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Falling compliance with internal audit standards 
warrants tougher regulation  

 

Compl iance wi th in ternal  audit ing standards by Austral ian organisat ions has 

fal len for  the th ird year in  a row, s trengthening the case for  regulators  to 

mandate compulsory minimum standards,  say internal  audit  exper ts.  

 

A jo int survey conducted by the Inst i tu te of  Internal  Auditors  ( I IA) and g lobal 

r isk  consul t ing f irm, Prot iv i t i ,  has revealed that  fu l l  compl iance wi th the I IA‟s  

internal audi t  profess ional pract ices  f ramework  -  the only g lobal ly 

recognised internal audit  standards  -  has decl ined to 31 per  cent in 2011 ,  

represent ing a fa l l  of  11 per  cent s ince 2009.    

 

Top reasons c i ted for  non compliance inc luded : the organisat ion was too 

small  and fu l l  implementat ion of  the s tandards was too cost ly.   

 

Mr Gary Anderson, I IA d irector  and managing d irec tor of  Prot iv i t i ,  asser ted 

that  these were merely hol low excuses to just i f y indefens ible lapses in 

qual i t y that  could compromise the board‟s  r isk  overs ight funct ions.    

 

“ Implement ing standards to ensure a minimum level  of  r igour is  natura l ly 

going to require a l i t t le more  t ime and focus. This is  the normal pr ice of  

doing th ings proper ly.   But i t ‟s  a necessary pr ice i f  management and the 

board are to receive accurate,  object ive and complete information f rom 

internal audi t ,  about  whether  the organisat ion is  being ef fect ive ly governed.  

 

“Let ‟s a lso d ispel some myths.  These s tandards are not over ly complex and 

wi l l  not  break the bank.  In fac t,  m any smal l  organisat ions inc luding the I IA 

have implemented the standards and are reaping the benef i ts  of  better,  more 

transparent  governance,  so the argument that th is is  too great a compliance 

burden just  doesn‟ t  s tack up”.  

 

Ms Stephanie Koehn,  I IA‟s  technical manager added that despi te ongoing 

educat ion campaigns over  the years  f rom industry bodies such as the I IA to 

improve voluntary compliance , i t  was now apparent  that  only regulatory 

intervent ion could turn the t ide of  pers istent ly poor compl iance and provide 

the „shake-up‟ required to s ignif icant ly improve internal audi t  pract ice across 

the corporate, publ ic  and not - for-prof i t  sectors.   

 

“The I IA is  cont inuing to work  with Commonwealth and State Governments  

as wel l  as  bodies such as the ASX Corporate Governance Counc i l  to 
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introduce uniform internal  audit  standards.   As the survey conf i rms,  the 

voluntary compliance model does not work  -  too many organisat ions would 

prefer to take the easy way out ,”  sa id Ms Koehn.  

 

The joint I IA-Prot iv i t i  survey a lso uncovered a d if ference in the ex tent to 

which management  and the board v iewed the value provided by internal  

audit .  Audit  committees p laced a greater  value on internal audi t  services (72 

per  cent)  compared to  management (45 per cent) .  

 

Mr Anderson observed that th is  ref lected the strong re lat ionship between 

internal audi t  and the board  ar is ing f rom the board‟s  re l iance on the 

independent  assurance provided by internal  audit  over  r isk  management , 

control  and governance processes.   By contrast ,  there was room for in ternal 

auditors  to unders tand management  needs bet ter  and del iver  to them.  

 

“Greater profess ional ism and adopt ing standards that  promote qual i t y work , 

p lays a par t in that.   In addi t ion,  ensur ing the internal  audi t  funct ion s tr ikes 

a bet ter  balance between assurance and s trategic  consult ing is a lso 

impor tant .   In ternal auditors can enhance their  s trategic  ro le by us ing 

reviews to ident i f y areas where the organisat ion can improve ef f ic ienc ies 

and performance.  That is  what wi l l  resonate wi th management” .  

 

Indeed,  the I IA–Prot iv i t i  jo int  survey found that  the internal  audi t  projec ts 

that  added the most  value to an organisat ion were process and operat ional 

audits  (32 percent) .   These projects  assess the ef fect iveness of  a bus iness 

act iv i ty in  meet ing an organisat ion‟s goals  and recommend improvements  

where necessary.   In contrast ,  less than 1 per cent  of  respondents  indicated 

that  f inance-re lated projects such as f inancia l repor t ing and contro l reviews,  

added value,  ref lect ing a lower  regard for  compl iance-focussed projects.     

 

“Corporate Austra l ia  is  notor ious for  i ts  short  memory.  W ith br ighter 

economic t imes ahead, i t  wi l l  be tempt ing to ease up on r isk  managem ent  

and internal contro ls.  That  would be a mistake.  Strong internal  audit  is  an 

essentia l part  of  good governance.   I t  keeps an organisat ion on course 

through both good t imes and bad.   I t ‟s  t ime for regulators  to make i t  a „non-  

negot iable ‟  requirement ,”  sa id Ms Koehn.    

 

Other  survey h ighl ights inc luded:  

 

  The Top F ive pr ior i t y areas for internal  audi t  over  the next  three ye ars  

were:   major  project  implementat ions,  IT ,  core f inanc ia l contro ls,  r isk  

management at testat ion and strategic r isk   

 

  For  the th ird year in a row, chief  audi t  execut ives repor ted an urgent 

sk i l ls  shortage in the area of  IT  audi t .   This  is  a concern given  IT has 

been ident i f ied as a major  pr ior i t y over  the next  three years  

 

  In ternal audi t  funct ions focus pr imar i ly on non -f inanc ia l  matters (79 

per  cent) .   As  the major i ty of  ex ist ing internal auditors  have f inance 
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backgrounds,  organisat ions may need to consider  a l ternat ive means 

to ensure internal audi t  teams have a broader sk i l ls  base ,  such as 

secondments  f rom other parts  of  the bus iness.  

 

The 2011 Achiev ing High Performance in Internal Audit  Benchmarking Study 

surveyed the Heads of  Internal  Audit  in  115 organisat ions across the publ ic,  

pr ivate and not  for  prof i t  sectors .  Conducted annual ly,  the survey is 

des igned to provide an ins ight  in to trends and developments in the internal  

audit  profession in Austra l ia.  

 

The above ar t ic le was the bas is of  what  appeared in the Austra l ian Financ ia l 

Review on Fr iday 1 Apr i l  2011.  

 


