Module 5

	OTHER POLICIES AND PROCEDURES FOR THE INTERNAL AUDITING DEPARTMENT

Readings: Sawyer 
Chapter 21, 24, and 29
LEARNING OBJECTIVES

The issues to be addressed in organizing and managing an internal audit organization including:

(3) quality control.

Specific Course Objectives covered by this module include:

(4) Students will demonstrate the ability to successfully address issues in managing an internal auditing organization.
POLICIES AND PROCEDURES

Most policies and procedures will be handled by the organization’s policies and procedures manual. Few, if any, additional procedures may remain to be formally adopted by the internal auditing organization. 

Issues that have not been addressed in the organization’s policies and procedures manual or elsewhere in this manual usually center around travel and are stated as follows:
1.Compensatory time for travel during the organization’s regular business hours.
2.Flying on Saturday or Sunday to take advantage of discounted airfares.
3.Ownership of frequent flyer awards.
4. Type of hotel accommodations.
5. Side trips when out of town over a weekend.
PERSONNEL MANAGEMENT AND DEVELOPMENT

Most personnel policies and procedures are covered in the organization’s personnel manual and need only be referenced. Internal auditing standards in this area require that internal auditors have the technical proficiency to perform their responsibilities. 

Items that address this issue appearing in this section include: 
(1) job descriptions (see examples below), 
(2) performance evaluations (see examples below), 
(3) department policies with respect to certifications, memberships in professional organizations, and continuing education, and 
(4) a list of references to be used in performing audits. 

Example wording for a policy dealing with evaluations and another with personnel support might read:

1. The CAE will be evaluated annually by the CEO using the evaluation form shown below. Staff auditors will be evaluated at the completion of each engagement on which they spent at least 80 hours. These evaluations will be summarized in a semiannual evaluation by the CAE.

2. The organization supports the attainment of professional qualifications by its professionals. Therefore, the organization agrees to reimburse auditors for reasonable costs incurred in: (a) attending a CIA review course, (b) sitting for the CIA exam, (c) maintaining membership in The IIA, and (d) maintaining the CIA certificate. The last item includes the costs associated with administration fees and 100 hours of continuing education over a three-year period. All costs reimbursed under this policy will be handled by expense reports filed through normal channels. Reimbursement for other certifications (CPA, CISA, etc.) will be handled on a case-by-case basis.




Example Company
Job Description
Chief Audit Executive
Responsibilities

Overall:
The Chief Audit Executive is responsible for managing the internal auditing function.

Specific:
(1) Develops and maintains a charter for the internal auditing function which reflects the department’s responsibilities, authority, and reporting relationships.

(2) Develops and obtains proper approval for goals, audit work schedules, staffing plans, and financial budgets for the department.

(3) Coordinates the department’s work with that of the organization’s external auditor.

(4) Prepares a quarterly report of the department’s progress in carrying out the plans developed in (2).

(5) Performs individual audits according to the Standards for the Professional Practice of Internal Auditing issued by The Institute of Internal Auditors.

(6) Maintains personal proficiency and that of staff auditors by obtaining an adequate amount of continuing education.

(7) Supervises staff auditors by assigning them to jobs which match their abilities, reviewing their work, and appraising their performance.

Qualifications

Education:
A master’s degree (either a MBA or MS in accounting) is recommended, but additional experience (five years) in a supervisory auditing position can be substituted for the master’s degree.

Professional Certification:
Certified Internal Auditor (CIA)

Experience:
Five years experience at the in-charge auditor level or higher.


Example Company
Job Description
Staff Auditor
Responsibilities

Overall:
Staff auditors are responsible for carrying out individual audit assignments according to the Standards for the Professional Practice of Internal Auditing issued by The Institute of Internal Auditors.

Specific:
(1) Perform individual audits according to the Standards issued by The Institute.

(2) Obtain personal proficiency by obtaining the Certified Internal Auditor (CIA) designation and maintaining an adequate amount of continuing education.

Qualifications

Education:
A bachelor’s degree in an area of business in which auditor will be assigned (for example: an accounting degree if the staff auditor will be performing financial audits).

Professional Certification:
None

Experience:
One year experience in an area of business in which auditor will be assigned (for example: an accountant with experience in general accounting is hired to perform financial audits).





Example Company
Performance Evaluation Form

Frequency: To be completed annually for the lead auditor and staff auditors, and for staff auditors upon completion of an assignment requiring 80 hours to complete.

Factor Rating

I. Job Performance:
A. Effectively plans and organizes work. 1 2 3 4 5
B. Meets established individual goals and contributes to the
attainment of department goals. 1 2 3 4 5
C. Demonstrates initiative. 1 2 3 4 5
D. Seeks new and efficient means for performing the job. 1 2 3 4 5
E. Maintains accuracy, quality, and quantity of work. 1 2 3 4 5
F. Effectively deals with unexpected or unusual demands. 1 2 3 4 5
G. Performs work independently, involving the supervisor when
appropriate. 1 2 3 4 5
H. Leads other employees in performing work when required. 1 2 3 4 5

II. Job Knowledge:
A. Possesses and utilizes necessary knowledge and skills to perform job. 1 2 3 4 5
B. Understands and follows department and company policies and procedures. 1 2 3 4 5
C. Quickly understands new techniques and concepts. 1 2 3 4 5

III. Communications and Work Relationships:
A. Expresses information clearly and effectively through oral communication. 1 2 3 4 5
B. Expresses information clearly and effectively in writing. 1 2 3 4 5
C. Coordinates with others. 1 2 3 4 5
D. Assists others and encourages teamwork. 1 2 3 4 5
E. Presents a positive impression on others and commands
their attention without tending to alienate them. 1 2 3 4 5


Additional Comments: 





Supervisor’s Signature: 

Employee’s Signature: 

Note: 1 = extremely poor; 2 = poor; 3 = satisfactory; 4 = good; 5 = outstanding. Leave blank if not rated.



COORDINATION WITH EXTERNAL AUDITORS

Specific Standard 550 requires the lead auditor to coordinate internal and external auditing efforts. Additional guidance is provided by SIAS No. 5, “Internal Auditor’s Relationships with Independent Outside Auditors.” This standard states that coordination of audit effort involves: 

(1) periodic meetings to discuss matters of mutual interest, 
(2) access to each other’s audit programs and working papers, 
(3) exchange of audit reports and management letters, and 
(4) common understanding of audit techniques, methods, and terminology.

The organization’s external auditing firm’s role is to audit the organization’s financial statements in order to issue an opinion on the fairness of those financials. The organization’s internal auditing department is an independent appraisal function established to examine and evaluate its activities. In order for these roles to complement each other to the maximum extent possible, the following activities will be performed by the lead auditor and the partner in charge of the external audit:

1. Regularly attend meetings of the audit committee or Board of Directors.
2. Discuss and coordinate audit plans.
3. Discuss issues or items of mutual interest to both parties.
4. The internal auditing department will assist the external auditing firm as agreed to with the partner in charge.
5. The CAE will make available to the partner in charge copies of the final reports for all completed audits and access to the working papers supporting those reports.
6. The partner in charge will send a copy of the external auditor’s management letter to the CAE. The partner in charge and CAE will then coordinate the follow-up of items appearing in the management letter.
QUALITY ASSURANCE

Specific Standard 560 requires the director of internal auditing to establish and maintain a quality assurance program to evaluate the operations of the internal auditing department. SIAS No. 4, “Quality Assurance,” provides additional guidelines. 

An adequate system of quality assurance is made up of the following elements: (1) reasonable assurance, (2) supervision, (3) internal reviews, and (4) external reviews. 

Reasonable assurance refers to cost-benefit in that the costs of a control in terms of time and effort should not exceed its benefits (the reduction in risk). The same is true with respect to quality assurance. The cost of quality assurance efforts should not exceed their efforts. Reasonable quality assurance procedures for a small internal auditing organization would entail the following elements: 

(1) Supervision by the lead auditor of audit work performed by assistants or, if a team approach is initiated, cross-checking of work by another auditor.
(2) Internal review should be performed periodically by the lead auditor (preferably annually) or a designated staff person.
(3) External review should be performed at least once every three years. Some cost effective methods for accomplishing this are (a) form a peer group of fellow lead auditors of small internal auditing organizations and have each member perform an external review of another member?s internal auditing organization, (b) have an IIA Quality Assurance Team or other outsider perform this function.

Many internal auditing organizations do not comply with the standard for an external review. Perhaps this is because auditors make the worst auditees. However, the external quality assurance review can be very beneficial as a learning experience if the right attitude is adopted. For one thing, it could communicate to the board and management the serious limitations in resources or scope of internal auditing. The example in the manual uses a member of a peer group to perform the external quality assurance review.

The following policies and procedures will constitute the quality assurance effort of the Example Company’s internal auditing department:

1. Each audit will be performed according to the Standards for the Professional Practice of Internal Auditing and the policies and procedures contained in this manual.

2. Each set of audit working papers will be reviewed prior to the issuance of a final report, provided that a second auditor is assigned to the internal auditing department. The purpose of this review is to determine that adequate documentation exists to support audit findings and compliance with the Standards, and the policies and procedures contained in this manual.

3. An internal quality assurance review will be conducted annually. The internal review will be documented and the results sent to the CEO.

4. An external quality assurance review will be conducted at least once every three years by (1) a member of a peer group of fellow CAEs of small internal auditing organizations, (2) an IIA Quality Assurance Team, or (3) the organization’s external auditor, or other qualified external individuals. The party performing the quality assurance review must be approved by the CEO and the lead auditor. The party will have access to all records and files necessary to conduct the review. The reviewer will discuss preliminary findings with the CAE. The final report will contain the reviewer’s findings as well as the lead auditor’s comments and will be sent to the CEO and the Board of Directors (or their designated body, audit committee).
TOTAL QUALITY MANAGEMENT AND BENCHMARKING 

In the past few years, many authors and practitioners have applied Total Quality Management (TQM) concepts to internal auditing. Although professional standards do not require internal auditing organizations to adopt TQM, doing so could greatly enhance audit quality by complementing the quality assurance measures previously outlined.

Simply stated, TQM is a management philosophy aimed at improving the quality of an organization’s products and services through continuous improvement. Bruce Peters1 writes that when applied to internal auditing, TQM leads to the following conclusions:

(1) Managers are accountable and accept responsibility for their actions. The auditor’s role is to help managers meet their commitments.
(2) Auditors should promote sound management practice, rather than second-guessing the professional judgment of managers.
(3) Auditors should involve managers in all phases of audits, thereby minimizing surprises while still maintaining independence.
(4) Auditors should adopt a proactive, nonadversarial role.
(5) Auditors should look to improve systems, not apportion blame for deficiencies.
(6) Auditors should seek to improve their own performance and credibility continuously.

An important part of TQM is the adoption of measures or benchmarks that measure quality. Once these benchmarks are developed, records of benchmarks can be kept and used to compare progress over time or vis a vis other internal auditing departments. The CAE should adopt appropriate benchmarks that fairly measure audit quality, and do not involve too much time and effort to gather and record.

Return to Module One
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