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1 Introduction

The contemporary corporate landscape is characterized by increasing regula-

tory complexity, heightened stakeholder expectations, and evolving risk envi-

ronments. Within this context, the effectiveness of internal audit functions

and corporate compliance mechanisms has emerged as a critical determinant of

organizational resilience and sustainable performance. Traditional governance

research has predominantly focused on structural aspects of board composition

and audit committee characteristics, often overlooking the behavioral dimen-

sions of board oversight and their direct influence on internal audit function

effectiveness. This research addresses this gap by developing and testing a

comprehensive framework that examines how specific board oversight behav-

iors—rather than mere structural attributes—shape internal audit effectiveness

and compliance outcomes.

Corporate governance literature has historically emphasized the importance

of board independence, financial expertise, and meeting frequency as determi-

nants of effective oversight. However, recent corporate failures and compliance
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breaches suggest that these structural metrics alone are insufficient to ensure ro-

bust governance. The internal audit function serves as a critical bridge between

board oversight and operational compliance, yet the mechanisms through which

board behaviors influence audit effectiveness remain inadequately understood.

This study posits that the quality of board oversight—manifested through spe-

cific behavioral patterns, inquiry techniques, and engagement styles—plays a

more significant role in enhancing internal audit effectiveness than traditional

structural indicators.

Our research introduces several novel contributions to the governance liter-

ature. First, we develop a behavioral taxonomy of board oversight that moves

beyond demographic and structural metrics to capture the qualitative dimen-

sions of director engagement. Second, we examine the mediating role of internal

audit function autonomy and psychological safety in the relationship between

board oversight and compliance outcomes. Third, we employ a mixed-methods

approach that combines quantitative regulatory compliance data with rich qual-

itative insights from board members and audit executives, providing a more

nuanced understanding of governance dynamics.

The central research questions guiding this investigation are: How do specific

board oversight behaviors influence internal audit function effectiveness? What

behavioral patterns distinguish high-performing oversight from merely compli-

ant oversight? To what extent does internal audit function autonomy mediate

the relationship between board oversight and corporate compliance outcomes?

These questions address critical gaps in our understanding of governance effec-

tiveness and offer practical insights for enhancing organizational compliance in

an increasingly complex regulatory environment.
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2 Methodology

This research employed a sequential mixed-methods design, combining quanti-

tative analysis of corporate compliance data with qualitative interviews of board

members and internal audit executives. The study population consisted of 350

publicly traded companies across multiple industries, selected based on regu-

latory filing completeness and diversity of governance structures. Quantitative

data were collected from regulatory filings, internal audit reports, and compli-

ance metrics over a three-year period, providing a comprehensive dataset for

analyzing the relationship between board oversight characteristics and compli-

ance outcomes.

Our methodological innovation lies in the development of a behavioral coding

framework for board oversight. Rather than relying solely on traditional met-

rics such as audit committee meeting frequency or director independence, we

developed a comprehensive coding scheme that captured qualitative aspects of

board engagement. This included analysis of board meeting minutes, director

questioning patterns, risk assessment approaches, and follow-up mechanisms.

The coding framework was validated through inter-rater reliability testing and

expert review, ensuring consistent application across the dataset.

Qualitative data were collected through semi-structured interviews with 45

board members and chief audit executives from a subset of 30 companies repre-

senting varying levels of compliance performance. The interview protocol was

designed to elicit rich descriptions of board-audit function interactions, oversight

behaviors, and perceived effectiveness drivers. Interview transcripts were ana-

lyzed using thematic analysis and grounded theory approaches, allowing for the

emergence of novel constructs and relationships not captured by quantitative

measures alone.

The measurement of internal audit effectiveness incorporated both objec-
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tive metrics—such as audit issue resolution time, control deficiency identifica-

tion rates, and regulatory finding recurrence—and perceptual measures gathered

through survey instruments. Corporate compliance was measured using a com-

posite index that included regulatory penalty frequency, disclosure accuracy,

and voluntary compliance initiative implementation. This multi-dimensional

approach to measurement addresses limitations in prior research that often re-

lied on single indicators of compliance effectiveness.

Statistical analysis employed structural equation modeling to test the hy-

pothesized relationships between board oversight behaviors, internal audit ef-

fectiveness, and compliance outcomes. Mediation analysis was conducted to

examine the role of internal audit autonomy and psychological safety in the

governance-compliance relationship. Qualitative data were integrated with quan-

titative findings through joint display analysis, providing a comprehensive un-

derstanding of the mechanisms through which board oversight influences com-

pliance outcomes.

3 Results

The analysis revealed several significant findings that challenge conventional

wisdom in corporate governance research. First, our results indicate that spe-

cific board oversight behaviors—particularly proactive inquiry patterns, cogni-

tive diversity in risk assessment, and temporal consistency in engagement—are

stronger predictors of internal audit effectiveness than traditional structural

metrics. Companies whose boards demonstrated high levels of these behavioral

characteristics showed significantly better compliance outcomes, even when con-

trolling for structural factors such as board size, independence, and financial

expertise.

Proactive inquiry patterns emerged as a critical differentiator between high-

4



performing and average oversight functions. Boards that consistently asked an-

ticipatory questions, challenged underlying assumptions, and explored second-

order consequences demonstrated stronger alignment with internal audit func-

tions and more effective risk identification. These inquiry patterns were char-

acterized by open-ended questioning, exploration of alternative scenarios, and

genuine curiosity about operational realities rather than mere compliance with

procedural requirements.

Cognitive diversity in risk assessment proved to be another significant pre-

dictor of internal audit effectiveness. Boards that incorporated diverse perspec-

tives—including non-traditional risk domains such as cyber resilience, cultural

risk, and emerging regulatory trends—enabled more comprehensive audit plan-

ning and risk coverage. This finding suggests that the composition of board

expertise should extend beyond financial and industry knowledge to include

broader risk assessment capabilities.

Temporal consistency in board engagement emerged as a novel construct

with substantial explanatory power. Companies where board oversight demon-

strated consistent engagement throughout the audit cycle—rather than concen-

trated around formal reporting periods—showed significantly higher internal

audit effectiveness scores. This consistent engagement pattern facilitated bet-

ter information sharing, more timely issue resolution, and stronger alignment

between board expectations and audit activities.

The mediating role of internal audit autonomy and psychological safety rep-

resented one of the most significant findings of this research. Our analysis

revealed that the relationship between board oversight behaviors and compli-

ance outcomes is partially mediated by the degree of autonomy granted to the

internal audit function and the psychological safety experienced by audit team

members. Boards that fostered environments where internal auditors felt safe

5



to raise concerns, challenge assumptions, and explore sensitive issues without

fear of reprisal achieved substantially better compliance outcomes.

Interestingly, our results challenge the conventional emphasis on audit com-

mittee meeting frequency as a primary indicator of oversight effectiveness. While

meeting frequency showed some correlation with compliance outcomes, the qual-

ity of engagement during those meetings proved to be a much stronger predictor.

Some companies with relatively infrequent formal meetings but high-quality en-

gagement demonstrated superior compliance performance compared to compa-

nies with frequent but procedural meetings.

The integration of qualitative and quantitative data revealed nuanced pat-

terns in board-audit function relationships. High-performing organizations demon-

strated what we term ’dialogic oversight’—characterized by mutual respect,

open communication, and collaborative problem-solving between boards and in-

ternal audit functions. This contrasted sharply with the ’transactional oversight’

observed in lower-performing organizations, where interactions were primarily

focused on compliance reporting and procedural requirements.

4 Conclusion

This research makes several important contributions to the corporate governance

literature and practice. By shifting the focus from structural board characteris-

tics to behavioral oversight patterns, we provide a more nuanced understanding

of how boards can effectively influence internal audit function effectiveness and

corporate compliance. The development of a behavioral taxonomy of board

oversight represents a significant theoretical advancement, offering researchers

and practitioners a more comprehensive framework for assessing and improving

governance effectiveness.

The finding that specific oversight behaviors—proactive inquiry, cognitive
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diversity, and temporal consistency—outperform traditional structural metrics

in predicting compliance outcomes has important implications for board com-

position, development, and evaluation. Organizations seeking to enhance their

compliance performance should consider these behavioral dimensions when se-

lecting and developing board members, moving beyond the conventional em-

phasis on demographic diversity and financial expertise.

The mediating role of internal audit autonomy and psychological safety intro-

duces important new constructs to governance research. These findings suggest

that boards can enhance compliance outcomes not only through direct over-

sight activities but also by creating environments that support internal audit

independence and psychological safety. This has practical implications for how

boards interact with internal audit functions and how they structure oversight

processes to encourage open communication and constructive challenge.

Several limitations of this research should be acknowledged. The study fo-

cused on publicly traded companies, and the findings may not fully generalize to

private organizations or non-profit entities. The reliance on self-reported data

for some behavioral measures introduces potential response bias, though this

was mitigated through triangulation with objective compliance metrics. Future

research could explore these relationships in different organizational contexts

and examine how emerging technologies such as artificial intelligence might in-

fluence board oversight behaviors and internal audit effectiveness.

In conclusion, this research demonstrates that the quality of board oversight

behaviors—rather than mere structural characteristics—plays a critical role in

determining internal audit function effectiveness and corporate compliance out-

comes. By focusing on specific behavioral patterns and creating environments

that support audit autonomy and psychological safety, boards can significantly

enhance their organization’s compliance performance and overall governance
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effectiveness. These findings offer practical guidance for boards seeking to im-

prove their oversight effectiveness and contribute to the development of more

robust governance frameworks in an era of increasing regulatory complexity.
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