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INTRODUCTION TO THE BOOK

T his book is intended to fill in the gaps left open by other books. A number of 
books address internal audit in just one or two chapters; consequently, the au-

thors of these books do not illustrate in enough detail the points that this book will 
cover. Other books on internal audit leave several points untouched. This book is a 
serious attempt to cover the process of the art of internal audit in detail.

This book will address internal audit rules that were tested in the real-world 
practices. Introductions and arguments of philosophical subjects that were not empiri-
cally tested will be avoided as appropriate. For example, the terms “risk assessment,” 

CHAPTER 1

INTRODUCTION

In the next few pages, the author will introduce the reader to 
this book, followed by an introduction to internal audit, then 
list several types of audits, and, lastly, make a few comments 
on teaching future auditors.

This book is intended for students who are taking a course on 
internal audit and those who are in the process of changing 
careers to the profession of internal audit.
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“consulting,” and “tone at the top” are a few examples of topics that had very little 
pragmatic testing, as we will discuss throughout this book. 

Based on the extensive experience of myself, my colleagues, and industry auditors in 
teaching the subject of internal auditing, we noted that several books do not adequately 
address the process of internal audit. In general, the current books on the subject 
“audit” address “auditing” in detail, as it relates to the external auditing profession, the 
kind of audit that we refer to as “CPA audit.” This book will address key areas in internal 
audit that received very little attention from authors of internal audit books, such as 
selecting the part of operation to be audited, interviewing the auditee, preparing the 
audit program, performing the audit, reviewing the findings1 with the auditee2, and, 
finally, issuing the audit report. 

Our approach and purpose in writing this book is to give the students of internal 
auditing classes, future auditors, and future auditees, in general, a good understanding 
of the pragmatic approach to the process and applications of internal audit. The book 
also addresses a number of points that the auditor should be concerned with, such 
as auditee body language, the practice of phrasing and rephrasing questions, and the 
careful presentation of findings, etc. 

In addition, this book is intended to address the rules and the most common prac-
tices in the field of internal audit. We were encouraged to write on the subject matter 
based on our experiences in teaching and in practicing the profession of internal audit. 

INTRODUCTION TO INTERNAL AUDIT

INTERNAL AUDIT IS AN ART 
The reader may ask why the author titled this book as “The Art of Internal Audit.” To 
answer this question, we need to understand the meaning of “art” and the difference 
between art and “science.” The library (both electronic and hard copy) is full of research 
that illustrate the history of the two words, the different types of arts, and the philosophy 
and theories behind each one of them. We selected a few lines in order to introduce the 
word “art” and explain why internal audit, in our judgment, is considered one.

THE MEANING OF ART
In our reading of the definitions of the word “art” and the difference between the 
words, art versus science, it is our understanding that philosophers can be classified in 
three groups:
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1. Those who suggest that there is no difference between art and science. 
2. Those who suggest that art and science are two different conceptual frameworks. 
3. Those who suggest that science refers to indisputable facts, such as the rules of 

physics and mathematical equations, while art refers to individual creativity and 
ability to present facts in a specific fashion.

The differentiation between art and science is not easy. The simplest differentiations  
stated are:

Art is geared towards an ideal, towards the attainment of perfec-
tion. All art is begun with some idea in mind, and bringing this idea 
across to viewers in the right manner in the goal of the artist. … 
Practical aspects thus guide how artistic talent is applied in reality.

Science, on the other hand, is geared towards the exploration of the 
practical. … Ultimately, the experiment or theory attempts to attain 
an ideal in accuracy, either in experimental data or law formulation, 
a goal of almost every practitioner of science. Science is, therefore, 
guided by this mindset of idealism, despite its practical nature. 3

Oxford Dictionary defines art as “the various branches of creative activity, such as 
painting, music, literature, and the visual arts”4 (Underline for emphasis by author).

The Free Dictionary website defines art as follows:

1. “Skill that is attained by study, practice, or observation: the art of the baker; the 
blacksmith’s art.

2. “Skill arising from the exercise of intuitive faculties: “Self-criticism is an art not 
many are qualified to practice” (Joyce Carol Oates).

3. “Get something down to a fine art to become highly proficient at something 
through practice.”5

Given the above stated quotations from various sources, we may conclude that the 
presence of predetermined formats, regulations, and rules that the practitioner must 
abide by will bring the subject work (audit) closer and closer to the science side of the 
philosophy. On the other hand, the fewer rules and regulations that the practitioner 
must apply, and the more and more the practitioner applies his/her personal style 
of work, will bring the subject work (audit) to the art side of the philosophy.  This 
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book will show that there are major differences between internal and external audit in 
several aspects of the professions. 

THE MEANING OF “AUDIT”
Based on our understanding, the word “audit” came from “the Latin word “aud tus” that 
means hearing. It is the past participle of “aud re,” to hear (see for example the referent 
dictionary6). In fact, the word audit came from the word “audio,” which emphasizes that 
the main function of an auditor is to LISTEN more than to TALK. Consequently, the 
auditor must develop good listening skills. We will be discussing this subject in more 
depth in the next few chapters.

INTERNAL AND EXTERNAL AUDIT

The main two branches of auditing are internal auditing and external auditing. There 
are several other fields of auditing that are beyond the scope of this book, such as 
Information Technology (IT) auditing.

INTERNAL AUDIT
Internal audit takes place within the company or the organization. It is considered a 
separate department/ function, the same as other departments in the organization. In 
the past, the internal audit department, or function, used to report to the company 
controller or Chief Financial Officer (CFO). It was appropriate to report to the CFO 
since most, if not all, of the department’s works were finance oriented. 

With the development of the field of internal audit, the functions of the internal 
audit department expanded to include other types of audit, such as operational audit, 
compliance audit, risk assessment audit, etc. Along with the stated expanded functions, 
the audit department in most organizations had to report to a higher level of manage-
ment. The more recent trend is that the audit department should report to the general 
manager or the president of the organization. 

Internal audit function is an independent function with certain limitations as we 
will explore in the later chapters. The auditing activities are designed to improve the 
organization’s operations in addition to the evaluation of the adequacy and effective-
ness of the company’s internal control systems. 

The USA Institute of Internal Auditors (IIA) defines internal audit as follows:
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Internal auditing is an independent, objective assurance and con-
sulting activity designed to add value and improve an organization’s 
operations. It helps an organization accomplish its objectives by 
bringing a systematic, disciplined approach to evaluate and improve 
the effectiveness of risk management, control, and governance 
processes.7 (Underline for emphasis by author).

The Charter Institute of Internal Auditors at UK (United Kingdom) described the 
internal auditor’s role as follows: 

The role of internal audit is to provide independent assurance that 
an organization’s risk management, governance and internal control 
processes are operating effectively.8

Based on both of the above stated definitions, we may conclude that internal audit 
is performed to ensure that an organization is following its own internal policy and 
procedures and the applicable public laws. The reader should note that the internal 
auditor may not know the applications of the public laws. However, in our experience, 
we observed that the practice of most organizations is to incorporate the rules of 
applicable public laws in their policy and procedures. Consequently, the auditor does 
not have to search for the applicable public laws because the organization policy and 
procedures reflect the existing public-law requirements.

In a very few cases, a new public law is enacted and the organization did not get 
a chance to reflect it on the pertinent policy and procedures; therefore, the auditor 
should be in a position to call the attention of the law department in the pertinent 
organization/company to such need to update the policy and procedures to reflect the 
requirement of the new public law. 

The International Professional Practices Framework (IPPF) states another definition 
of internal auditing: 

Internal auditing is an independent, objective assurance and con-
sulting activity designed to add value and improve an organization’s 
operations. It helps an organization accomplish its objectives by 
bringing a systematic, disciplined approach to evaluate and improve 
the effectiveness of risk management, control, and governance 
processes.9 (Underline for emphasis by author).
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We may conclude that most, if not all, of the regulations in all countries focus on 
external audit. This type of audit is extremely important since the major users of the 
information are the interested public. The external auditor (we will refer to him/her as 
a CPA [Certified Public Accountant]) serves the public in the first place. This is why we 
include the word “public” in the name of the CPA profession. 

EXTERNAL AUDITING
The external audit is defined as stated below:

External audit is an independent body which resides outside of 
the organization which it is auditing. [It focuses] on the financial 
statements and [is] appointed by the company shareholders. The 
main responsibility of the external auditor is to perform the an-
nual statutory audit of the financial statements/accounts, providing 
an opinion on whether they are a fair reflection of the company’s 
financial position. As part of this, external auditors often examine 
and evaluate internal control systems put in place to manage the 
risks which could affect the financial accounts, to determine if they 
are working as intended.10

INTERNAL VERSUS EXTERNAL AUDIT 
Internal audit and external audit share some characteristics. However, they also vary in 
many aspects. For example, the following points will illustrate a number of differences:

1. Loyalty
The external auditor’s loyalty is to the public, whereas the loyalty of the internal 
auditor is to the organization that employs him/her. In addition, the internal audi-
tor is internal to the organization and primarily serves the organization/company, 
whereas the external auditor, from the company standpoint, is just a “temporary 
visitor.”

2. Qualifications
In the internal audit field, there are auditors who are not qualified accountants; 
however, it is a prime requirement for an external auditor to be a qualified ac-
countant and certified by a governmental authority (State Board of Accountancy). 
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3. Function 
The external auditor’s functions are fully regulated by the American Institute of 
Certified Public Accountant (AICPA), the Public Company Accounting Oversight 
Board (PCAOB), and the Securities and Exchange Commission (SEC). On the 
other hand, the internal auditor’s functions are not regulated. We should note that 
the internal auditor may apply a number of the rules that were intended to regulate 
the external auditor functions; however, there is no negative reaction if the internal 
auditor does not apply the external audit rules. It should also be stated that the 
Institute of Internal Auditors has issued a number of rules that the internal auditor 
MAY apply; however, there are no consequences for not applying the rules.

4. Potential to be subject to lawsuit
The external auditor usually prepares for the audit and working papers (organizing, 
quantity of evidence, type of documents, etc.) with anticipation of a possible lawsuit 
either by the client, the public, or the stakeholders in general. The internal auditor 
does not anticipate a lawsuit by any worker in the company, whom we refer to as 
an insider.

5. Association with the company
By definition, the “internal” auditor lives within the organization seven days a week, 
eight hours a day or more. This gives the auditor a good understanding as to what 
is going on within the organization, the politics involved, and the political powers, 
etc. The “external” auditor, on the other hand, visits the organization for only a few 
weeks to collect the necessary information and conduct the field audit procedures. 
The external auditor does not have any time to understand the politics inside the 
organization, nor does the auditor care to know it.  The external auditor focuses on 
examining the financial statements and internal control systems. The relationship 
between the auditor and the auditee can vary substantially. The external auditor 
is dealt with by members of the organization as an occasional visitor whereas the 
internal auditor is dealt with as “a member of the family” and an insider. 

6. Predetermined format 
If we compare the regulations covering both types of audit, we will find that unlike 
the external auditor, the internal auditor does not have a predetermined format 
for issuing reports. The AICPA and the PCAOB have issued several rules governing 
the external audit profession whereas the Institute of Internal Auditors has only 
recommendations11 for the internal auditor. In addition, the internal audit reports 
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allow pictures, illustrations, tables, and other media of illustrations in addition to 
the auditors’ recommendations whereas the external audit report does not allow 
deviation from the predetermined format.

7. Certification
The external auditor must have the required experience to be qualified as a 
Certified Public Accountant (CPA). In addition, an accounting degree/education is 
important and required to pass the CPA exam, whereas the internal auditor does 
not necessarily have to have education in the accounting field, nor does he/she have 
to be a CPA or Certified Internal Auditor (CIA). 

8. Area of interest
The external auditor focuses on the financial statements and the fairness of those 
documents in presenting the financial position of the company. The internal auditor 
focuses on many other operational aspects of the organization, such as system 
audits, safety audits, and information audits, just to state a few examples.

9. Regulations
The timing and the scope of the external audit are predetermined by regulations 
whereas the internal audit is not. In addition, the audit report of the external 
auditor is predetermined by rules, whereas the audit report of the internal auditor 
is not. In fact, the observer will see a variety of different formats of the audit report 
from one company to another. In our experience, the internal audit reports of the 
same operation within the same company differ from one year to another and from 
one performing auditor to another. 

THE HISTORY OF INTERNAL AUDIT

There are many research papers exploring the history of internal audit. Without get-
ting into historical details, the fact, as we observe in the present environment in the 
United States, is that establishing a department of internal audit is a must in the case of 
publicly-held corporations and is recommended in privately-held organizations (such as 
corporations, partnerships, or sole proprietorships).  

U.S. regulations require that every publicly-held corporation must have its financial 
statements certified annually by a Certified Public Accountant. Privately-owned corpo-
rations or businesses (partnerships, sole proprietorships, or joint ventures), in general, 
usually require this certification (performed by a CPA) when these organizations need 
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to obtain loans from creditors or a banks, establish lines of credit, or because the 
owners want to assure themselves that their investments in the business are growing 
and there are no irregularities prevailing throughout the business entity. This is true in 
most of the countries around the world.

On the other hand, there are no laws or regulations that require or mandate a 
frequent internal audit. Consequently, the requirement to internally audit an operation 
or a section thereof is left up to top officers of the organization or business entity. It is 
up to management to have a centralized department of internal audit or just a function 
of internal audit in each department. It is sometimes referred to as “self-audit.” 

The presence of a department or function of internal audit started as a require-
ment by The New York Stock of Exchange (NYSE). At that time, the NYSE made it a 
requirement to have a function of internal audit in order to list and allow trading of 
the corporate stocks on its Exchange. The law, enacted in 2002 after the Enron scan-
dal and commonly referred to as SOX (The Sarbanes-Oxley Act 2002), refers to the 
department of internal audit of publicly-held corporations. The law does not mandate 
that all publicly-held corporations must have a department of internal audit, but the 
law assumes that all publicly-held corporations have an internal audit department, and, 
consequently, the law refers to it. The law specifies the various roles of management; 
however, the act does not specifically address the role of internal auditors. The law 
requires certain actions and assigns certain responsibilities to management that may 
not be accomplished without the presence of internal audit function in the form of 
a central department or separate functions attached to each major segment of the 
corporation.

The Institute of Internal Auditors is the entity that issues recommendations relevant 
to the authority and responsibility of the internal audit department. The institute does 
not have enforcement authority similar to the SEC or the PCOAB. 

In conclusion, based on the above stated differences, we conclude that internal audit 
is an art as opposed to a regulated profession. 

OTHER ISSUES WITH AUDITING

INTERNAL AUDITOR’S RESPONSIBILITIES
Despite the above stated differences in rules and points of interest between the ex-
ternal auditor and the internal auditor, we should emphasize that the internal auditor’s 
responsibilities encompass all the areas covered by the external auditor plus those 
areas that the external auditor does not address, such as management audit and IT 
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audit. The reader should not assume that, as a result of the above stated differences, the 
internal auditor does not or should not audit the same areas that the external auditor 
is addressing. 

ASSURANCE AND CONSULTING
During the past few years, several internal audit textbooks and articles have stated that 
the functions of the internal auditor are of the nature of “assurance and consulting.” We 
agree that the internal auditor’s functions are to assure management that the organiza-
tion and, specifically, the segments of operations that were audited by the internal 
auditor, are complying with the rules and regulations applicable to that segment. Any 
exceptions will be shown and reported on the audit report and will be made known 
to top management. 

We, on the other hand, take exception to the “consulting” function. The dictionary 
defined the word “consult” to mean:

1. “To seek advice or information from; ask guidance from. 
2. “To consider or deliberate; take counsel; confer (usually followed by with): He 

consulted with his doctor.
3. “To give professional or expert advice; serve as consultant.”12 

In general, to serve as a consultant to someone or some organization implies that 
the consulter/consultant (the one who is being consulted) has more knowledge and 
experience in a certain area than the one who is seeking a professional opinion. 

The dictionary also stated the following definition:

Consult, and confer imply talking over a situation or a subject with 
someone to decide points in doubt. To consult is to seek from a pre-
sumably qualified person or source advice, opinion, etc.: to consult 
an authority. To confer is to exchange views: The partners conferred 
concerning their business.13 (Underline for emphasis by author).

From the above stated definitions, it is clear that the person who is being consulted 
must have more in-depth knowledge than the one who is seeking a consultation (con-
sultee). The question here is: does the internal auditor have the wealth of experience 
and knowledge and in-depth perspective to be qualified as an expert to offer advice 
and to act as a consultant? The answer is NO. In what areas of the business should the 
internal auditor be used as consultant? In what subject areas? The answer is NONE.
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The individuals (internal auditors) who are in a position to offer advice and to be 
consulted are the ones who have a wealth of experience in the field of internal audit 
and in a variety of business operations. Consequently, not all internal auditors are in a 
position to act as consultants. In addition, a consideration should be given to the areas 
in which the internal auditor should be consulted. 

THE DIFFERENT TYPES OF AUDIT
The most common types of audit are internal audit (the subject of this book) and 
external audit (CPA audit). However, a few years ago, other terms appeared in the 
marketplace, such as forensic accounting, forensic audit, and investigative audit, just to 
name a few. In the next few pages, we will shed some light on a number of some of the 
different types of audit.

FORENSIC ACCOUNTING/AUDIT
The term “forensic” came to public light during OJ Simpson’s famous murder trial. Since 
that time, the term “forensic accounting” started to appear in educational programs at 
schools and as a profession. In fact, the word “forensic” is and was widely in use by the 
medical profession to connote dissection of a body of issues or a physical body. 

Several writers and schools present forensic accounting as a new and different 
type of auditing. They claim that forensic accountants are trained to look beyond the 
numbers, deal with the business reality of a situation, dissect the case in question, 
determine how it happened and who did what, and uncover the type of weakness in 
the organization’s internal control systems that allowed it to happen.

Most of what has been published about forensic accounting, forensic audit, and in-
vestigative audit makes it sound like a new profession that takes new and different skills 
and education. Several writers defined forensic accounting as the in-depth utilization of 
accounting, auditing, and investigative techniques. Its objectives are to examine a com-
pany’s financial statements and provide an accounting analysis that is understandable 
by the legal teams and courts. It is also called investigative accounting. It involves the 
application of accounting concepts and analyses. Forensic accounting provides litigation 
support to legal representatives in support of financial wrongdoing.

The Louisiana State University offers the followings in explaining the field of forensic 
accounting: 

A forensic audit is often different than a typical financial audit. A 
financial audit is generally a sampling activity that does not look at 
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every transaction. Thus, the system can be exploited by someone, 
such as an executive, who knows how to ‘cook the books.’ A foren-
sic audit looks at the details of a specific aspect of the records, 
trying to determine why everything does not or should not add up. 
Thus, a forensic audit is much more time-consuming and can be 
significantly more expensive than a regular financial audit.14

COMPLIANCE AUDIT
Compliance audit is the type of audit that focuses on verifying that a certain rule has 
been consistently applied throughout a certain process. The outcome of the compliance 
audit is a percentage of compliance versus non-compliance given a certain universe and 
a certain size of a sample. For example, compliance audit may focus on issues similar 
to the following:

1. Were all travel expense reports approved by the required authority based on the 
formal company Delegation Of Authority (DOA)?

2. For certain types of transactions, were they supported by the evidence that is 
required by the company policy and procedures?

3. Were all workers signed in when they came to and left the work site? 

OPERATIONAL AUDIT
This type of audit focuses on a type of operation and the application of the public law 
and/or the company values. A good example of an operational audit is a procurement 
audit wherein the focuses are on the application of competitive bid rules, the issuance 
of purchase requisitions and purchase orders, the limitations on issuing a change order, 
and the proper approval of the transaction by all concerned parties in accordance with 
the company procedures.

THE AUTHOR’S POSITION

In the author’s opinion and experience, the internal auditor is the perfect candidate to 
undertake an assignment involving any irregularities, compliance, operations, etc. The 
following points support my opinion and are drawn from my experience: 
1. Background
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There is no one auditor who “knows it all.” The auditor usually gets four or five 
assignment per year. Each assignment requires a certain amount of research and 
education that the auditor has to learn as we will describe throughout the book. 

2. Familiarity with the organization
The internal auditor is the one who lives in the organization 24 hours a day/seven 
days a week and is the one who is familiar with the political environment in the 
organization.  There is no doubt that any outsider has to take the time to be familiar 
with the ins-and-outs of the political and cultural environment of the organization. 
This process needlessly takes up valuable time.  An internal auditor working within 
the organization already has a thorough understanding of the organization. 

3. A variety of types of audit
The internal audit is not limited to the numbers in the accounting records. The 
internal auditor audits several other operational areas. For example, the internal 
auditor may perform systems/operational audits and compliance audits in addition 
to auditing other functions such as procurement, inventory, production, established  
internal controls and IT, just to name a few areas.

4. Investigative ability
When a question is raised about the presence of irregularities, management gives 
the assignment to the internal auditor and the law department. This will result in an 
investigation utilizing the internal auditor’s accounting and auditing knowledge and 
expertise along with the law department’s familiarity with the public law and what 
is needed to prove the case they are working on.

5. Beyond the numbers
There is a prevailing notion that forensic accountants are trained to look beyond 
the numbers and deal with the business reality of the situation under investigation. 
In our opinion and experience, this is exactly what the internal auditor is trained to 
do, not only in a case of irregularities but also in any audit he/she performs.

6. Detecting fraud
In several areas in this book, we have stated that the internal auditor is qualified 
to find errors, mistakes, and violations of procedures and/or instructions. However, 
the internal auditor may not find “fraud.” Judging an action as a fraudulent transac-
tion is a matter that the court will decide. The internal auditor, with help of the legal 
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counsel, can only collect evidence to prove in court that the subject transaction is 
a fraudulent one.

INTRODUCTION TO TEACHING FUTURE 
AUDITORS: INNOVATION IN EDUCATION
The officers at California State University at Pomona (referred to hereafter as Cal 
Poly) are true team players. They help in developing a better educational system and 
upgrading the level of senior students’ technical knowledge. 

The accounting department of the College of Business Administration offers four 
different courses addressing several audit functions, one of which is Internal Audit. The 
department decided to apply the University’s logo for internship that states “Learn by 
Doing,” and that is exactly what the faculty members of the department believe in. The 
accounting faculties at Cal Poly strive to enhance students’ quality of education and to 
connect the academic field with real world experience. 

A faculty member of the accounting department realized that we should apply this 
philosophy in most of our classes whenever it is feasible and convenient within the limi-
tations of the duration of the quarter system (ten-week period). The faculty member 
also recognized that this is an opportunity to apply a new teaching methodology that 
was unprecedented in any university in the past or, at least, at Cal Poly. 

Given the above-stated philosophy, the accounting department allowed the faculty 
member, who was scheduled to teach the internal audit class, to approach top officers 
at Cal Poly and solicit their help in selecting areas of operation small enough to be 
audited within the ten-week quarter system and big enough to train the students to 
bridge the gap between textbooks and outside world applications. The officers and their 
subordinates were in total agreement with the above-stated philosophy and allowed the 
class to internally audit several business areas of operations within the university. The 
audits focused on the adequacy of the applicable internal control systems. Several areas 
addressed the adequacy of internal control systems over cash since cash is considered 
the most risky asset in any business. Other audited areas addressed inventory, the use 
of credit cards by the staff and faculty at the university, and services of different types 
of operation.

The students who were enrolled in the internal auditing class were divided into 
groups. Members of each group will be referred to thereafter as “the auditors.” Each 
group was assigned to audit one area and designated one student as the “Lead Auditor.” 
The instructor planned and devoted a number of hours of class time each week to let 
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students practice auditing under his supervision to enhance their education and make 
them—when they look for a job—more marketable than other schools’ graduates. 

The instructor invited university officers and their subordinates, who are more 
familiar with the details of the operations being audited, to visit the class for 60 to 
70 minutes each. They were interviewed by the designated auditors and the class, 
in general, to gain good and near-to-full understanding about the operations being 
audited. The students learned how to phrase and ask questions and how to observe 
the auditees’ body language and react to it accordingly. Students learned how to get to 
the fine details of each operation, ask leading questions to get to the “naked” facts, and 
isolate the “window dressing” types of answers. The auditors designed audit programs 
for each operation based on the results of each interview in addition to flowcharting 
each operation separately. 

The auditors were allowed to go into the field to examine the necessary documents. 
In addition, they observed and evaluated each designated process and the adequacy of 
internal control systems over the areas being audited. This enforced what they learned 
in the classroom in a real world setting. It all took place under the guidance and super-
vision of the accounting department faculty member who was teaching the class. The 
auditors and the faculty member maintained a high level of confidentiality and privacy 
to protect the university operations’ personal data and the strength and weaknesses of 
the functions being audited, if any. 

After conducting the interviews, as stated above, each group of auditors was in-
structed to begin the audit by fully studying and analyzing two important documents. 
They were:

1. The related and current policy and procedures of the operation being audited.
2. The most recent internal and/or external audit reports covering the operation 

being audited.

By the end of the school quarter, the audit reports were delivered to the designated 
recipients in addition to a file containing all the working papers15 (including all collected 
evidence) pertinent to the stated audited operations. 

The students promised to observe the ethical and professional conduct rules, in-
cluding not revealing any findings or any recommendations or discussing the audits with 
anyone other than the members of their teams. 

The audits were completed on time. It should be noted that the audit reports 
stipulated four main conditions. They were phrased as follows:
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1. According to the prevailing internal audit practice, the auditor must review the 
findings with the auditee. Upon agreement, the auditee will submit a statement 
of corrective action(s), and Estimated Completion Date “ECD.” Under the educa-
tional environment—and the auditee’s limited time during the school quarter—we 
altered the professional audit objectives in order to perform the audit and issue 
the audit report to the authorized individual before the end of the school quarter. 
Consequently, we did not review the audit findings with the auditee, nor have we 
requested the auditee to submit a course of corrective actions.

2. It should be stated that we applied the standard internal audit practice prevailing in 
commercial businesses as opposed to those standards prevailing in the university/
governmental organizations. 

3. Since our audit is limited in scope, we have elected to express our observations16 
on subjects that may not be directly related to the core of the areas being audited.

4. We did not take into consideration, nor let our opinion be impacted by, the mate-
riality or immateriality of the findings.

The real message behind this description of the new method of teaching internal 
audit is to show all faculty members who teach internal audit and universities’ officers 
to call upon their accounting departments’ internal audit students to audit areas of 
the officers’ choice and to be participants in the above stated philosophy. We offer 
this unique experience to any and all universities, so they can follow one of the very 
successful experiences in internal auditing classes in their respective universities. 

THE PERCEPTION OF THE WORD “AUDIT”

The word “audit” is perceived differently by different people. For some people, when 
being approached by the organization and informed that his/her operation will be au-
dited, the immediate answer/reaction would be “what did I do wrong?” In our opinion, 
this is a natural reaction by any human. Think about a letter from the Internal Revenue 
Service informing you that your tax return will be audited. You will have the same 
reaction. If a police officer rang your front doorbell and presented you with a search 
warrant, you would ask yourself, at the very least, what you did wrong. The auditor has 
to keep in his/her mind that the word “audit” is perceived in a very sensitive way by the 
auditee, and, consequently, the auditor needs to play down the audit process and show 
that finding a mistake is not a crime and is part of human nature to make them.  
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THE CHARACTERISTICS OF A GREAT 
AUDITOR

Auditing is a profession that suits people who would like to handle a variety of tasks. 
If they do not face changes in their professional lives, they usually get disappointed. 
Auditing provides the auditor with different audits, different situations, and differ-
ent challenges every two or three months. The profession of internal audit requires 
certain characteristics in the individuals who plan to pursue a career as an internal 
auditor. For example, if the individual prefers to perform repetitive functions and to 
continue to perform the same task at the same desk with no change whatsoever day 
in and day out, then internal auditing and the audit profession would not be a good 
choice. 

As we will state in more depth throughout this book, there are a number of charac-
teristics that the auditor should have or should be able to develop in order to achieve 
a high level of auditing that we describe as “the great auditor.”

Examples of the said characteristics are:

1. Dressing in professional and business attire, not casual clothes.
2. Demonstrating professional behavior and avoiding the use of “the power of an 

auditor” to gain personal benefits.
3. Developing and promoting the trust of other members of the organization as an 

auditor. The auditor must keep his/her promise or commitments.
4. Showing loyalty to the employer without sacrificing the facts or the actual condi-

tion of a certain situation.
5. Being able to keep private information to himself/herself and not share it with 

others except for professional reasons.
6. Being able to keep his/her personal feelings regarding the auditee to himself/herself 

and not letting those feelings impact his/her professional opinion.
7. Developing a high level of written and verbal communication skills.
8. When performing a regular internal audit task, the auditor should not act as an 

investigator or private detective. 
9. Maintaining continuing education in his/her field to sharpen his/her skills.
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ENDNOTES

1  Finding: A finding is a situation, an action, a transaction, an event, or any observa-
tion that in the auditor’s opinion, or in fact, deviates from the established rules, 
procedures, public laws, regulations, agreements, or similar rules. The finding may 
include a single issue or multiple issues, as long as they all related to the same rule.

2  Auditee: In any audit, there are two parties involved. The first is the auditors and 
the second is the auditee. The term auditee refers to the organization, the function, 
the segment, or the entity who is under audit (who is subject to the audit activi-
ties) and the individuals who are in charge of a certain function(s) under audit.

3  “Definition of Art and Science,” Philosophy Forums, http://www.forums.philoso-
phyforums.com/threads/definition-of-art-and-science-29402.html

4  Oxford Dictionary, s.v. “Art, ”http://www.oxforddictionaries.com/us/definition/
american_english/art.

5 Free Dictionary, s.v. “Art,” http://www.thefreedictionary.com/art.
6 Webster’s New Universal Unabridged Dictionary, XX ed., s.v. “[Word].”
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Management,” The Institute of Internal Auditors, January 2009, https://na.theiia.
org/OntolicaSearch/Pages/DefaultResults.aspx?k=definition%20of%20inter-
nal%20audit&ct=Site&cs=The%20Institute%20of%20Internal%20Auditors%20
North%20America&ref=https://na.theiia.org&ret=https%3A%2F%2Fna.theiia.
org%2FPages%2FIIAHome.aspx

8  “What Is Internal Audit?,” Chartered Institute of Internal Auditors, http://www.iia.
org.uk/about-us/what-is-internal-audit/

9 file:///C:/Users/Test/AppData/Local/Temp/Structure%20and%20Processes-1-1.pdf
10  “What Is the Difference between Internal Audit and External Audit?,” Turnkey 

Consulting, http://www.turnkeyconsulting.com/faq/what-is-the-difference-between- 
internal-audit-and-external-audit/

11  A recommendation is a proposed solution to remedy the finding or a portion 
thereof as stated in the audit report and as offered by the auditor. The recom-
mendation is drawn from the specific finding or a portion thereof. The recom-
mendation may consist of one recommended step or multiple ones.

12 Dictionary.com, s.v. “Consult,” http://dictionary.reference.com/browse/consult?s=t
13 Ibid.
14  D. Larry Crumbley, “So What Is Forensic Accounting?,” The ABO Reporter, http://

www.bus.lsu.edu/accounting/faculty/lcrumbley/abo_fa2009.html
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15  A working paper is also referred to as “work paper” and could be referred to as 
“supporting documents” or “supporting evidence.” Throughout the audit, and in 
the course of documenting their findings, auditors collect data, documents, infor-
mation, etc. Working papers could be generated by an organization outside the 
auditee’s organization, such as a bank statement issued by a third party. Another 
type of working paper is generated by the auditors, such as sheets of paper con-
taining analysis and notes. A third type of working papers are copies of documents 
generated by members of the auditee.  

16  The definition of observation is similar to the definition of a finding, with the 
following exceptions;
a  The issue is not directly related to the subject audit. For example, in auditing 

the cost of manufacturing an item and the related wasted cost, the auditor 
found a first-aid kit contained expired items. The auditor should state the issue 
of the expired item as an observation.

b  The issue is not directly or indirectly related to the subject under audit. For 
example, the auditor was auditing a financial transaction at certain facility and 
noted that there are broken steps in the entrance that represent safety hazard. 
The auditor should not state the safety issue as an observation.


