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ABSTRACT  

Corporate governance is a highly discussed topic in financial circles. Recent corporate 

failures have triggered regulatory reforms where the internal audit was given a stronger 

position. However, this regulatory evolution also brought challenges to internal audit activity. 

The growing demands and pressure from stakeholders have placed internal auditors in a 

difficult position of having to serve several stakeholders and sometimes inconsistent ones 

with different agendas. That is why the aim of this thesis was to examine how regulations 

have impacted the internal audit within financial institutions with a special focus on internal 

auditors’ relations with their stakeholders. In order to achieve the aims of this study, 

qualitative interviews were conducted as they were considered most suitable in order to 

uncover a deeper meaning and significance regarding the topic. The findings in this study 

indicate that internal auditing activity within financial institutions faces a multitude of 

challenges. Beyond having to deal with traditional duties, these institutions now have to 

incorporate mandatory audits from regulators within their scope of practise as well. This 

steers them in a direction where they have to satisfy the needs of yet another stakeholder.  
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Definition List  
 
 
Agency Theory “Agency theory explains the relationship between principals and 

agents in an organisation. The principal-agent relationship can be 
defined as a contract under which one or more persons (the 
principal[(s])) engage another person (the agent) to perform some 
service on their behalf which involves delegating some decision- 
making authority to the agent” (Jensen & Meckling, 1976, p. 5).  

 
Assurance Service “An objective examination of evidence for the purpose of providing 

an independent assessment on governance, risk management, and 
control processes for the organisation. Examples may include 
financial, performance, compliance, system security, and due 
diligence engagements” (IIA, 2012, p. 19).  

 
Audit Committee “An operating committee of the board of an organisation, charged 

with oversight of financial reporting and disclosure, including 
management’s control of financial risks and oversight of the 
internal audit activity. Many audit committees also play an 
important role in overseeing enterprise risk- management 
activities to assist the board with its overall corporate governance 
duties” (IIA, 2013, p. 10). 

 
Board of Directors   “An organisation's governing body that is responsible for the 

company’s system of internal control. It should set 
appropriate policies on internal control and seek regular 
assurance that will enable it to satisfy itself that the system is 
functioning effectively. The board must further ensure that the 
system of internal control is effective in managing risks in the 
manner which it has approved” (Pickett, 2011, p. 98). 

   
Chief Audit Executive   “A person in a senior position responsible for effectively managing 

the internal audit activity in accordance with the internal audit 
charter and the definition of internal auditing, the Code of Ethics 
and the standards. The chief audit executive or others reporting to 
the chief audit executive will have appropriate professional 
certifications and qualifications. The specific job title of the chief 
audit executive may vary across organisations” (IIA, 2012, p. 19). 
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Conflict of Interest “Any relationship that is, or appears to be, not in the best interest 

of the organisation. A conflict of interest would prejudice an 
individual's ability to perform his or her duties and responsibilities 
objectively” (IIA, 2012, p. 20). 

 
Governance “The combination of processes and structures implemented by the 

board to inform, direct, manage, and monitor the activities of the 
organisation toward the achievement of its objectives” (IIA, 2012, 
21). 

 
Internal Audit “An independent, objective assurance and consulting services 

designed to add value and improve an organisation’s operations. 
IA helps an organisation accomplish its objectives by bringing a 
systematic, disciplined approach to evaluate and improve the 
effectiveness of governance, risk- management, and control 
processes” (IIA, 2012, p. 21). 

 
 
Internal Audit Activity  “A department, division, team of consultants, or other 

practitioner(s) that provides independent, objective assurance and 
consulting services designed to add value and improve an 
organisation's operations. The internal audit activity helps an 
organisation accomplish its objectives by bringing a systematic, 
disciplined approach to evaluate and improve the effectiveness of 
governance, risk management, and control processes” (IIA, 2012, 
p. 21). 
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1.   Introduction 
This chapter starts off by presenting a background on the importance of internal auditing in 

sound corporate governance. Afterwards, the chapter continues with a discussion about the 

regulatory aftermath of prior global crises and how these have created challenges for 

internal auditors in the financial services sector. This is followed by a presentation of the aim 

and research question. Finally, this chapter ends with limitations and contributions of the 

thesis and the disposition of the following chapters. 

1.1  Background 

Corporate governance (CG) is a highly discussed topic that broadly refers to rules, processes, 

and systems that are exercised in organisations (SOU, 2004:130; Blom et al., 2012; Tricker, 

2015; IIA, 2016). CG emerged due to the separation of ownership and control, which caused 

problems within various organisations (Jensen & Meckling, 1976; Fama & Jensen, 1983; 

SOU 2003:93; Falkman & Gavel, 2005; Blom et al., 2012; Tricker, 2015). Furthermore, the 

problems were directly related to management’s role and the quality of financial reporting 

(Maher & Andersson, 1999; Blom et al., 2012). CG is therefore based on the agency concept, 

which involves resolving problems that may exist in principal-agent relationships (Jensen & 

Meckling, 1976; Pickett, 2011). History has shown us all too often the consequences of 

corporate misbehaviours and poor controls in the form of losses, scandals, and failures within 

organisations (Pickett, 2011; Blom et al., 2012). This was seen in a series of corporate 

scandals in the beginning of the 21st century such as with Enron in the US and Skandia in 

Sweden. In these cases, accounts were found to be incorrect (Coffee Jr, 2005; Gladwell, 

2010a). The result has been a rapid development in the area of CG and the emergence of 

several guiding rules and CG codes in almost all advanced and advancing economies (Blom 

et al., 2012; Tricker, 2015). These measures were introduced to avoid or at least reduce the 

risk of similar events happening in the future (ECIIA, 2007).  

Besides an increased focus on CG, internal controls within companies were further 

highlighted as an effort to mitigate principal-agent problems (SOU, 2004:130). Since internal 

controls became more important, it consequentially gave the internal audit (IA) a stronger role 

as IA aims to ensure organisations that their processes, CG, risk management, and internal 

control are operating effectively (IIA, 2009; Pickett, 2011). This protocol is designed to 

ensure that the financial information in organisations is both relevant and reliable (FASB, 

2010). IA therefore plays a significant role in the development of CG (IIA, 2009). In Sweden, 
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the interest in IA primarily arose after the Swedish financial crisis in the early 90s that largely 

depended on a financial liberalization that led to multiple bankruptcies (Jonung, 2009; IIA 

Sweden, 2014). Boards of directors (boards) and senior managements realized that there was 

a need for a competent IA activity that could alert an organisation when something was about 

to go wrong (IIA Sweden, 2014). Later, the global financial crisis in 2008 further enhanced 

the importance of IA as society once again lost confidence in financial institutions (Chang, 

2011). It was noted that weak internal governance such as insufficient implementations of 

existing guidelines was the underlying factor for the financial crisis (EBA, 2011). The crisis 

identified shortcomings in banking practices and reporting, which resulted in a 

reconsideration of the international financial architecture (Humphrey et al., 2009). 

1.2  Problem formulation 

The near collapse of the global economy triggered regulatory reforms as regulators realized 

that many large financial institutions had been negligent regarding their internal controls 

(EBA, 2011; PWC, 2012). This situation, in turn, highlighted the need for better supervision 

of financial services and emphasised the fact that regulatory oversight of the IA as a 

profession needed to be strengthened (SOU, 2003:93; Blom et al., 2012; Kashyap, 2015). As 

financial institutions are required to respond to a large number of evolving regulatory reforms, 

IA activities need to adapt to meet the challenge (PWC, 2012). As a result, higher demands 

have been placed on IAs, and their workload has expanded, leading to a change in the scope 

of IA practices (FAR, 2011; Pickett, 2011; Burke & Jameson, 2015). 

 

Previous studies show that IA seeks to satisfy the needs of external auditors (EAs), 

management, audit committees (AC), or boards (Adams, 1994; IIARF, 2003; Anderson, 

2003). However, the introduction of new regulatory requirements has extended the focus to 

also include the satisfaction of regulators (Humphrey et al., 2009; Burke & Jameson, 2015). 

Humphrey et al. (2009) states that the regulatory response to the financial crisis has brought a 

more complex and more interlocking set of relationships and interests between the IA 

profession and regulators. This is why the evolution and changing demands of the IA 

profession in financial institutions have never been more challenging (IIARF, 2003; Burke & 

Jameson, 2015; PWC, 2015). The IA needs to position itself as a trusted advisor to the AC 

and management while meeting the expanding expectations of regulators (PWC, 2012). IAs 

therefore face numerous challenges due to growing demands and pressures from internal and 
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external stakeholders putting them in the difficult position of serving multiple and sometimes 

inconsistent stakeholders with different agendas (Burke & Jameson, 2015; PWC, 2015). 

 

In light of previous discussions, it is feasible to conclude that there has been a clear 

development in the financial sector that attracted notable attention, and with that, new 

regulatory requirements in Sweden and around the world (Armenta, 2007: Blom et al., 2012). 

Yet despite the fact that the regulatory response following the financial crisis has managed to 

clear up the worst effects of the crisis (Kashyap, 2015), it is still unclear as to how it has 

impacted IA within financial institutions. In addition, there are no formal mandatory 

requirements for determining the scope of IA (IIA, 2016). There has been a change in the 

profession to take not only ‘traditional’ stakeholders into account but also the interests of 

regulators (Adams, 1994; IIARF, 2003; Humphrey et al., 2009; Burke & Jameson, 2015). 

Hence, it would be interesting to study how regulations have impacted the IA within financial 

institutions.  

 

1.3  Aim & Research Question  

This study aims to contribute to the ongoing discussion of the regulatory impact of IA within 

financial institutions in Sweden. This stated goal leads to the following research question: 

 

RQ1: How have regulations impacted IAs relationship with their stakeholders? 

 

1.4  Limitations 

The scope of IA within a financial organisation is broad and may involve topics such as CG, 

risk management, and internal control. This study will mainly focus on the role of IA in CG 

and therefore does not cover the whole spectrum of the IA profession. Furthermore, CG is a 

very large and broad field that encompasses everything that contributes to increased internal 

control. This study specifically intends to highlight an aspect of CG that concerns the 

intersecting relationship between the IA and its stakeholders. It therefore does not cover the 

entire spectrum of CG. Additionally, the study is limited to only deal with IA in the financial 

sector, in particular, with major Swedish banks. Lastly, the agency problems that are 

illustrated in the theoretical framework are limited to discussing information asymmetry that 

may arise between the principal and agent.  
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1.5  Contribution 

The majority of previous studies on IA in Sweden have mainly involved the public sector 

where focus lies on how IA within government agencies should be regulated (SOU, 2003:93; 

Falkman & Gavel, 2005, Blom et al., 2012). However, limited empirical research exists on 

the role of IA in the financial sector. Moreover, the paradigm shifts in the evolved and 

changed scope of IA practices within financial institutions have not been examined so far 

within the Swedish financial sector. The role of the IA in CG has been researched with a 

focus on the relationship between the IA and the EA, the board, or the AC and management 

(Adams 1994; Anderson, 2003; IIARF, 2003; Sarens & De Beelde, 2006; Burke & Jameson, 

2015). On the other hand, there is limited research concerning the relationship between the IA 

and regulators. This study has contributed to existing IA research by investigating how 

regulations have impacted the IA within financial institutions in Sweden. Consequently, this 

research has provided a view of the challenges that IAs in financial institutions are facing. In 

addition, the effort in understanding issues regarding the governing of corporations has 

contributed in highlighting methods best fitted in the protection of shareholders. This is 

crucial in maintaining a well-functioning and efficient economy (FAR, 2015; Kashyap, 2015). 

Lastly, the findings in this study could be useful for students who are interested in getting a 

better view of the role of IA in Swedish financial institutions.  

 

1.6  Disposition  

The remainder of this study is arranged as follows: First, a literature review on the evolving 

role of IA and its challenges is presented. This is followed by a description of the rules and 

regulations that are relevant for a general understanding and also constitute an important basis 

for the study. This section then ends with a discussion of the theoretical framework consisting 

of the principal-agent theory. Second, the methodological design is provided, including the 

method selection, data collection, and methodological problems. Third, the empirical results 

are presented consisting of the data collection from six interviews. Fourth, an analysis and 

discussion of the empirical results are provided. The final section offers a concluding 

discussion that incorporates suggestions on future research as well as limitations on the 

study’s results.   
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2.   Literature Review  
This chapter initially provides a background to the research field of the study by describing 

the internal auditing profession, the role of internal auditing in corporate governance, and 

challenges concerning the auditing profession’s complex role of serving many stakeholders.  

2.1  The Internal Auditing Profession 

There are two types of audits: EA, which is required by law, and IA, which only is required 

for some parts of the public sector but is voluntary for private companies (Pickett, 2011). 

These audit types are related since they both aim to review records and provide 

recommendations for improvements (Pickett, 2011). However, EAs often work for public 

accounting firms and are contracted to perform audits by outside companies while IAs are 

employed within organisations (Pickett, 2011). Despite this difference, IA activity should be 

completely and organisationally separated from the function that is to be examined in order to 

allow for an objective and impartial examination (IIA, 2016). IAs are in a unique position as 

employees of the organisation have the responsibility of acting as internal assurance 

providers. Even so, prior research has questioned their ability to exercise true independence 

and objectivity (Sarens & De Beelde, 2006; Paape, 2007). IAs are required to assess and 

monitor governance decisions made by management as well as advise management on 

organisational risks and the effectiveness of internal controls (Sarens & De Beelde, 2006). 

This dual role involves threats to compliance with fundamental principles since it creates an 

involvement that is too close with management (Stewart & Subramaniam, 2009). Moreover, 

the IA’s objectivity and independence can be further threatened when management is too 

involved in IA planning and the IA activity’s budgetary resources (McHugh & Raghunandan, 

1994).  Independence and objectivity have thusly been acknowledged to be used in a 

dissimilar manner and with a lack of clarity (IIA, 2001).  

 

For centuries, a traditional IA was a clerical function where auditors merely checked and 

reviewed what already had happened. But nowadays, the auditor has become someone who 

has a more in-depth understanding of the business and its operations (Van Gansberghe, 2005; 

Pickett, 2011; IIA Sweden, 2014). Ramamoorti (2003) has argued that IA activity initially 

focused on accounting records but gradually evolved into dealing with assurance and 

consulting services with a focus on risk management, control, and governance processes. 

Assurance services include the traditional IA, which involves an objective examination of 

evidence that aims to provide an independent assessment of governance and control processes 
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within an organisation. Meanwhile, consulting services involve service activities that are 

client related and more advisory in nature (IIA, 2016). The growing role of the IA along with 

evolving expectations from stakeholders have therefore put higher expectations on the 

internal auditor’s level of expertise (IIARF, 2003; Soh & Martinov-Bennie, 2011). This 

development in turn has resulted in challenges of having the right kind of talent within the IA 

activity (Soh & Martinov-Bennie, 2011).  

 

2.1.1   The Internal Audit Activity  

The IA activity’s responsibilities are defined by a company’s board (IIA, 2012). The scope of 

IA encompasses but is not limited to adding value and creating operational improvements by 

utilizing a systematic and disciplined approach. This is done to evaluate and improve the 

effectiveness of risk management, governance, and internal controls (Pickett, 2011; IIA, 

2012). That is why the role and responsibility of the IA activity may vary in scope and 

responsibility in different organisations (IIA, 2016). Such action subsequently gives 

organisations a wide range of liberty regarding how to organise, design, and carry out the IA 

activity (Wennberg, 1993). Furthermore, internal auditing makes sure that current rules and 

regulations are followed to ensure organisations that their assets are being protected and that 

their resources are being applied in a proper and efficient manner (Pickett, 2011). On the 

other hand, reviewing all parts of an organisation is not a practical solution, which is why a 

risk assessment is of great importance. The risk assessment makes it possible for the IA to 

focus on the most important issues by reviewing and scrutinizing areas with the highest risks 

(IIA, 2006). Hence, carrying out the risk assessment makes it possible for organisations to 

discover areas that are most essential to control. The work of IAs is accordingly focused on a 

thorough and detailed inspection of selected areas (Pickett, 2011). Furthermore, the IA is 

responsible for reporting findings and providing the board with recommendations on how to 

go forward in handling current risks (Pickett, 2011). So internal auditors need to have enough 

expertise to be able to use the knowledge, skills, and experience necessary to perform their 

work correctly (IIA, 2012).  

 

2.2  The Role of the Internal Audit in Corporate Governance 

Corporate governance describes the roles and departments within an organisation and how 

they function together. The main task of an organisation is to achieve its objectives (Pickett, 

2011). Organisations also need to comply with all relevant standards, regulations, policies, 
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and expectations that form a framework of acceptable behaviour within the organisation 

(Hermanson & Rittenberg, 2003; Picket, 2011). When all people in an organisation 

understand their roles and the organisation’s structure, they are better able to work together, 

perform their roles, and feel secure regarding the scope and limits of their responsibilities 

(Picket, 2011). However, the increasingly complex business world has resulted in legislative 

changes with increased regulations on CG and financial reporting (Armenta, 2007; Blom et 

al., 2012; Tricker, 2015). These changes have gone on to fuel the demand for control and thus 

have increased the importance of IA (Van Gansberghe, 2005).  

 

Prior studies have shown significant changes in the role of IA activity due to recent regulatory 

reforms (SOU, 2003:93; ECIIA, 2007; Humphrey et al., 2009; Blom et al., 2012; Burke & 

Jameson, 2015; Kashyap, 2015). In order to achieve sound CG, there has to be some type of 

supervision and control within the organisation. Studies conducted in the aftermath of crises 

and scandals showed that the implementation of new regulations regarding CG improved the 

IA activity and the internal control and also decreased irregularities and fraud within 

companies (Noland & Flesher, 2003; Rittenberg & Miller, 2005; BCBS, 2012). Thus, 

companies are increasingly working to maintain a good profile and to restore trust in the 

minds of stakeholders by following guidelines from regulators that were introduced after a 

crisis (Holm & Zaman, 2011). Nevertheless, recent legislation on CG has not only 

strengthened the role of IA but also increased the owners’ influence in the company. It has 

also increased the focus on the board. Moreover, the role of the AC has been given enhanced 

importance in many jurisdictions where the committee has been given the responsibility to 

monitor and report on the effectiveness of CG (Hermanson & Rittenberg, 2003; Picket, 2011). 

Corgel et al. (2004) has argued that a qualified AC will lead the board and the management in 

the right direction regarding critical issues in financial reporting and risk management. The 

author further argued that the purpose of the AC is to improve performance and to restore 

confidence in CG through increased authority, responsibility, and accountability (Corgel et 

al., 2004). 
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2.2.1   Roles and Responsibilities in Corporate Governance  
 

 
Figure 1 – Parties Involved in Corporate Governance (IIARF, 2003) 

 

Shareholders delegate authority to a board that is obligated to act for and on behalf of the 

shareholders and thus has the ultimate responsibility in the company (Chapter 8, Section 4 § 

ABL). Meanwhile, the board appoints a CEO to control the organisation’s daily operations in 

order to achieve its objectives (Hermanson & Rittenberg, 2003; Chapter 8, Section 27 § 

ABL). The board also presents strategies and guidelines that should be followed within the 

company (FFFS 2014:1; The Code Group, 2015). The board is responsible for making sure 

that the company's financial reporting is in accordance with Swedish law, accounting 

standards, and other guidelines for listed companies (SOU, 2004:130; FFFS, 2014:1). 

Furthermore, the board has the responsibility of appointing an IA department within the 

organisation. This department evaluates and reviews internal controls (FFFS, 2014:1). The 

board should establish internal rules for the internal auditor’s responsibilities, duties, and 

reporting routines (SOU, 2004:130).  

 

Conversely, the board may choose to delegate some of its responsibilities to the AC, which is 

charged with the oversight of financial reporting and is in a good position to effectively 

monitor the performance and quality of the audit, financial reporting, and internal controls. 

The AC consequently determines the number of resources and support needed to achieve the 
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organisation’s objectives (CAQ & IIA, 2015). In this manner, the AC is as an effective 

communication link among management, internal auditors, and the board (IIA et al., 2008; 

Stewart & Subramaniam, 2009; Pickett, 2011).  Throughout the year, the AC receives regular 

reports from the EAs, listens to updates from IAs, and dialogues with senior managers on 

their control responsibilities, which they then report to the board (Pickett, 2011). The AC thus 

makes sure to minimize the risk of the organisation’s management being given too much 

influence by mistake. The AC is responsible for making financial statements understandable, 

transparent, and reliable while enhancing the board’s ability to fulfil its legal responsibilities 

(Picket, 2011; Hossain, 2004). In order to discover misconduct and fraud, the AC needs to 

make sure that the company´s policies are in compliance with laws and regulations (Picket, 

2011). Corgel et al. (2004) have argued that the purpose of the AC is to improve performance 

and to restore confidence in corporate governance via increased authority, responsibility, and 

accountability.  

 

Regulators and professional associations have an impact on acceptable behaviour within an 

organisation. Regulators have a prominent role in supervising several industries where there is 

a strong public safety factor to be considered (e.g., the financial sector) (Hermanson & 

Rittenberg, 2003). Professional associations, on the other hand, may influence CG either 

directly through generally accepted recommendations or indirectly through the development 

of professional standards or ethics’ codes (Hermanson & Rittenberg, 2003). Regardless of the 

scope of regulatory reforms that an organisation faces, the IA can take on several important 

roles and consequently assist multiple stakeholders (Hermanson & Rittenberg, 2003;). For 

instance, an IA can position itself as an objective supervisor and assessor of implementation 

efforts of the board, AC, management, and regulators (Hermanson & Rittenberg, 2003; PWC, 

2012).  

 

2.2.2   Swedish Frameworks   

2.2.2.1  The Swedish Code of Corporate Governance  

 
Due to a general need for more regulation of CG in Sweden, the Swedish Code came into 

effect on July 1, 2005 (SOU, 2004:130). The Swedish Code is based on the Swedish 

Companies Act (ABL, 2005:551) and has in the last decade been revised and modernized 

multiple times. This happened most recently on November 15, 2015 (SCGB, 2015). The 

intention of the Swedish Code was to strengthen the efficiency, competitiveness, and 
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confidence in the Swedish capital market and society at large (Blom et al., 2012; SOU, 

2004:130). Hence, it aims to provide companies with a reasonably comprehensive framework 

that could be considered good practice for Swedish CG (SOU, 2004:130). The Swedish Code 

includes recommendations regarding CG and internal controls within a company. It has 

become of major importance to many stakeholders as it aims to “meet owners required return 

on invested capital and thus contributes to economic growth and efficiency in Sweden” (SOU, 

2004:130, p. 7). The Swedish Code requires organisations to document the progress of 

corporate governance in their annual reports as well as express whether or not the internal 

auditor has reviewed the report (ÅRL 1995:1554). Furthermore, companies need to state 

whether they have applied the Swedish Code or not and give a brief description of what has 

been introduced and where they have chosen to depart from the recommendations (SOU, 

2004:130).  

 

2.2.2.2  Finansinspektionen’s Regulatory Code (FFFS) 
 
There are specific requirements in terms of governance and control of financial institutions 

that are under the supervision of Finansinspektionen (FI). This is the Swedish Financial 

Supervisory Authority. FI was founded in 1991 and is the state administrative authority in 

Sweden responsible for the supervision and analysis of the financial market (FI, 2016). FI 

examines if financial institutions comply with statutes, ordinances, and other regulations (FI, 

2016). Deficiencies in following the regulations, among other things, can lead to increased 

operational risks, legal penalties, and supervisory sanctions (SFS, 2004: 297). Through 

Swedish legislation, the FI has great opportunities to take action against banks, and it has the 

right to stop specific decisions of their boards if they run contrary to legislation or a bank's 

own statutes (FFFS 2005:1). Hence, the matter can be referred to both the Swedish Financial 

Supervisory Authority and the European Banking Authority (EBA), which has the right to 

propose that certain banking licenses be revoked (ECB, 2014). In 2014, the FI issued 

mandatory rules that are based primarily on FI’s general guidelines regarding governance and 

control of financial companies and EBA’s guidelines for internal control called ‘GL44’. The 

regulations are not only tailored to international regulatory developments, but also have been 

formed on the basis of former experiences and observations of financial institutions (FI Dnr 

11-5610, 2014). The regulatory code includes stricter requirements regarding internal rules, 

procedures, and processes that companies should follow in order to ensure good governance, 
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risk management, and control. Furthermore, the regulations contain clearer requirements in 

the management of conflict-of-interest issues (FI Dnr 11-5610, 2014).  

 

2.2.3   Challenges for Internal Audits  

 
The aforementioned changes in the role of IAs as an effect of regulatory reforms have 

increased interactions between evolving IA activity and its stakeholders. However, previous 

research shows how the responsibilities of an IA vary due to an organisation’s different 

demands (Wennberg, 1993). Some organisations desired the IA activity to assist EAs while 

others desired the IA activity to develop more comprehensive auditing programs (Wennberg, 

1993). Furthermore, a report by the IIA Research Foundation maintained that when the IA 

profession first emerged, the scope of IA was fairly simple as the IA worked as a supervisor 

for management (IIARF, 2003). The report implied that the evolution of the IA is best seen in 

the definition of IA as adopted by IIA in 1999. The report stated that the definition recognised 

a significant role for IA, which is based on activities where it has a defined expertise. In 

addition, the report recognised that there are several ‘customers’ for IA services with different 

needs and demands (IIARF, 2003; Anderson, 2003). The report identified management and 

the AC or the board as important ‘customers’ (IIARF, 2003). However, since new regulatory 

requirements have been introduced during the last decade, they mostly affected the financial 

sector and thus created issues for IA activity within financial institutions (Blom et al., 2012; 

Tricker, 2015; Burke & Jameson, 2015). More recent researches have placed emphasis on 

how nowadays, IAs in financial institutions also have to serve regulators (Burke & Jameson, 

2015). In 2015, the IIA commissioned the 2015 Global Common Body of Knowledge 

(CBOK) study, where they found that compliance and regulatory risk tops the worldwide list 

of issues that require the most attention from chief audit executives (CAE) (Burke & 

Jameson, 2015; IIA, 2015). 

Thus, previous studies show how IAs are dealing with issues as they seek to satisfy the needs 

of important customers such as the EA, management, and the board or AC (Wennberg, 1993; 

IIARF, 2003; Thompson, 2013; Burke & Jameson, 2015). Anderson (2003) stated that there is 

no agreement on who the ultimate customer is in the IA profession. This reality may affect the 

assurance services IAs provide to their customers. The author also questioned if IA activity 

can really serve several stakeholders as the level of assurance and the effectiveness of the 

communication may differ when engaging in several assurance services. In this regard, IAs in 
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financial institutions are in a challenging situation where they need to attend to numerous 

needs and demands from several stakeholders. Not surprisingly, this has generated significant 

debate as it has the potential to place the IA in a situation of conflict. After all, serving all 

stakeholders may create potential agency problems (IIARF, 2003; Anderson, 2003; Burke & 

Jameson, 2015). Demands from different stakeholders, including regulators, have thusly 

changed and expanded the IAs workload, and with that, the scope of the IA (IIARF, 2003; 

Thompson 2013). Different demands on IAs in financial institutions from their stakeholders 

are growing faster than ever as they all turn to the profession for assurance and advice on a 

rapidly growing array of risks and opportunities (IIA, 2015). Besides the potential of having 

increased conflicts, the ‘new customer’ (i.e., regulators) demand more time and resources 

from IAs in financial institutions (IIA, 2015). This was verified in a survey conducted by 

North Carolina State University’s ERM Initiative and Protiviti (2013). The survey showed 

that greater pressure has been placed on IA activities in financial institutions and has 

contributed to greater risks as IAs need to do more with fewer resources. So beyond the 

challenges of serving ‘traditional’ stakeholders IAs in financial institutions now also have to 

face the challenges of serving regulators by adhering to new regulations. 

 

 

 

Stakeholders 

 

Demands on Internal Audits 

 

Board & AC 
•   Trusted advisor 
•   Provide objective assurance on risks and controls 
•   Monitor management 
•   Evaluate if regulatory reforms have been implemented accurately 

Management •   Provide objective assurance on internal controls 
•   Provide insight and advice on organisational risks 

 

Regulators 
•   Provide assistance in assessments of the organisation's adherence with 

rules and regulations 
•   Provide independent risk and controls assurance 

 
Table 1: Summary of Stakeholder Demands on Internal Audits  
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3.   Theoretical Framework  
This chapter describes the principal-agent theory which is the theoretical framework applied in 

this study. First, the theory is described with reference to its most cited scholars. Following this, 

the chapter discusses how the theory has been used in prior studies related to IA.   

3.1  The Principal-Agent Theory 

3.1.1   The Principal-Agent Relationship  
 

The principal-agent theory emerged in the 1970s. The first scholars to propose the theory may 

have been Stephen Ross and Barry Mitnick, who discussed the economic and institutional 

perspective of the theory (Mitnick, 2006).  However, the most cited reference to the theory 

comes from Michael Jensen and William Meckling, who proposed an agency theory of the 

firm (Mitnick, 2006). Jensen & Meckling (1976) stated that relationships are based on the 

separation of ownership from control where a contract between the owner (principal) and the 

employee (agent) is established. Within this relationship, the principal engages a third party 

(agent) to perform a service on their behalf by delegating authority to the agent (Jensen & 

Meckling, 1976). The contract should explain what task(s) the agent should perform on behalf 

of the principal who lacks the skills and abilities needed to do so himself (Fama & Jensen, 1983).  

 

According to Eisenhardt (1989), two problems may occur in agency relationships. The first 

problem occurs when the desires and goals of the principal and agent differ, and the second 

problem occurs when the principal and agent have different risk preferences. The agent can 

get away with acting in its own self-interest due to information asymmetry, which arises when 

the agent has information superior to what the principal has (Akerlof, 1970). Information 

asymmetry mainly concerns the principal's lack of knowledge about the agent's work 

(Eisenhardt, 1989). There are two types of information asymmetry within the principal-agent 

relationship. The first is called ‘moral hazard’, which occurs when the agent enters into a 

contract with bad intentions and provides misleading information (Akerlof, 1970). The second 

problem is called ‘adverse selection’ and occurs when the agent has more accurate and 

different information than the principal. Consequently, it gives the agent an opportunity to 

take advantage of the situation and deviate from its duties (Akerlof, 1970).  

3.1.2   Resolving Agency Problems   

Jensen & Meckling (1976) have pointed out the generality of agency problems as they exist in 

all organisations and all cooperative endeavours. Hence, people are generally rational and 
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may act according to their self-interested motivations where both parties attempt to maximize 

their self-interests. This causes conflicts of interest (Jensen, 1994). Adams (1994) argued that 

agency costs rise because of the contracting process. Principal-agent problems would not arise 

if it were possible to write complete contracts. However, because one can never predict all 

future contingencies, complete contracts will never be possible (Jensen & Meckling, 1976; 

Fama & Jensen, 1983). On the other hand, it is possible to reduce agency problems by 

introducing agency costs (Roberts, 2005). Agency costs create incentives for associating self-

interested opportunism with the interest of principals and creating sanctions to limit agent 

opportunism (Roberts, 2005). The problem varies due to the organisation’s character and 

complexity: the bigger the problem, the more expensive it will be to maintain the contractual 

relationship between the parties (Adams, 1994). Furthermore, several monitoring mechanisms 

have been introduced to reduce agency problems (ICAEW, 2005; Roberts, 2005). Thus, 

principals use monitoring mechanisms as tools to verify whether or not the agents are 

carrying out their instructions properly (Fama & Jensen, 1983; ICAEW, 2005). Monitoring 

mechanisms can therefore help mitigate agency costs due to information asymmetry. They 

can consequently align the incentives between the principal and the agent (Adams, 1994). 

From the above discussion, it is clear that proponents of the agency theory believe that 

monitoring mechanisms are significant in mitigating agency problems (Fama & Jensen, 1983; 

Adams, 1994). Podrug (2010), on the other hand, has said that empirical researches confirm 

how monitoring mechanisms yield stronger individualistic behaviours and reduce proactive 

organisational behaviours and trustworthiness; hence, they result in distrust.  

3.1.3   The Principal-Agent Theory and IA 

Adams (1994) examined how agency theory can help explain the existence, roles, and 

responsibilities of the IA’s activity. The author identified the IA’s activity as having an 

important role in contributing toward the continual monitoring of internal controls on behalf 

of the board. The IA provides assurance to the board regarding the effectiveness and 

compliance of agency-oriented controls through the AC (Adams, 1994). In turn, the board can 

prevent risks before they have a significant effect on the internal control system and its 

financial position. The principal-agent theory emphasizes that the IA, in the same way as the 

EA, plays an important role in maintaining cost-effectiveness, monitoring contracts, and 

reducing information asymmetry (Adams, 1994). The IA has therefore become the set of 

functions and routines that make it possible to control both the agents’ and the principals’ 

actions and behaviours (Roberts, 2005).  
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3.2  Summary 

Chapter two in this study described how the IA has evolved from being a function 

subordinated to management to becoming someone who should have full insight into the 

organisation. The evolving role of the IA is an effect from regulations introduced in the 

aftermath of corporate failures. That is why Swedish frameworks briefly were presented in 

this chapter as well. Lastly, the chapter presented a description of the roles and 

responsibilities of parties involved in CG. These also involve the IA’s stakeholders and 

explain why challenges of the relationship with these stakeholders were presented. Since the 

IA is in a position of serving several stakeholders, the IA may be placed in a situation of 

conflict and thus create potential agency problems (IIARF, 2003; Anderson, 2003; Burke & 

Jameson, 2015). Other agency problems may involve information asymmetry where the 

principal does not obtain all of the information needed. The analytical model (see Figure 2) in 

this study is therefore based on previous literature as well as the agent-principal theory 

presented in Chapter Three. The analytical model is also used as the basis for the study and 

the analysis.   

 

 

 

Figure 2: Analytical Model  
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4.   Methodology  
This chapter presents the methodological design applied in the present study. The chapter 

begins with a presentation of the research design, which offers an overall view and intention 

with the choice of method. Following this, the data collection is presented in a more detailed 

way. Next, methodological criticism is presented by discussing the study’s trustworthiness 

and credibility. Finally, the research ethics are presented that describe how ethical guidelines 

were followed throughout the data-collection phase.  

4.1  Research Design 

4.1.1   Research Method 

 

Little research has been conducted in the field of the IA within Swedish financial institutions. 

Moreover, studies lack information on how the IAs in financial institutions comprehend their 

relationship with their stakeholders due to the introduction of new regulatory requirements in 

the last decade. Thus, to achieve the aim of the research, a qualitative method was conducted. 

A qualitative method was considered the most suitable as it is characterised by how 

individuals understand and interpret their social worlds (Bryman & Bell, 2011). Qualitative 

research is about gaining a rich and complex understanding of people’s behaviours and 

experiences in order to uncover a deeper meaning and significance of the researched topic 

(Bryman & Bell, 2011; Saunders et al., 2016). A qualitative method is therefore more 

exploratory in nature and allows a flexibility that cannot be found in the framework of a 

quantitative method (Bryman & Bell, 2011). The aim of the research is not to obtain 

information that can be generalised but rather attain interpretations in the light of the 

theoretical framework (Bryman & Bell, 2011; Saunders et al., 2016). The study will thusly 

help achieve clarity regarding the regulatory impact on the IA within Swedish financial 

institutions.   

 

4.1.2   Research Approach  
 

Qualitative researchers do not base their research on predetermined hypotheses but identify a 

problem or topic that they want to explore. They are guided by existing theories that provide a 

framework for their investigation (Bryman & Bell, 2011). The research approach used in the 

present study is based on existing theories and literature in the subject where the focus lies on 

testing those theories against collected empirical data. Thus, a deductive approach was chosen 

where the empirical results will be helpful in revising agency theory. 
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4.1.3   Sample Selection  
 

This research aims to contribute to the ongoing discussion about the regulatory impact on the 

IA within financial institutions in Sweden. Financial institutions implicate all banks, credit 

institutions, insurance businesses, security paper companies, and stock exchange companies 

(RevR 100, 2015). However, in this thesis, when writing about financial companies or 

financial institutions, the researcher will be referring to major banks in Sweden. The financial 

sector was chosen as it was primarily affected by the financial crisis. Furthermore, financial 

institutions have a crucial role in maintaining a well-functioning and efficient economy 

(Kashyap, 2015; FAR, 2015). This is why it is of great importance to determine how to avoid 

similar crises in the future. Since organisations use the IA as a monitoring mechanism, IAs 

from financial institutions were selected for an interview. The choices fit well into what is 

considered a purposive sampling as the sample selection is dependent on the research 

question and objectives (Saunders et al., 2016). Moreover, purposive sampling is often used 

when working with very small samples. These, according to Saunders et al. (2016), might be 

more appropriate with qualitative research and a deductive approach. Hence, a large number 

of respondents is not needed because the method emphasises in-depth interviews that are both 

time and labour intensive. The respondents also have expertise in the subject, which is 

significant for the empirical results and in answering the research question (Saunders et al., 

2016). The researcher perceives the sample selection to be sufficient in order to provide a 

reasonable understanding of the researched subject. In addition, the aim of the research is not 

to make generalisations from the results but to gain a better understanding of the subject.  

 

4.1.4   Qualitative Method 
 
The primary data in the present study was collected through personal interviews. In order to 

accomplish the aim of the study, it was desirable to encourage the respondents to speak as 

freely as possible instead of forcing them to select from a set of predetermined responses 

(Saunders et al., 2016). This strategy gives the researcher a deeper understanding of the 

researched subject. Therefore, interviews were performed in a semi-structured way with open-

ended questions. This methodology implies that an interview guide (Appendix 1) was 

constructed where different themes (See Table 2) and questions were listed that constituted 

the bases for the interviews (Bryman & Bell, 2011). Furthermore, the questions were 

developed on the bases of the literature review and theoretical framework in the study. 

However, these were not necessarily exercised in a specific order but could vary between the 
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interviews depending on the development of each interview (Saunders et al., 2016). Hence, 

the choice of semi-structured interviews was deliberate as it gave the respondents an 

opportunity to develop and clarify their answers. This technique subsequently gave the 

researcher an important insight into the research subject. Furthermore, semi-structured 

interviews were considered most suitable due to their flexibility in collecting information that 

is not based on assumptions but rather on the respondents’ own experiences (Bryman & Bell, 

2011).  
 

Theme Content 
1 Respondents’ Background  
2 General Questions about the IA Profession 
3 The IA’s Interaction with Stakeholders  
4 The Evolution of the IA Profession  
5 The Regulatory Impact on the IA Profession  

 

Table 2: The Themes Listed from the Interview Guide 

 

4.2  Data Collection 
 

4.2.1   Pilot Interview 

Before collecting the data, the interview guide was pilot tested in order to refine the interview 

questions with the intent of minimizing possible misunderstandings and problems during the 

initial interviews. This is important as it will ensure that the data collected will provide 

answers that can be used to answer the investigative questions (Saunders et al., 2016). One 

pilot interview was conducted with an IA from a medium-sized financial institution with 

extensive experience in the IA profession. But as the respondent worked in a medium-sized 

financial institution, the interview was excluded from the results. Furthermore, the IA was 

asked to comment on the representativeness and suitability of the questions as well as give 

suggestions for improvements. The interview provided insight into a number of ideas. First, a 

few questions were adjusted for a better understanding while others were removed as they 

were found to be excessive. Moreover, the time schedule of 60 minutes was found to be more 

than enough to answer and discuss all questions in the interview guide.  
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4.2.2   Respondents  

Respondent Title of Respondent Sector 
IA1 Chief Audit Executive Financial  
IA2 Chief Internal Auditor  Financial  
IA3 Senior Audit Manager  Financial  

IA4 
Connected to a large Swedish organisation that oversees 
the IA profession 

 Non-
Financial 

IA5 Chief Internal Auditor  (Branch Manager) Financial  
IA6 Chief Audit Executive Financial  

 
Table 3: Research Participants  

 
Interviews were conducted with a total of 6 respondents (See Table 3), excluding the pilot 

interview. The respondents’ experience within the IA profession varied and is intentionally 

not disclosed in Table 3 as it would increase the risk of revealing the identity of the 

respondents. However, all respondents had long experience in either the IA profession or the 

bank sector, or both. Five interviews were conducted with IAs within the financial sector, and 

more specifically, major Swedish banks. However, one interview was conducted with a senior 

officer of a large Swedish organisation that oversees the IA profession. The choice of 

interviewing IAs in financial institutions was made as they were considered best suited to 

achieve the aim of the research, which is to examine the regulatory impact of the IA on 

financial institutions in Sweden. The choice of interviewing IA4 was made because the 

researcher thought it was important to place the financial sector in a broader perspective due 

to being part of a larger whole. Thus, the respondents are representative of the population of 

which the researcher is interested. Furthermore, the main idea of the study is not to compare 

the similarities and differences of various financial institutions but rather to let the interviews 

complement each other. The advantage of interviewing IAs from the same industry is that 

they represent a similar professional group. This was the objective of the research. Since the 

research does not aim to compare different financial institutions, it is focussed on 

investigating organisations with similar work approaches and preconditions.  

4.2.3   Research Process 

The researcher did not have any personal contacts within the industry nor the IA profession.  

As a result, the first attempt to contact potential respondents was through email. Nonetheless, 

as the intention was to interview IAs within major Swedish banks, the researcher was limited 

in the choice of respondents. As a matter of fact, one of the four institutions that the 

researcher sought to interview for the study responded through an email that it was not able to 

participate, leaving the researcher only able to contact the remaining three major banks.  
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In the first email, a short presentation of the subject and the aim of the study was sent. In this 

stage, it was important for the researcher to emphasize the voluntary nature of participation 

and the banks’ right to withdraw at any time. Moreover, the respondents were informed of the 

fact that their responses would be kept anonymous and confidential and would only be used 

for purpose of this study. The interview material was therefore demolished after the 

completion of the study. The intention of the email was to increase informed consent and to 

give the respondents an opportunity to determine if they wanted to take part in the research. 

The choice of keeping the respondents anonymous was made to help keep the respondents 

more comfortable and to obtain more in-depth answers during the interviews. This would 

make the respondents more likely to offer sensitive information and more controversial 

responses (Bryman & Bell, 2011). After gaining the acceptance of participation and setting a 

date for the interview, another email was sent the day before the interview. The email 

contained a more detailed presentation of the study in order to refresh the respondents’ minds 

of the study’s intention. This decision was made as all respondents settled on dates several 

weeks after the initial contact. The respondents were also provided with the interview guide 

the day before the interview so they could reflect on the questions and note what would be 

discussed during the interview. The decision of sending the interview guide the day before the 

meeting was made to avoid hearing standardized answers from the respondents. The 

respondents did not have much time to reflect on the question, and some of the respondents 

did not even have time to look over the questions at all. All contact with the respondents was 

mainly through email, and the first personal contact was not until the initial interview.  
 

All of the interviews took place at the headquarters of each company except from one 

interview that took place at a restaurant in central Stockholm. The interviews took 

approximately up to 30-45 minutes and were audio-recorded with the respondents’ consent. 

After the interviews, the audio-records were transcribed and sent back to the respondents for 

final checking in order to reduce possible misunderstandings (Saunders et al., 2016). The 

respondents were then given the option to read the transcripts and make adjustments such as 

correcting ambiguities or making necessary deletions and additions. However, if no response 

were made after one week, the respondents were informed that it would be seen as their 

acceptance of using the transcribed material in the research. All respondents except one took 

up the option and thus approved the transcribed material by email while the remaining 

respondent automatically accepted after the week of submission had passed. 
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4.3  Method Criticism  
 

The interview guide (Appendix 1) was developed in order to list the main themes and issues 

to be covered. The intention of the interview guide was to ensure that the interviews were 

held within the scope of the research while covering all topics that were meant to be discussed 

during the interviews. The interview guide consisted of open-ended questions rather than 

closed and leading questions. This format increased the reliability of the research as the open-

ended questions encouraged the respondents to speak freely and openly. This in turn provided 

extensive and developmental answers (Saunders et al., 2016). Moreover, choosing open-

ended questions over closed and leading questions helps to decrease the risk of the 

respondents being affected by the researcher’s perceptions during the interviews. To further 

minimize the so-called interviewer’s bias, the researcher took on the formal role of a neutral 

asker of questions (Saunders et al., 2016). 

 

When conducting qualitative interviews, there is a risk that the respondents might not be 

telling the truth because they do not want to reveal any sensitive information. Moreover, 

respondents may grow uncomfortable and avoid going into depth regarding controversial 

questions. They may even avoid putting forward their opinions, which would lead to shallow 

answers and a decrease in the study’s validity. Thus, to prevent untruthful answers, the 

respondents were offered anonymity and confidentiality, thus excluding their identity from 

the results. By being anonymous and secure, the respondents might feel more comfortable in 

providing truthful answers as their responses could not be tracked back to them. Another 

strategy in trying to make the respondents feel more secure and comfortable was to let them 

decide upon the location of the interview. The safety of the environment along with its 

anonymity could possibly make the respondents answer the questions in a deeper and more 

explanatory way, hence increasing the validity of the research (Saunders et al., 2016). 

Additionally, the choice of conducting personal interviews gave the researcher a chance to 

read the respondents’ body language as well as discern other unconscious gestures. 

Depending on the reaction and gesture, the credibility of the respondents' answers could either 

be strengthened or weakened (Bryman & Bell, 2011). 

 

The present study aims at reflecting reality at a specific time. This means that the data 

collected in this research might differ if a similar research were performed at a different time 

(Saunders et al., 2016). The financial markets are constantly changing and so is legislation, 
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which accordingly reduces the reliability of the study. Yet as the majority of respondents (all 

except one) were from the same industry (i.e. the financial sector), this factor is thought to 

increase the reliability of the study. In addition, the choice to transcribe all of the interviews 

and send them back to the respondents for final checking and approval increased the validity 

of the research further (Bryman & Bell, 2011). The latter feature also helps to prevent the 

researcher from using his/her own interpretations of the data. Moreover, qualitative researches 

generally make use of small samples and case studies, which reduces the validity of the study 

(Bryman & Bell, 2011).  

4.4  Research Ethics 
 
In order to prevent a violation of ethical principles, several steps were taken during the 

research process. First, all respondents were anonymous, and all of their information and 

material were kept confidential. Since the interviews were not identified, the respondents 

knew their answers could not be tracked back to them, which reduced the fear of 

repercussions. The respondents got to choose the location of the interview as well, which 

made them feel more comfortable in a familiar environment. Moreover, the respondents were 

informed beforehand of how both the company and their responses would be portrayed in the 

study. All of these actions were taken in order to protect the respondents from harm and an 

invasion of privacy. As such, their well-being was promoted. In order to prevent the violation 

of informed consent, the respondents were informed of the voluntary nature of their 

participation and were made aware their right to withdraw at any time. Likewise, the 

respondents were informed with significant information before the initial interviews (i.e., the 

aim and intention of the research, their role in participation, the extent of anonymity and 

confidentiality, the interview guide, and the permission for recording). In this way, all of the 

respondents were thoroughly informed of the research, what they would be taking part in, and 

what was expected of them. Furthermore, all of the interviews were audio-recorded, fully 

transcribed, and sent back to the respondents for adjustments and their final approval that it 

was safe to say that the portrayals of the respondents were accurate in the research. Thus, 

several steps were taken in order to carefully revise the interview material and make sure that 

it was as accurate as possible. Since the respondents were fully informed of the research, fully 

aware of their participation, and fully aware of what would be presented in the research, 

unfair and deceptive practices could be avoided. 
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5.   Empirical Results  
This chapter presents the empirical data collected through personal interviews. In this 

chapter, the respondents are identified by numbers (see Table 3). Respondents IA1, IA2, IA3, 

IA5, and IA6 are from the financial sector while IA4 is a senior officer of a large Swedish 

organisation that oversees the IA profession. However, the reader should bear in mind that 

the purpose was not to compare responses but rather to let the respondents comprehensively 

answer the aim of the research.  

5.1  Internal Audit in Financial Institutions  

All respondents acknowledged that the IA activity in financial institutions has a relatively 

strong position within each organisation. That is because both the organisations and their 

employees have realised its importance and impact. Going forward, IA2 believes that the 

profession will increase gradually as it is an evolving area. When asked about the IA activity, 

all respondents mentioned that they are assigned by the board to evaluate their organisations 

and management. They also have to oversee their banks to determine if they are properly 

organised, manage risk properly, and do not assume risks that exceed the risk profile that has 

been determined by the board. All respondents expressed that their work is conventionally 

based on an annual risk analysis where it is decided which projects should be reviewed in 

order to give assurance in significant high-risk areas. All respondents therefore emphasized 

the importance of having a risk-based approach. The respondents also stressed the fact that 

they are responsible for ensuring that the organisation complies with all laws and regulations, 

including internal regulations. IA1 also mentioned that IAs assist EAs as they evaluate 

financial reports and internal irregularities. Regarding personal values, the respondents 

emphasized the importance of having high ethics such as independence and objectivity.  

However, when asked about their most important task, there was no clear answer to the 

question. In fact, the responses were quite divided, where some emphasized the importance of 

the assessment and having the appropriate processes and verifying if those processes work 

(IA1). IA5 mentioned that it is important to be able to report on the internal controls and to 

follow instructions that one has been provided. IA6 stated that the main task is to safeguard 

assets (i.e., to secure the bank’s assets), to ensure that there are internal controls and a 

governance that assists the organisation in doing so.  IA6 went on to discuss the importance of 

being proactive and identifying gaps. These can be mitigated by the internal controls, which 

are decided upon together with the organisation, where the organisation implements internal 
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controls and the IA activity provides recommendations (IA6). That is what IA6 means in that 

the IA activity deals with preserving value, being proactive, and being a trusted advisor. Even 

though the responses were quite different, all respondents had one thing in common: they all 

mentioned at some point in the interview that it is important for the IA’s activity to provide 

the board with assurance.  

IA3: … “I assist the board by providing assurance on how well the management handles and 

governs their risks.”  

The respondents collectively defined their role as a governing body that−on behalf of the 

board−independently, objectively, and with high integrity carries out audits of high quality 

while complying with rules and regulations in order to mitigate risks. 

 

5.1.1   The IA Process in Financial Institutions  

When describing the IA process, IA6 stated that the IA’s activity works from a risk-based 

perspective. Furthermore, it is very important for the IA’s activity to be a part of the 

organisation and understand the business (i.e., current news, strategy and what actions to take 

in order to carry out the strategy) (IA6). All respondents stated that they have to perform 

certain audits due to demands from legislatures. Meanwhile, IA6 claimed that about 25 

percent of all the hours the IAs have at their disposal are spent on such mandatory audits. The 

remaining 75 percent of the time is based on a yearly risk assessment, which is established by 

the IA’s activity. The risk assessment results in an audit plan that is approved by the board 

and includes the organisation’s operations and their risks and determines which audits to 

perform during the year (IA1, IA6). IA6 further described how the IA activity that happens 

ahead of each quarter reviews, updates, and prioritizes the risks. Most of the time, the IA 

activity stays within the annual plan, but IA’s do have room for changes that are not 

anticipated (IA6). These changes may arise due to a new legislation, organisational changes, 

or changes due to external conditions. If that were to occur, the changes are included in the 

plan after getting approval from the board and AC (IA6). 

When asked about whose interests and goals are most important and why, IA6 explained that 

the IA’s activity does not put one stakeholder over another but rather looks at it from a risk-

based perspective. This means that the IA’s activity, together with the organisation, tries to 
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understand what risks are the highest. That is where the focus will lie. On the other hand, it 

may occur that the board finds a risk slightly higher than other risks, which in turn is 

considered a bit lower by the executive management. In that case, the IA’s activity decides on 

what is more important from a strategic perspective and then acts on that. Nevertheless, what 

is mandatory will always be assessed because a legislator's opinion is law and always comes 

first (IA6).  

When asked of the difference in auditing within the financial sector as compared to other 

industries, all respondents mentioned its complex nature as well as the countless number of 

regulations that prevails within the financial sector. Furthermore, emphasis was put on the 

mandatory audits within financial institutions while these are voluntary for other industries 

(IA1, IA2, IA3, IA6). Moreover, due to the type of business within financial institutions, 

irregularities are more likely to occur, which is why there is an obvious need for a solid IA 

activity (IA). IA6 stated that IA activity is required to look at certain areas to ensure the FI 

that the organisation is compliant. These explanations combined make for the reason why IA 

activities are more extensive and have a stronger position in financial institutions as compared 

to other industries (IA1, IA3).  

Most important task  Provide assurance to the board  

The IA process Should be based on a risk-based approach  

Distribution of resources   Performing audits based on the audit plan 75 percent of the time and 

performing mandatory audits the remaining 25 percent of the time 

Adhering to stakeholder 

goals and interest  

Gets decided from a risk based perspective. However, mandatory 

audits are a must and always comes first.  

Biggest difference from 

other industries 

The organisation’s complexity as well as the countless number of 

regulations.  

Table 4: Summary of Internal Audits in Financial Institutions 

5.2  The evolution of Internal Audits in Financial Institutions 

When asked about how long the banks have worked with IA, all respondents argued that it 

has existed for a very long time and long before external requirements on IA were introduced. 

IA2 even stated that it always has existed in major banks in one way or another. When asked 

about how IA activity has changed over time, the respondents mentioned that the profession 

has become more mature, professional, and transparent with higher quality and knowledge 

(IA1, IA3, IA5, IA6). The role of the IA has changed from being an internal policeman with 
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whom everybody was a bit afraid to more of a figure with an assurance-giving role (IA3, 

IA4). IA1 stated that there is a more developed methodology with better systems and much 

better documentation processes. Thus, if records are kept properly, one should be able to trace 

from the source documents in both the business process and the IA process (IA5). IA4 stated 

that it was sometime around the end of the 90s and beginning of the 00s that the IA profession 

became more risk-oriented. This was a significant step in the development of IA as the 

profession started to add value by looking at more important things (IA4). Moreover, IA6 

argued that higher demands have been placed on everybody who works in the banking sector, 

especially on IAs. This is because all activities fall within their scope of practice. This in turn 

requires the IAs to be specialists and know the IA profession and also be able to understand 

the business and the business operations, which can be tough (IA6). According to IA1, the 

main cause to the changes depended on increased external demands, technological 

developments, and a changed attitude towards risk. IA5 stated that as processes change, the 

key controls are changed as well regarding what is to be evaluated. In addition, most of the 

respondents mentioned that changes occur when laws and regulations are added or changed. 

Thus, regulations have played a big part in the said evolution (IA2, IA3, IA5). Regulations 

have been introduced for a reason and have increased a great deal due to recent scandals and 

crises within the financial sector. There was a need for better controls, which placed higher 

demands on CG, and in turn increased the interest in and demands on IAs (IA2, IA3, IA4).  

 

Changes in the role of IA in Financial 

Institutions  

Factors Changing the IA Profession  

•   More of an assurance giving role  

•   More risk oriented 

•   More concerned with adding value  

•   More professional  

•   More transparent  

•   Higher quality  

•   Specialists 

 

•   Increased external demands  

•   Technological developments  

•   Changed attitude towards risks  

•   The introduction of new laws and regulations due 

to prior crises and scandals 

•   A need for better controls  

•   Higher expectations regarding the level of 

knowledge 

•   Higher expectations regarding the organisation as 

well as the IA’s activity  

 
Table 5: Summary of the Evolution of IA in Financial Institutions 
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5.3  The regulatory Impact on IA in Financial Institutions  

When asked if they believed that prior crises and scandals have affected the development of 

IA, all respondents expressed that these events notably affected the development of regulatory 

requirements. However, IA1 stated that even though crises and scandal have had a legislative 

affect, they have not directly changed the scope of the IA practice. Instead, they have 

increased the demands from society, which in turn has become more internationalized with 

many American influences (IA1). IA6 claimed that that these events have affected the IA 

activity in the way that regulators now rely upon the IA to detect or evaluate certain things. 

This is what IA4 argued has steered the profession in a more detailed way where legislation 

increasingly controls what the IA should do. IA4 further explained this by stating that IA 

activity should work based on high integrity, independence, and objectivity. Yet now 

someone else (e.g., FI) steps in demanding that IA activity review specific things. This 

implies that the IA is working for an external customer. First, the profession becomes 

liberated where it is able to devote time on more important things for management and the 

board, but then an outsider comes dragging IA activity in the opposite direction and 

demanding it review specific things (IA4).  

 

IA4: … ‘IA has evolved to engage in more substantial risks, which is a clear change in its 

objectives that I think collide with the detailed requirements on the basis of laws and 

regulations in the financial sector’. 

 

When asked how the introduction of new rules and regulations in the aftermath of the 

scandals and crises have affected the IA practices, IA1 believed that it did not affect the 

expectations on IAs but rather was a confirmation of how IA activity operated prior to the 

events. Conversely, new rules were introduced in specific areas that required the IA to 

examine these areas. This statement was confirmed by the rest of the respondents, who all 

mentioned that they needed to do many more assessments that can become complicated and 

ineffective. This situation can then compromise the risk-based perspective (IA2, IA3) and 

waste resources as more of the resources are placed on additional assessments (IA3, IA4). 

Other problems may involve difficulties in interpreting and implementing the regulations, 

which can be inefficient (IA6). On a positive note, most of the respondents thought that the 

new rules had improved the internal controls, made some aspects clearer, and contributed a 

framework to fall back on (IA1, IA2, IA4, IA5, IA6).  
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Most of the respondents mentioned that their banks are regulated by both local and 

international regulators, who in turn have affected the IA practice (IA2, IA3, IA6). When 

asked how the FI affects the work of IA activity, IA1 mentioned that there are regulatory 

requirements from the FI indicating that there should be an IA activity within financial 

institutions. Moreover, the FI regulates what should be covered in the audit (IA1, IA2). IA2 

explained that the FI oversees the entire organisation and its operations, and has increased its 

inspections and examinations in order to ensure that financial institutions are compliant with 

the regulations (IA2). IA6 expressed how IA activity is getting many more requests from the 

FI, which also concerns IA activity, for IAs have to validate their performance in certain 

areas. IA3 stated that it is important to have a clear dialogue with the FI as the IA’s activity is 

under their supervision. Furthermore, IA1 stated that IAs are obligated to report their 

observations to the FI, even if it would result in sanctions for failure of compliance with their 

requirements. IA6 mentioned that the FI is one of their key external stakeholders.  

 

When asking the respondents if the Swedish Code affected the work of IAs in financial 

institutions, all respondents said that it either had affected them very little or not at all. IA2 

claimed that it possibly has affected smaller organisations more. Financial institutions already 

have numerous regulations regarding governance and the IA that requires them to report in a 

certain way (IA2). However, IA3 says that the Swedish Code probably has put the IA on the 

agenda as it made it possible for different assurance providers to defend their roles. IA6 

argued that it has not really affected IA activity but has generally affected the banks. The 

Swedish Code requires companies to establish a CG report where the different reporting 

channels are described (IA3, IA6). Moreover, IA1 mentioned that, according to the Swedish 

Code, the IA activity is mandatory for some and voluntary for others. This circumstance may 

increase the pressure on companies to implement an IA activity. IA1 also mentioned that the 

Swedish Code is a way to describe best practices in CG. Thus, the Swedish Code has affected 

IA activity in a way that it has something to relate to and work towards. This has been 

significant (IA1). When asked about how much of what the Swedish Code prescribes for the 

institutions had already been implemented before the Swedish Code's introduction, all of the 

respondents said that they pretty much had it all and that they currently do not deviate from 

the Swedish Code.  
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IA2: … ‘During the introduction of the Swedish Code, there already were a lot of governance 

instruments, which is why the Code’s introduction was not a revolution within the financial 

sector, just some minor adjustments at the most’.  

 

When asked if there are any specific frameworks or regulations that are more important, some 

of the respondents answered that there is no one specific regulation that they have to consider 

more (IA1, IA2, IA6). Instead, IAs perform a risk assessment based on all laws and 

regulations that are applicable to the bank. It can involve either external or internal 

regulations or both (IA1, IA6). Nonetheless, regulations that are directly related to IA activity 

is FI’s recommendation on governance and internal control that is based on GL44 (IA1, IA2, 

IA6). Furthermore, there may be other guidelines that are more policy related that the bank 

has chosen to implement in a certain way depending on its business model or culture (IA6). 

When asked about how regulations have affected the role of the IA, the respondents answered 

that they have not affected their role per se but rather have affected their workloads. After all, 

IA activity has to oversee these regulations and include them as an integral part of the plan 

(IA1, IA3, IA5). Moreover, they have created more demands on how CG should be designed. 

Hence, it is easier to implement new requirements when they are supported by a regulatory 

framework (IA1). Lastly, when asked if they think that these changes would have taken place 

even if new frameworks/guidelines had not been developed, IA1 and IA4 said that they did 

not believe these changes would have played out.  

 

 

 The Regulatory Impact on the IA Profession 

 

Crises and 

Scandals 

•   Affected the development of regulatory requirements regarding CG and 

indirectly IA 

•   Increased demands from Society  

 

 

FI 

•   Expect the IA to detect and evaluate certain things  

•   Obligated to perform mandatory assessments 

•   Obligated to validate their performance in certain areas 

•   Obligated to report their observations, no matter the outcome 

The Swedish Code •   No impact or a minor impact on IA activity in financial institutions  

 

Table 6: Summary of The Regulatory Impact on IA in Financial Institutions 
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5.4  The Regulatory Impact on the IA’s Interaction with its Stakeholders 

IA1 and IA6, from two of the major banks, described the relationship with the board and the 

AC as they are CAEs and are the main contact points with these governing bodies. IA6 stated 

that the main internal stakeholders of the IA are the board and the AC. IA1 and IA6 further 

explained that the board is responsible for approving the IA’s activity. Furthermore, the IA is 

assigned to the board and is obligated to both report and provide assurance to the board. In 

both banks, the AC consists of four members of the board who are responsible for preparing 

matters for the board and thus go more deeply into issues that the entire board cannot devote 

time to. The board governs the organisation by issuing policies (i.e., instructions for 

executives who are governed by the board) as well as additional rules that may be important 

to the board. These include tasks, responsibilities, and authorizations for the IA’s activity, the 

chief executive officer (CEO) and every business manager governed by the CEO. The IA is 

responsible for reviewing whether or not the CEO and the business managers have fulfilled 

their responsibilities. 

The board is responsible for dismissing and appointing the CAE who in turn appoints the 

people responsible for the IA’s activity. These naturally also work with the bank's senior 

management and all other employees of the bank. The IA performs its audits during the year 

where quarterly reports are produced. Meanwhile, the CAE writes an audit plan, which is 

discussed in detail during the AC meetings. The CAE participates in all five AC meetings that 

occur quarterly with a fifth meeting happening before the approval of the audit plan in 

December. Furthermore, management or a representative of management also participates in 

the AC’s meeting. However, they do not participate the entire time but only during the 

debriefing. The CAE along with other assurance providers and other executives report to the 

board. At the board meeting, only the CEO and CFO participates as executives throughout the 

entire meeting. In addition, the CEA has close contact and continually communicates with the 

chairman.  

 

During four of the five AC meetings, the CAE discusses the review of either the interim 

report or annual report and deliberates over their review observations on the financial 

reporting. The AC obtains the information at least one week in advance in order to have time 

to read and contemplate the information. The AC than reports back to the full board regarding 

the discussions during the AC meeting in order to have them updated. In two occasions 

during the year, namely in October and March, the IAs present their observations on the 
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remaining examination to the AC. The AC subsequently gets the audit plan and the annual 

report before the meeting in March. Moreover, twice a year, in conjunction with the 

presentations with the AC, an additional presentation of those observations is shared with the 

entire board. After this, a verbal discussion occurs where the IA describes observations that 

are indications of high risks. Consequently, the board has the opportunity to ask questions of 

the IA, both with the CEO present and without the CEO and other members of the executive 

management present during the board meeting. This gives the board the opportunity to ask 

questions to the IA without feeling any pressure. Later, in October, the IA writes a half-yearly 

financial report that the AC receives one week in advance. Hence, there is a good measure of 

fairly frequent communication that is very open.  

 

When asked about how the reporting path has changed over the years, IA1 stated that it has 

become clearer. IA1 explained that about 10-15 years ago, the IA was governed by the CEO 

and that there was no AC, only a full board. The IA reported to the board and had to make a 

presentation twice a year. However, IA1 claimed that it in practice has not been a major 

change in the reporting path but rather been a clear signal where the IA more formally has 

been subordinated to the board. This is to establish how the IA is not controlled by the CEO. 

When asked how IA activity works to maintain independence, IA3 claimed that it mainly is 

through the reporting lines as well as ensuring that the IA is not dependent on management. 

Even so, most of the respondents claimed that independence is maintained by IAs themselves. 

It is important to have high integrity and to stand up for the task and thus be respected by 

one’s colleagues (IA1, IA2, IA3, IA6). Moreover, solid communication will help to maintain 

independence (IA2).   

 

When asked if the introduction of the AC has changed the IA position, IA1 stated that the AC 

has given the board better opportunities to gain a deeper understanding of IA work. Likewise, 

if the CEO for some reason were not to listen to the CAE, the AC might put further pressure 

on the CEO to listen. The AC has emphasized that this relationship is expected to exist and 

that the IA should be a resource that the CEO should not have too much influence on. Thus, 

the IA formally has become more independent (IA1). When asked if the AC has fostered 

better communication between the IA and the board, IA6 said that it has because the AC 

consists of four board members. The respondent further argued that the AC meetings have 

become more of a discussion and a conversation while the board meeting is more of a 

debriefing. This in turn gives the AC in-depth information and knowledge on IA reports and 
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other committee reports. It also allows the entire board to actually become better and attain 

better information and greater expertise in those areas (IA6). Most of the respondents claimed 

that the structure of the bank with different committees and meetings ensures that the IAs get 

the information they need (IA2, IA3, IA5, IA6). Yet IA6 mentioned that it sometimes can 

become complicated to secure all of the information as all activities fall within the scope of 

the IA’s activity. The IAs have the right to all of the information in the bank, but that does not 

mean that they acquire all of the information (IA6).  

 

Improvements between IA activity and Its Stakeholders 

•   Frequent communication that has become more solid and open.  

•   The reporting path has become clearer.  

•   The IA has formally become subordinated to the board.  

•   Decreased influence from management  

•   Increased independence  

•   Ensured that IAs get the information they need 

 
Table 7: The Regulatory Impact on the IA’s Interaction with Stakeholders 

 

5.5  Suggestions for Improvements on the IA in Financial Institutions 

When asked if they believe that the financial role or IA activity can be improved, IA2 stated 

that the role in itself is fairly complete, and IA1 and IA5 stated that the current IA activity is 

strong and effective. However, most of the respondents gave some form of suggestion about 

how IA activity could be improved. IA1 and IA2 brought up the fact that something probably 

could be done in the way IA activity is implemented and performed. IA3 said that a good 

development for IA activity is to sign away tasks where focus lies on browsing through 

numerous test sample activities to the second line of defence and think according to a more 

general governance in the third line of defence. IA6, on the other hand, argued that it is 

particularly important to understand the business, to be strategic, and to understand where the 

company is headed. Furthermore, this respondent said that there sometimes is a tendency to 

evaluate some areas that traditionally have always been reviewed. However, it is important to 

broaden horizons and really challenge one another when looking at risks. This will make it 

possible to gain insight into why certain things are evaluated and then, together with the 

organisation, decide upon what is more important from an organisational perspective (IA6).  
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IA4 spoke more generally of the profession and discussed another standpoint where emphasis 

was put on the role of IA having to start with a customer perspective. This means that IAs 

need to serve someone; otherwise, they cannot justify their existence. Following this idea, the 

respondent stressed the fact that the next step is to identify who it is IAs are to serve (i.e., 

identify who the customer is). However, IA4 argued that there currently is no answer to the 

question. The respondent further argued that it is not common among IAs to speak of 

customers as it often is strongly emphasized that the IA should be independent. However, it is 

dangerous to hide behind independence and not deliver something of value. Furthermore, IA4 

stated that it is important to have close contact with management to get insights into the 

organisation and thus be able to add value. IA4 argued that a bad relationship with 

management could lead to a situation where management is not as open and therefore avoids 

providing anything of significance for IA activity. This situation will make it difficult for the 

IA’s activity to provide something of value to the board (IA4). These circumstances are why 

the profession stands at a crossroads. IA4 claimed that the institution either performs a type of 

hygiene audit, which stands for orderliness and ethics, or is an institution that adds value. 

Either way, it has to be clarified for whom the IA activity actually is working (IA4). 

Everybody needs to play on the same team as the IA as well as have an open dialogue. If not, 

there is a risk that information will be withheld, which makes it difficult for the IAs to find 

significant risks (IA4). Moreover, IA4 stated that there has to be a change in communication.  

 

IA4… ‘IAs must communicate in a stronger and more compelling way so that customers and 

others listen. If the communication does not get better, it becomes difficult to be heard in 

today's information noise’. 

 

Suggestions for Improvements 

•   Improve the implementation and performance of the IA activity 

•   Think in line of a more general governance 

•   Better understand the business and its strategy  

•   Broaden the horizon and challenge each other regarding risks 

•   Determine whom IAs should serve  

•   Have an open dialogue to get the information needed 

•   Further strengthen communication  

 
Table 8:  Summary of Suggestions for Improvements on IA 
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6.   Analysis  
This chapter provides an analysis and discussion of the empirical results. The analysis is 

based on previous literature of IA, IA laws and regulations, and the principal-agency theory. 

Furthermore, the analytical model in Chapter 4 (see Figure 2) is used as an instrument to 

achieve the aim of the study, which is to contribute to the ongoing discussion about the 

regulatory impact on the IA within financial institutions in Sweden 

6.1  Internal Audit in Financial Institutions  

As reported in the literature review, IAs are obligated to fulfil numerous functions within an 

organisation. This was confirmed by the respondents as their description of the IA activity 

and its responsibilities showed a wide range of obligations. All the respondents discussed 

various aspects of IA activity that made it hard to analyse the main task of IA activity in 

financial institutions. This may have to do with the fact that there is no legislative support for 

a coherent structural arrangement of IA activity (Pickett, 2011; IIA, 2012).  However, many 

of the same discussions were brought up during the interviews, even if they were during 

different points in the interview process. The empirical results of this study indicated that the 

IA activity in the participating institutions are relatively similar. Furthermore, the 

consolidated description of the IA profession demonstrates how the respondents of this study 

are heavily influenced by IIA standards and guidelines for best practices. These are of great 

significance in order to understand the purpose and responsibilities of IA activity. 

Furthermore, the challenge of having a permissive framework (Wennberg, 1993) was in a 

way also seen in the respondents differing answers regarding the most important task within 

IA activity. Despite this, all respondents agreed upon the importance of providing assurance 

to the board and thus in some way described the main task within their scope of practise.  

The empirical results showed that IAs devote most of their time on the assessment process, 

which is performed from a risk-based perspective on the basis of the audit plan. Since the 

general trend is moving towards a more risk-based approach, the scope of IA in the 

researched financial institutions is in line with IIA’s definition of IA (IIA, 2016). However, 

the results also indicated that the remainder of their time (25 percent) is spent on mandatory 

audits due to demands from legislatures. According to the respondents, these mandatory 

audits are the biggest difference between IA in financial institutions and IA within other 

industries. These findings confirm Burke’s and Jameson’s study where they stated that IAs in 

financial institutions have to serve regulators (Burke & Jameson, 2015).  
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With regard to the empirical results, one could assume that there have been many changes in 

IA activity within the researched financial institutions but also the profession in general, 

which confirms previous research (Ramamoorti, 2003; Van Gansberghe, 2005; Pickett, 2011; 

IIA Sweden, 2014). However, the findings in this study indicate that the changes have been 

both positive and negative for the respondents. They were positive in the sense that the 

profession has evolved into becoming more mature, professional, transparent, and greater in 

quality and knowledge. Bu they are negative in the sense that higher expectations have been 

placed on the respondents as more people rely upon the IA to monitor the activities of the 

organisation. This has been verified by previous studies, which claim that the traditional IA 

has gone from being a function that merely controlled and reviewed what already had 

happened to nowadays being a function that has full insight into the entire operation (IIARF, 

2003; Van Gansberghe, 2005). 

 

Figure 3: The Evolution of IA 

According to the respondents in this study, the main causes of the evolution of IA depended 

on increased external demands and changed attitudes towards risks. As mentioned in the 

literature review, the financial sector development is of great importance for economic 

growth, which probably is why the financial sector always has been, and always will be in the 

public eye. Thus, it comes as no surprise that the researched institutions have had an IA 

activity for a long period of time and long before external requirements on IA were 

introduced. It is therefore feasible to assume that IA helps organisations to maintain 

legitimacy, which is important as society expect banks to operate in a truthful and fair 
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manner. These factors probably are the reason why the IA activity in the participating 

institutions are larger with a relatively stronger position than IA activities within other 

industries. Furthermore, the financial information provided by organisations needs to be 

trustworthy as it has the ability to influence economic decisions of investors. That is perhaps 

why emphasis has been placed on the documentation process that was mentioned in the 

empirical results. This process increases the possibility of tracing the organisations’ 

operations as well as the audit process. This in turn increases the opportunity to control both 

the business as a whole but also the IA’s activity.  

Prior discussion in this study established that recent failures in CG have shed further light on 

financial institutions (EBA, 2011; PWC, 2012). This in turn has triggered a global 

reconsideration of what constitutes a good financial supervision. Consequentially, higher 

expectations have been placed on the financial sector including all parties involved in CG, 

especially the IA (Chang, 2011). The respondents in this study discussed how prior financial 

crises and scandals have affected the development of regulatory requirements. They further 

claimed that regulations have not changed the role of IA within the studied institutions but 

rather affected the scope of IA as the IA activity is required to examine certain areas and 

conduct mandatory audits.  This in turn has increased regulators’ control of the IA activity, 

which confirms the study by Burke and Jameson (2015) where they reported that the IA 

activity in financial institutions is serving multiple stakeholders, including regulators. 

Furthermore, the empirical results indicated that new regulations have brought both 

challenges and opportunities. However, the challenges seem to overweigh the opportunities as 

the IA activity is getting more requests from FI and thus needs to put more time and resources 

into performing mandatory audits.  

According to one respondent, this is the reason why regulators in some way have steered the 

IA profession towards an audit that stands for orderliness and ethics, instead of adding value 

as it previously has been inclined to do. This statement was in a way confirmed by some of 

the remaining respondents; they thought that if these regulations would not have been issued, 

the changes would not have evolved. This is interesting as it makes one wonder how the 

profession would have evolved and if it would have had the same recognition and awareness 

as today. On the other hand, as stated above, the financial sector has an important role in 

society, which is why one could assume that the IA profession in financial institutions would 

have evolved regardless of the situation. Yet the question one could ask is, ‘Towards what 
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direction the evolvement would have developed?’ This assumption probably raises more 

questions than answers. Nevertheless, the development within the IA profession has evolved 

rapidly during the last decade and more or less has triggered organisations within other 

industries to introduce IA activity within their organisations. According to the empirical 

results, this was the effect of the Swedish Code. In non-financial industries where IA 

activities are voluntary, the Swedish Code has triggered companies to comply with the Code 

and introduce an IA activity within the organisation. So even though the Swedish code has 

not had an impact on the studied IA activities, it has had an effect on other industries and thus 

has further increased the awareness of IA.  

 

6.2  Intersecting Relationships   

To clarify the agency relations in reference to the theoretical framework, several principal-

agent relationships can be noted in the empirical results. The respondents spoke of their 

relationship with the board, AC, and management (CEO), which all are in a principal-agent 

relationships with one another. Since agency theory assumes that people are rational and may 

act on their self-interested motivation, agency problems may arise among all of these 

relationships (Jensen, 1994). To reduce such agency problems, different monitoring or control 

mechanisms can be implemented. In addition to itself being an agent for several principals, 

the IA’s activity may be seen as monitoring and controlling the principal-agent relations 

among the board and the CEO and all business managers.  

The empirical results indicate that the board governs the organisation by presenting strategies 

and guidelines for all parties involved in CG. These conditions develop a principal-agent 

relationship among the board, management, and the IA activity. Jensen and Meckling (1976) 

stated that the principal-agent relationship is based on a contract between the principal and 

agent. In this case, the board’s instructions and policies can be seen as a contract between the 

parties. However, agency theory is based on the assumption that the agent has an information 

advantage over the principal (Akerlof, 1970). Thus, information asymmetry affects the 

board’s ability to monitor whether or not its interests are satisfied. Since the IA is responsible 

for monitoring the management and reporting to the board and the AC, a principal-agent 

relationship arises. This in turn may reduce information asymmetry between the board and 

management (Adams, 1994).  
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Agency issues may arise between management and the IA. Previous studies of the 

relationship between the IA and management have questioned the IA’s independence and 

objectivity (Thomson, 2013). That is why the AC may be seen as a monitoring mechanism 

between the IA and management. The AC may therefore be seen as a communication link 

between the parties (IIA et al., 2008; Stewart & Subramaniam, 2009; Pickett, 2011). Thus, the 

AC contributes in raising the quality within the internal controls as well as the financial 

reporting. The empirical results in this study showed that the CAE has the opportunity to 

speak to the board and the AC both with and without management present. This situation can 

be assumed to strengthen independence as the CAE feels more comfortable to speak freely 

without feeling pressure from management (CEO).   

The empirical results in this study showed that the AC within the studied institutions 

consisted of four board members who get deeper into issues for which the entire board cannot 

devote the time. This can therefore be seen as a partial solution to the agency problem 

between the board and the IA. The AC gets more information and knowledge from the IA that 

they in turn can report back to the board. This is consistent with CAQ & IIA (2015), who 

stated that the AC’s role is to oversee the organisation's reporting as well as monitor the 

performance and quality of the audit. The meetings between the IA and the AC can thusly be 

seen as an attempt to reduce information asymmetry problems. The introduction of the AC 

has contributed to better communication within the studied institutions. This development can 

accordingly be seen as an attempt to further mitigate problems regarding information 

asymmetry. In addition, as stated by a respondent, it allows the entire board to improve as 

well as acquire better information and greater expertise in certain areas.  

There is no surprise that agent-principal relationships arise between the above mentioned 

parties as they are traditional stakeholders to the IA activity. But a fairly more interesting 

discussion during the interviews was about regulators’ impact on the scope of IA practises. 

The empirical results indicated that FI oversees the studied institutions entire organisation as 

well as the operations. This in turn has expanded the IAs workload, which, according to one 

of the respondents, in some way implies that the IA activity involves working for FI. This 

observation confirms previous research that implies how IAs nowadays also need to satisfy 

regulators (Burke & Jameson, 2015). The empirical results even indicated that IAs are 

obligated to report their findings even if they would be damaging to the studied financial 

institutions. This outcome shows that IAs in some way position FI above traditional 
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stakeholders. One could assume that these complex circumstances have put the studied IAs in 

challenging positions since there are numerous stakeholders to keep satisfied. This concept 

confirms previous research as IAs act as a monitoring mechanism for several stakeholders 

such as the board or AC, management, and regulators (FI) (PWC, 2012). In reference to 

agency theory, the reporting path between the principal and agent may thusly be seen as a 

monitoring and control mechanism between the agent and the principal that reduces the 

opportunity for one of the parties to act on their self-interested motivation.  

The empirical results indicate that there is good communication between the IA and its 

stakeholders. It is therefore feasible to assume that good communication and transparency are 

of great value among the intersecting relationships within financial institutions. This comes 

naturally as several principal-agent relationships arise within financial institutions that are 

dependent on a good dialogue and access to all information in order for everybody to 

understand their roles and the organisations’ structure. This ability, in turn, will make all 

parties better able to work together, perform their roles, and feel secure in the scope and limits 

of their responsibilities (Pickett, 2011).  

 

Figure 4: Principal-Agent Relationships within Financial Institutions 
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7.   Conclusions 
This study has examined the regulatory impact of the IA within financial institutions in 

Sweden. The study aimed to answer following research question: How have regulations 

impacted the IAs relationship with their stakeholders? 

 
Due to the size of sample selections in this study, the findings are limited as they cannot be 

generalised to a wider context. However, this study has shown indications of several effects 

on the IA activity within the studied financial institutions due to regulatory reforms and thus 

offers an insight into the matter. The findings in this study indicate that the regulatory impact 

on the IA activity has expanded the scope of IA practises within the studied IA activities. It 

has affected IAs in the way that they now are required to examine certain areas and conduct 

mandatory audits. It was stated that 25 percent of the resources are put on such mandatory 

audits. In addition, follow ups have become more important, which can be seen as an attempt 

to control the ‘controller’. Since FI, among others, is the one requiring more time and 

resources due to mandatory audits, one could assume that FI has been given a stronger 

position where they in some way get to control the scope of IA.  

 

The introduction of new regulations has increased the expectations on IAs as they now have 

to take on numerous demands and thus need to have a broad knowledge within the profession.  

Furthermore, the findings in this study indicate that the IAs in the studied financial 

institutions are in a unique and complicated position. This is because they have to serve 

multiple stakeholders. A principal-agent relationship exists between the IA and its traditional 

stakeholders (i.e., board or AC and management) but also external stakeholders (i.e. 

regulators, and in this case, FI). Furthermore, the findings indicate that FI has a rather strong 

impact on the IA’s activity. However, the question raised is whether or not the FI has a 

greater impact on the IA’s activity than the board or AC? This is due to the fact that IAs are 

obligated to report on their findings even if it would have damaging consequences on the 

organisation. In some way, the findings indicate that the FI has a stronger say than traditional 

stakeholders.  

 

Finally, the findings in this study indicate that the IA activity in the studied financial 

institutions faces a multitude of challenges. Beyond, having to deal with traditional tasks they 

now have to navigate multiple regulatory regimes. Needless to say, the regulatory impact on 
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the IA’s activity within the studied financial institutions have been of great significance to the 

evolvement of the scope of IA practise. 

7.1  Limitations of the Study  
 
The findings in this study are based on six interviews. Since this is a small sample, one should 

be careful about generalising the findings to a wider context. The sample can therefore not 

represent the majority of financial institutions within the financial sector. Even so, the 

intention of the research was not to obtain information that could be generalised but rather to 

gain a rich understanding of the regulatory impact on the IA within financial institutions in 

Sweden. The author of the study realised that the choice of only interviewing IAs in major 

Swedish banks might have increased the difficulty of finding respondents. On top of that, 

only the CAE within each bank can discuss the relationship with the AC and the board as only 

they attend the AC meetings and board meetings. The CAE in each of the four banks was 

contacted, where one chose not to participate and another was out of the country. This 

circumstance left the author with the ability to interview only two out of four CAEs. 

However, since a major part of the study also aimed to examine how regulations have had an 

impact on the IA activity in financial institutions, the author could focus on asking those 

questions to IAs of other positions in the bank. That is why, instead of comparing the 

responses, the author decided to let the interviews complement each other. In addition, since 

the assessment of the interviews was conducted by the author herself, and no other examiner, 

it is inescapable that a certain degree of subjectivity can be found in this study.  

 

7.2  Suggestions for Future Research  
 

This study examined the regulatory impact on the IA within financial institutions in Sweden as 

well as how these affected the IA’s relationship with its stakeholders. Even though the sample 

in this study was small and could not be generalised, indications in the study did offer insight 

into the matter. Therefore, a suggestion for future research would be to replicate this study but 

with a larger sample or in another industry. Furthermore, the results of this study indicate that 

stakeholders have high expectations on the IA activity, who in turn needs to satisfy their 

different needs and demands. However, this study did not go into detail about how these 

elements could affect their role of being independent and objective. A suggestion for future 

research could therefore be to investigate how the IAs relationship with their stakeholders 

affect the concepts of independence and objectivity.  



 
49 

8.   References 

ABL 2005:551 Aktiebolagslagen 

Adams, M.B. (1994). Agency Theory and the Internal Audit. Managerial Auditing Journal, 

9(8), 8-12.  

Akerlof, George A. (1970). The Market for "Lemons": Quality Uncertainty and the Market 

Mechanism. The Quarterly Journal of Economics, Vol. 84, No. 3. pp. 488-500.  

Anderson, U. (2003). Chapter 4: Assurance and Consulting Services. Florida: The Institute of 

Internal Auditors Research Foundation. 

Armenta, M. W. (2007). The Financial Sector and Economic Development: Banking on the 

Role of Human Capital. Journal of Public & International Affairs. Vol. 18, p188-203. 

BCBS. (2012). The internal audit function in banks. Bank for international settlements. Basel 

Committee on Banking Supervision. 

Blom, M., Kärreman, M., & Svensson, C. (2012). Bolagsstyrning: corporate governance på 

ren svenska. 1. uppl. Liber.  

Bryman, A., & Bell, E. (2011), Business research methods. Oxford: Oxford Univ. Press.  

Burke, J. F. & Jameson, S. E. (2015). A Global View of Financial Services Auditing: 

Challenges, Opportunities, and the Future. The IIA Research Foundation.  

CAQ & IIA. (2015). Intersecting roles - Fostering Effective Working Relationships Among 

External Audit, Internal Audit, and the Audit Committee. The Center for Audit Quality and 

The Institute of Internal Auditors.  

 

Chang, W. (2011). “Financial Crisis of 2007–2010”. Department of Economics. State 

University of New York at Buffalo.  

Coffee Jr, J. C. (2005). A theory of corporate scandals: Why the USA and Europe differ. 

Oxford Review of Economic Policy 21. pp 198–211. 



 
50 

Corgel, A., Geron, J., & Riley, J. (2004). CEO leadership in improving corporate governance: 

the significance of CEO support to the effectiveness of audit committee. Handbook of 

business strategy, 45-49.  

EBA (2011). EBA Guidelines on Internal Governance (GL 44). European Banking Authority.  

 

ECB. 2014. Vägledning för banktillsyn. Europeiska centralbanken.  

 

ECIIA. (2007). The Role of Internal Audit in Corporate Governance in Europe: 

Current Status, Necessary Improvements, Future Tasks. European Confederation 

of Institutes of Internal Auditing. Berlin: Erich Schmidt Verlag GmbH & Co. 

Eisenhardt, K. M. (1989). Building Theories from Case Study Research. The Academy of 

Management Review, Vol. 14, No. 4, pp. 532-550.  

Falkman, P. & Gavel, S. (2005). Infrastruktur för en effektivare styrning i offentlig 

verksamhet – en governancemodell. Balans. Årgång 31, Nr 5, sida: 35-36.  

Fama, E. F. & Jensen, M. C. (1983). Separation of Ownership and Control. Journal of Law 

and Economics, Vol. 26, No. 2. pp. 301-325. 

FAR. (2015) FARs rekommendationer i revisionsfrågor. RevR 100 Revision av finansiella 

företag.  

 

FASB. (2010). Conceptual Framework for Financial Reporting. Chapter 3: Qualitative 

Characteristics of Useful Financial Information. Statement of Financial Accounting Concepts 

No. 8. Norwalk, CT: Financial Accounting Standards Board 

 

FFFS 2005:1. Finansinspektionen's General Guidelines Regarding Governance and Control 

of Financial Undertakings. The Swedish Financial Supervisory Authority 

 

FFFS 2014:1. Finansinspektionen’s Regulations and General Guidelines regarding 

governance, risk management and control at credit institutions. The Swedish Financial 

Supervisory Authority. 

 



 
51 

FI. 2016. Tillsynen över bankerna och kreditmarknadsföretagen. Finansinspektionen. The 

Swedish Financial Supervisory Authority.  

 

FI Dnr 06-11753. (2007). Finansinspektionens underlag till regeringens handlingsplan för 

regelförenkling. Finansinspektionen. 

 

FI Dnr 11-5610. (2014). Beslutspromemoria. Nya regler om styrning, riskhantering och 

kontroll i kreditinstitut. Finansinspektionen. 

Gladwell, M. (2010a). Open Secrets, What the dog saw. Penguin Books Ltd, Great Britain. 

Hermansson, D. R. & Rittenberg, L. E. (2003). Chapter 2: Internal Audit and Organizational 

Governance. Florida: The Institute of Internal Auditors Research Foundation.  

Holm, C. & Zaman, M. (2011). Regulating audit quality: Restoring trust and legitimacy. 

Accounting Forum 36 (2012), pp. 51–61.  

 

Humphrey, C., Loft, A. &Woods, M. (2009). The global audit profession and the international 

financial architecture: Understanding regulatory relationships at a time of financial crisis. 

Accounting Organizations and Society, 34 (6-7), pp. 810–825. 

 

ICAEW. (2005). Audit Quality: Agency theory and the role of audit. Institute of Chartered 

Accountants in England & Wales.  

IIA, AICPA, and ACFE (2008). Managing the Business Risk of Fraud: A Practical Guide. 

The Institute of Internal Auditors, The American Institute of Certified Public Accountants, 

Association of Certified Fraud Examiners.  

IIA. (2001). Independence and Objectivity: A Framework for Internal Auditors. Florida: The 

Institute of Internal Auditors. 

IIA (2009). “IIA position paper: The role of internal auditing in resourcing the internal audit 

Activity”. The Institute of Internal Auditors. Retreived February 12, 2016, from 

https://na.theiia.org/standardsguidance/Public%20Documents/PP%20The%20Role%20of%20

Internal%20Auditing%20in%20Resourcing%20the%20Internal%20Audit%20Activity.pdf 



 
52 

IIA, 2012. “International Standards for the Professional Practice of Internal Auditing”. The 

Institute of Internal Auditors. 

IIA. (2013). “Global Advocacy Platform”. The Institute of Internal Auditors Global. 

Retreived April 29, 2016, from https://na.theiia.org/about-

ia/PublicDocuments/Global%20Advocacy%20Platform.pdf 

IIA Sweden. (2014). 60 år av internrevision. Internrevisorernas förening. Retreived January 

25, 2016, from http://www.theiia.se/foreningen/60-ar-av-internrevision 

IIA, 2015. “Global Demands on Financial Services Auditing Expand - New report examines 

potential pitfalls, prospects, solutions to managing growth. The Institute of Internal Auditors. 

Retreived May 5, 2015, from https://na.theiia.org/news/press-releases/Pages/Global-

Demands-on-Financial-Services-Auditing-Expand.aspx  

 

IIA. (2016). Standards for the Professional Practice of Internal Auditing.  The Institute of 

Internal Auditors. Retrieved March 20, 2016, from http://www.theiia.org/guidance/standards-

and-guidance/ippf/standards/full-standards/?search=risk   

 

IIARF. (2003). Internal Audit Reporting Relationships: Serving Two Masters. The IIA 

Research Foundation.  

 

Jensen, M. C. (1994). Self-interest, altruism, incentives, & agency theory. Journal of Applied 

Corporate Finance. 7(2), pp. 40-45.  

 

Jensen, M. C. & Meckling, W. H. (1976). Theory of the firm: Managerial behavior, agency 

costs and ownership structure. Journal of Financial Economics 3(4): pp. 305-360.  

 

Jonung, L. (2009). The Swedish model for resolving the banking crisis of 1991-93. Seven 

reasons why it was successful. European Economy, Economic papers 360, European 

Commission.  

Kashyap, S. R. 2015. Accounting for Risks in Banks: The link between prudential regulation 

and accounting in Banks. European Company Law, Issue 2, pp. 89-96.  



 
53 

Maher, M. & Andersson, T. (1999). Corporate Governance: Effects on firm performance and 

economic growth. Organisation for Economic co-operation and development (OECD).  

McHugh, J. & Raghunandan, K. (1994), Hiring and firing the chief internal auditor, Internal 

Auditor, Vol. 51, No. 4, pp. 34–39.  

Mitnick, B. M. (2006). Origin of the Theory of Agency: An Account by One of the Theory’s 

Originators". University of Pittsburgh 

Noland, T.F., & Flesher, T.G. (2003). An assessment of the internal auditor ́s impact in small 

banking. Internal auditing, pp. 40-43. 

North Carolina State University’s ERM Initiative and Protiviti Inc. 2013. Executive 

Perspectives on Top Risks for 2013. Key Issues Being Discussed in the Boardroom and C-

Suite. Protiviti Inc. 

Pickett, S. (2011). The essential guide to internal auditing. 2nd. Edn. United Kingdom: Wiley.  

 

Podrug, N. (2010) Stewadship Relations Within Management Hierarchy in Large Croatian 

Companies. Doctoral dissertation. Faculty of economics and business Zagreb. Zagreb. 

 

PWC. (2012). “Regulatory reform and the role of internal audit”. PricewaterhouseCoopers 

LLP. Retrieved May 17, 2016, from http://www.pwc.com/us/en/third-party-

assurance/assets/pwc-regulatory-reform-role-internal-audit.pdf 

 

PWC (2015). Financial Services Internal Audit Increased expectations of value.  

 State of the Internal Audit Profession study. Retrieved January 25, 2016, from 

https://www.pwc.com/us/en/risk-assurance-services/publications/assets/internal-audit-

financial-services-risk.pdf 

 

Ramamoorti, S. (2003). Chapter 1: Internal auditing: history, evolution, and prospects, 

Florida: The institute of Internal Auditors Research Foundation. 

 

Rittenberg, L. E. & Miller, P. K. (2005): Sarbanes-Oxley Section 404 Work: Looking at the 

Benefits. Florida: The Institution of Internal Auditors Research Foundation.  



 
54 

Roberts, J. (2005). Agency Theory, Ethics and Corporate Governance. Advances in Public 

Interest Accounting, Vol. 11, 249-269.  

 

SFS 2004:297, Lag om bank- och finansieringsrörelse. 

Sarens, G. & De Beelde, I. (2006). The relationship between internal audit and senior 

management: A qualitative analysis of expectations and perceptions. International Journal of 

Auditing, Vol. 10, pp. 219-241.  

Saunders, M., P. Lewis and A. Thornhill, 2016, Research methods for business students, 

(seventh edition), Harlow: Prentice Hall. 

SCGB. (2015). The revised Code 2015. Stockholm: Swedish Corporate Governance Board. 

Retrieved January 25, 2016, from http://www.corporategovernanceboard.se/the-code/the-

revised-code-2015 

Soh, D., S.B. & Martinov-Bennie, N. (2011). The internal audit function. Managerial 

Auditing Journal, Vol. 26 Iss 7 pp. 605 – 622.  

SOU 2003:93. Internrevision i staten – Förslag till en förstärkt internrevision i staten. 

Betänkande av revisionsutredningen. Stockholm: Fritzes offentliga publikationer. 

SOU 2004:47. Näringslivet och förtroendet. Svensk kod för bolagsstyrning. 

SOU 2004:130. Swedish Code of Corporate Governance – Report of the Code Group. 

Swedish Government Official Reports.  

Stewart, J. & Subramanian, N. (2009) Internal audit independence and objectivity: A review 

of current literature and opportunities for future research. Griffith Business School, pp. 3-26. 

Thompson, R. M. (2013), A Conceptual Framework of Potential Conflicts with the Role of 

the Internal Auditor in Enterprise Risk Management, Accounting and Finance Research, Vol. 

2, No. 3, pp. 65-77.  

Tricker, B. (2015). Corporate Governance: Principles, Policies, and Practices. 3d. Edn. 

Oxford University Press. 



 
55 

Van Gansberghe, C. N. (2005). “Internal Audit: Finding Its Place in Public Finance 

Management.” The World Bank Institute. Washington DC. 

 

Wennberg, I. 1993. Internrevisorer satsar på ny profil, Balans, nr 8-9. 

 

ÅRL 1995:1554 Årsredovisningslag 

  



 
56 

Appendix 1- Interview Guide  
 
1. Background (5 min) 

•   Name: Anonymous! 
•   Bank:  
•   What is your position? 
•   Number of years in the line of business? 
•   Professional background: 

 
2. General questions (5 minutes) 

•   Describe the internal audit function in your organisation. 
o   What is most important about the work you do? 

§   Why? 
•   How would you define your role as an internal auditor? 
•   How does auditing within banks differ from auditing in other companies? 

 
 
3. The interaction within the organisation (20 min) 

•   Describe how the different parties within CG relate to each other in the bank? (Focus 
on the internal audit, the board, and the AC).  

•   On whose assignment does the internal audit occur? 
•   How do you get information about current activities, and are there shortcomings 

regarding the information?  
•   To whom do you report your results? How has the way of reporting changed over the 

last 10 years? 
•   How is the internal audit controlled? 

o   How is the follow-up process of internal audit conducted? 
•   Has the introduction of the AC changed the internal auditors' position, and if so, how? 

(e.g., Has it become more independent?) 
•   How do you maintain independence? 
•   Describe the communication between the internal audit, the board of directors and the 

AC?  
o   Is there anything that could be improved in order for the communication to 

operate more effectively? 
 
4. Development (10 min) 

•   How long has the bank been working with internal auditing? 
•   How has the internal audit activity changed over time within the bank? 

o   What do you think are the main causes for these changes? 
•   Do you believe that the banking crisis (in the beginning of the 90s), financial crisis, 

and corporate scandals have affected the development of internal auditing? 
•   Do you believe that the scope of IA has been affected to a greater extent within banks 

than in other industries? 
•   Do you believe that the internal auditing function can be a step to regain trust in 

businesses if you look at recent corporate scandals and crises? 
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5. Laws and recommendations (10 min) 
•   In the aftermath of the financial crises, several new regulations for banks arose; do 

you think that they have helped or hindered your work? 
•   Which framework/guidelines do you take support from regarding the internal audit 

(which are more important for you to follow). 
•   Do you think that new frameworks/guidelines have affected the role/work of the 

internal audit?  
o   How? 

§    Do you think that these changes would have taken place even if new 
frameworks/guidelines would not have been developed? 

§   How much impact do you think that new frameworks/guidelines have 
had on the evolution of the role of internal audit? 

•   How does the Swedish Financial Supervisory Authority influence the work of internal 
auditing? 

•   What role has the internal audit had in building functions such as ‘compliance’ and 
‘operational risk’ within the organisation? 

•   Do you believe that the internal audit in banks can be improved? 
o   What would you like to change/improve in your work/role? 

 
6. Corporate Governance (10 min) 

•   Did the Swedish Code of CG affect the work of the internal audit (in general and in 
the bank)? 

•   How much of what the Swedish Code prescribes had the bank already implemented 
before the introduction of the Swedish Code? 

•   Does the bank deviate from any parts of the Swedish Code? 
o   If the answer is yes, In which parts and why? 

•   In general: Do you perceive that companies make many deviations from the revised 
Swedish Code?  

o   If the answer is yes, What parts do companies usually deviate from? 
 

 

 

 

 

 

 

 
 


