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Prof.dr. E.H.J. Vaassen: After the Sarbanes

Oxley Act of 2002 (SOx) became effective in the US,

internal control has gone through a revival. In

order to become SOx-compliant, companies have to

put such controls in place that there is reasonable

assurance regarding the reliability of financial re-

porting. A growing body of research into internal

control aimed at reliable financial reporting has

emerged in the post-SOx era. However, since SOx

does only pay very limited attention to the remai-

ning control objectives as defined in the COSO-re-

port (1992), i.e. effectiveness and efficiency of ope-

rations, and compliance with applicable laws and

regulations, research into these internal control ob-

jectives is somewhat underdeveloped in the litera-

ture on internal control. 

This paper describes a potential direction for

research in the field of internal control that aims

to create more balance between practice, and theo-

ry, and between the internal control objectives as

defined by COSO. I argue that future research in

this area will have to pivot on compliance issues.

For that purpose, I draw upon three notions of

compliance as distinguished by Bace & Rozwell

(2006), i.e. regulatory compliance, commercial

compliance, and organizational compliance. Re-

gulatory compliance pertains to compliance with

laws and regulations that are imposed by legisla-

tors and regulators. Commercial compliance per-

tains to compliance with formal and informal

agreements or contracts between business part-

ners. Organizational compliance pertains to com-

pliance with internal procedures and guidelines

within organizations. From an internal control

point of view, it is important to recognize that re-

gulatory and commercial compliance require-

ments always must be translated into organizatio-

nal rules that must be complied with. By doing so,

a significant contribution is given to the realizati-

ons of the internal control objectives of effective-

ness and efficiency of operations, reliability of fi-

nancial reporting, and compliance with applicable

laws and regulations.

Internal control objectives
The three internal control objectives as described in

COSO (1992) all boil down to compliance. This secti-

on elaborates on this issue, arguing that organiza-

tional compliance is at the heart of any internal

control system.

MCA: maart 2007, nummer 2 45

Compliance:
RESEARCH
OPPORTUNITIES IN
INTERNAL CONTROL 
FOCUS ON ORGANIZATIONAL
COMPLIANCE

Although internal control has become a major issue in the corporate

world, research in internal control still is somewhat underdeveloped.

The Sarbanes Oxley Act gave a new impetus to research in internal

control, but only did so with respect to the objective of reliability of

financial reporting. This paper describes a potential direction for

research in the field of internal control that aims to create more

balance between practice and theory, and between internal control

objectives. If thereby argues that future research in internal control will

have to pivot on compliance issues.



Effectiveness and efficiency of 
operations
Using internal control instruments, effectiveness

and efficiency of operations can only be achieved to a

certain extent. Internal control cannot give any as-

surance that the right strategy, mission, vision, or

goals are formulated. It rather gives a certain degree

of assurance that the formulated strategy, mission,

or vision are complied with or that all organization

members do their utmost to realize the organiza-

tion’s goals. In the same manner, internal control

gives a certain degree of assurance that procedures

and management directives are complied with. Here

I arrive at an inherent limitation of internal control.

Operations can only be considered effective within

the inherent limitations of internal control, i.e.

that a benchmark is always needed to judge effecti-

veness. The same holds for efficiency of operations.

Efficiency often is used to express economy. How-

ever, in most instances, it is impossible to deter-

mine if costs indeed are the lowest possible. To deal

with this problem organizations may have procedu-

res in place that try to simulate the market on a

micro scale. If these procedures, as codified in for-

mal management directives are complied with,

then operations are said to be efficient, although in

reality the costs may still be too high due to unobser-

vability of the true costs. Hence, the internal control

notion of effectiveness and efficiency of operations

is in effect compliance with formulated strategy,

mission, vision, procedures and management direc-

tives, or in other words organizational compliance.

Reliability of financial reporting
Reliability of financial reporting is the quintessen-

tial objective of internal control under SOx. To use

internal control for the enhancement of reliability

of financial reporting or reliability of information

in general, basically the following three types of in-

struments can be employed (Simons, 1995, p.181):

1. structural safeguards, including segregation of

duties, defined levels of authorization, and re-

stricted access to valuable assets;

2. staff safeguards, including hiring and training

of accounting, control and internal audit staff,

providing the applicable resources to facilitate

proper record keeping, and job rotation;

3. system safeguards, including record keeping,

documentation and audit trail, and manage-

ment reporting.
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Each of these types of internal controls is guided by

internal procedures. E.g., segregation of duties, hi-

ring accounting personnel, and making journal en-

tries are all described in procedures that are autho-

rized by management. Hence, the internal control

notion of reliability of financial reporting is in ef-

fect compliance with internal procedures, or in

other words organizational compliance.

Compliance with applicable laws 
and regulations
A more straightforward compliance objective of in-

ternal control is compliance with applicable laws

and regulations. Any organization has to comply

with various laws and regulations, including the

Civil Code, the Constitution, Privacy Laws, Environ-

mental Laws, Generally Accepted Accounting Princi-

ples, and Tax Laws. Internal control can give reaso-

nable assurance that applicable laws and regulations

are complied with. Since internal control may be

considered cause and effect of compliance, it is con-

ducive to make a distinction between regulatory

compliance aimed at improving the quality of inter-

nal controls (e.g., compliance with SOx or the vari-

ous corporate governance codes that have been deve-

loped worldwide, mostly aimed at enhancing the

reliability of financial reporting by means of inter-

nal controls) and regulatory compliance as the result

of sound internal controls (e.g., compliance with

any law an organization must comply with). The lat-

ter is a direct outcome of organizational compliance

since putting the right internal controls in place

that prevent, or detect and correct any deviations

from the designated law, will be the outcome of

complying with internal procedures. Hence, the in-

ternal control notion of compliance with applicable

laws and regulations – especially regulatory compli-

ance as a result of sound internal controls – is in ef-

fect compliance with internal procedures, or in

other words organizational compliance.

From an internal control perspective, commerci-

al compliance, or meeting contractual obligations

with business partners, is comparable to regulatory

compliance. In both cases internal procedures must

be put in place that make the organization comply

with either laws and regulations (regulatory compli-

ance) or contracts with business partners (commer-

cial compliance). Hence, the internal control notion

of commercial compliance is in effect compliance

with internal procedures, or in other words organi-
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zational compliance. In conclusion, organizational

compliance is at the heart of the internal control sys-

tem of any organization. However, compliance is

not a goal as such. It always aims to serve business

and information objectives in the realm of internal

control (Gable, 2006; Schneider, 2006; Edwards,

2005; KPMG, 2005; Sammer, 2005; Pricewaterhouse-

Coopers, 2003). Figure 1 illustrates the relationship

between internal control and its objectives, and the

role of organizational compliance therein.

Procedural justice
An important issue in compliance with applicable

laws and regulations, whether it pertains to regula-

tory, commercial or organizational compliance is

the perceived fairness of the underlying regulatory

processes. If the processes that define laws, con-

tracts, strategic plans, mission statements, vision

statements, goals, procedures and management di-

rectives do not seem to be legitimate, then the out-

comes of these processes may be questioned by the

individuals that are involved in compliance. This

aspect of compliance is generally referred to as pro-

cedural justice, which means that regulatory pro-

cesses must be perceived as fair to be effectively

complied with (Konovsky, 2000; Maiese, 1994; Le-

venthal, 1980; Thibaut & Walker, 1978). This is espe-

cially relevant in the realm of SOx compliance,

which more and more is considered a law that ap-

proaches internal control in a formal way and as a

result will not lead to real internal control improve-

ments (see Baker, 2005; Wagner & Dittmar, 2006).

Hence, the relationship between regulatory compli-

ance aimed at improving the quality of internal

controls and internal control is moderated by the

perceived fairness of the underlying regulatory pro-

cesses. However, this relationship is also moderated

by the pressure felt by the individuals that are in-

volved in compliance for internal controls to be ef-

fective. Figure 2 illustrates the moderated relation-

ship between regulatory compliance aimed at

improving the quality of internal controls and in-

ternal control.

Management control and internal 
control
Most internal controls are mechanistic by nature.

This means that solutions for business problems are

sought among formal procedures, reconciliations

and segregation of duties, hence through a system

of checks and balances. As such, internal control

cannot directly contribute to organizational perfor-

mance. Management control is a notion of control

that sets out to improve organizational performance

by trying to influence the behavior of an organiza-

tion's personnel into the direction that the organi-

zation’s management believes is appropriate.

Hence, management control and internal control

are interrelated. This interrelationship goes along

two lines. First, internal control influences ma-

nagement control since improved internal controls

lead to more reliable information. Since any ma-

nagement control system needs reliable informa-

tion to be effective (e.g., performance-based

rewards are allocated on the basis of reported ear-

nings) internal control is an enabler of effective ma-

nagement control. Second, management control

influences internal control since improved manage-

ment controls exert pressure on internal controls to

be effective (e.g., management control may lead to

a general awareness in an organization that data re-

cording and checking are important). So, the relati-

onship between internal control and management

control is reciprocal. Figure 3 illustrates the relati-

onship between internal control and management

control as it is moderated by the reliability of infor-

mation and pressure for internal controls to be

effective.

Research opportunities
Internal control research could greatly benefit from

internationally established traditions in the realm

of internal control and related disciplines such as

accounting and administrative organization. An

example of such a rich tradition can be found in the

Netherlands where education and practice in this

field started more than 100 years ago. Moreover, the

level at which these developments took place, has

been subject to high performance standards from

the outset. However, as already indicated, research

has remained low profile. At the beginning of the

20th century, a general textbook that laid down the

accounting and administrative organization per

type of organization had neither been written in

the Netherlands, nor in the rest of the world. This

led one of the leading Dutch authors in this field to

state (Polak 1922): ‘(...) They [the students] see the
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accounting and administrative organization but

they lack the principles (...).’ This is why he under-

took a first attempt at formulating such principles.

Although his principles were strongly geared to-

wards the design of the bookkeeping system, they

can be regarded as a trigger of what later developed

into accounting and administrative organization in

combination with internal control as we know it

today. As the years went by, the discipline was

broadened. In the 60s the integral body of thought

on accounting and administrative organization was

recorded in a series of, by now, standard textbooks

on accounting and administrative organization

(Starreveld, 1963).

Internal control now is a common, yet theoreti-

cally unexplored process in any organization.

Hence, I believe that the central problem of any in-

ternal control research project should be that in

practice there is a lot of attention to internal con-

trol, but there is insufficient understanding of its

influencing factors and effects. As a result, internal

control systems are often ineffective and the orga-

nizational implications severe, as evidenced by the

series of high profile corporate frauds and accoun-

ting scandals in the last decades, which not only

pertain to reliability of financial reporting but also

to efficiency and effectiveness of operations, and

compliance with applicable laws and regulations.

Based on my analyses in the preceding sections,

initially three classes of variables are eligible for

further investigation. These classes are:

1. internal control objectives;

2. procedural justice;

3. management control and internal control.

Each of these fields can be investigated in isolation,

but preferably in combination. Hence, the research

questions of an internal control research agenda

may include:

1. How do pressures exerted through management

control instruments influence the effect of regu-

latory compliance aimed at improving the quality

of internal controls on internal control?

2. How does perceived fairness of regulatory proces-

ses influence the effect of regulatory compliance

aimed at improving the quality of internal con-

trols on internal control?

3. What factors explain the effectiveness of internal

control systems as to the realization of their ob-

jectives in the realm of information reliability,

operations effectiveness and efficiency, regulato-

ry compliance as the result of sound internal con-

trols, and commercial compliance?

4. How does organizational compliance affect infor-

mation reliability?

5. To what degree do information reliability impro-

vements increase the positive effect of internal

controls on management controls?

6. To what degree do pressures for internal controls

to be effective increase the positive effect of ma-

nagement controls on internal controls?

By using, contributing to, and integrating para-

digms that are internationally well established and

combining these with insights from education and

practice in the realm of accounting and administra-

tive organization, internal control research should

attempt to contribute to the existing body of re-

search by: 
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1. merging insights from procedural justice, ma-

nagement control and internal control into a

more comprehensive, testable theory of organiza-

tional control with a focus on organizational

compliance;

2. enabling the development of best practices in in-

ternal control policy formulation by exploring the

factors that influence internal control and the ef-

fects of internal control on its objectives.

My proposal is neither ‘sexy’ nor innovative, but its

execution is vital if we are to learn from observed

internal control problems. We need to understand

what internal control does to the firm and define

avenues to improve it. From that viewpoint, it is re-

markable there are so few research initiatives that

focus on the issues as described in this paper, despi-

te the various calls (as in this paper) for more re-

search in this domain.
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