Rebalancing Internal Audit in the Sarbanes-Oxley Era
Anonymous
The CPA Journal; Nov 2005; 75, 11; ABI/INFORM Global

pg. 17

Rebalancing Internal
Audit in the
Sarbanes-Oxley Era

As companies have sought to meet new
compliance standards under the
Sarbanes-Oxley Act of 2002 (SOA), inter-
nal auditing has provided companies with
vital business process analysis, control test-
ing, risk management, and forensic account-
ing. According to a new report, “Optimizing
the Role of Internal Audit in the Sarbanes-
Oxley Era,” internal auditing has the poten-
tial to deliver even further value to organi-
zations, but only if corporate management
and boards readdress and rebalance the roles
and responsibilities of internal auditors.

The report, issued by Deloitte & Touche,
concludes that without the internal audit
function’s involvement in business process
analysis, control testing, risk management,
and forensic accounting, there may have
been significantly more disclosures of mate-
rial weaknesses and revelations of non-
compliance with SOA. Sacrifices were
made, however. Traditional internal audit
work—operational and systems audits, fraud
investigation, and special project audit
work—became secondary. And, with their
fortunes tied more closely to internal audits,
companies may need to react to realize the
full value of their internal audit function.

Key recommendations outlined in the
report include reworking the organiza-
tional structure of internal auditing so that
the function reports to the audit committee
as opposed to executive management.
Keeping the internal audit function sepa-
rate from management helps reassure reg-
ulators concerned with independence,
external auditors seeking objectivity, and
stakeholders expecting strong corporate
governance practices.

Moreover, such an organizational struc-
ture may foster better communications,
encourage more direct feedback, promote
proper staffing and budgeting, and better
enable audit committees to exert direct influ-
ence over the hiring, compensation, and
firing of the chief audit executive.

Recent trends indicate that direct audit-
committee reporting is more common.
Several years ago, more than 90% of inter-
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nal audit departments reported to the CFO.
According to a recent survey by the
Institute of Internal Auditors, however, only
about 40% to 50% currently do.

While the internal audit function ordi-
narily will continue to play a role in
Sarbanes-Oxley compliance, the report sug-
gests reestablishing a broader view to
address the multiple needs of stakeholders:
W Fraud detection. Internal auditing can
help management determine that reason-
able control activities are in place for pre-
venting and detecting fraud and support-
ing company antifraud programs.

B Risk management. The internal audit
function should play a prominent role in
helping management with a comprehen-
sive risk-assessment process, which is crit-
ical to judging whether internal control
over financial reporting is effective.

B Evaluating new business operations.
New opportunities bring new risks, and

internal auditors should take part in iden-
tifying, evaluating, and helping an organi-
zation intelligently manage such risks.

W Managing information technology (IT).
IT usually presents significant risk-man-
agement challenges to a company,
regardless of the computer systems’ status.
® Contributing to corporate growth.
When companies expand into new regions,
distribution channels, or customers, inter-
nal audit plans and activities should reflect
these areas of focus and risk, to help
build top-line revenue growth.

Deloitte & Touche and the Institute of
Internal Auditors recommend that internal
audit departments undergo regular quality
reviews to assess the effectiveness and
efficiency of the function. The report out-
lines three models: continuous quality assur-
ance, self-assessment, and external quality
assessment. [t is available online at
www.deloitte.com/us/IAPOV. Q

The EM.B.A. makeover: Transform
yourself into senior management.

he Executive M.B.A, at Hofstra University’s Frank G. Zarb School of Business is

designed for managers with at least seven years of managerial experience who want
10 accelerate their careers while continuing to work. The Zarb EMB.A. teaches strategic
thinking and advanced management with a global perspective in 20 months.

The Zarb School is among just 10 percent of graduate business schools nationwide to
have AACSB International accreditation for both its M.B.A. and accounting programs.
And it’s the only graduate business school in Nassau or Suffolk with both accreditations.
No wonder the Zarb EMB.A. is one of the most esteemed programs of its kind.

Zarb's EM.B.A. program begins in September with classes held on alternating
Fridays and Saturdays, from 8AM to 6PM. Tuition covers all fees, books, case materials,
meals, and even a trip overseas to broaden your understanding of global trends. The
program director has the authority to waive the GMAT. We have an exceptionally high
graduation rate among EM.B.A. students - more than 90 percent.

For further information, contact Dr. Barry Berman, E.M.B.A. Program Director,
at 1-800-HOFSTRA, ext. 649, or visit www hofstra.edu/MBA.
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