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Internal audit reporting lines, fraud risk decomposition,

and assessments of fraud risk
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Discussion and conclusions

Significant emphasis has been placed on the importance
of internal audit reporting lines in maintaining the inde-
pendence of internal auditors, but this emphasis has been
based almost solely on the intuitive appeal that accurate,
objective information can only be provided when internal
auditing has a direct reporting line to the audit committee
(Balkaran, 2007). We investigate the effects of reporting
line on internal auditors’ assessments of fraud risk in a
controlled, laboratory setting. Our results suggest that
requiring the internal audit function of an organization to
report directly to the audit committee may not be a wise
solution for internal auditor independence or objectivity
threats. We find that internal auditors decrease their
assessments of risk when the results of risk assessments
are reported directly to the audit committee, relative to
when the results are reported to management.
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