
Chapter 1

INTRODUCTION

Introduction

The third edition of the Internal Auditing Handbook reflects the significant changes in the field of
internal auditing over the last few years. Since the last edition, there have been many developments
that impact the very heart of the audit role. There really are ‘new look’ internal auditors who
carry the weight of a heightened expectation from society on their shoulders. Auditors no longer
spend their time looking down at detailed working schedules in cramped offices before preparing
a comprehensive report on low-level problems that they have found for junior operational
managers. They now spend much more time presenting ‘big picture’ assurances to top executives
after having considered high-level risks that need to be managed properly. Moreover, the internal
auditor also works with and alongside busy managers to help them understand the task of
identifying and managing risks to their operations. At the same time, the internal auditor has
to retain a degree of independence so as to ensure the all-important professional scepticism
that is essential to the audit role. The auditor’s report to the board via the Audit Committee
must have a resilience and dependability that is unquestionable. These new themes have put the
internal auditor at the forefront of business and public services as one cornerstone of corporate
governance – and the new Internal Auditing Handbook has been updated to take this on board.
The third edition of the Internal Auditing Handbook contains all the detailed material that formed
the basis of the second edition and has been expanded in the following manner:

1. The new edition has been updated to reflect the Institute of Internal Auditor’s (IIA) International
Standards for the Professional Practice of Internal Auditing that were released during 2009.

2. Each chapter has a new section on new developments to reflect changes that have occurred
since the second edition was published.

3. A series of multi-choice questions has been developed and included at the end of each chapter.
4. A number of important contributions from Dan Swanson on Information Systems auditing and

other topics have been included throughout the book.

Change is now a constant and we have tried not to focus too much on specific events such
as the 2007/2008 Credit Crunch, the resulting recession and the Madoff fraud, since it is the
principles of internal auditing that remain constant, regardless of the latest scandal to impact the
economy. Please have a look at the IIA’s web site at www.theiia.org to keep up to date with latest
developments.

Back in 1997, the first edition of the Handbook described internal auditing as a growing
quasi-profession. The quantumleap that occurred between the old and the new millennium is that
internal auditing has now achieved the important status of being a full-blown profession. Note
that the term chief audit executive (CAE) is used throughout the handbook and this person is
described by the IIA:
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2 THE INTERNAL AUDITING HANDBOOK

The chief audit executive is a senior position within the organization responsible for internal
audit activities. Normally, this would be the internal audit director. In the case where internal
audit activities are obtained from external service providers, the chief audit executive is the
person responsible for overseeing the service contract and the overall quality assurance of these
activities, reporting to senior management and the board regarding internal audit activities, and
follow-up of engagement results. The term also includes titles such as general auditor, head of
internal audit, chief internal auditor, and inspector general.

The areas that are included in this chapter are:

1.1 Reasoning behind this Book
1.2 The IIA Standards and Links to the Book
1.3 How to Navigate around the Book
1.4 The Handbook as a Development Tool
1.5 The Development of Internal Auditing

Summary and Conclusions
Assignments and Multi-choice Questions

1.1 Reasoning behind the Book

The original Internal Auditing Handbook focused on the practical aspects of performing the audit
task. It contained basic material on managing, planning, performing and reporting the audit,
recognizing the underlying need to get the job done well. The new edition has a different focus.
Now, we first and foremost need to understand the audit context and how we fit into the wider
corporate agenda. It is only after having done this that we can go on to address the response to
changing expectations. In fact, we could argue that we need to provide an appropriate response
rather than think of the audit position as being fixed and straightforward. It is no longer possible
to simply write about an audit programme and how this is the best way to perform the audit
task. To do justice to the wealth of material on internal auditing, we must acknowledge the
work of writers, thought leaders, academics, journalists and noted speakers at internal audit (IA)
conferences. The first and second editions of the Internal Auditing Handbook set out the author’s
views and understanding of the audit role. The new Handbook contains a whole range of different
views and extracts of writings from a variety of representatives from the audit community. There
are also special contributions from Richard Todd and Andy Wynne who have provided several
examples, written specially for the Handbook, taken from their many years of professional internal
auditing work. Gerald Vinten, Paul Moxey, Mohammed Khan, John Watts and Neil Cowan have
likewise shared their experiences with the reader. Dan Swanson has provided many important
contributions to the new handbook. Dan is an IA veteran who is also a former director of
professional practices at the IIA. He has completed audit projects for more than 30 different
organizations and has almost 25 years of auditing experience in government at federal, provincial
and municipal levels, as well as in the private sector. Dan Swanson has also been a long-time
columnist for Compliance Week, a leading US governance, risk and compliance publication.

The new context for internal auditing is set firmly within the corporate governance arena. The
IIA definition of internal auditing was not changed when the standards were revised in January
2009 and remains as follows:

Internal auditing is an independent, objective assurance and consulting activity designed to add
value and improve an organisation’s operations. It helps an organisation accomplish its objectives
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INTRODUCTION 3

by bringing a systematic, disciplined approach to evaluate and improve the effectiveness of risk
management, control and governance processes.

The Internal Auditing Handbook has early chapters on Corporate Governance Perspectives,
Managing Risk and Internal Controls. It is only after having addressed these three inter-related
topics that we can really appreciate the IA role. There are chapters on quality, professional
standards, audit approaches, managing IA, planning, performance and reporting audit work and
specialist areas such as fraud and IS auditing. The final chapter attempts to look at our future and
changes that may well be on the way. The new Handbook includes several new references and
quotes from a wide variety of sources; since all views are important, even where they conflict.
This variety can only help move the profession onwards and upwards. The Handbook rests firmly
on the platform provided by the International Standards for the Professional Practice of Internal
Auditing as part of the International Professional Practices Framework (IPPF). Internal auditing
is a specialist career and it is important that we note the efforts of a professional body that
is dedicated to our chosen field. Note that despite the recent changes in the field of internal
auditing, there is much of the first book that is retained in the new edition. Change means we
build on what we, as internal auditors, have developed over the years rather than throw away
anything that is more than a few years old. That is why the original material from the second
edition has not been discarded, as the saying goes – it is important not to throw away the baby
with the bath water. Note that all references to IIA definitions, code of ethics, IIA attribute and
performance standards, practice advisories and practice guides relate to the IPPF prepared by the
IIA in 2009.

1.2 The IIA Standards and Links to the Book

The Handbook addresses most aspects of internal auditing that are documented in the IIA
International Standards for the Professional Practice of Internal Auditing. In late 2005, the IIA’s
Executive Committee commissioned an international Steering Committee and Task Force to
review the Professional Practices Framework (PPF), the IIA’s guidance structure and related
processes. The Task Force’s efforts were focused on reviewing the scope of the framework and
increasing the transparency and flexibility of the guidance’s development, review and issuance
processes. The results culminated in a new IPPF and a reengineered Professional Practices Council,
the body that supports the IPPF. The Attribute Standards outline what a good IA setup should
look like, while the Performance Standards set a benchmark for the audit task. Together with
the Practice Advisories, Position Statements and Practice Guides and other reference material (as
at October 2009), they constitute a professional framework for internal auditing. The IIA’s main
Attribute and Performance Standards are listed below:

ATTRIBUTE STANDARDS

1000 – Purpose, Authority, and Responsibility
The purpose, authority, and responsibility of the internal audit activity must be formally defined
in an internal audit charter, consistent with the Definition of Internal Auditing, the Code of
Ethics, and the Standards. The chief audit executive must periodically review the internal audit
charter and present it to senior management and the board for approval.

1100 – Independence and Objectivity
The internal audit activity must be independent, and internal auditors must be objective in
performing their work.
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4 THE INTERNAL AUDITING HANDBOOK

1200 – Proficiency and Due Professional Care
Engagements must be performed with proficiency and due professional care.

1300 – Quality Assurance and Improvement Program
The chief audit executive must develop and maintain a quality assurance and improvement
program that covers all aspects of the internal audit activity.

PERFORMANCE STANDARDS

2000 – Managing the Internal Audit Activity
The chief audit executive must effectively manage the internal audit activity to ensure it adds
value to the organization.

2100 – Nature of Work
The internal audit activity must evaluate and contribute to the improvement of governance, risk
management and control processes using a systematic and disciplined approach.

2200 – Engagement Planning
Internal auditors must develop and document a plan for each engagement, including the
engagement’s objectives, scope, timing and resource allocations.

2300 – Performing the Engagement
Internal auditors must identify, analyze, evaluate, and document sufficient information to achieve
the engagement’s objectives.

2400 – Communicating Results
Internal auditors must communicate the engagement results.

2500 – Monitoring Progress
The chief audit executive must establish and maintain a system to monitor the disposition of
results communicated to management.

2600 – Resolution of Senior Management’s Acceptance of Risks
When the chief audit executive believes that senior management has accepted a level of residual
risk that may be unacceptable to the organization, the chief audit executive must discuss the
matter with senior management. If the decision regarding residual risk is not resolved, the chief
audit executive must report the matter to the board for resolution.

1.3 How to Navigate around the Book

A brief synopsis of the Handbook should help the reader work through the material. It is clear that
the Handbook is not really designed to be read from front to back but used more as a reference
resource. Having said that, there should be some logic in the ordering of the material so that it
fits together if the reader wishes to work through each chapter in order. One important point to
make is that although most chapters contain 10 main sections, they are each of variable length.
Some readers find different chapter lengths inconvenient, but there is little point trying to fit set
material into standard boxes when some chapters naturally consume more material than others.
In fact, some sections are quite long because they need to cover so much ground. Apologies in
advance if this policy proves bothersome at all.

Chapter 1 – Introduction

This first chapter deals with the content of the handbook and lists the International Standards for
the Professional Practice of Internal Auditing. It also covers the way the handbook can be used as
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INTRODUCTION 5

a development tool for the IA staff, linked to website material that can be used to form the basis
of learning workshops and resources. The way internal auditing has developed over the years is
an important aspect of the chapter, whereby the progress of the profession is tracked in summary
form from its roots to date. It is important to establish the role of IA at the start of the book to
retain this focus throughout the next few chapters that cover corporate perspectives. Note that
the IA process appears in some detail from Chapter 5 onwards. Likewise our first encounter with
the IPPF appears in this chapter based on the ‘Platform’ theory to underpin the entire Handbook.

Chapter 2 – Corporate Governance Perspectives

Chapter 2 covers corporate governance in general, in that it summarizes the topic from a business
standpoint rather than focusing just on the IA provisions. A main driver for ‘getting things right’
is the constant series of scandals that have appeared in every developed (as well as developing)
economy. The governance equation is quickly established, and then profiles of some of the
well-known scandals are used to demonstrate how fragile the accountability frameworks are.
New look models of corporate governance are detailed using extracts from various codes and
guidance to form a challenge to business, government and not-for-profit sectors. Note that the
chapter may be used by anyone interested in corporate governance as an introduction to the
subject. The section on internal auditing is very brief and simply sets out the formal role and
responsibilities, without going into too much detail. One topic that stands out in the chapter
relates to audit committees as many view this forum as the key to ensuring corporate responsibility
and transparency. The corporate governance debate is ongoing and each new code refers to
the need to start work on updates almost as soon as they are published. As such, it is never
really possible to be up to date at publication and the reader is advised to keep an eye on new
developments as and when they arise.

Chapter 3 – Managing Risk

Many writers argue that we are entering a new dimension of business, accounting and audit
whereby risk-based strategies are essential to the continuing success of all organizations. Reference
is made to various risk standards and policies, and we comment on the need to formulate a risk
management cycle as part of the response to threats and opportunities. The corporate aspiration
to embed risk management into the way an organization works is touched on. The growing
importance of control self-assessment has ensured this appears in the Handbook, although this
topic is also featured in the chapter on audit approaches. The chapter closes with an attempt to
work through the audit role in risk management and turns to the published professional guidance
to help clarify respective positions. There is a link from this chapter to risk-based planning in the
later chapter on Setting an Audit Strategy. Throughout the Handbook, we try to maintain a link
between corporate governance, risk management and internal control as integrated concepts.

Chapter 4 – Internal Controls

Some noted writers argue that internal control is a most important concept for internal auditors
to get to grips with. Others simply suggest that we need to understand where controls fit into
the risk management equation. Whatever the case, it is important to address this topic before
we can get into the detailed material on internal auditing. An auditor armed with a good control
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6 THE INTERNAL AUDITING HANDBOOK

model is more convincing that one who sees controls only as isolated mechanisms. Chapter 4
takes the reader through the entire spectrum of control concepts from reasoning, control models,
procedures, and the link to risk management. One key section concerns the fallacy of perfection
where gaps in control and the reality of imperfection are discussed. This forms the basis for most
business ventures where uncertainty is what creates business opportunities and projects. With the
advent of risk management, this does not mean controls take a back seat; it just means controls
need to add value to the business equation.

Chapter 5 – The Internal Audit Role

This chapter moves into the front line of IA material. Having got through the reasoning behind
the audit role (governance, risk management and control), we can turn to the actual role. The
basic building blocks of the charter, independence, ethics and so on are all essential aspects of
the Handbook. Much of the material builds on the original first edition of the Handbook and
is updated to reflect new dimensions of auditing. One key component is the section on audit
competencies, which forms the balancing factor in the equation – ‘the challenges’ and ‘meeting
the challenges’. Most auditors agree that there is the set audit role and then there are variations of
this role. Those who have assumed one particular variation of the audit role need to appreciate
where it fits into the whole.

Chapter 6 – Professionalism

The auditors’ work will be determined by the needs of the organization and the experiences
of senior auditors, and most audit shops arrive at a workable compromise. One feature of the
upwards direction of the IA function is the growing importance of professional standards as a
third component of the equation we discussed earlier. Some of the published standards are
summarized in this chapter, although the main footing for the Handbook revolves around the
IPPF. Moreover, quality is a theme that has run across business for many years. If there are quality
systems in place, we are better able to manage the risk of poor performance. It would be ironic
for IA reports to recommend better controls over operations that are reviewed when the audit
team has no system in place that ensures it can live up to professional standards. Processes that
seek to improve the IA product are covered in this chapter, including the important internal and
external reviews that are suggested by audit standards.

Chapter 7 – The Audit Approach

The range and variety of audit services that fall under the guise of internal auditing have already
been mentioned. A lot depends on the adopted approach and rather than simply fall into one
approach, it is much better to assess the possible positions armed with a knowledge of what is
out there. Once we know what we will be providing, we can think about a suitable structure
for the audit shop. The growing trend to outsourcing the IA function has meant a separate
section on this topic with an illustration. Control risk self-assessment (CRSA) is also detailed
along with tips on facilitation skills. It is possible to integrate the CRSA technique with the audit
process and this interesting concept is the feature of this chapter. Other specialist audit work
involving management investigations, fraud investigations and information systems auditing is also
mentioned. The IPPF acknowledge the linked trend towards more consulting work by IA outfits
and the consulting approach has its own section.
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INTRODUCTION 7

Chapter 8 – Setting an Audit Strategy

One view is that formulating an IA strategy is one of the most important tasks for the CAEs. In
itself, this task depends on an intimate understanding of the corporate context, the audit role and
competencies and challenges that add value to the business. The CAE needs to define a strategy,
set standards, motivate staff and then measure what is done to have a half chance at delivering
a successful audit service. The chapter includes a section on establishing a new audit shop, by
bringing everything together, either in-house or through outsourced arrangements.

Chapter 9 – Audit Field Work

Audit field work covers the entire audit processes from planning the assignment to reporting
the results, while interviewing is the primary means of obtaining information for the audit. One
interesting aspect of this chapter is the section on working papers. This section on working papers
establishes that good working papers can help develop findings and the draft report. Formal
presentations are becoming increasingly popular and this is dealt with in this chapter.

Chapter 10 – Meeting the Challenge

This final short chapter attempts to track key developments that impact on internal auditing and
includes comments from various sources on its future direction.

1.4 The Handbook as a Development Tool

All internal auditors need to be professionally competent and all IA shops need likewise to
demonstrate that they add value to the risk management, control and governance processes.
While a great deal of high-level work may be undertaken by the CAE in terms of strategy, budgets
and audit plans, the bottom line comes down to the performance of each and every individual
auditor. It is this person who must carry the burden of the expectation that IA will be a foundation
for governance in the employing organization. The Internal Auditing Handbook is a collection of
reference material that can be used to help support the internal auditor’s constant drive to
professionalism. It contains a basic foundation of audit information that should be assimilated by
competent internal auditors. The handbook can also be used as an induction tool for new auditors
where they work through each chapter and then under the supervision of an appointed coach
are encouraged to tackle the relevant assignments and multi-choice questions at the end of most
chapters. In this way, new staff members can be monitored as they submit their written response
to each set of questions. It should take around two weeks to work through the handbook and
prepare formal responses to each chapter’s set questions (see Appendix A).

1.5 The Development of Internal Auditing

IA is now a fully developed profession. An individual employed in IA 10 years ago would find
an unrecognizable situation in terms of the audit role, services provided and approach. For a full
appreciation of internal auditing, it is necessary to trace these developments and extend trends
into the future. It is a good idea to start with the late Lawrence Sawyer, known as the Godfather
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8 THE INTERNAL AUDITING HANDBOOK

of IA, to open the debate on the audit role. Sawyer has said that audit has a long and noble
history: ‘Ancient Rome ‘‘hearing of accounts’’ one official compares records with another – oral
verification gave rise to the term ‘‘audit’’ from the Latin ‘‘auditus’’ – a hearing’.1

The Evolution of the Audit Function

It is important to understand the roots of internal auditing and the way it has developed over the
years. One American text has detailed the history of IA:

Prior to 1941, internal auditing was essentially a clerical function . . . Because much of the record
keeping at that time was performed manually, auditors were needed to check the accounting
records after it was completed in order to locate errors . . . railroad companies are usually
credited with being the first modern employers of internal auditors . . . and their duty was to
visit the railroads’ ticket agents and determine that all monies were properly accounted for. The
old concept of internal auditing can be compared to a form of insurance; the major objective
was to discover fraud . . . .2

It is clear that the IA function has moved through a number of stages in its development.

Extension of external audit IA developed as an extension of the external audit role in testing
the reliability of accounting records that contribute to published financial statements. IA was based
on a detailed programme of testing of accounting data. Where this model predominates, there
can be little real development in the professionalism of the IA function. It would be possible to
disband IA by simply increasing the level of testing in the external auditor’s plans. Unfortunately,
there are still organizations whose main justification for resourcing an IA service is to reduce
the external audit fee. The Institute of Internal Auditors in the United Kingdom and Ireland
(IIA.UK&Ireland) have suggested this link between external and IA:

The nineteenth century saw the proliferation of owners who delegated the day-to-day man-
agement of their businesses to others. These owners needed an independent assessment of
the performance of their organizations. They were at greater risk of error, omissions or fraud
in the business activities and in the reporting of the performance of these businesses than
owner-managers. This first gave rise to the profession of external auditing. External auditors
examine the accounting data and give owners an opinion on the accuracy and reliability of
this data. More slowly the need for internal auditing of business activities was recognized.
Initially this activity focused on the accounting records. Gradually it has evolved as an assurance
and consulting activity focused on risk management, control and governance processes. Both
external audit and internal audit exist because owners cannot directly satisfy themselves on the
performance and reporting of their business and their managers cannot give an independent
view of these.3

Internal check The testing role progressed to cover non-financial areas, and this equated the
IA function to a form of internal check. A large number of transactions were double-checked
to provide assurances that they were correct and properly authorized by laid-down procedures.
The infamous ‘audit stamp’ reigned supreme indicating that a document was deemed correct
and above board. Internal control was seen as internal check and management was presented
with audit reports listing the sometimes large number of errors found by IA. The audit function
usually consisted of a small team of auditors working under an assistant chief accountant. This
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INTRODUCTION 9

actually encouraged management to neglect control systems on the grounds that errors would be
picked up by auditors on the next visit. It locked the audit role tightly into the system of control,
making it difficult to secure real independence. If existence within an organization depends on
fulfilling a service need, then this need must be retained if it is to survive. The temptation is to
encourage failings in the systems of control so that each visit by the internal auditor could result in
a respectable number of audit findings. Wide-ranging recommendations for solving these control
gaps (which cause these errors in the first place) may, therefore, not be made by the auditor.

Probity work Probity work arrived next as an adaptation of checking accounting records
where the auditors would arrive unannounced at various locations and local offices, and perform
a detailed series of tests according to a preconceived audit programme. Management was
presented with a list of errors and queries that were uncovered by the auditors. The auditors
either worked as a small team based in accountancy or had dual posts where they had special
audit duties in addition to their general accounting role. Audit consisted mainly of checking,
with the probity visits tending to centre on cash income, stocks, purchases, petty cash, stamps,
revenue contracts and other minor accounting functions. The main purpose behind these visits
was linked to the view that the chief accountant needed to check on all remote sites to ensure
that accounting procedures were complied with and that their books were correct. The audit
was seen as an inspection on behalf of management. This militates against good controls, as the
auditor is expected to be the main avenue for securing information. Insecure management may
then feel that their responsibility stops at issuing a batch of detailed procedures to local offices
and nothing more. The auditors would then follow up these procedures without questioning why
they were not working. The fundamental components of the control systems above local-office
level fell outside the scope of audit work that was centred on low-level, detailed checking.

Non-financial systems The shift in low-level checking arose when audit acquired a degree of
separation from the accounting function with IA sections being purposely established. This allowed
a level of audit management to develop, which in turn raised the status of the audit function
away from a complement of junior staff completing standardized audit programmes. The ability to
define an audit’s terms of reference stimulated the move towards greater professionalism, giving
rise to the model of audit as a separate entity. Likewise, the ability to stand outside basic financial
procedures allowed freedom to tackle more significant problems. It was now possible to widen
the scope of audit work and bring to bear a whole variety of disciplines including civil engineering,
statistics, management, computing and quality assurance.

Chief auditors Another thrust towards a high-profile, professional audit department was
provided through employing chief internal auditors (or CAEs) with high organizational status.
They could meet with all levels of senior management and represent the audit function. This
tended to coincide with the removal of audit from the finance function. The audit department
as a separate high-profile entity encourages career auditors, able to develop within the function.
This is as well as employing people who are able to use this audit experience as part of their
managerial career development. The current position in many large organizations establishes a
firm framework from which the audit function may continue to develop the professional status
that is the mark of an accepted discipline. When assessing risk for the audit plan, one asks what
is crucial to the organization before embarking on a series of planned audits that in the past
may have had little relevance to top management. Professionalism is embodied in the ability to
deal with important issues that have a major impact on success. The recent rise in the profile of
internal auditing confirms this potential for significant development.
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10 THE INTERNAL AUDITING HANDBOOK

Audit committees Audit committees bring about the concept of the audit function reporting
to the highest levels and this had a positive impact on perceived status. Securing the attention of
the board, chief executive, managing director, non-executive directors and senior management
also provides an avenue for high-level audit work able to tackle the most sensitive corporate
issues. This is far removed from the early role of checking the stock and petty cash. IA was now
poised to enter all key parts of an organization. An important development in the US occurred
when the Treadway Commission argued that listed companies should have an audit committee
composed of non-executive directors. Since then, most stock exchange rules around the world
require listed companies to have an audit committee.

Professionalism The IIA has some history going back over 50 years. Brink’s Modern Internal
Auditing has outlined the development of the IIA:

In 1942, IIA was launched. Its first membership was started in New York City, with Chicago
soon to follow. The IIA was formed by people who were given the title internal auditor by their
organizations and wanted to both share experiences and gain knowledge with others in this new
professional field. A profession was born that has undergone many changes over subsequent
years.4

The Development of Internal Audit Services

The developmental process outlined above highlights the way the function has progressed in
assuming a higher profile and a greater degree of professionalism. The type of audit service has
changed to reflect these new expectations and these developments over the last 20 years may
likewise be traced:

1. Internal check procedures IA was seen as an integral component of the internal checking
procedures designed to double-check accounting transactions. The idea was to re-check as many
items as possible so as to provide this continuous audit. One might imagine an audit manager
giving staff an instruction that ‘your job is to check all the book entries’ on an ongoing basis.

2. Transaction-based approach The transactions approach came next, where a continuous
programme of tests was used to isolate errors or frauds. This checking function became
streamlined so that a detailed programme of tests was built up over time to be applied at each
audit visit. This systematic approach is readily controlled so that one might have expected the
auditor to complete hundreds of checks over a week-long period during the course of completing
this predetermined audit programme.

3. Statistical sampling Statistical sampling was later applied to reduce the level of testing along
with a move away from examining all available documents or book entries. A scientific approach
was used, whereby the results from a sample could be extrapolated to the entire population
in a defendable manner. The problem is that one is still adopting the external audit stance that
seeks to give an accept or reject decision as the final product. Like the sophisticated computer
interrogation now used in audit work, this is an example of how a new technique is limited by
a refusal to move away from traditional audit objectives. The downfall of many an information
system’s auditor has been failure to understand the full impact of the audit role. Computerized
investigations now allow 100% checks, although much depends on whether we perceive this as a
valid audit task or a managerial responsibility.
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INTRODUCTION 11

4. Probity-based work Probity-based work developed next, again featuring the transaction
approach where anything untoward was investigated. The probity approach is based on audit
being the unseen force that sees and hears all that goes on in the organization. Instead of
double-checking accounting records and indicating those that should be corrected, the probity
approach allowed the chief accountant to check on financial propriety across the organization.
The auditor would represent the director of finance (DF) by visiting all major units and carrying
out these audit test programmes.

5. Spot checks It was then possible to reduce the level of probity visits by making unannounced
spot checks so that the audit deterrent (the possibility of being audited) would reduce the risk of
irregularity. Larger organizations may have hundreds of decentralized locations that would have
been visited each year by the auditor. This service depends on employing large teams of junior
auditors who would undertake these regular visits. As management started to assume more
responsibility for its operations, the audit service turned increasingly to selective as opposed to
periodic visits. Rather than a guaranteed visit each year, one sought compliance with procedure by
threatening the possibility of a visit. It has been suggested that: ‘combining the need for uncovering
errors and the need to catch misappropriations resulted in the internal auditor being little more
than a verifier.’5

Moreover, most internal auditors assumed a ‘Got-Ya’ mentality where their greatest
achievements resided in the task of finding errors, abuse and/or neglect by managers and
their staff. One writer has said: ‘The old concept of internal auditing can be compared to a form
of insurance; the major objective was to discover fraud more quickly than it could be discovered
by the public accountant during an annual audit.’6

6. Risk analysis The transaction/probity approach could be restricted by applying a form of
risk analysis to the defined audit areas so that only high risk ones would be visited. There are
many well-known risk formulae that are designed to target audit resources to specific areas
based around relevant factors. Each unit might then be ranked so that the high risk ones would
be visited first and/or using greater resources. Risk analysis used in conjunction with statistical
sampling and automated interrogation gives the impression that internal auditing is carried out
wholly scientifically, although this approach is steeped in the dated version of internal auditing.

7. Systems-based approach Then came a move away from the regime of management by
fear to a more helpful service. Systems-based audits (SBAs) are used to advise management on
the types of controls they should be using. Testing is directed more at the controls than to
highlight errors for their own sake. The problems found during audit visits will ultimately be linked
to the way management controls its activities. This new-found responsibility moves managers
away from relying on the programmed audit visit to solve all ills. Systems of control become the
keywords that management adopts when seeking efficiency and effectiveness, and formed the
focus of the audit service. The application of SBA was originally directed at accounting systems
where internal control questionnaires devised by external auditors were adapted and used. Basic
financial systems were covered by tailoring ready-made audit programmes that looked for a series
of predetermined controls. These were applied by internal auditors, although it was still in the
shadow of external audit work. The importance of sound organizational systems came to the fore
in the US where the Foreign Corrupt Practices Act passed in 1997 stated that an organization’s
management was culpable for any illegal payments made by the organization even where they
claimed they had no knowledge of the payments. The only way to ensure legality and propriety
of all payments was to install reliable systems and controls.
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12 THE INTERNAL AUDITING HANDBOOK

8. Operational audit Attention to operational areas outside the financial arena provided an
opportunity to perform work not done by the external auditor. The concepts of economy,
efficiency and effectiveness were built into models that evaluated the value-for-money (VFM)
implications of an area under review. Looking for savings based on greater efficiencies became
a clear part of the audit role. Purpose-built VFM teams were set up to seek out all identifiable
savings. The worst-case scenario came true in many organizations where these teams had to be
resourced from the savings they identified. It is one thing to recommend a whole series of savings
but another to actually achieve them. As a result, many teams were later disbanded. On the other
hand, operational audit teams that encouraged management to look for its own VFM savings had
more success and this is now an established audit role.

9. Management audit Management audit moves up a level to address control issues arising
from managing an activity. It involves an appreciation of the finer points relating to the various
managerial processes that move the organization towards its objectives. This comes closer to the
final goal of IA where it is deemed capable of reviewing all-important areas within the organization
by adopting a wide interpretation of systems of control. The ability to understand and evaluate
complicated systems of managerial and operational controls allows audit to assume wide scope.
This is relevant where controls are seen in a wider context as all those measures necessary
to ensure that objectives are achieved. The systems-based approach offers great potential with
the flexibility in applying this approach to a multitude of activities and developing a clear audit
methodology at corporate, managerial and operational levels.

The late Gerald Vinten has argued that social auditing is the highest plane that IA may reach
and defines this as: ‘A review to ensure that an organisation gives due regard to its wider social
responsibilities to those both directly and indirectly affected by its decisions and that a balance is
achieved between those aspects and the more traditional business or service-related objectives.’7

10. Risk-based auditing Many IA shops have now moved into risk-based auditing where the
audit service is driven by the way the organization perceives and manages risk. Rather than start
with set controls and whether they are being applied throughout the organization properly, the
audit process starts with understanding the risks that need to be addressed by these systems of
internal control. Much of the control solution hinges on the control environment in place and
whether a suitable control framework has been developed and adopted by the organization.
IA can provide formal assurances regarding these controls. Moreover, many IA shops have also
adopted a consulting role, where advice and support are provided to management.

This is no linear progression in audit services with many forces working to take the profession
back to more traditional models of the audit role where compliance and fraud work (financial
propriety) are the key services in demand.

Moving Internal Audit out of Accountancy

Many of the trends behind the development of IA point to the ultimate position where the
audit function becomes a high-profile autonomous department reporting at the highest level.
This may depend on moving out audit functions currently based in accountancy. It is possible to
establish IA as a separate profession so that one would employ internal auditors as opposed to
accountants. This is a moot point in that there are those who feel that the auditor is above all
an accountant. Not only is this view short-sighted but it is also steeped in the old version of the
internal auditor as a poor cousin of the external auditor. The true audit professional is called upon
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INTRODUCTION 13

to review complicated and varied systems even if the more complicated and sensitive ones may
sometimes be financially based. A multidisciplined approach provides the flexibility required to
deal with operational areas. Many organizations require internal auditors to hold an accounting
qualification or have accountancy experience. A move outside the finance function allows staff to
be employed without an accounting background. There are clear benefits in this move in terms
of securing a firmer level of independence from the finance function:

• The traditional reporting line to the DF may have in the past created a potential barrier to audit
objectivity. It may be said that there is little real audit independence where the CAE works
for the DF. There are many models of internal auditing that see this function as a compliance
role, representing the DF’s interest in financial propriety. The auditor is able to comment
on non-compliance so long as it does not extend to criticizing the DF. The corporate view
of financial management relies on the DF taking responsibility for establishing sound financial
systems, which are then devolved across an organization. The heart of any financial system
will be based in the DF’s department and this creates a problem for an auditor who may
have found inadequacies in the way the DF has managed these systems. A defensive DF may
ensure that the auditor does not produce material that forms a criticism of his/her financial
services. This impairs the basic concept of independence where the auditor may be gagged,
notwithstanding the presence of an audit committee.

• One might, therefore, give greater attention to the managerial aspects of providing financial
systems and move away from merely checking the resulting transactions. This is one sure way
of extending the potential scope of IA to enable it to tackle the most high-level, sensitive areas.
The audit terms of reference will move beyond fraud and accounting errors to take on board
all-important issues that impact on organizational controls. We are not only concerned with
the matters affecting the DF but also that which is uppermost in the minds of the corporate
management team headed by the chief executive. At this extreme, it becomes possible to audit
the whole direction of the organization in terms of its corporate strategy that is a far cry from
checking the petty cash and stocks.

• The relationship with external audit may become better defined where the differing objectives
are clarified. The temptation for the DF to treat IA as an additional resource for external audit
may decline. It may be possible to encourage external auditors to cover the main financial
systems, with IA turning its attention more towards operational matters. If IA assumes a high
profile and reviews the major activities, then the relationship between IA and external audit
may be reversed. External audit may be seen to feed into the all-important IA process.

• The audit approach may move from an emphasis on financial audits to the exciting prospect
of reviewing the entire risk management process itself. This change in emphasis is important;
it is based on viewing the principal controls in any system of internal control as embodied in
management itself. We would not consider the personalities of individual managers. We are
more concerned with the formal managerial processes that have been established and how
well they contribute to the efficient and effective application of resources. This allows the scope
of internal auditing to move to almost unlimited horizons.

• The potential for establishing a powerful CAE may arise, which might be compared to the
previous position where the CAE merely acted as a go-between for the DF and the audit
staff, giving them batches of projects that the DF wanted done. In an ideal world, the CAE will
have the ear of the chief executive officer (CEO) who may turn to audit for advice on major
organizational issues that impact on underlying control systems. This has a knock-on effect with
the CAE assuming a senior grade commensurate with his/her role in the organization. Likewise,
audit managers and other staff will benefit. The IA department could end up with higher grades
than the accountancy department.
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14 THE INTERNAL AUDITING HANDBOOK

In short, we would need to be close to, but at the same time be some distance from, the DF.
However, as we move into the era of the audit committee, and the stronger links with this forum
and IA, things are changing. The trend is for more of a break between the finance link as IA
gets more and more involved in the actual business side of the organization. Again, this move is
strengthened by the growing involvement in enterprise-wide risk management. The latest position
is that there is normally no longer a clear logic to the CAE to continue to hold a reporting line to
the DF. The debate now revoles around whether the CAE should report directly into the main
board and not just to the audit committee.

The Role of the Statement of Responsibility

The IIA has issued various statements of responsibilities (SORs), each new one providing a revision
to the previous. It is possible to trace much of the development of IA through these SORs from
1947 onwards:

1947 Original SOR setting out the first formal definition of IA. This saw the perceived role of
IA as dealing primarily with accounting matters and is in line with the view that it arose as an
extension of the external audit function.

1957 IA dealt with both accounting and other operations. Although the accounting function
was the principal concern, non-accounting matters were also within the audit remit.

1971 The breakthrough came in viewing the audit field as consisting simply of operations.
Accounting operations have to compete with all others for audit attention with no automatic
right to priority.

1976 This is the same as in 1971 but is made gender-neutral so as not to assume that all
auditors are male.

1981 The major change in this SOR is the alteration of defining IA from a service to management
to a service to the organization. It directs the audit function to the highest levels of management.
This impacts on independence in that the welfare of the organization becomes paramount as
opposed to the requirements of individual managers. The new role of IA meant more attention
to corporate areas with such a high-profile audit function.

1991 This SOR provides for greater flexibility to include a wider range of audit and consultancy
services. This is balanced by raising the profile of the all-important concept of independence that
is so difficult to achieve fully in practice. Issues of compliance with standards and ethics are more
actively addressed, which must be accompanied by a firmer stance on member discipline that
appears to be the trend with the IIA. Some of the more restrictive elements have been removed,
which again allows a wider view of the audit role. To summarize, the statement recognizes that we
may move further into consultancy but have to retain both professional standards and sufficient
independence.

1994 The next definition appeared in the IIA standards in 1994 and includes the concept of
ensuring that recommendations are made having due regard to the costs of implementing them.
We may go further and suggest that all recommendations should incorporate a consideration of
balancing costs with benefits before they may be applied. Interestingly, a return to a previous view
can represent development. Basic audit concepts need not be thrown away with time.
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INTRODUCTION 15

1999 definition

Internal auditing is an independent, objective assurance and consulting activity designed to add
value and improve an organisation’s operations. It helps an organisation accomplish its objectives
by bringing a systematic, disciplined approach to evaluate and improve the effectiveness of risk
management, control and governance processes.

This brings the IA profession right up to date in being at the forefront of the corporate governance
agenda and clarifies the dual aspects of the assurance and consulting roles that the new look IA
function tends to entail. Note that the revised IPPF released in 2009 has not changed this formal
definition of internal auditing.

The 1940s Debate

When the original SOR was being devised in the 1940s, it involved a debate as to the precise
role and scope of internal auditing. Issues to be resolved before a clear model of audit could be
constructed included:

1. Part of the system Is IA part of the system of internal control in terms of consisting
mainly of checking the output from each main system before certifying that it is acceptable?
This was certainly true in a number of IA departments where, for example, the ‘audit stamp’
meant that large payments were vetted before release and the auditor had other duties such
as controlling important stationery. It was generally felt that this type of role was inappropriate
and that IA should not be part of the routine systems-control procedures. We have certainly
reached the point where audit cannot be locked into the systems of control as this may impair
independence.

2. Reporting lines Who should IA report to? Here IA was seen primarily as part of the
accounting function. One of the drawbacks is the continuing view that IA is mainly responsible
for checking the accuracy of financial data. This would be in addition to its duties as a supreme
force checking on operational management and its staff. The ability to audit the accounting
function would be severely restricted by this position. IA being outside the accounting function
continues to be a lively debate to this day. Most auditors accept that some remaining IA functions,
particularly those established by legislation, are based in the finance department and that this does
not necessarily mean a sufficiently independent service cannot be provided. Audit committees
have now become popular and this may be seen as the ultimate client for audit services.

3. Control over controls Should IA be a control over internal controls? The response stresses
the need for IA to be outside the system of internal control, although in this case a clearer link
is defined. This is that audit reviews and evaluates the systems of control while not being an
integrated component within the actual control routines. The definition of IA as a control over
controls is clearly open to debate. Does this mean that the controls can operate without this
floating control over them? Alternatively, does this floating audit control simply apply to areas
planned for audit review via an appraisal of the relative risks of each unit? The definition of IA
in the 1991 SOR suggested the definition was dated, although this comes back in the 1994
definition. The 2009 view of internal auditing reinforces the dual assurance and consulting roles
in the context of risk management, control and governance processes.
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16 THE INTERNAL AUDITING HANDBOOK

4. External audit Co-ordination with external audit is accepted and all IA standards include
this. The change that is now apparent is that IA should be an equal partner as opposed to an
extension of external audit, and this depends on establishing a professional base. IA has much
to offer an organization where a wider scope of its activities has been agreed and documented
in an audit charter. There is still imbalance in the internal/external audit relationship apparent in
organizations where, by convention, the external auditor reviews the IA function. The type of
relationship that is assumed will depend on the personal strengths of the CAE. It should be based
on the extent to which IA has adopted professional auditing standards. Sawyer has noted the
difference between the two functions:

The primary responsibility of the external auditor is to report on the organisation ’s financial
statements . . . internal auditors have a different function. It is broader and deeper than that
of the external auditors. It furnishes managers throughout the organisation with information
needed to effectively discharge their responsibilities.8

5. Management’s role IA should not relieve management of its responsibilities. Management
designs, implements and maintains effective systems of internal controls while audit’s role is to
review these systems and advise on those high-priority risk areas where control weaknesses need
to be redressed by management. A systems approach would tend to be the most efficient way
of achieving this. This is in contrast to a continual search for delinquent transactions that are
generated by poor systems. This latter approach might imply that management need not secure
good control since audit will catch all material errors. Unfortunately, this important principle is
less easy to achieve in practice due to the political pressures found in all organizations. The
temptation to prop up management and make oneself indispensable is far too evident for poorly
conceived audit services. Being around at all times to bail senior managers out where they have
not bothered to install proper systems of control may enhance the status of the audit function in
the short term. By perpetuating this failure to secure good control, the long-term objective of the
audit role in terms of improving controls will not be achieved and this will eventually be exposed.

6. Audit theory The debate continues as to whether IA should be based on pure theory or
what is actually going on in practice. Imposing excessively high standards may create problems
by excluding a proportion of the audit departments that are unable to meet these demanding
requirements. Flexibility and professional standards are concepts that have to be reconciled so
that suitable ideals may be defined but at the same time are attainable in practice. One must
be wary of taking this concept of flexibility to the extreme since it may suggest that anyone can
do an audit and there are in reality no clear standards to be observed. Theory must have some
bearing on reality and if it is too far removed, then it may need to be adjusted through clear
reasoning based on sound research. What is unacceptable is for audit practitioners to be ignorant
of the range of audit theory and adopt suspect practices based on this lack of knowledge. This is
quite different from assessing the current theory and, based on local factors, deciding to adopt a
different, less demanding approach. The need to master the agreed common body of knowledge
is fundamental to the advancement of internal auditing as a profession. It would appear, however,
that we will need to establish just which services are covered by the IA umbrella and whether we
adopt an open-door or more restrictive policy. This is linked to the wider question of whether
we accept that IA is becoming progressively fragmented as a discipline, or whether we seek to
exclude linked functions such as operational review, compliance, quality reviewers, inspectorates,
and systems security. One solution would be to create a licensed IA practitioner. This individual
would have to be a qualified member of the IA profession as a prerequisite to practising. This
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INTRODUCTION 17

would be particularly relevant where IA’s presence is mandatory, since the requirement could be
built into legislation and relevant codes of practice.

Influences on the Internal Audit Role

1. Contracting out internal audit All internal auditing departments are under threat. In the
private sector, where IA is generally not mandatory, the in-house unit may be deleted, downsized
or replaced by an inspectorate, quality assurance or operational review service. This is equally so in
financial services where the compliance role may not necessarily be carried out by IA. The public
sector is in the front line, facing external competition like an army preparing for war. Outsourcing
in central and local government provides an avenue for public sector internal auditing to be
undertaken by firms of accountants. This cannot be said to be targeting IA since it represents
overall governmental policy with universal application across many countries of varying political
persuasion. All CAEs should have a number of key issues uppermost in their minds including:

• A formal strategy for meeting competition from internal and/or external sources.
• The audit budget and current charge-out rates for each auditor and how these figures compare

to other departments.
• The pricing strategy will fall between the ranges shown in Figure 1.1.

Cheap and 
cheerful

Expensive and
sophisticated

FIGURE 1.1 Audit pricing strategy.

The pricing strategy cannot be completed until marketing research has been carried out that
establishes exactly what the client wants. This marketing exercise should be commissioned by the
CAE and incorporated into the formal strategy. The level of resources should be assessed and
compared to the current staff complement. Changes should be made over time so staff can be
retired, made redundant, recruited and developed until a best possible position is achieved. The
whole concept of quality audit procedures and methodologies will need to be subject to constant
review. We can take a short cut in explaining what this entails by simply stating that all material
matters would be covered if the audit manual is reviewed and updated as a priority. If the CAE is
not concerned with the above matters, then the future welfare of the internal auditing function is
left to chance, like a rudderless ship. These matters should, therefore, represent the most pressing
concerns for the CAE over and above the day-to-day workload.

2. Globalization The big picture of internal auditing must include that it is a discipline universally
applicable throughout the world. There is no formal requirement that all CAEs be qualified apart
from organizational job specifications. There is, no worldwide concept of an internal auditor able
to practise in any country. There is, however, a move to spread professional auditing practice
from the developed world to the less developed. The IIA is the only body established solely for
the promotion of internal auditing. The IIA’s International Standards for the Professional Practice
of Internal Auditing are applied in each member country with slight changes in terminology to
accommodate local requirements, and there now exists a Global IIA with relevant representation
from across the world.
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18 THE INTERNAL AUDITING HANDBOOK

3. Quality management The continuing interest in total quality management (TQM) is derived
from a desire to secure excellence in service/product delivery. This allows a top downwards
review of existing practices. Internal auditors are well versed in the principles and practice of
management, which is examined in IIA examinations.

4. The compliance role There is some debate on the role of IA in compliance with
procedure. The technical view argues we have moved away from detailed checking as the
profession developed. One may now audit corporate systems of importance to the entire welfare
of the organization. However, there are organizations such as banks and retail companies that
make great play of compliance checks and have a need for an audit service that management
knows and understands. Aspirations to professionalism may have to take second place to getting
permanent business and guaranteeing one’s future welfare. The picture is not as grey as might
appear at first sight. There are many new compliance roles linked into major issues such as quality
assurance, financial regulations, contract tendering and computer security that raise the profile of
IA. One approach is to perform these services as an add-on to the main systems role.

5. Independence Much has been written on independence and it is no longer treated as an
esoteric entity that is either held on to or given up through greed or ignorance. A response
to the threat of external competition from the big accountancy firms was that they could not
be independent. This argument is insufficient. Independence is perceived more practically as the
basic ability to do a good job. It is, therefore, possible to offer consultancy services in addition to
traditional audits, recognizing this new-found realism. How far this concept can be extended is a
matter for informed judgement and debate.

6. The expectation gap Audit services will have to be properly marketed, which is essentially
based on defining and meeting client needs. This feature poses no problem as long as clients
know what to expect from their internal auditors. It does, however, become a concern when this
is not the case, and there is a clear gap in what is expected and what is provided. Management
may want internal auditors to:

• check on junior staff on a regular basis
• investigate fraud and irregularity and present cases to the police and/or internal disciplinaries
• draft procedures where these are lacking
• draft information papers on items of new legislation or practice
• investigate allegations concerning internal disputes and advise on best resolution
• advise on data protection and security, and check that the rules are complied with.

One cannot give up professional integrity but, at the same time, the above matters cannot be
ignored. If new resources are brought in to cover these services, they may end up competing
for the IA role. The secret is to maintain planned systems audits while also securing resources
to cover what is part of the consultancy branch. If these additional services are important, then
management will have to be prepared to finance them. It is important not to sacrifice assurance
work by diverting audit resources to carrying out client-expectation services.

7. Legislation This is an important component in the development of internal auditing:

• It may alter the audit role by providing additional work.
• It may bring into the frame competitors for the current audit contract.
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• It may impact the status of internal auditing, e.g. any moves towards mandatory audit
committees or for that matter mandatory IA.

New legislation should be considered and the effects anticipated. The audit strategy and business
plan should take on board these additional factors in a way that promotes the continuing success
of the audit function. This means that the CAE must resource the continual search for new
legislation that affects the organization’s control systems or impacts on the future of IA.

8. Corporate governance, risk management and control As suggested by the current
definition of internal auditing, these three concepts now form the framework for the design and
provision of the IA service. One major issue is the growth of risk committees that are being
established by main boards along with the appointment of high-level chief risk officers, and the
impact this has on the IA role. This is why the next three chapters deal with these topics.

Why Study the Past?

The past forms a foundation for the future. This is true for IA and we have suffered our full share
of poor reputations. Recent developments tend to be based on the concept of lifting the audit
profile to deal with complicated specialist high-profile areas/issues. This brings not only prestige
but also the need to meet high expectations. It can only be achieved where the audit function is
actively implementing a strategy with clear steps for enhancing professionalism. The ability to offer
a wide range of services while still retaining a formal methodology steeped in professionalism will
be the feature of the new IA department. It will be necessary to market the audit service for
those managers who still hold the old-fashioned view of the profession as a ticking and checking
function. Taking responsibility for reviewing parts of the risk management system is another strong
possibility that is hard to resist. So long as a two-tier system with basic low-level audits and
contrasting complicated reviews does not result in an imbalance, then this service differentiation
will be one solution. The client may demand the basic fraud/probity work that falls within the
expectation frame where managers wish gaps in control to be closed in a way that will not
form a criticism of their role. This is in contrast to the systems approach that seeks to locate
responsibility for risk management at management’s doorstep. The CAE of the future will need
the ability to balance these two major and sometimes conflicting considerations. Internal auditors
are now consultants, reviewers, advisors, risk co-ordinators and investigators. However, we are
still called ‘internal auditors’ and Sawyer has made it clear that a name change was considered but
rejected and we decided to ‘bow to historical precedent.’9

Summary and Conclusions

This first chapter of the Handbook takes the reader through the structure of the book and
highlights the pivotal role of the IIA standards. We have also provided a brief snapshot of the
development of the IA role as an introduction to the subject. Many of the points mentioned
above are dealt with in some detail in the main part of the book, although it is as well to keep in
mind the basics of IA while reading more widely. The concept of IA is really quite simple – it is
the task of putting the ideals into practice that proves more trying. We have featured Sawyer’s
views in this chapter, which is why we close with another quote on the wide range of benefits
from a good IA team:
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20 THE INTERNAL AUDITING HANDBOOK

IA can assist top management in:

• monitoring activities top management cannot itself monitor;
• identifying and minimizing risks;
• validating reports to senior management;
• protecting senior management in technical analysis beyond its ken;
• providing information for the decision-making process;
• reviewing for the future as well as for the past;
• helping line managers manage by pointing to violation of procedures and management

principles.10

Whatever the new risk-centred jargon used to describe the audit role, much of the above benefits
described by Sawyer remain constant. A worthwhile profession is based on clear principles and
not just fancy jargon.

Chapter 1: Multi-choice Questions

1.1 The Chief Audit Executive is defined by the IIA as:
a. The officer who reports to every audit committee meeting.
b. The most senior person responsible for promoting risk management in the organization.
c. The most qualified internal auditor in post.
d. A senior position within the organization responsible for IA activities.

1.2 Which is the correct IIA definition of internal auditing?
a. Internal auditing is an independent, objective assurance and consulting activity designed to

add value and improve an organization’s operations.
b. Internal auditing is an independent, assurance and consulting activity designed to add value

and improve an organization’s operations.
c. Internal auditing is an independent, objective assurance and consulting activity designed to

add value to an organization’s operations.
d. Internal auditing is an independent, objective assurance and consulting service designed to

add value or improve an organization’s operations.
1.3 Which is the odd one out?

Audit consisted mainly of checking, with the probity visits tending to centre on:
a. cash income
b. stocks
c. purchases
d. petty cash
e. staff complaints
f. stamps
g. revenue contracts
h. and other minor accounting functions.

1.4 Insert the missing phrase:
In the past, IA was seen as an integral component of the . . . . . . . . . . . . . . . . . . . . . designed
to double-check accounting transactions. The idea was to re-check as many items as possible
so as to provide this continuous audit.
a. operational handbook
b. internal checking procedures
c. budgetary control
d. performance measurement
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1.5 Insert the missing phrase:
The importance of sound organizational systems came to a fore in the US where the Foreign
Corrupt Practices Act passed in . . . . . . . stated that an organization’s management were
culpable for any illegal payments made by the organization even where they claimed they had
no knowledge of the payments.
a. 1997
b. 1987
c. 1956
d. 2003

1.6 Which is the most appropriate statement?
a. The ability to understand and evaluate complicated behaviour patterns of employees

allows audit to assume wide scope.
b. The ability to understand and evaluate complicated systems of managerial and operational

controls allows audit to assume wide scope.
c. The ability to understand and evaluate complicated accounting records allows audit to

assume wide scope.
d. The ability to understand and evaluate complicated systems of compliance checks allows

audit to assume wide scope.
1.7 Which is the most appropriate statement?

a. Many IA shops have now moved into risk-based auditing where the audit service is driven
by the way the organization perceives controls.

b. Many IA shops have now moved into risk-based auditing where the audit service is driven
by the way the organization perceives compliance.

c. Many IA shops have now moved into risk-based auditing where the audit service is driven
by the way the organization perceives its auditors.

d. Many internal audit shops have now moved into risk-based auditing where the audit
service is driven by the way the organization perceives and manages risk.

References

1. Sawyer Lawrence B. and Dittenhofer Mortimer A., Assisted by Scheiner James H. (1996) Sawyer’s Internal
Auditing, 4th edition, Florida: The Institute of Internal Auditors, p. 8.

2. Flesher Dale (1996) Internal Auditing: A One-Semester Course, Florida: The Institute of Internal Auditors, pp. 5–6.
3. Internal Auditing (2002) Distance Learning Module: Institute of Internal Auditors UK&Ireland.
4. Moeller Robert and Witt Herbert (1999) Brink’s Modern Internal Auditing, 5th edition, New York: John Wiley

and Sons Inc.
5. Flesher Dale (1996) Internal Auditing: A One-Semester Course, Florida: The Institute of Internal Auditors, p. 5.
6. Flesher Dale (1996) Internal Auditing: A One-Semester Course, Florida: The Institute of Internal Auditors, p. 7.
7. Vinten Gerald (1991) Unpublished material from Masters Degree Programme, City University Business School.
8. Sawyer Lawrence B. and Dittenhofer Mortimer A., Assisted by Scheiner James H. (1996) Sawyer’s Internal

Auditing, 4th edition, Florida: The Institute of Internal Auditors, p. 11.
9. Sawyer Lawrence B. and Dittenhofer Mortimer A., Assisted by Scheiner James H. (1996) Sawyer’s Internal

Auditing, 4th edition, Florida: The Institute of Internal Auditors, p. 10.
10. Sawyer Lawrence B. and Dittenhofer Mortimer A., Assisted by Scheiner James H. (1996) Sawyer’s Internal

Auditing, 4th edition, Florida: The Institute of Internal Auditors, p. 13.

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om


