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INTERNAL AUDITING AS A CATALYST FOR
IMPROVING
AN ORGANIZATION’S GOVERNANCE

Internal auditing is an independent, objective assurance and
consulting activity designed to add value and improve an organization's
operations. It helps an organization accomplish its objectives by
bringing a systematic, disciplined approach to evaluate and improve the
effectiveness of risk management, control, and governance processes
[1]. Internal auditing is a catalyst for improving an organization's
governance, risk management and management controls by providing
insight and recommendations based on analyses and assessments of data
and business processes. Professionals called internal auditors are
employed by organizations to perform the internal auditing activity.

The scope of internal auditing within an organization is broad and
may involve topics such as an organization's governance, risk
management and management controls over: efficiency/effectiveness of
operations (including safeguarding of assets), the reliability of financial
and management reporting, and compliance with laws and regulations.
Internal auditing may also involve conducting proactive fraud audits to
identify potentially fraudulent acts; participating in fraud investigations
under the direction of fraud investigation professionals, and conducting
post investigation fraud audits to identify control breakdowns and
establish financial loss. The Institute of Internal Auditors (I1A) is the
recognized international standard setting body for the internal audit
profession and awards the Certified Internal Auditor designation
internationally through rigorous written examination. Other designations
are available in certain countries [2]. In the United States the
professional standards of the Institute of Internal Auditors have been
codified in

several states' statutes pertaining to the practice of internal auditing
in government (New York State, Texas, and Florida being three



examples). There are also a number of other international standard
setting bodies.

Internal auditors work for government agencies (federal, state and
local); for publicly traded companies; and for non-profit companies
across all industries. Internal auditing departments are led by a Chief
Audit Executive ("CAE") who generally reports to the Audit Committee
of the Board of Directors, with administrative reporting to the Chief
Executive Officer (In the United States this reporting relationship is
required by law for publicly traded companies).

A typical internal audit assignment involves the following steps:

1. Establish and communicate the scope and objectives for the audit
to appropriate management.

2. Develop an understanding of the business area under review. This
includes objectives, measurements, and key transaction types. This
involves review of documents and interviews. Flowcharts and narratives
may be created if necessary.

3. Describe the key risks facing the business activities within the
scope of the audit.

4. ldentify management practices in the five components of control
used to ensure each key risk is properly controlled and monitored.
Internal Audit Checklist can be a helpful tool to identify common risks
and desired controls in the specific process or industry being audited.

5. Develop and execute a risk-based sampling and testing approach
to determine whether the most important management controls are
operating as intended.

6. Report issues and challenges identified and negotiate action plans
with management to address the problems [3].

Audit assignment length varies based on the complexity of the
activity being audited and Internal Audit resources available. Many of
the above steps are iterative and may not all occur in the sequence
indicated.

In addition to assessing business processes, specialists called
Information Technology (IT) Auditors review information technology
controls [5].

Management is responsible for internal control, which comprises
five critical components: the control environment; risk assessment; risk
focused control activities; information and communication; and
monitoring activities. Internal auditors perform audits to evaluate
whether the five components of management control are present and



operating effectively, and if not, provide recommendations for
improvement. In the United States, internal auditors may assist
management with compliance with the Sarbanes-Oxley Act (SOX).

So, the recommendations in an internal audit report are designed to
help the organization achieve effective and efficient governance, risk
and control processes associated with operations objectives, financial
and management reporting objectives; and legal/regulatory compliance
objectives.

Audit findings and recommendations may also relate to particular
assertions about transactions, such as whether the transactions audited
were valid or authorized, completely processed, accurately valued,
processed in the correct time period, and properly disclosed in financial
or operational reporting, among other elements [4].
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