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Situation Pg. 02

In response to an increased focus on effective governance,

the Institute of Internal Auditors (llA) issued two key provisions to

revise standards for the practice of internal audit in 2002. Of the two
provisions, the external quality assurance review (QAR) is considered to
be particularly important, reflecting the enhanced role played by
internal audit departments in the risk, control and governance activities
of many major corporations today. By January 1, 2007, the deadline for
IIA compliance, it is likely that most large companies will have
completed extensive external assessments. However, is the strategic
potential of this effort being fully utilized by the organizations
undertaking these procedures?

Our Perspective Pg. 06

Regulatory changes have placed increased demands on internal
auditing departments. Quality assurance reviews provide an excellent
opportunity for internal audit departments to offer greater value to

their organizations and better quality assurance. But to achieve such
benefits, the chief audit executive must commit to emphasizing quality
assurance and improvement in the process. In our experience, this can
be achieved with a well-organized, multi-step approach that focuses
on establishing a stronger link between the strategic focus of internal
audit and the value drivers of its key stakeholders.

Implications Pg. 10

The path to enhanced strategic performance requires the chief audit
executive and the internal audit department to undertake an integrated
set of strategies and tactics that go well beyond adoption of and
compliance with llA standards. A stronger strategic contribution from
internal audit to the objectives of the organization can be achieved by:
1) making an upfront commitment to quality, 2) conducting a sound
quality assurance program, 3) establishing forward-thinking protocols,
4) conducting an external review with integrated benchmarking,

5) implementing corrective actions as necessary and 6) by continuously
assessing the performance of the internal audit function.
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Situation

Are companies
optimizing the value
of quality assurance
reviews?
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Recent regulatory changes have created an increased focus on
effective governance. Audit committees and executive management
demand more from the internal audit function in order to fulfill corporate
governance responsibilities. To be responsive to such stakeholder
needs, internal audit departments must operate at the highest levels of
quality, and must commit to continuous evaluation and improvement

of internal audit effectiveness.

On January 1, 2002, the Institute of Internal Auditors (lIA) issued

revised standards for the practice of internal audit that included two
key provisions related to quality assurance: first, that internal audit
departments implement a quality assurance and improvement program,
and second, that they secure an external quality assurance review of
their internal audit operations.’ The initial five-year window established
by the IIA for securing an external quality assurance review closes on
December 31, 2006.?

The Institute of Internal Auditors (IIA) issued revised standards for the practice of internal audit on January 1, 2002.
These revised standards updated the IIA’s International Standards for the Professional Practice of Internal Auditing.

Internal audit departments established after January 1, 2002, have until five years from the date they initiated
operations to undergo an initial external quality assurance review.
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Most internal audit
departments view
lIA standards as
mandatory.




Although compliance with IIA standards is voluntary, most sizable
companies view these standards as mandatory. Internal audit
departments are not likely to ignore the commitment to quality and
continuous improvement represented by the IIA standards. The external
quality assurance review is considered to be particularly important in
management and audit circles, reflecting the enhanced role played by
internal audit departments in the risk, control and governance activities
of many major corporations today.

Given the importance of the lIA standards, it is not surprising that many
internal audit departments completed their external quality assurance
reviews by the end of 2005 or have plans to conduct a quality assurance
review by the end of 2006. By New Year’s Day 2007 — the deadline for
complying with the two key provisions of the revised IIA standards—

it is likely that most large companies will have completed an external
assessment of their internal audit capabilities. Having done so, however,
the question remains: have the strategic contributions of the quality
assurance review been fully realized?
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Our Perspective

Link the strategic
focus of internal audit
with key value drivers.



Compliance alone fails to leverage the power of external quality
assurance reviews to enhance the strategic contributions of
internal audit.

World-class internal audit groups view external quality assurance
reviews as catalysts for enhancing the strategic performance of
their internal audit departments by: 1) providing greater value to
their organizations, 2) fostering quality assurance and improvement
and 3) meeting the escalating expectations of key internal

audit stakeholders.

Our Perspective
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An external quality assurance review of an internal audit department
can provide a number of significant benefits. With the insights and
information gained, an organization can:
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Provide independent assessment that internal audit is complying with
globally recognized standards. This is an important factor in the eyes

of internal audit’s three primary stakeholders: 1) the audit committee,

2) senior management and 3) the organization’s external auditors

Affirm that internal audit is serving as a reliable source of information
for risk, control and governance within the enterprise, a key
consideration in the Sarbanes-Oxley era

Compare the performance of the internal audit group with that
of its peers

Determine whether internal audit has the right reporting
structure, people and skill sets to address enterprise-wide risk
and governance issues

Assess key stakeholder expectations, e.g., what values they expect
to gain from internal audit

Determine whether internal audit processes and practices are aligned
effectively with stakeholder expectations

Explore how to raise the stature and visibility of the internal
audit group



