
context. However, supplemental analysis suggests that having a MTG featurs thduce
urgency internal auditors feel to report fraudulent acts. Most concerning, ¢ésefis mdicate
that using the internal audit function as a MTG reduces internal auditorsiyeztairgency to
report a large fraud so severely that urgency levels become statistgpaiNsalent to those
observed in the small fraud condition. In the absence of a MTG, internal auditorsarzdioath
greater sense of perceived urgency to report a large fraud. Together, theéssuggalst that
using the internal audit function as a MTG can obstruct internal auditors from tiogplee of
their major duties: reporting fraud in a timely manner.

This dissertation also examines factors underlying the fraud reportirgjcieas
modeled by Schultz et al. (1993). Not surprisingly, participants perceived tatgis to be more
serious than small frauds. In addition, participants indicated a strongthali¢fie internal
auditor has a personal responsibility to report fraud, regardless of fraud magmitiseof the
internal audit function as a MTG. Finally, no relation is found between MTG use and/pdrcei

personal costs.
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Finally, this dissertation examines the impact of Machiavellianism omaitauditor
fraud reporting intentions. Results reveal no high-Mach internal auditors in tpéesam
suggest that the impact of MTG on fraud reporting intentions is not contingent on the
individual’'s Machiavellianism score.

This study leverages the benefits of the experimental method to isolatethe ef
MTG and fraud magnitude on reporting intentions. The research question would have been
difficult to address using archival methods. An experiment allows for theotohtzonfounding
effects, which increases internal validity. However, a limitation of thidysand all experimental
studies is external validity. For this reason, extensive care was takekecsore the
experimental scenario was realistic. Specifically, meetings ni¢hrnal auditors and pilot tests
using internal auditors helped to ensure the realism of the hypothetical cakeed limitation
of this study is experimental realism. While the case was designed talisga,ethe
experimental setting is far more simplified than the real-world contestnialt auditors face.
Thus, responses to the experimental scenario may not reflect what iatetitafs would do in a
more complex, real-world environment. For this reason, and due to evidence of social
desirability bias, third-person responses are used as the primary dependéfd.var

Notwithstanding these limitations, this study offers several contributiohg titerature.
First, while this study examines the impact of using internal audit as a MTi@uwhreporting
intentions, it provides insight into the more general area of how incentives imigawnal
auditor objectivity with regard to fraud reporting. This study is the first to erpatally
document that internal auditor objectivity threats associated with the uddTdda&an extend to
the fraud reporting decision. Second, this study reveals an interesting and cautiverint

finding associated with fraud magnitude. In this setting, internal auditorsnoem®re likely to
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report a large fraud (30 percent of net income) than a small fraud (one percenhobme).
This result was unexpected and solicits future research. Third, this studyesaine impact of
Machiavellianism on internal auditor fraud reporting intentions. While no relatiouimsl
between Machiavellianism and fraud reporting intentions, it is informative tadhetmple
descriptive finding that no internal auditors in the sample were high-Machsh Fiis study
provides insight into which of two theories may be at work in the relation betweenad G
fraud reporting intentions. Specifically, it appears that internal auditofslpraware of their
responsibility to report all fraud, but may be less willing to report fraud in teepce of a
MTG. This supports the economic incentive theory explanation and corroborates théipropos
in Koonce (2013). Finally, the results provide experimental evidence to corrobord#€she
concern about the ethical compass of internal auditors.

Future research could extend the results of this study in several ways uLdgitested
two rather extreme levels of fraud (one percent of net income and thirtywpefcet income)
and found no significant effect of fraud magnitude on reporting intentions. Futurecheseald
examine different, perhaps more moderate fraud magnitudes to see if threasseaation
between fraud magnitude and internal auditor reporting intentions. Also, futurecheseald
continue to investigate the extent to which internal auditor behavior is explaineatibgted
reasoning theory vs. economic incentive theory. Both theories are creditegltoniag the
behavior of internal auditors in the face of objectivity threats. Future obseawld examine
which theory has greater explanatory power. Finally, future research ceutinexthe reporting
intentions of those internal auditors who hae¢been chosen for a potential management
position. It would be interesting to examine how internal auditors respond to knowledge that

their peers have been chosen to participate in a MTG but they have not. Considering the
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prevalence of MTG usage, it is important to understand how a MTG impacts those internal

auditors who are not being groomed for management positions.
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Appendix A

Thank you for participating in this study. On the next screen you will read asbeiefrio and then
answer a few questions about your reactions to the scenario.

Associated Materials Inc. Overview

Action Manufacturing Inc. (AMI) is a manufacturer of industrial gragestts. Formed in 1982, AMI
employs approximately 3,200 people in its plants and trades on the New YorkEtbange. Since

AMI is a publicly traded company, it is required to file quarterly rep@r0Q) and an annual report (10K)
with the Securities and Exchange Commission (SEC). The financial riesuhie past several years
indicate that AMI has produced steady profits, but beginning three years age rsvdhues fell to

levels below that of key industry competitors.

Payton Landry is a senior internal auditor at AMI. Landry has worked as amairéeiditor at AMI for
two years, and iplanning to remain in internal audit indefinitely. Landry plans to be a career
internal auditor [preparing to transfer into a senior management pogion in the next few months.
Landry has worked in internal audit as part of a management training pogram]. His
responsibilities as senior internal auditor include evaluatingniateontrols, operating efficiency,
regulatory compliance, and testing various financial statemeotiaisc

One evening Landry was working late and happened to uncover what appearedpmper journal
entries hidden deep in a chain of erroneously referenced subsidiary ledigeesntiies classified certain
items as assets rather than expenses. Landry noted that the samedtbaenhexpensed historically
until three years ago when the company’s revenue began falling behind indogbeticars. After
thoroughly investigating the entries, Landry was fairly confident tlea€C#O, Nathan Martin, had
engaged in an unethical act of misreporting financial information.€lémsies had the effect of
increasing net income [80%. Landry knows that a fraud of this magnitude could lead to
significantly negative reputational and financial effects for AMI [L%. Landry knows that a fraud of
this magnitude would likely not lead to significantly negative reptational and financial effects for
AMI].

Landry is fairly certain that Martin intentionally and inappromliachanged the expense classification.
Landry is also confident that neither the internal nor the exterdabasiwill find the misstatement, as
the entries were buried in subsidiary journals and were in amounts that wbhédda the materiality
threshold. Furthermore, the internal and external auditors had not discvenedppropriate entries
during the last three years. Landry feels certain that he is the aabynpeware of Martin’s possible
fraudulent activities over this three-year period.

Under AMI's internal audit department protocol, Landry is to report tfiedimgs to his supervisor, the
Chief Audit Executive (CAE). As Landry ponders the situation, he consideimications of reporting
and the potential impact on both AMI and his career.
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1. How likely do you think it is that Landry will report this instance of questitmbehavior to the
CAE?

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

No Likelihood Moderate High Likelihood
(Definitely would Likelihood (Definitely would
not report) report)

2. If you were in Landry’s position, how likely is it thabuwould report this instance of questionable
behavior to the CAE?

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

No Likelihood Moderate High Likelihood
(Definitely would Likelihood (Definitely would
not report) report)

3. Please indicate the seriousness (i.e., the amount of harm done) of the questicnaéscribed in the
case:

1 2 3 4 5 6 7
| | | | | | |
Very Moderately Slightly Neutral Slightly Moderately Very
Low Low Low High High High

4. Please assess the personal responsibility (duty or obligation) ofylianmport his findings to the
internal audit CAE:

1 2 3 4 5 6 7
| | | | | | |
Very Moderately Slightly Neutral Slightly Moderately Very
Low Low Low High High High

5. How likely do you think it is that there would be personal costs (i.e., demotiormggpfor Landry if
he reports his findings to the CAE?

1 2 3 4 5 6 7
| | | | | | |
Very Moderately Slightly Neutral Slightly Likely Moderately Very
Unlikely Unlikely Unlikely Likely Likely

6. How likely do you think it is that Landry would face retaliation if he repbiddindings to the CAE?

1 2 3 4 5 6 7
| | | | | | |
Very Moderately Slightly Neutral Slightly Likely Moderately Very
Unlikely Unlikely Unlikely Likely Likely
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10.

11.

12.

13.

How likely do you think it is that there would be personal benefits for Landeyriéports his
findings to the CAE?

1 2 3 4 5 6 7
| | | | | | |
Very Moderately Slightly Neutral Slightly Likely Moderately Very
Unlikely Unlikely Unlikely Likely Likely

According to the case, which of the following characterizes Landry’'&icpltans?

Landry is preparing to transfer into a senior management position in tfennexinths
Landry is planning to remain in internal audit indefinitely

According to the case, what size was the suspected fraud committed Qya@fad Martin?
1% of net income

30% of net income

Please indicate how certain you feel that Martin engaged in a wrongful act

1 2 3 4 5 6 7
| | | | | | |
Very Moderately Slightly Neutral Slightly Moderately Very
Uncertain Uncertain Uncertain Certain Certain Certain

Please indicate the extent to which you believe the questionable adbelkgtithe case is morally
wrong:

1 2 3 4 5 6 7

| | | | | | |
Very Moderately Slightly Neutral Slightly Moderately Very
Low Low Low High High High

How likely do you think it is that there would be negative repercussions foifAMe fraud is
reported?

1 2 3 4 5 6 7
| | | | | | |
Very Moderately Slightly Neutral Slightly Moderately Very
Unlikely Unlikely Unlikely Likely Likely Likely

How likely do you think it is that there would be negative repercussions fairy & he choosesot
to report the fraud?

1 2 3 4 5 6 7
| | | | | | |
Very Moderately Slightly Neutral Slightly Likely Moderately Very
Unlikely Unlikely Unlikely Likely Likely
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14. How much urgency do you think Landry feels to report his findings?

1 2 3 4 5 6 7
| | | | | | |
No Moderate Substantial
Urgency Urgency Urgency

15. Based on the information provided in the case, do you think Landry identifies ntiot&evinternal
audit department or senior management?

1 2 3 4 5 6 7
| | | | | | |
Identifies only Identifies with Identifies only
with Internal both Internal with Senior
Audit Audit and Management
Senior
Management

Please read and answer each question below:

16. Would you be prepared to deceive someone completely if it was to your advandagsot?
1 2 3 4 5 6 7
| | | | | | |

No Neutral Yes

17. Would you be prepared to do a bad turn to someone in order to get something you pantienitzdly
for yourself?
1 2 3 4 5 6 7
| | | | | | |

No Neutral Yes

18. Do you often act in a cunning way in order to get what you want?
1 2 3 4 5 6 7
| | | | | | |

No Neutral Yes

19. Would you be prepared to “walk all over people” to get what you want?
1 3 4 5 6 7
| | | | | | |

No Neutral Yes

20. Do you enjoy manipulating people?
1 2 3 4 5 6 7
| | | | | | |

No Neutral Yes

21. Do you tend to do most things with an eye to your own advantage?
1 2 3 4 5 6 7
| | | | | | |

No Neutral Yes
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22. Do you agree that the most important thing in life is winning?
1 2 3 4 5 6 7
| | | | | | |

No Neutral Yes

23. Would you be prepared to be quite ruthless in order to get ahead in your job?
1 2 3 4 5 6 7
| | | | | | |

No Neutral Yes

24. *Would you prefer to be humble and honest rather than important and dishonest?
1 2 3 4 5 6 7
| | | | | | |

No Neutral Yes

25. Would you like to be very powerful?
1 2 3 4 5 6 7
| | | | | | |

No Neutral Yes

(*the item marked with * is reverse-scored)

26. Background questions

Do you hold any of the following designations? (Check all that apply)
CPA CIA CMA CISA other (please specify)

27. Highest level of education completed:

Associates Degree
Bachelors Degree

Some Graduate School
Masters Degree or Higher

28. Current Job Level (please check one): Entry-level Lead/Senior
Supervisor/Manager Chief Audit Executive (CAE)

29. In which type of organization do you currently work as an internal auditor?
Publicly-held company Privately-held company Governmental Not-for-profi
Other (please specify)
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30. What type of duties do you perform as an internal auditor?
Compliance only Consulting only Both compliance and consulting
Other (please specify )

31. At your organization, have any internal auditors ever moved into managemeiansa@si
Yes No Don't know

32. Approximately what percentage of internal auditors in your organizatioouarently being groomed

for a management position?

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

33. Please indicate your gender: Male Female

34. What is your age?

35. How many years have you been an internal auditor?

36. How often do you think internal auditors hide fraud from external auditors?

1 2 3 4 5 6 7
I I I I | | |

Never Occasionally Often

37. Have you ever felt pressure to find small errors/wrongdoings whilecmkenlg large
errors/wrongdoings (to protect the company)?

1 2 3 4 5 6 7
I I I I I I |

No Neutral Yes

38. Have you ever encountered other internal auditors who believe it is acedpthlile wrongdoings
(to protect the company)?

1 2 3 4 5 6 7
I | | | | | |
Never Occasionally Often
39. Have you ever discovered a person engaging in fraudulent behavior? Yes
40. Have you ever reported wrongdoing? Yes No

THANK YOU FOR PARTICIPATING! Feel free to leave any comments below

59

No



REFERENCES

Abbott, L. J., S. Parker and G. F. Peters. 2010. Serving two masters: The associatiam betwee
audit committee internal audit oversight and internal audit activAiesounting
Horizons24(1): 1-24.

Adamec, B. A., L. M. Leinicke, J. A. Ostrosky, and W. M. Rexroad. 2005. Getting a leg up.
Internal Auditor(June 2005): 40-45.

Ahlawat, S. S., and D. J. Lowe. 2004. An examination of internal auditor objectivity: In-house
versus outsourcinghuditing: A Journal of Practice & Theor33(2): 147-158.

Ahmad, Z. and D. Taylor. 2009. Commitment to independence by internal auditors: the @affe
role ambiguity and role conflicManagerial Auditing Journa24(9): 899-925.

Allegrini, M., and G. D’Onza. 2003. Internal auditing and risk assessment in ldige Ita
companies: an empirical survegternational Journal of Auditin@(3): 191-208.

Allsopp, J., H. J. Eysenck, and S. B. G Eysenck. 1991. Machiavellianism as a component in
psychoticism and extraversidPersonality and Individual Differencd£(1): 29-41.

Anderson, U. L., M. H. Christ, K. M. Johnstone, and L. E. Rittenberg. 2012. A post-SOX
examination of factors associated with the size of internal audit funcfioosunting
Horizons26(2): 167-191.

Arena, M., Arnaboldi, M., and Azzone, G. 2006. Internal audit in Italian organizations: a
multiple case studyManagerial Auditing Journa®1(3): 275-292.

Arnold, D. and L. Ponemon. 1991. Internal auditors’ perceptions of whistle-blowing and the
influence of moral reasoning: An experimehtiditing: A Journal of Practice & Theory
10(2): 1-15.

Association of Certified Fraud Examiners (ACFE). 2QA@212 Report to the nations on
occupational fraud and abusAustin, TX: ACFE.

Ayers, S. and S. E. Kaplan. 2005. Wrongdoing by consultants: An examination of employees’
reporting intentionsJournal of Business Ethi&v/(2): 121-137.

Barnett, T., K. Bass and G. Brown. 1996. Religiosity, ethical ideology, and intetdioggort a
peer's wrongdoinglournal of Business Ethid$(11): 1161-1174.

Bedard, J. C., D. R. Deis, M. B. Curtis and J. G. Jenkins. 2008. Risk monitoring and control in
audit firms: A research synthesfuditing: A Journal of Practice & Theorg7(1): 187-
218.

60



Brink, A. G., D. J. Lowe and L. M. Victoravich. 2013. The Effect of Evidence Strength and
Internal Rewards on Intentions to Report Fraud in the Dodd-Frank Regulatory
EnvironmentAuditing: A Journal of Practice & Theof§2(3): 87-104.

Brody, R. G. and D. J. Lowe. 2000. The new role of the internal auditor: implications foainte
auditor objectivityInternational Journal of Auditing(2): 169-176.

Bryant, S. M., J. E. Hunton, and D. N. Stone. 2004. Internet-based experiments: Prospects and
possibilities for behavioral accounting reseaiéhavioral Research in Accountintf
(1): 107-129.

Burnaby, P.A., M. Abdolmohammadi, S. Hass, R. Melville, M. Allegrini, G. D'Onza, L. Paape,
G. Sarens, M. Marais, E. Sadler, H. Fourie, B. Cooper, and P. Leung. 2007. A Global
Summary of the Common Body of Knowledge 2006, The Institute of Internal Auditors
Research Foundation, Altamonte Springs, FL.

Burton, F. G., M. W. Starliper, S. L. Summers, and D. A. Wood. Recruiting Internal Auditors:
The Effects of Using the Internal Audit Function as a Management Traimmg@ and
Performing Consulting Services (August 9, 2013). Available at SSRN:
http://ssrn.com/abstract=2162611 or http://dx.doi.org/10.2139/ssrn.2162611

Caplan, D. H., and M. Kirschenheiter. 2000. Outsourcing and Audit Risk for Internal Audit
ServicesContemporary Accounting Researti(3): 387-428.

Carcello, J. V., D. R. Hermanson, and T. L. Neal. 2002. Disclosures in audit committeescharte
and reportsAccounting Horizond6(4): 291-304.

Carcello, J. V., D. R. Hermanson and K. Raghunandan. 2005. Changes in internal auditing
during the time of the major US accounting scandaternational Journal of Auditing
9(2): 117-127.

Cassematis, P. G., and R. Wortley. 2013. Prediction of Whistleblowing or Non-reporting
Observation: The Role of Personal and Situational Factousnal of Business Ethics
117(3): 615-634.

Chadwick, W. E. 1995. Tough Questions, Tougher Ansviretexnal Auditor52(6): 63-65.

Chambers, R. 2012a. A Strong Ethical Compass: An Essential Trait for Internadr8udiA
blog post] (2012, May 17). Available at:
http://www.theiia.org/blogs/CHAMBERSs/index.cfm/post/A%20Strong%2 &b 20C
ompass:%20An%20Essential%20Trait%20for%20Internal%20Auditors

Chambers, R. 2012b. Five Classic Myths About Internal Auditing. [lIA blog post] (2012, June
20). Available at:
http://www.theiia.org/blogs/chambers/index.cfm/post/Five%20Clasxid#yths%20Ab
out%20Internal%20Auditing

61



Christ, M. H., N. Y. Sharp, A. Masli, and D. A. Wood. 2013. The Effects of Using the Internal
Audit Function as a Management Training Ground and Audit Committee Oversight on
Financial Reporting Quality (November 20, 2013). Available at SSRN:
http://ssrn.com/abstract=1946518 or http://dx.doi.org/10.2139/ssrn.1946518

Christie, R., and F. Geis. 1970. Studies in Machiavellianism. New York: Academ& Pres

Christopher, J., G. Sarens and P. Leung. 2009. A critical analysis of the independbace of
internal audit function: evidence from Australfeccounting, Auditing & Accountability
Journal22(2): 200-220.

Chung, J., and G. S. Monroe. 2003. Exploring social desirability Jnasnal of Business Ethics
44 (4): 291-302.

Cohn, M. 2011. External Auditors Sometimes Will Rely on Internal Auditazsounting Today
(2011, May 31). Available at: http://www.accountingtoday.com/debits_ creditsfiat-
Auditors-Sometimes-Rely-Internal-Auditors-58565-1.html

Committee of Sponsoring Organizations (COSO). 2004. Enterprise Risk Management
Integrated Framework, AICPA, New York, NY.

Courtemanche, G. 1988. The ethics of whistle blowliing Internal AuditoA5(1):
36-41.

Curtis, M. B. 2006a. Are audit-related ethical decisions dependent upon dumodal of
Business Ethic68(2): 191-209.

Curtis, M. B. 2006b. Whistleblower mechanisms: A study of the perceptions of users and
respondersThe Institute of Internal Auditors

Dalton, D. and R. R. Radtke. 2013. The Joint Effects of Machiavellianism and Ethical
Environment on Whistle-Blowinglournal of Business Ethidsl7(1): 153-172.

Deloitte. 2013Internal audit roles and responsibilitifgited November 17 2013]. Available at:
http://www.deloitte.com/view/en_CN/cn/services/corgovl/icliarr/

DeZoort, F. T., R. W. Houston, and M. F. Peters. 2001. The Impact of Internal Auditor
Compensation and Role on External Auditors' Planning Judgments and Decisions.
Contemporary Accounting Researt8(2): 257-281.

DeZoort, F.T., R. W. Houston, and J. T. Reisch. 2000. Compensation for internal auditors.
Internal Auditor57(3): 42-47.

de Zwaan, L., J. Stewart, and N. Subramaniam. 2011. Internal audit involvement in enterprise
risk managemenManagerial auditing journgl26(7): 586-604.

62



Dickins, D. and D. O'Reilly. 2009. The qualifications and independence of internal auditors.
Internal Auditing24(3): 14-21.

Dozier, J. B., and M. P. Miceli. 1985. Potential predictors of whistle-blowing: A prosocial
behavior perspectivéicademy of Management Revigiv 823-836.

Dyck, A., A. Morse, and L. Zingales. 2010. Who blows the whistle on corporate fiEuel?.
Journal of Financé5(6): 2213-2253.

EngenderHealth. 201Braud and Whistleblower Policjcited November 17 2013]. Available
at: https://secure.ethicspoint.com/domain/media/en/gui/15229/whistle.html

Finn, D. W. and J. C. Lampe. 1992. A study of whistleblowing among audtafssional
Ethics1 (3-4): 137-168.

Forsyth, D. R. 1980. A taxonomy of ethical ideologisirnal of Personality and Social
psychology39(1): 175-184.

Fraser, I., and W. Henry. 2007. Embedding risk management: structures and approaches.
Managerial Auditing Journal2(4): 392-409.

Galloway, D. 1995Internal Auditing: A Guide for the New Audit@ltamonte Springs, Florida:
TheInstitute of Internal Auditors.

Ghosh, D. 2000. Organizational design and manipulative behavior: Evidence from a eégotiat
transfer pricing experimenBehavioral Research in Accountidg: 1-30.

Ghosh, D and T. Crain. 1996. Experimental investigation of ethical standards and perceived
probability of audit on intentional noncomplian8ehavioral Research in Accounting
8:219-244.

Goodwin, J. 2003. The relationship between the audit committee and the internal audit function:
evidence from Australia and New Zealahternational Journal of Auditing7(3): 263-
278.

Goodwin, J. and T. Y. Yeo. 2001. Two factors affecting internal audit independence and
objectivity: evidence from Singapor@ternational Journal of Auditing(2): 107-125.

Graham, J. W. 1986. Principled organizational dissent: A theoretical &ssaarch in
Organizational Behavio8: 1-52.

Gramling, A.A., M. J. Maletta, A. Schneider and B. K. Church. 2004. The role of the internal
audit function in corporate governance: a synthesis of the extant internah@uditi
literature and directions for future researdburnal of Accounting Literatur23(1): 194-
244,

63



Gramling, A.A. and P. M. Myers. 2006. Internal auditing’s role in ERit¥ernal Auditor63(2):
52-58.

Gramling, A.A. and S.D. Vandervelde. 2006. Assessing internal audit quiadégnal Auditing
21(3): 26-33.

Hales, J., 2007, Directional preferences, information processing, and investoirsjear
forecastsJournal of Accounting Researd®(3): 607—-628.

Hartmann, F. G., and V. S. Maas. 2010. Why business unit controllers create budget slack:
Involvement in management, social pressure, and MachiavelliaBemavioral
Research in Accounting(2): 27-49.

Hass, S., M. J. AbdolImohammadi and P. Burnaby. 2006. The Americas literature review on
internal auditingManagerial Auditing Journa21(8): 835-844.

Hillison, W., C. Pacini, and D. Sinason. 1999. The internal auditor as fraud-bdatexgerial
Auditing Journall4(7): 351-363.

Hooks, K., S. Kaplan, and J. Schultz Jr. 1994. Enhancing communication to assist in fraud
prevention and detectioAuditing: A Journal of Practice & Theod3 (2): 86-117.

Hoos, F., W. F. Messier, J. L. Smith and T. Paulette. 2013. Serving Two Masters: Tke &ffec
Reporting Line and Management Training Ground on Internal Auditors’ Judgments
(November 21, 2013). Available at SSRN: http://ssrn.com/abstract=2358149 or
http://dx.doi.org/10.2139/ssrn.2358149

Institute of Internal Auditors (11A). 2013&efinition of Internal Auditing[cited November 14
2013]. Available at: https://na.theiia.org/standards-guidance/mandatory-
guidance/pages/definition-of-internal-auditing.aspx

Institute of Internal Auditors (11A). 2013I€losing the Expectations Gap in Deterring and
Detecting Financial Statement Fraud: A Roundtable Sumnpeitgd November 21
2013]. Available at: https://na.theiia.org/standards-guidance/Public%20DocUAmnts
Fraud%20Collaboration%20Report.pdf

Institute of Internal Auditors (I1A). 200€Code of ethic009. [cited November 23 2013].
Available from_https://na.theiia.org/standards-
guidance/Public%20Documents/IPPF_Code_of Ethics 01-09.pdf.

Jackson, R. A. 2012. The Wall of DECEIT. Internal Auditor (December 2012): 36-41.

James, K. L. 2003. The effects of internal audit structure on perceived findamatant fraud
prevention Accounting Horizonsl7(4): 315-327.

Jubb, P. B. 1999. Whistleblowing: A restrictive definition and interpretaliaumrnal

64



of Business Ethic®1(1): 77-93.

Jubb, P. B. 2000. Auditors as whistleblowénsernational Journal of Auditing(8):
153-167.

Kaplan, S. E. 1995. An examination of auditors’ reporting intentions upon discovery of
procedures prematurely signed-a@ttiditing: A Journal of Practice & Theod4 (2): 90-
104.

Kaplan, S. E., K. Pany, J. A. Samuels, and J. Zhang. 2009. An examination of the effects of
procedural safeguards on intentions to anonymously report #auditing: A Journal of
Practice & Theory28(2): 273-288.

Kaplan, S. E., K. R. Pope, and J. A. Samuels. 2010. The Effect of Social Confrontation on
Individuals’ Intentions to Internally Report Fralgkhavioral Research in Accounting
22(2): 51-67.

Kaplan, S. E. and J. J. Schultz. 2006e role of internal audit in sensitive communications
Altamonte Springs, FL. Institute of Internal Auditors Research Foundation.

Kaplan, S. E., and J. J. Schultz. 2007. Intentions to report questionable acts: An examination of
the influence of anonymous reporting channel, internal audit quality, and sétiimgal
of Business Ethicg1(2): 109-124.

Kaplan, S. E. and S. M. Whitecotton. 2001. An examination of auditors’ reporting intentions
when another auditor is offered client employméuntditing: A Journal of Practice &
Theory20 (1): 45-63.

Keenan, J. P. 2000. Blowing the whistle on less serious forms of fraud: A study of exsecutive
and manager&mployee Responsibilities and Rights Joud#§#): 199-217.

Koonce, L. 2013. Discussion of ‘Is the objectivity of internal audit compromised when the
internal audit function is a management training grouAg@¢eounting & Financé&3(4):
1021-1028.

Kunda, Z. 1990. The case for motivated reasorisgchological bulletiri08(3): 480-498.

Leung, P., B. Cooper and P. Robertson. 2004. Role of Internal Audit in Corporate Governance
and Management, RMIT University, Melbourne.

Mat Zain, M. and N. Subramaniam. 2007. Internal auditor perceptions on audit committee
interactions: a qualitative study in Malaysian public corporatiGosporate
Governance: An International Revievi(5): 894-908.

Melville, R. 2003. The contribution internal auditors make to strategic management.
International Journal of Auditing(3): 209-222.

65



Messier Jr, W. F., J. K. Reynolds, C. A. Simon, and D. A. Wood. 2011. The effect of using the
internal audit function as a management training ground on the external auditortere
decision.The Accounting Revie86(6): 2131-2154.

Miceli, M. P. and J. P. Near. 1984. The relationship among beliefs, organizational posion, a
whistle-blowing status: A discriminant analysé&ademy of Management Jour2al:
687-705.

Miceli, M. P. and J. P. Near. 1985. Characteristics of organizational climate art/pérc
wrongdoing associated with whistleblowing decisid?arsonnel Psycholog38(3): 525—
544,

Miceli, M. P. and J. P. Near. 2002. What makes whistle-blowers effective? Thdestlidies.
Human Relation§5(4): 455-479.

Miceli, M. P., J. P. Near, M. T. Rehg and J. R. Van Scotter. 2012. Predicting employmsmseac
to perceived organizational wrongdoing: Demoralization, justice, proactigerity,
and whistle-blowingHuman Relation$5(8): 923-954.

Miceli, M. P., J. P. Near, and C. R. Schwenk. 1991. Who blows the whistle anthahstrial
and Labor Relations Revie#b(1): 113-130.

Moore, D., P. Tetlock, L. Tanlu, and M. Bazerman. 2006. Conflicts of interest and the case of
auditor independence: moral seduction and strategic issue ciciaagmy of
Management Revie8i: 10-29.

Mudrack, P. E. and E. S. Mason. 1995. Extending the Machiavellianism construct: A brief
measure and some unexplored relationsidipgrnal of Social Behavior & Personality
10(1): 187-200.

Murphy, P. R. 2012. Attitude, Machiavellianism and the rationalization of misreporting.
Accounting, Organizations and Soci8f(4): 242-259.

Nagy, A. L., and W. J. Cenker. 2002. An assessment of the newly defined internal audit function.
Managerial Auditing Journal7(3): 130-137.

Near, J. P., and M. P. Miceli. 1985. Organizational dissidence: The case of whisilegblow
Journal of Business Ethieg1): 1-16.

Near, J. P. and M. P. Miceli. 1986. Retaliation against whistle-blowers: Prediatbe$fects.
Journal of Applied Psychologil: 137-145.

Near, J. P. and M. P. Miceli. 1988. The Internal Auditor’s Ultimate Responsibiliy: T
Reporting of Sensitive Issues. Altamonte Springs, FL: lIA.

66



Near, J. P., T. M. Dworkin and M. P. Miceli, M. P. 1993. Explaining the whistle-blowing
process: Suggestions from power theory and justice th@oggnizationScienceld(3):
393-411.

O'Leary, C., and J. Stewart. 2007. Governance factors affecting internal sietharal
decision-making: an exploratory studanagerial Auditing Journa22(8): 787-808.

Oxner, T., and K. Oxner. 2006. Boom time for internal audit professidnadsnal Auditor
63(3): 50-57.

Paape, L., J. Scheffe, and P. Snoep. 2003. The relationship between the internal audit function
and corporate governance in the EU—a surliregrnational Journal of Auditing7(3):
247-262.

Patel, C. 2003. Some cross-cultural evidence on whistle-blowing as an internal control
mechanismJournal of International Accounting Reseaizh69-96.

Perry, L. M., and B. J. Bryan. 1997. Heightened responsibilities of the internal andher i
detection of fraudManagerial Finance23(12): 38-43.

Peterson, A. 2006. Looking for risk in all the right pladeternal Auditing21(5): 3-16.

Ponemon, L. 1994. Whistle-blowing as an internal control mechanism: individual and
organizational consideration&uditing: A Journal of Practice and Theot(2): 118—
130.

Prawitt, D. F., J. L. Smith and D. A. Wood. 2009. Internal audit quality and earnings
managemeniThe Accounting Revie84(4): 1255-1280.

PricewaterhouseCoopers. 2000. Audit Committee Effectiveness—What Works Bestitizmd e
Altamonte Springs, FL: The Institute of Internal Auditors Research Ftionda

Raghunandan, K., D. V. Rama, and W. J. Read. 2001. Audit committee composition,“gray
directors,” and interaction with internal auditifgccounting Horizons15(2): 105-118.

Read, W. J. and D. V. Rama. 2003. Whistle-blowing to Internal AudMéasagerial Auditing
Journal 18(5): 354-362.

Reeve, J.T. 1990. Internal audit in the year 20@@rnal Auditor(February 1990): 15-22.

Rest, J. 1979. Revised manual for the defining issues test. MMRP technical repoeapablis,
MN: University of Minnesota.

Rezaee, Z. 2005. Causes, consequences, and deterence of financial stateme@nitizalid.
Perspectives on Accountiig(3): 277-298.

Ridley, A. 2001. The underutilized internal auditor, IIA Issues and Answers. Awilabl

67



at: http://'www.theiia.org/ecm/guide-ia.cfm?doc_id=347.

Robinson, S. N., J. C. Robertson and M. B. Curtis. 2012. The effects of contextual and
wrongdoing attributes on organizational employees’ whistle-blowing intentadiogsving
fraud.Journal of Business Ethid96(1-2): 213-227.

Rose, A. M., J. M. Rose, and C. S. Norman. 2013. Is the objectivity of internal audit
compromised when the internal audit function is a management training ground?
Accounting & Financé&3(4): 1001-10109.

Roussy, M. 2013. Internal auditors’ roles: from watchdogs to helpers and protectorsopf the t
managerCritical Perspectives on Accountirag(7): 550-571.

Saint, C.D. 2013. we can do HARD THINGS8ternal Auditor(June 2013): 56-62.

Sarens, G., and I. De Beelde. 2006. The relationship between internal audit and senior
management: a qualitative analysis of expectations and perceptiensational
Journal of Auditingl0(3): 219-241.

Sarens, G., M. J. Abdolmohammadi, and R. Lenz. 2012. Factors associated with the internal
audit function's role in corporate governantmurnal of Applied Accounting Research
13(2): 191-204.

Schneider, A. 2003. An examination of whether incentive compensation and stock ownership
affect internal auditor objectivitylournal of Management Issu&5(4): 486-497.

Schultz J. J., Jr., D. A. Johnson, D. Morris, and S. Dyrnes. 1993. An investigation of the
reporting of questionable acts in an international setliogrnal of Accounting Research
31: 75-103.

Seifert, D. L., J. T. Sweeney, J. Joireman, and J. M. Thornton. 2010. The influence of
organizational justice on accountant whistleblowisgcounting, Organizations and
Society, 367): 707-717.

Selim, G. M., S. Sudarsanam, and M. Lavine. 2003. The role of internal auditors in mergers,
acquisitions and divestitures: an international stubgrnational Journal of Auditing
7(3): 223-245.

Selim, G., S. Woodward, and M. Allegrini. 2009. Internal auditing and consulting practice: a
comparison between UK/Ireland and Itdiyternational Journal of Auditind.3(1): 9-25.

Selim, G., and A. Yiannakas. 2000. Outsourcing the internal audit function: a survey of the UK
public and private sectorternational Journal of Auditing(3): 213-226.

Stewart, J., and N. Subramaniam. 2010. Internal audit independence and objectivity:
emerging research opportunitidanagerial Auditing Journa5: 328—-360.

68



Subramaniam, N., C. Ng, and P. Carey. 2004. Outsourcing Internal Audit Services: Aic&mpir
Study on Queensland PublBector EntitiesAustralian Accounting Revie®(34): 86-
95.

Tavakoli, A. A., J. P. Keenan and B. Cranjak-Karanovic. 2003. Culture and whistleblowing an
empirical study of Croatian and United States managers utilizing Hotstadeiral
dimensionsJournal of Business Ethies3(1-2): 49-64.

Taylor, E. Z. and M. B. Curtis. 2010. An examination of the layers of workplace in#aen
ethical judgments: Whistleblowing likelihood and perseverance in public accounting.
Journal of Business Ethi&3(1): 21-37.

Turley, S., and M. Zaman. 2007. Audit committee effectiveness: informal proeesses
behavioural effectsdccounting, Auditing & Accountability Journa0(5): 765-788.

U.S. House of Representatives. 200Re Sarbanes-Oxley act of 2062.blic Law 107-204 [H.
R. 3763]. Washington, D. C.: Government Printing Office.

U.S. House of Representatives. 2000dd—Frank Wall Street Reform and Consumer Protection
Act. Public Law 111-203 [H.R. 4173]. Washington, D.C.: Government Printing Office.

van Peursem, K. A. 2005. Conversations with internal auditors: The power of ambiguity.
Managerial Auditing Journal0(5): 489-512.

Vorhies, J. B. 2005. The New Importance of Materiallgurnal of AccountanciMay 2005).
Available at:
http://www.journalofaccountancy.com/Issues/2005/May/TheNewImportahai®fialit
y.htm

Wakefield, R. L. 2008. Accounting and Machiavelliani@ehavioral Research in Accounting
20(1): 115-129.

Wells, J. T. 2001. Why Employees Commit Fralmlrnal of AccountancgFeb 2001).
Available at:
http://www.journalofaccountancy.com/Issues/2001/Feb/WhyEmployeesCBranonik

Wells, J. T. 2003. The Padding That Hudsurnal of AccountancgFeb 2003). Available at:
http://www.journalofaccountancy.com/issues/2003/feb/thepaddingthathurts

Xu, Y. and D. E. Ziegenfuss. 2008. Reward systems, moral reasoning, and internal auditors’
reporting wrongdoingJournal of Business and Psychold(4): 323-331.

69



VITA

Christopher Kevin Eller was born in Boone, NC on May 13, 1982. He graduated from Watauga
High School in 2000. In 2004, Kevin graduated from Appalachian State University with a BSBA
in Accounting. He then received a Masters in Accounting from Appalachian Staerity in
December 2005.

After completing an internship in Asheville, NC in 2004, Kevin began working full-tishan
accountant for Dixon-Hughes, PLLC in Boone, NC upon graduation. In August 2008, Kevin
accepted a full-time position as a lecturer in the Accounting Departmeppatakhian State. In
2011, Kevin began doctoral studies at Virginia Commonwealth University in Richmond, VA.
Kevin is a Certified Public Accountant (inactive) in North Carolina.

Broadly speaking, Kevin’'s research interests include business ethicsidnehascounting and
tax issues, and accounting education. His specific areas of interest sttetdwing/fraud
reporting, behavioral facets of earnings management, internal auditorwatyjeatid corporate
social responsibility.

Kevin accepted a full-time position as an Assistant Professor in Accountiygpalachian State

University in Boone, NC in August 2014. He plans to continue pursuing behavioral and
experimental research while teaching undergraduate and graduate-teweitany courses.

70



	Can Using the Internal Audit Function as a Training Ground for Management Deter Internal Auditor Fraud Reporting?
	Downloaded from

	Microsoft Word - Eller-_Dissertation_11_26_14

