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 Effective January 1, 2002, The Institute 
of Internal Auditors (IIA) issued seven 
new quality related standards. One of the 
standards (1312) requires every internal 
audit department to have an external 
quality assessment at least once every five 
years by a qualified independent reviewer 
from outside the organization. What is the 
foundation for establishing an Internal 
Quality Assessment (QA) process within 
your internal audit activity? What tools can 
be used in an assessment process? How do 
you prepare for an external QA review?

 In January 2005, Baystate Health 
System Audit Services embarked on 
building a foundation for a QA process.  
While we thought we had a few of the QA 
“bricks and mortar” in place, we knew we 
did not have a QA process that would meet 
the new Standards.

The Standard (1300-1330 IIA)
 The IIA Quality Standards (Standards) 
are not about QA reviews. They are about 
Quality Assurance and Improvement. The 
Standards say the internal audit activity 
should adopt a process to monitor and 
assess the overall effectiveness of the quality 
program. The process should include both 
internal and external assessments.

 The concept behind the Standard 
is COSO’s monitoring component. The 
Standard is designed to encourage on-
going performance improvements by 
establishing and monitoring a QA process 
of internal audit activities. The Standards 
require an external assessment at least once 
every five years, invoking the internal audit 
concept of independence and objectivity.

 One benefit of the QA is your 
department can report that their activities 
are “conducted in accordance with the 
International Standards for the Professional 
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Practice of Internal Auditing” if the 
assessment so demonstrates (Standard 
1330).

 Although the Standard uses the word 
“should” as in “should be conducted”, 
the implied meaning is “a mandatory 
obligation”. Your internal audit shop needs 
to show compliance with the new quality 
Standard and Code of Ethics by January 
1, 2007. (A mandatory obligation for all 
members of the IIA and Certified Internal 
Auditors (CIA).

Quality Program Assessments (1310 
IIA)
 The Standards say the internal audit 
activity should adopt a process to monitor 
and assess the overall effectiveness of the 
quality program. 

Why Comply?

§ Litigation: Demonstrating a quality 
internal audit shop may help in any 
future litigation.

§ Regulation: Demonstrating a quality 

internal audit shop may help in any 
regulatory reviews.

§ External Auditors: External auditors 
rely on the work of internal audit.  
External auditors expect quality 
internal audit functions.

§ Customer’s Care: Most healthcare 
departments are obligated to produce 
quality service.  Therefore, the auditee 
expects a quality internal audit 
function.

§ To formalize the practice of internal audit: 
To be effective and respected internal 
audit department activities need to 
be grounded   on the cornerstone of 
professionalism.

Four-Step Approach
 There are a number of ways to prepare 
for January 1, 2007.  We elected to use a 
simple four-step approach and found it 
worked well.

Step One: Familiarization
 While reading the Standards is 
important the actual reading of the 
Standards can be a boring exercise. 
However, becoming familiar with the 
Standards is mandatory. Our familiarization 
with the Standards concluded, “We should 
do okay (in an assessment) because we are 
complying with the Standards.”  Or so we 
thought.

Step Two: Self-Assessment 
 While the long-term goal was to have 
an independent QA review by January 
1, 2007, the next step for us was to hire 
someone familiar with the Standards. 
The thinking was to validate that we are 
okay. On the other hand, if we needed to 
improve, we had time to correct existing 
practice.
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 The IIA Practice Advisory (PA) 
#1312-2 allows for self-assessment with 
independent validation. Perhaps this 
advisory is a time buyer. A�er the self-
assessment with independent validation, 
you still need an external review. In 
essence, our thinking was to have 
someone familiar with the Standards 
provide some level of validation. The 
Standards were developed in the 1999 
timeframe before Sarbanes-Oxley (SOX).   
Given SOX’s world, we believed having an 
external review by January 1, 2007, rather 
than the self-assessment with independent 
validation was the right thing to do. We 
decided we would move to comply with 
the Standard to have an external review by 
January 1, 2007.

Step Three:  Select consultant for informal 
QA review
 Our selection process was informal. 
We knew a retired Chief Audit Executive 
(CAE). We knew the CAE ran a quality 
internal audit department and had the 
experience to assess where we stood in 
meeting the Standards. A reasonable 
price was negotiated and agreement was 
reached on the scope of the engagement.

 Scope and Objectives. The principal 
objective of this QA engagement was 
to assess the extent of the Internal 
Audit Department’s conformity to IIA’s 
International Standards for the Professional 
Practice of Internal Auditing (IIA Standards) 
to assist with preparation for an external 
assessment with respect to the IIA 
Standards. We wanted to be in compliance 
before January 1, 2007.

Step Four: QA Data Gathering And 
Assessment
 The QA engagement was similar to 

an internal audit. There was a beginning, 
middle, and an end. The QA engagement 
was performed using a four-phase 
approach. We use this same approach 
in our internal audit process. The only 
difference was I was si�ing on the other 
side of the entrance conference table.

Phase 1
 The consultant performed a planning 
phase. The purpose was:

a) to determine priorities and to 
establish the most cost-effective 
means of achieving the engagement  
objectives;

b) to assist in the direction and control of 
the work;

c) to help ensure that a�ention is 
devoted to critical aspects of the 
work; and

d) to help ensure that work is completed 
in accordance with pre-determined 
targets.

Phase II
 This was the most fun phase of the 
QA engagement. Phase II was devoted 
to understanding our audit process. The 
consultant obtained background informa-
tion with respect to organization, mission, 
charter, policy, and practice.  

 The consultant then used question-
naires and interviews to gather knowledge 
about our practice.  

 The questions were based on the IIA 
standards. Some addressed broad audit 
function ma�ers while others got into 
greater depth with respect to the planning, 
conduct, management and reporting on 
audit work assignments. Staff were asked 
to answer each question based on their 
knowledge, perception or understanding 
of the department, and as they apply to 
their own individual work performance. 
Although a number of questions could 
be answered with "yes/no" responses, the 
consultant wanted to gain an in-depth 
understanding of the department and 
asked the staff to go beyond a "yes/no" 
response.  

 The consultant emphasized that it was 
important to answer the set of questions 
from the basis of what exists today rather 
than what should exist, or what the staff 
would like to exist in the department.  
All of the answers were confidential and 
individual responses were not a�ributed 
to specific staff during any discussions.

 Interviews with staff were conducted 
as a follow-up to the questionnaire. At 
that time, the consultant asked some other 
questions with respect to organizational 
risk and other general ma�ers. These 
interviews took about 45 minutes to 
complete. Throughout the process, the 
consultant stressed appreciation for 
staff time and support in conducting 
this important work for the department.  
Staff buy-in is critical to a successful QA 
engagement.

Phase III
 The consultant obtained evidence of 
quality within the department practices.  
By reviewing the risk assessment and 
audit planning processes, audit tools 
and methodologies, engagement and 
staff management processes, and a 
representative sample of work papers and 
reports for audits performed in the past 
year. Evidence of our compliance with our 
policies and procedures was obtained. It 
is common practice in a QA engagement 
to obtain information and evidence from 
auditees. However, we chose not include 
auditees in this low-cost internal review.

Phase IV 
 The consultant dra�ed the report. The 
report included an executive summary, 
observations, and recommendations. The 
executive summary provided an overview 
of the findings while full discussion of the 
observations appeared in the main body 
of the report. Recommendations were 
divided into two parts:

1. Recommendations that concern the 
organization as a whole and suggested 
actions by senior management. Some 
of these ma�ers were outside the 
scope of the Quality Assessment, 
but came to the consultant’s a�ention 
through the surveys and interviews. 
These were included in the report 
because the consultant believed they 
would be useful to BHS management 
and because they influence the 
effectiveness of the Internal Audit 
Department and the value added.  
Additionally, these might be issues 
noted during the formal external 
Quality Assessment.

2. Recommendations that concern the 
Internal Audit Department structure, 
staffing, deployment of resources, 
and similar ma�ers that require 
consideration by the Internal Audit 
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the adoption of ERM is fundamentally 
a process of building awareness, 
developing buy-in, and ultimately 
driving the acceptance of ownership 
throughout the organization. Change 
enablement is, therefore, a significant 
aspect of an ERM initiative because 
everyone’s perspective about risk varies. 

 To help ensure success, keep the 
following in mind when implementing 
ERM: 

§ Develop a compelling business 
case linking the ERM agenda to 
real priority business needs; garner 
support from the top and manage 
progress against milestones over 
time. 

§ Obtain agreement on risk manage-
ment objectives and the necessary 
ERM infrastructure; consider rele-
vant cultural issues and focus on 
enterprise-wide application. 

§ Implement an effective enterprise-
wide risk assessment process early. 

§ Clarify process ownership issues: 
Who decides, who designs, who 
builds, and who monitors? 

§ Integrate risk management with the 
business planning process. 

§ Don’t forget the true purpose of ERM 
infrastructure; be sure to define the 
future goal state of the capabilities 
around managing the critical risks 
and contrast it with the current state. 

§ Use the COSO ERM components 
as a framework against which to 
benchmark ERM requirements.

 Properly implemented, ERM can help 
organizations pursue strategic growth 
opportunities with greater speed, skill, 
and confidence. Opportunity-seeking 
behavior is invigorated if managers have 
the confidence that (1) they understand 
the risks they are taking on, and (2) the 
organization’s risk taking is aligned with 
its core competencies and risk appetite. 
Markets will differentiate competing 
organizations by the quality and 
extent – real or perceived – of their risk 
management capabilities.   §

 This is a summary of a presentation deliv-
ered by James DeLoach, Managing Director for 
Protiviti, at the MIS SuperStrategies Conference, 
April 26-29, 2005, in Las Vegas, Nevada. 
Reprinted with permission of KnowledgeLeader 
provided by Protiviti. Protiviti may be reached at 
www.knowledgeleader.com.
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 Department management, with 
support from senior management.  

 The consultant summarized the 
recommendations and provided a full 
discussion in the main body of the report.  
A�er the dra� was reviewed, the report 
was issued.

Lessons Learned
 Aside from having an individual with 
the appropriate expertise to assess the 
extent of the Internal Audit Department’s 
conformity to the IIA Standards, the 
most constructive aspect of the process 
was obtaining concurrence about the 
standards and direction regarding our 
next steps. This assured that the policies 
and procedures, as used by the internal 
audit department, would conform to IIA 
Standards and expectations.

 The independent check of the use of 
the IIA Standards was a simple and easy 
mechanism to insure conformity with the 
Standards.

 There were aspects of our process 
that we are now in the position to 
improve. The consultant provided 
many recommendations. We are now 
implementing corrective action.

Conclusion
 Quality Assessment is central to 
determining conformity to IIA Standards, 
and the quality of your policies and 
procedures is critical to the assessment 
results. It is additionally important 
that evidence of conformity be readily 
traceable. The lessons we learned in 
the Quality Assessment process helped 
assure the quality of our conformity to 
the standards and readied us for future 
independent Quality Assessment efforts.  
§

 Christopher C. Boutin, FHFMA, CPA is Di-
rector of Audit Services for Baystate Health System, 
Springfield, Massachuse�s.  He can be reached at 
chris.boutin@bhs.org.
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