Internal Controls on financial reporting of outsourced processes: A Research agenda

Abstract

Offshoring has become a strategic business model, pursued by firms to reduce costs and focus on core competency. Based on prior literature, and interviews, this study shows the importance of managing internal controls over financial reporting in offshore vendors, and how special-purpose third-party internal control reports (SPTIC, hereafter) impacts offshore vendors and their clients. In particular, we examine two questions: 1) What are the implications of SPTIC on offshore vendors and onshore clients (and their auditors); and 2) What future research opportunities exist related to internal controls and the implementation of SPTIC among offshoring activities? Our results are important for researchers focused on improving internal controls over financial reporting in India, as well as to foreign client firms and Indian vendors that try to meet U.S./foreign financial reporting standards.
