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Presentation Topics

• IIA Definition of Internal Audit

• Setting up an Internal Audit Function

• Critical Success Factors for an Internal Audit Function

• Internal Audit Mandate & Roles

• Internal Audit Relationships & Infrastructure

• Role of Internal Audit Role w.r.t

– Sarbanes Oxley Act

– Risk Management

– Fraud

• Relationship & Coordination with External Auditors

• Management of Reporting & Efficiency of Internal Audit
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IIA Definition

• “Internal Auditing is an independent , assurance and 

objective 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, governance & IT 

processes.”

This should include:

– Reliability & integrity of financial & operational information

– Effectiveness and efficiency of operations

– Safeguarding of assets

– Compliance with laws, regulations & contracts

Definition of Internal Audit
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1. When does my business require an Internal 
audit function?

Geographically 
Dispersed

Complexity of 
Transactions

Credibility with 
Investors & 
Creditors

Fraud & 
Corporate 

Misconduct

Internal & 
External Risks

Business
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2. How should my business set up an Internal 
audit function?

Business

Combination of 
In-house & Outsourced

In-house Internal Audit 
Function

Outsourced Internal 
Audit Function
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3. What are the Critical Success Factors for an 
Internal audit function?

Governance

Objectivity, 
Consistency & 

Business 
Understanding

Methodologies & 
Tools and 

Technologies

Value
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4. What drivers should business provide the 
Internal audit function – for getting maximum ROI?

Drivers

Respected by Management

Objective & Independent

Groom Talent

Risk focus

Encourage Proactiveness

Technology Driven

Empowerment
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5. What steps should the business take to ensure 
that Internal audit function is independent?

Independent from 
the activities 
being audited

Exercise it 
assignment on 

its own initiative

Free to report 
its findings

Clear authority to 
Communicate 
directly to the 

Board

Independence
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6. What steps should be the mandate of the 
Internal audit function?

Audit Charter

Roles & 
Responsibilities

Functional & 
Administrative 

Reporting
Scope Code of Ethics

Relationship 
with 

External 
Auditors
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7. What should be the major roles and 
responsibilities of Internal audit ?

Tone at the Top

Analysis of Business 
Processes

Information on Major Frauds

Reviews of Operational & 
Financial Performance

Existence & Value of Assets

Evaluate Existing 
Risk & Internal Control

Reviews of the Compliance 
Framework

Efficient & Effective
Business

Internal Audit
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8. To whom should Internal audit report 
functionally & administratively?

CFO

Chair of Audit 
Committee

Reporting to Advantages

Establishes 
audit status

Reinforces financial 
control

Good for audit 
independence

Disadvantages

CEO may have too 
many direct reports

Potential conflict of 
interest if audit 

findings reflect badly 
on CFO

Internal audit is no 
longer seen as 
supporting & 

partnering with 
management.

CEO
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9. What steps should the business take to develop a  good working
relationship between Internal audit and the Audit C ommittee?

Appointment or 
replacement of the 

Chief Audit Executive

Charter

Internal Audit Plan

Key Findings

Attend Audit 
Committee Meetings

Internal Audit

Audit Committee
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10. How does the business ensure that Internal 
audit has sufficient resources?

Operations Budget

Manpower Resources 

Benchmark with other Organizations

No Diversion of Manpower

Effective Internal 
Audit Function
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11. How does business ensure that Internal audit ge ts & 
maintains its expertise to conduct its assignments?

Established Job Descriptions

Promote Professional Development

Use Outside Experts for select assignments

Professional Development

Expert Internal 
Audit Function
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12. What steps should the business take to 
develop a good Internal audit plan?

Senior Management Inputs

Budget & Staff Resources Requirement

Flexibility

External Auditor Inputs

Good
Internal Audit Plan
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13. How does the Internal audit function help with the 
Sarbanes Oxley Compliance activities of the busines s?

Part of the core SOX 
project team

Work closely with external 
auditors

Scope of internal control

Build on existing control 
documentation

Issue an annual opinion on 
internal control

Audits of specific financial 
control processes

Business
Compliance

with
Sarbanes Oxley

Internal Audit
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13. How does the Internal audit function help with the 
Sarbanes Oxley Compliance activities of the busines s?

Part of the core SOX 
project team

Work closely with external 
auditors

Scope of internal control

Build on existing control 
documentation

Issue an annual opinion on 
internal control

Audits of specific financial 
control processes

Business
Compliance

with
Sarbanes Oxley

Internal Audit
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14. How does the Internal audit function help with 
Risk management for the business?

Effectively 
Manage Risks

Understand key 
business risks

Adherence to policies, 
plans, laws & regulations

Means of safeguarding assets

Evaluation of new projects

Cost effective controls

Assess the reliability and 
integrity of key financial & 

operating information

Internal Audit

Business
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15. How does the Internal audit function help with 
mitigating frauds faced by the business?

Construct, evaluate & test 
antifraud processes

Fraud assessments

Linking & documenting 
antifraud control activities

Leading & supporting 
investigations

Leading or supporting 
remediation efforts

Reporting

Effective
Mitigation of 

Frauds

Internal Audit

Business
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16. How are Internal auditors roles different from 
External auditors?

Internal Auditors

Appointed by the management

External Auditors

Concerned with processes, 
business risks & controls

Scope is governed by the 
requirements of the 

management

Appointed by the shareholders

Concerned with accuracy & 
expressing an opinion on the 

financial statements

Scope is governed by laws & 
regulations of the country
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• Senior management should review the plans of external & internal
auditors & ensure that all areas are covered & there is no duplication

• Internal audit staff are used on external audit assignments only where it 
is beneficial to the business

• Relationship between internal & external auditors should be one of 
mutual professional respect

17. How does the business ensure that the activitie s of Internal
audit are coordinated with those of the External au ditors?

Internal
Audit

External
Audit

Audit
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18. What kind of a reporting mechanism should be 
developed by the business for Internal audit findin gs?

Summary 
Internal Audit 

Report

Document on 
Internal Control 

Deficiencies

Findings & 
Recommendations 

for Improving 
Internal Control

Business
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• Ensure that management accepts responsibility for 

monitoring corrective action on weaknesses reported 

by Internal Audit

• Ensure that senior management periodically reviews 

high risk outstanding audit recommendations as part of 

a management process

19. How is the business expected to manage 
Internal audit findings & recommendations?

• Ensure that the CEO meets periodically with the Chief Audit Executive to 

obtain inputs on risks & controls.

• Ensure that the Audit Committee receives periodic reports on high risk audit 

recommendations that have not been resolved.
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20. How does the business assess the 
effectiveness of the Internal audit function?

Performance 
Measures

Customer Satisfaction Surveys

Post Audit Debriefing

Internal Quality Assurance 
Reviews
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THANK YOU AND HAVE A GREAT DAY!!!

Fred Kaplan, MBA, CBM

Director of Financial Consulting

Relevante, Inc.

Questions & Answers


