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By David Tate, Esq.

How Internal Audit can Help the Audit 
Committee: An Audit Committee 
Member’s Perspective

The Audit Committee Member’s 
Responsibilities

From an audit committee member’s 
perspective, our discussion can start with 
an analysis of his/her responsibilities and 
concerns, and how that individual goes 
about the tasks to alleviate concerns and 
accomplish their responsibilities. 

Put yourself in the committee member’s 
shoes and visualize the organizational 
oversight that individual is required to 
perform. Then ask yourself, what is it 
that I can provide as an internal auditor 
to signifi cantly help that audit committee 
member to satisfy his/her tasks and 
responsibilities? And, in particular, to 
assure him or her that ‘all is in order’ 
and nothing unexpected is anticipated. 
Of course, unexpectancies can and do 
occur—the fact that an unexpected 
event, even a negative unexpected event, 
occurs does not mean that someone 
did something wrong; however, active 
prudent diligence, established processes, 
and oversight will reduce those 
possibilities.

The audit committee member’s 
responsibilities emanate from several 
different sources including (1) those 
responsibilities the board delegates 
to the audit committee, and other 
responsibilities the audit committee 
voluntarily undertakes; (2) the business 
judgment rule; (3) specifi c laws, 
regulations and rules that are applicable 
to directors and audit committee 
members within jurisdiction(s) in which 
the nonprofi t operates; and (4) accounting 
and auditing pronouncements. Since this 
article is written for national readership, 
for specifi c laws, regulations, and rules, it 
is best to consult legal counsel about your 
jurisdiction(s).

Charge from the Board

In addition to specifi c laws, regulations, 
and rules that may apply, the 
audit committee mainly derives its 
responsibilities from the board, meaning 
from the responsibilities that the board 
delegates to the committee, as well as 
other responsibilities the committee 
may voluntarily undertake. Thus, I 

cannot stress how important it is for the 
board and the audit committee to agree 
about those responsibilities, and how 
important it is for those items to be stated 
in a prudently-drafted audit-committee-
approved charter that is reviewed at least 
annually by the committee.

Business Judgment Rule

The business judgment rule is primarily 
derived by state law; however, I mention 
the rule because it presents a good 
overall suggested standard of conduct. 
Summarized, the rule states that a 
director, which would typically include 
an audit committee member, should 
perform his or her duties in good faith, 
without self dealing, in a manner which 
the director believes to be in the best 
interest of the nonprofi t, and with the 
care, including reasonable inquiry, which 
an ordinarily prudent person would use 
under similar circumstances.

The committee member may rely on 
information, including fi nancial statements 
and information, prepared by offi cers and 
employees of the nonprofi t, legal counsel, 
consultants, accountants, and other people 
relating to matters that the committee 
member believes are within the expertise 
of those people. However, reliance is only 
appropriate if the committee member 
believes that reliance is merited, and 
after the committee member has asked 
questions. For example, an audit committee 
member cannot simply rely on what the 
CFO, CEO and outside auditor say. The 
committee member must engage in active 
diligence. The committee member should 
also have suffi cient education, knowledge, 
or experience to intelligently spot issues, 
ask questions, and make decisions.

Executive Summary 
In signifi cant part, internal audit’s helpfulness (or usefulness) to the audit committee 
depends on four factors which are interrelated:

The audit committee’s responsibilities and tasks.•	

The expertise and other qualifi cations that the internal audit function can •	
provide.

The extent to which the audit committee avails itself of the benefi ts that internal •	
audit can provide (which includes how well internal audit communicates those 
benefi ts).

The communications and collaborative relationship between the audit •	
committee and the internal audit function.

Although this article is written relative to healthcare provider audit committees, the 
perspective similarly applies for audit committees of private and public companies.
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The audit committee, at least indirectly, 
also may have responsibilities placed 
upon it from the services that the outside 
auditor performs, if there is an outside 
auditor. For example, various auditing 
pronouncements require the outside 
auditor to ask questions relative to the 
audit committee’s function or activities 
and to report specific information to 
the audit committee. See for example, 
Statement on Auditing Standards (SAS) 
54 (illegal acts); SAS 99 (consideration of 
fraud); SAS 109 (understanding the entity 
and its environment); SAS 114 (auditor’s 
communications with those in charge of 
governance); SAS 115 (communicating 
internal control matters); and auditor 
requirements under an audit performed 
in compliance with Office of Management 
and Budget (OMB) Circular A-133.

Specific Responsibilities of Audit 
Committee Members

A list of all of the possible audit 
committee responsibilities and activities 
would be quite long. Responsibilities 
and activities will also vary from audit 
committee to audit committee. However, 
the following are commonly expected 
audit committee responsibilities:

Oversight of the entity’s accounting •	
department, and accounting and 
financial reporting functions for 
transactions, including all of the 
subcomponents such as principles 
and policies applied (quality not 
just acceptability); judgments, 
estimates and reserves; timing and 
cut-off procedures; off balance 
sheet transactions; related party 
transactions; contingencies and 
liabilities; revenue recognition; 
expenses; inventories; goodwill; 
and all other matters relating to the 
financial statements and reports.

Oversight of internal accounting •	
and financial fraud/embezzlement-
related controls; and the safeguarding 
of assets.

Oversight of the internal audit •	
function.

Recommend the retention and •	
termination of the outside auditor.

Review the outside auditor’s •	
independence, and address the 
performance of nonaudit services, if 
any, proposed to be performed by the 
outside auditor.

Oversee the timing, planning and •	
performance of the annual audit, and 
other services provided, if any, by 
the outside auditor, such as review, 
compilation or tax services.

Review the performance of the •	
annual audit with the independent 
auditor (and the performance of 
other services, if any, provided by 
that independent auditor), and 
discuss with the independent 
auditor the findings during the 
audit (compilation or review), and 
the independent auditor’s proposed 
opinion or report, including all of the 
financial and footnote disclosures 
and related information included in 
the entity’s annual (and quarterly, if 
any) report.

Report and provide •	
recommendations to the board 
regarding the performance of the 
annual audit and the other services, 
if any, provided by the independent 
auditor, and the audit opinion or 
other report proposed to be issued by 
the independent auditor.

Oversight of whistleblower and •	
anonymous reporting processes for 
financial matters.

Oversight of risk assessment. It is •	
typical that internal audit would 
conduct an organization-wide risk 
assessment annually or bi-annually 
and discuss that assessment with 
senior management. Oversight of 

risk assessment or risk management 
might be delegated to the audit 
committee by the board, or 
voluntarily accepted by the audit 
committee; however, other than 
as specified by statute, regulation, 

or rule, including stock exchange 
rules, as an attorney I do not want 
to suggest that the audit committee 
has an affirmative duty to oversee 
risk management in general. In any 
event, if the audit committee takes 
on those responsibilities, and it is not 
uncommon for audit committees to 
do so, the board, the audit committee, 
senior management and internal 
audit should be clear about the what 
oversight aspects of risk assessment 
or risk management the audit 
committee has.

Oversight of regulatory compliance, •	
as delegated to the audit committee.

Oversight of public and investor •	
or stakeholder financial-related 
communications.

Throughout the year, address •	
other significant accounting and 
audit issues that come to the 
audit committee’s attention, and 
reporting thereof to the board when 
appropriate.

Audit committees are also required 
to address issues that pertain to the 
specific entity and the industry in which 
it operates. For example, areas of audit 
committee oversight specific to healthcare 
provider and/or nonprofit entities might 
include:

Oversight of items covered in a •	
Single Audit pursuant to OMB 
Circular A-133, including contract 
and funding-source compliance.

Oversight of billing and accounting •	
relating to the receipt of funds or 
revenue from governmental sources 
such as Medicare and Medicaid; 
compliance with applicable laws, 
regulations, rules and other 
requirements; and oversight of 
expenses relating to these areas.

Oversight of the acceptance, •	
receipt, allocation, expenditure or 
distribution, and accounting for all 
charitable and donor funds, grants, 

Put yourself in the committee member’s shoes  
and visualize the organizational oversight that 

individual is required to perform.

I want a well-
functioning internal 
audit activity I trust.
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contributions, pledges and other 
resources, including compliance with 
all requirements, restrictions and 
special uses.

Functional expense allocation, •	
including direct and indirect 
expenses, between program services 
and supporting activities.

Accounting for collaboration and •	
joint venture arrangements, including 
the allocation of receipts/income and 
distributions/expenses between the 
entities.

In this economic environment, •	
oversight of the fair value of funds 
and investments, including loss of 
value; liquidity concerns; estimates 
for uncollectibles and related 
reserves; debt/loan covenants; 
and funding source uncertainties 
including those that relate to 
collaboration and joint venture 
arrangements.

It is also important for the audit 
committee to clarify with the board 
whether the committee has any oversight 
responsibilities in other important areas 
including with respect to tax matters such 
as Form 990, unrelated business activity 
and employment, or payroll tax matters; 
ERISA, pension and health and welfare 
plans; and other matters that may impact 
tax-exempt status including fund raising, 
dues solicitation, and political campaign 
and lobby activities.

Audit Committee Self-Evaluation

I would also like to make a few comments 
about annual audit committee self-
evaluations. Except for companies listed 
on the New York Stock Exchange (see 
Listed Company Manual §303A.07), an 
annual committee self evaluation is not a 
requirement. But, such a review should 
definitely be considered. It only makes 
sense that the committee should at least 
once each year take time to step back to 
review, evaluate and make improvements 
to its manner of operation, and also 
consider helpful actions that can be 
taken by other people with whom the 
committee interacts. 

The annual self-evaluation will be 
worthwhile even if it results in improving 
only one area of operation. (For example, 
in my experience it is not uncommon for 

audit committee members to feel that 
they are uncertain about which of the 
multitude of issues or topic areas are most 
important for them to deal with currently, 
or they may be having communication 
or other difficulties obtaining sufficient 
timely information needed to make 
decisions.) No specific self-evaluation 
process or format is required. However, 
for many reasons it can be advantageous 
to have an outside facilitator conduct 
an interactive evaluation approach. In 
any event, I strongly suggest that each 
audit committee conduct some form of 
an annual self-evaluation to improve its 
operations. You can see more about this 
topic on my website.

Chief Audit Executive (CAE) and 
Internal Audit Department Expertise

Basically, I rely on the CAE to staff and run 
the internal audit department, but the audit 
committee has its oversight responsibility. 
If the CAE has significant difficulties with 
senior management, the CAE should 
discuss those problems with the audit 
committee—in some circumstances it is 
conceivable that serious issues should be 
considered by the board. So, two basic 
questions arise: what qualifications should 
a CAE possess; and how should I evaluate 
the internal audit department? These are 
difficult discussion areas because there are 
so many subjective variables.

Regarding CAE qualifications, broadly 
speaking, I expect him or her to 

understand my responsibilities and 
be able to address those specific areas 
of responsibility which include the 
previously listed topic areas. He/she 
should be thoroughly qualified and 
experienced, and adhere to professional 
internal audit standards, as well as 
being up-to-date technically, including 
familiarity with risk assessment and 
internal control concept and theory. 

Additionally, he/she should possess 
the ability to communicate, interact 
and collaborate from an internal audit 
perspective with the audit committee 
and the board, senior management, and 
other stakeholders. Lastly, he/she should 
have demonstrated integrity, demeanor, 
leadership and department-running 
capability, plus possess a future-thinking 
approach, coupled with responsiveness, 
ability to multitask, spot and resolve 
issues, and keep moving forward at a 
quick pace. Although not necessarily 
always a good indicator, I will also look 
at his/her educational degrees and 
professional certificates earned, such as 
CPA, CIA, and CISA which demonstrate a 
certain technical proficiency. 

When evaluating the internal audit 
department and how well the CAE 
manages the department, again I look 
at many variables such as current 
technical competency and work 
experience of the staff auditors including 
degrees and certifications. I also expect 
to see professional demeanor and 
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communication skills; work planning 
and project timeliness; conformance to 
professional internal audit standards 
and reporting quality. Constructive 
helpfulness is key, including their depth 
of diligence, inquiry, evaluation and 
recommendations. Of course, objectivity, 
independence, and integrity must exist. 
Many of the CAE’s qualities must have 
percolated to the staff such as; a future-
thinking approach; constructive input 
in the risk assessment and internal 
audit plan development processes; 
dependability; time budgeting and use of 
resources; the ability to spot and resolve 
new issues; and overall effectiveness in 
assisting the audit committee and the 
business entity, from an internal audit 
function perspective.

Audit Committee, Senior 
Management and Internal Audit 
Interaction

Just a few comments about the interaction 
between the audit committee, senior 
management, and internal audit. Internal 
audit is employed by the business entity. 
It works and collaborates with senior 
management and the audit committee 
to assess and audit or evaluate the 
areas covered in the risk-based internal 
audit plan. The internal audit function 
reports to senior management and the 
audit committee. However, as an audit 
committee member I expect that there 
will be a direct line of communication 
between the CAE and the audit 
committee and with the audit committee 
chair. As a board and audit committee 
member, I have stand-alone oversight 
responsibilities to satisfy. There isn’t 
space in this article to cite statutory 
and case law authorities pertaining to 
audit committee responsibilities, but it 
is clear that audit committee members 
must actively and diligently satisfy their 
inquiry, investigation, and decision-
making oversight responsibilities as they 
think best. Their interaction with senior 
management and internal audit are 
important components.

How You can Help the Audit 
Committee 

Now that we have discussed the audit 
committee responsibilities, we can get 
to the internal audit function and its 
helpfulness (or usefulness) to the audit 

committee. As stated above, the matter 
primarily depends on the expertise and 
other qualifications the internal audit 
function can provide. The extent to which 
the audit committee avails itself of the 
benefits that internal audit can provide 
(which also includes how well internal 
audit communicates those benefits) is 
dependent on the communications and 
the collaborative relationship between the 
audit committee and the internal audit 
function.

As an audit committee member I want to 
‘get it right’ and be able to demonstrate 
that I exercised my reasonable and 
prudent due diligence. However, since I 
am not involved in the entity’s day-to-day 
operations, I have to rely significantly 
on other people to help me with my 
responsibilities and tasks, and to provide 
me with information necessary to confirm 
whether the activities over which I have 
oversight are in order. Internal audit, if 
the entity has such a department, is one 
of the primary resources I have available. 
As such, I want to be able to work with 
the internal audit function to satisfy 
my diligence duties and have it help 
me confirm that areas of the entity over 
which I have oversight are in order. I want 
a well-functioning internal audit activity 
I trust, and with which I have good direct 
communications. 

The audit committee and internal audit 
need to sit and discuss the committee’s 
specific oversight and due diligence 
tasks relating to the entity. We each need 
the audit plan (in writing) detailing the 
specific planned tasks to be performed, 
investigations and evaluations that 
internal audit will undertake for the 
audit committee and senior management. 
It needs to be decided how and when 
internal audit will report to the audit 
committee and to senior management. 

Some entities prepare, on an annual basis, 
a plan of action (audit plan) and activities 
that internal audit will perform. However, 
some departments prepare a multi- two- 
to three-year plan with interim status 
and outcome reporting to the audit 

committee along with updates to the plan 
annually. But we live in a world where 
significant changes also occur regularly, 
and quickly. Important developments 
or issues will arise relating to the entity 
or its industry, accounting and auditing, 
best practices and governance, and other 
relevant matters. Those developments 
and issues should receive a timely 
discussion between the audit committee 
and internal audit (as well as others). 
As appropriate, internal audit’s plan of 

action and activities should be modified 
or even significantly changed in response. 
Many internal audit departments leave 
unallocated time in their plans to enable 
them to readily respond to management 
and board requests and unexpected 
occurrences such as potential suspected 
fraud or compliance challenges.

To accomplish all of this, communications 
and understanding between the audit 
committee and internal audit are of 
utmost importance. In addition to 
whatever formal reporting responsibilities 
internal audit has to the audit committee, 
the CAE should have continual 24/7 
access to the audit committee chair, and 
should at least informally provide a status 
update to the audit committee or the 
committee chair on an ongoing as-needed 
basis. I suggest that the CAE provide a 
status update by email or letter at least 
every 30 days. The update does not have 
to be very long or detailed--it basically 
provides a summary of the tasks that 
were accomplished during the prior 30 
days, the tasks that are expected to be 
accomplished during the next 30 days, 
and important items, if any, that have 
arisen.

How can you help me as an audit 
committee member? 

As you can see, I need you to understand 
my areas of responsibility, and I need 
you to help me diligently determine that 
those areas are being handled properly. I 
will have specific areas I will want you to 
include in an internal audit plan of action 
as well as some periodic tasks. I want 

You will have relevant knowledge and experience that 
I do not have. Similarly, I also will have knowledge and 

experience in areas that you do not. 
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you to provide constructive comments 
and suggestions about those areas 
and the other issues that you believe 
are important. I am interested in your 
input and recommendations because 
you will have relevant knowledge and 
experience that I do not have, and, 
similarly, I also will have knowledge 
and experience in areas that you do 
not. In that sense, the audit committee/
internal audit relationship should be 
a collaborative partnership in nature, 
with the audit committee making the 
ultimate decisions-. If you are a CAE, and 
you believe internal audit’s interactions 
with, or benefits provided to the audit 
committee can be improved, and if I do 
not otherwise raise the topic, I want you 
talk with me about that. As a starting 

point, provide me brief suggestions about 
improvements you have in mind. All 
audit committee members are different, 
however I believe most will be responsive 
to you.

One final comment. As you also are 
aware, it is within the subject-matter 
nature of accounting and accounting 
estimates that at times disagreements, 
tensions or conflicts can and do develop 
between senior management, auditors, 
the board, the audit committee and 
other stakeholders. Everyone needs 
to understand these will and do occur 
in the normal course of carrying out 
our responsibilities. Timely resolution, 
improvement and moving forward are 
important to the best interests of the 
entity. 

Conclusion
Audit committees and their individual 
members depend greatly on the internal 
audit function. Understanding the role 
and responsibility of the audit committee 
and gearing your audit plan and activities 
to support the audit committee cause 
internal audit to be viewed as a significant 
value-added function. NP
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