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From The IIA

By Martha Johnson

Internal Audit Professionalism 
at Its Best

Over the past decade, corporate 
America experienced a dramatic loss of 
confi dence as organizations were taken 
to task for a host of failings—neglecting 
consumer and employee safety, polluting 
the environment, violating election laws, 
and misleading investors. 

But more recently this way of 
thinking has changed as corporations and 
their executive management teams have 
realized the need for more accountability 
and at the same time, new regulatory 
requirements have been imposed and 
higher professional standards have been 
set. In 2002, a new federal law was passed 
called the U. S. Sarbanes-Oxley Act (SOX). 
This law strictly focuses on fi nancial 
reporting and includes new standards 
and enhancements for all public company 
boards, management, and public 
accounting fi rms in the United States. 
And during this same period, the New 
York Stock Exchange (NYSE) mandated 
that all NYSE-listed companies must have 
an internal audit function. All of these 
new provisions were designed to help 
win back investor confi dence and restore 
the public’s trust. 

The good news for CEOs and boards 
about these new requirements is that 
one of the roles of internal auditors is 
to provide assurance that things within 

organizations are as they should be. In 
fact, the word assurance appears in the 
defi nition of internal auditing.

How Can an Organization 
Establish a Strong and Competent 
Professional Internal Audit 
Department? 
The fi rst step is to hire a chief audit 
executive (CAE). The CAE’s role should be 
to provide advice, counsel, and opinions 
regarding the organization’s effi ciency 
and effectiveness in risk management, 
corporate governance, and internal 
control. The CAE should be a part of key 
management and project committees as 
an ad-hoc, nonvoting member and should 
demonstrate active, continuous support, 
and involvement in the risk management 
process, such as participation on oversight 
committees, monitoring activities, and 
status reporting. Being a CAE in today’s 
heavily scrutinized business environment 
means wearing many hats and accepting a 
great deal of responsibility.

Further, the CAE should serve as an 
educational resource for management 
and the board and should keep those 

at the top of the organization informed 
on legislation, trends, and other issues 
that might affect the organization’s 

effectiveness, responsibility to 
stakeholders, and vulnerability to risk.

What Does a CAE Need to 
Understand in Order to be Able 
to Immediately Go to Work?  
The successful CAE must understand the 
following principles and rules: 

• Business risk and effective risk-
management techniques.

• Internal audit standards. The Institute 
of Internal Auditors (IIA) International 
Standards for the Professional Practice of 
Internal Auditing provides signifi cant 
mandatory guidance.

• Internal audit responsibilities, codes 
of ethics, and certifi cation. The IIA’s 
Code of Ethics covers principles and 
rules governing integrity, objectivity, 
confi dentiality, and competency.

• Rules and regulations, such as the 
U.S. Sarbanes-Oxley Act of 2002.

• Internal Auditing’s role in corporate 
governance and its vital relationships 
with the audit committee, board, and 
executive and operating management.  

• Leading-edge audit department 
practices.

• New technologies and audit 
automation tools.

• Business process reengineering, 
outsourcing, and co-sourcing. 

In addition to being analytical, 
organized, and a strong leader, the CEO 
and the audit committee should expect 
the CAE to have the skills to:

• Apply control models such as COSO, 
CoCo, and Cadbury.

• Assess relative risk in the global 
enterprise and electronic world.

• Audit information technology, 
operations, fi nance, and all other 
functions of the organization.

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

and governance processes. 



Spring 2007 Association of Healthcare Internal Auditors New Perspectives  51

• Audit contemporary business 
activities such as mergers, 
acquisitions, joint ventures, strategic 
alliances, and investments. 

• Implement practices, such as control 
self-assessments (CSA).

• Review compliance, evaluate 
operations, recommend controls, 
protect assets, and improve the 
bottom line. 

• Serve as a consultant by supporting 
and advancing an ethical tone at 
the top, educating management 
on best practices, and helping the 
organization maintain a balanced 
control environment.

• Respond and report to the audit 
committee quickly and objectively, 
and enlighten the board of directors 
on issues that might affect their 
decision making. 

• Decipher and address organizational 
trends, changes, and risks, 
both within and outside of the 
organization; and make sound 
recommendations to management 
and the board relative to changes 
within the world of business.

A CAE also should demonstrate 
excellent communication, be 
knowledgeable in evaluating situations, 
and have the instincts to know what to do 
in face of opposition and confl ict. Good 
judgment, strength of character, and an 
ability to bring forth issues in a balanced 
way are also characteristics that a CAE 
should epitomize.

Once Your CAE Has Been Hired, 
the CEO and the Audit Committee 
Should Expect the CAE to:

• Become familiar with The IIA’s 
Standards, Code of Ethics, and 
Professional Practices Framework.

• Begin dialogue with senior 
management, the board of directors, 
and the audit committee chairman 
to build rapport to ensure that those 
at the top have a clear picture of the 
internal audit function and to clarify 
direction. 

• Obtain and review a copy of the audit 
committee charter.

• Be aware of benchmarking needs 
and fi nd out who are the leaders and 
laggers in the organization.

• Develop a risk assessment, including 
both external and internal risks, for 
the organization. 

• Obtain and review written policies 

and procedures, especially those 
pertaining to management’s 
responsibilities to control the 
organization.

• Discuss with external auditors open 
and closed internal control issues.

• Develop an internal audit charter, 
approved by both senior management 
and the audit committee.

• Build the budget, including personnel 
and travel; develop the audit plan, 
based on the risk assessment and 
requests from management; hire the 
internal audit staff; develop a plan 
for staff training; and establish a 
Quality Assurance and Improvement 
Program.

• Work with management to establish 
best-practice reporting relationships, 
to ensure the internal audit 
activity is promoted throughout 
the organization, and to develop 
a methodology for following up 
on audit recommendations and 
measuring performance. 

The Quest for Professionalism and 
Quality in Internal Auditing is 
Advancing 
It is indeed a new world in internal 
auditing. Practitioners need to 
remember that the demand for corporate 
accountability is at an all-time high, and 
there has never been a better time than 
now to showcase the profession and 
internal audit professionalism. 

The IIA’s Standards set the bar for 
quality and provide signifi cant guidance 
in this area. Achieving quality is not 
something you do and then forget about. 
Instead, it is an ongoing challenge for 
every internal audit activity. According to 
the Standards, the internal audit function 
should establish a Quality Assurance 
and Improvement Program (QAIP), 
which demonstrates a commitment to 
continuous improvement, helps keep 
pace with changes, and ensures consistent 
quality. The IIA Standards also require 
that internal audit departments obtain an 
external quality assessment (QA) every 
fi ve years. Internal audit functions in 
existence on or before January 1, 2002, 
should have completed an external QA by 
January 1, 2007. Departments established 
after January 1, 2002, have fi ve years from 
the date of their creation to obtain an 
external QA in order to comply. 

Responses to a recent survey 
conducted by The IIA indicate that more 
than 88 percent of internal auditors 

believe that there is a benefi t from 
obtaining an external QA of their internal 
audit function. They mentioned that 
external QA’s can foster stakeholder 
confi dence and can provide evidence to 
the board, management, and others at 
the top that the internal audit activity 
is concerned about the organization’s 
internal controls, ethics, governance, and 
risk management processes.

In addition to fulfi lling the 
responsibilities described in the defi nition 
of internal auditing, professional internal 
auditors must demonstrate a high 
level of trust and integrity within an 
organization. The internal auditor’s role 
includes monitoring whether policies and 
procedures support ethical operations and 
whether processes are in place to mitigate 
any threats and risks to the organization’s 
integrity and ethical reputation.  

The IIA’s Code of Ethics extends 
beyond the defi nition of internal 
auditing and defi nes two other essential 
components that defi ne professionalism 
in this fi eld. They are: 

• Four principles that are relevant to 
the profession and practice of internal 
auditing — integrity, objectivity, 
confi dentiality, and competency.

• Rules of conduct that describe 
behavior norms expected of internal 
auditors and guide the ethical 
conduct of internal auditors. 

The bottom line is that an ethical 
environment in any organization and at 
any level—from small to large and from 
the boardroom to the mailroom—is one 
of the smartest and strongest internal 
controls management could implement.  

For more on internal audit 
professionalism, refer to The IIA’s Web 
site at www.theiia.org, or request “What 
Does It Take to be a Professional?” You 
can obtain this free brochure by e-mailing 
pr@theiia.org. NP

Martha Johnson is the Communications 
Manager with The Institute of Internal Audi-
tors Global Headquarters. She may be reached 
at: martha.johnson@theiia.org.

In order for your audit function 
to use the statement “…conducted 
in accordance with the International 
Standards for the Professional 
Practice of Internal Auditing,” your 
internal audit activity must have an 
external QA every fi ve years.  
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