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The role of internal audit in internal control quality in corporate organizations Introduction
Companies seeking to grow and develop in the global competitive environment prioritize control,
audit and risk management. Organizations' priority is to focus on the quality and audit of internal controls
to manage current and potential risks in an efficient and effective manner as well as to maintain high performance in the long run.
There are many factors that force an entity's directors and board of directors in gaining insight on
the quality and audit of internal controls as well as risk management. Probably, the most prominent factor is the recent global economic downturn. The affect of financial crises in US and European countries has
önce again placed risk management and role of auditing one of the top agenda topics. We stili remember
insolvencies we have faced recently arising from the risk management and audit deficiencies in corporate
organizations. Both in Turkey and in the global world, we have witnessed the loss of confidence and trust
to financial markets and corporate entities perished which has ended up in dramatic results över organizations, their managements and boards.
Another fact which has risen recently is the expectations of the shareholders. Nowadays, shareholders, many corporate investors and creditors are seeking for rigorous internal control, audit and risk management processes. If entities have difficulties in maintaining fair presentation of their financial statements
and/or their assets, their market value could dramatically be subject to significant losses. Shareholders are
no longer öpen to such surprises.
Accordingly, regulators make arrangements for efficient internal control, internal audit and risk
management. Regulators in Turkey and the global world (USA; SEC-Securities and Exchange Commission,
PCAOB-Public Company Accounting Oversight Board and NYSE-New York Stock Exchange; Japan; FSAFinancial Services Agency; Turkey; CMB- Capital Markets Board, BRSA- Banking Regulatory and
Supervision Agency) require and encourage entities to take action in internal controls, internal audit and
risk management.
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This article focuses on to evaluation of "The Role of internal Audit in internal Control Quality in
Corporate Organizations" which has improved the importance and role of internal control as a result of the
factors specified above. The factors and content summarized herein are formed based on our knowledge
and experience.
What is the role and importance of internal controls in corporate organizations?
internal control is a process, affected by an entity's board of directors, management and other personnel, designed to provide reasonable assurance regarding the achievement of objectives in various categories. internal control is a key element of the reliability of financial reporting, effective and efficient
entity operations, and compliance with laws and regulations.
internal control increases the efficiency of operations by applying the standardized procedures; it
adds value to control processes, Standard definitions of processes, job definitions, and rule regulations
(rule set); therefore, contributes the promotion of management effectiveness and efficiency. Meanwhile, it
helps to secure an entity's current assets through control mechanisms because it becomes a systematic
problem to secure its assets as the entity grows.
Internal control provides the reliability of financial reporting; supports management in making right
financial decisions and eliminates or identifies fraudulent acts within the entity.
Internal control reinforces and ensures compliance with laws and regulations. in other words, it prevents the entity from any financial or property loss, inaccurate decision making, fraud, loss of income and
failure in reaching goals that may be resulted from the lack of internal controls.
The role of internal controls, therefore, provides support for management in safeguarding company
assets, elimination of any income and resource loss, making goal-oriented and accurate decisions, identifying and preventing fraud.
To sum up, internal control is a process affected by an organization's structure, work and authority
flows, people and management information systems, designed to help the organization accomplish specific goals or objectives. it provides reasonable assurance and is the responsibility of the entity management.

IX. TÜRKİYE MUHASEBE DENETİMİ SEMPOZYUMU
9 th NATIONAL SYMPOSIUM ON AUDITING IN TURKEY
III. ULUSLARARASI TÜRKİYE MUHASEBE DENETİMİ SEMPOZYUMU
3 rd INTERNATIONAL SYMPOSIUM ON AUDITING IN TURKEY
Parallel Session III

What are the factors that determine the quality of internal controls in corporate
organizations?
Factors which determine the quality of internal controls relate to the basic elements of a controlled
organizational structure. Basic elements of a controlled structure are the organizational structure and authorization system of an entity, policies and yvritten procedures, human resource management, accounting
system and financial control, and budget and management reporting systems. Efficient internal controls
can be provided by the compliance of afore-mentioned basic elements with the internal control principles.
Internationally accepted COSO model related to internal control requires internal controls to be built
on the 5 basic components for the purposes of efficient and effective entity operations, reliable financial
reporting and compliance with legislations. Control is available by applying the 5 basic components, which
form the basis of internal control principles. 5 basic components include; control environment, risk assessment, control activities, information and communication and monitoring.
Business environment and management policy are also effective in creating control environment.
Risks identified in terms of an entity's strategic, financial and operational objectives have a significant role
in determining the design of control activities. information, communication and monitoring also help to
assess and review the efficiency of control activities. Those assessments are in line with the COSO components and internal control principles and they provide information on whether internal controls are effective and efficient.
What is the role of internal audit in internal control quality in corporate organizations?
The Institute of Internal Auditors (HA) defines internal audit as "an independent, objective assurance
and Consulting 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."
In this respect, Internal Audit, which serves as an independent, objective assurance and consulting
activity in regards to risk management, control and corporate governance, contributes to the adaptation of
accountability in entities.
The assessment of internal audit quality in entities requires internal audit activities. Therefore, altho-
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ugh internal audit and internal control should be assessed separately, they should also be assessed on a
complementary basis. As is understood from the assessments, the main principle of the institutionalization
of an entity depends on internal control activities. Appropriate and efficient internal controls can be assess
through internal audit activities.
Internal control system designed by entities and executives for the purpose of efficient and effective
business processes, reliable financial reporting and compliance with rules and regulations are assessed
through internal audit activities. Internal auditors are responsible for providing information to management on the efficiency and quality of internal control, appropriateness of business processes and performance quality. Internal audit activities are the key elements which have significant role in avoiding fraud
and error as well as loss of income and assets. in summary, the assurance of profitability and efficiency is
to be auditable.
Internal audit activities in organizations are performed in various sectors and environments, legal
regulations and organizations with different nature and size. Therefore, for the purpose of eliminating contradictions in the definition of 'internal audit' in different jurisdictions, the Institute of Internal Auditors
(HA) developed the "International Internal Auditing Standards" in order to identify the main principles of
internal audit practices, describe and promote its add value and as ses s its performance. Entities should
apply these standards and if those standards cannot be applied, this fact should be specifically disclosed.
International Internal Auditing Standards consist of two types of standards; qualitative and performance standards. Qualitative standards identify; the definition of objective, responsibilities and authority
of the Internal Auditing activities in a single regulation, independence and objectivity, professional competency, professional çare and consideration, continuous professional development, and quality assurance
and development program. Performance standards indicate the supervision of internal audit activities,
nature of business, engagement planning, engagement performance, reporting of outcomes, development
follow-up, incurring the remaining risks by the management. These Standards are developed through the
application recommendations and provide guidance for internal auditors. The Standards are established
and continuously reviewed and developed by the Standards Committee of the International Institute of
Internal Auditors (HA). The Standards ensure the quality assurance of audit and consulting services provided by internal audit activities. in addition, "Code of Ethics" issued by the IIA promotes the development
of business ethics in internal audit profession.
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Past transactional and error oriented internal audit approach has been developed and undergone into
a change towards the today's process oriented and strategic partnership for enhancing the engagement
efficiency. When we consider the role of internal auditing in corporate governance, it is clear that it has a
significant effect in the process improvement, human resource development, corporate performance and
efficiency management, internal communication, sharing of best practice and creation of added value.
Non-compliance of internal audit standards and ethical values creates corporate governance risks.
When the related definition is taken into account, internal audit assurance and consulting services should be provided on an independent and objective level. Therefore, internal auditing highly contributes to
the adaptation of accountability in entities and corporate organizations; has a preemptive effect as part of
risk management; helps to improve corporate governance auality and the value of corporate value; provides assurance for shareholders; and is the guarantee of corporate reputation.
What are the factors that determine the efficiency of internal audit in corporate
organizations?
Factors that determine the effectiveness of internal audit are the company procedures applied during
the course of internal audit in accordance with international internal auditing standards.
The following are the significant factors that determine the efficiency of internal audit in a company:
"the position" of the internal audit function within the company; the scope of its operations and function;
authorized access to each type of information, documentations, entries and areas on a corporate basis;
independence and objectivity; competency, supervision and monitoring of internal audit professionals; and
the compliance of reporting and quality assurance with the requirements prescribed in standards.
An efficient internal audit requires a management level that allows an internal audit manager to
undertake the responsibilities of internal audit function. During the performance of audit procedures, there
should be no interventions or limitations on the operations or the function, and authorized access should
be given to each type of information, documentations, entries and areas. Such conditions should be briefly
identified in an internal audit regulation approved by an audit committee and board of directors.
Maximum professional çare and consideration is crucial for an effective internal audit. Professionals
should be careful and considerate in focusing on the scope of the work required, the complexity of topics
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included to the scope of work, risk management, the efficiency and quality of corporate governance,
probability of significant errors, inconsistencies or deviations and cost of potential benefits regarding
the audit engagement.
Value added and effective management of internal audit depends on the risk based internal
audit planning, communication on a top management level, reporting and monitoring. Audit plan should include appropriate number of human capital and necessary budgeting; including engagement
areas designated based on the risk-based priorities and should be approved by the audit committee
and the board of directors. The factors that determine the effectiveness of internal audit are monitored on a consistent basis by using the quality assurance and development program as required by the
international standards.
Quality assurance and development program, which is designed to add value and provide compliance with international standards and ethical values, should include both internal and external
assessments. in Turkey, such procedures have been recently applied therefore; they have not become
widespread yet.
Quality and efficiency of internal auditing in corporate organizations recommendations
Accounting frauds across the world in recent years has brought the importance of internal auditing in entities back into the agenda in order to provide reliable financial reporting.
We ali have witnessed the sudden downfall of global, large and long-lasting companies in business. Enterprises' corporate reputation was vanished över a night. Moreover, shareholders, investors,
executives and employees also lost their jobs, assets and reputation as well. Having learned from the
global companies' bitter experience, corporate organizations and entities have realized the vital
importance of "Corporate Governance" as well as compliance with the "Principles of Corporate
Governance" for sustaining corporate reputation.
Form the "Corporate Governance" perspective, each step or each structuring has been changed
and redesigned ali över again. Rapid and new standards have been developed regarding Corporate
Governance, Risk Management and Audit. We recognize that new approaches and needs in Corporate
Governance, Risk Management and Audit define the agenda and accordingly "internal Audit Role" has
become more significant.
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Apart from the corruptions and fraud arising from financial crises both in the world and in
Turkey; the European Union convergence and consultation process has led regulators to develop a
legal framework for international standards regarding the internal control system, internal auditing
and risk management. Especially standards developed in regards to the banking system are of prominence. This points out that those standards are not only required in the banking sector but they are
also be applied in the real sector as well. While the banking sector disciplines its systems by adapting
those new standards, industries and entities in which the banking sector has invested in its resources
are evaluated through the internal audit and risk management systems. The banking sector should not
provide any services in absence of internal audit and risk management systems.
When we consider the overall structure of the companies in our real sector, which are mainly
family companies or Small and Medium Sized Enterprises (SMSEs), it is clear that banking system should play an active role in institutionalization. Therefore, collaboration among banks, entities, sector
and professional organizations and Enterprise Risk and Services companies will become important.
When we analyze the standards and applications developed in Turkey, we can point out that;
international standards are developed and stili in the process of developing, non-governmental organizations, such as; "Institute of internal Auditing - Turkey", "Association of Risk Professionals" and
"Corporate Governance Association of Turkey" provide trainings, certifications and various support to
enhance the awareness of these standards countrywide, although Corporate Governance Index of İSE
claims that these regulations and standards are robust, the application of those standards are not common, and regulations on the EU consultation process and Basel II and the proposed new Turkish
Commercial Code are an opportunity for the common use of corporate governance processes in organizations.
In spite of the developments made to the standards, convergence with principles of corporate
governance is not fully succeeded. For the proposed application in practice, entities should employ
independent and qualified internal audit specialists within their board of directors and audit committee and provide support for the review of internal control system and audit procedures from independent audit firms by working in collaboration.
For the add value of internal auditing, management, primarily, should have information on the
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function of internal audit. This is internal auditors' responsibility; internal auditors should inform management about the roles, functions and responsibilities of internal audit and increase their awareness towards
the internal audit function. This depends on the auditor's capability of its competence, technology and methodology. Regardless of the change and development and clear definition, if an internal auditor is not selfconfident and ambitious enough to perform the required services, it is impossible to provide value added
audit services.
For the reasons mentioned above, it is highly important to focus on internal auditing, allocation of
appropriate resources by the management, appointment of qualified internal auditors, development the
function, reinforcement of audit procedures, and to prioritize internal auditor's reports and application of
required measures. Companies that do not allocate appropriate resources and develop their internal audit
function will be exposed to more risks; in some cases, they can even be faced with insolvency issues.
Therefore, most of the entities today do not perform internal audit or they initially eliminate their
internal audit function in the downsizing process because they have not recognized the role of internal
auditing yet. A reactive, status quo internal audit, which is the reflection of traditional procedures and approaches, neither adds value to the internal audit function nor to the management. This fact is not an issue
for only internal auditors; it is the result of company owners' lack of foresight and initiative in promoting
independent and objective internal audit function in their organizations.
There are many options for an enterprise to apply efficient and reasonable internal auditing.
Accordingly, entities may opt for the three main approaches for the application of internal audit function
within their organizations: (1) establish an internal audit function by setting up an internal audit unit or
employing internal auditors within the company (internal sourcing); (2) employing an independent audit
service from a professional independent audit company (outsourcing); and (3) utilizing both internal and
external sources simultaneously (internal and external sourcing). As is seen from the aforementioned
approaches, internal audit procedures are not only applied by using internal sources, they are applied through outsourcing as well. The entity's option to choose the audit approach should be determined based on
the size of the entity, the attitude and understanding of the management and the requirements specific to
the entity's industry in which it operates. it is critical for an entity to choose the appropriate internal audit
approach and provide managerial support for the reasons explained above.
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Using internal and external resources or both in internal auditing facilitates effective and costefficient internal audit consisting of the desired knowledge, capability, and experience needed for
value added and efficient internal audit activities in an entity. As defined in the internal audit definition, it also provides independent and objective assurance and consulting services.
Stakeholders, clients, employees, investors and "Regulatory Bodies", which are also as responsible as the board of directors, benefit from the application of Corporate Governance Principles, regulations and standards. The BRSA and CMB should ensure that standards should be applied, application
guidance should be provided and practice quality should be assessed.
Internal auditors also assume responsibilities in reporting the effectiveness and quality of the
internal control system and its performance to the top management. However, in practice, there are
some issues; therefore, internal audit function cannot provide the expected benefits. We can highlight
the deficiencies in practice as follows:
D An independent internal control system cannot be established in an organization, D Practice
procedures and principles are not in compliance with international standards D Lack of certified internal auditors.
New legal arrangements are developed and stili being developed for the above deficiencies faced
in practice. Although those changes are imperative, they are not satisfactory. it is very important for
professionals to primarily understand the add value of internal auditing for effective practice, they
should also understand that internal audit must be performed by independent and certified auditors,
using solution partners and regulatory bodies should carefully monitör the internal audit procedures.
in order to perform add value, international internal audit procedures, we have to consult to professional organizations, as a solution partner.
Success factors determined for an efficient internal audit below play significant role in the internal audit quality. An entity is required to meet the followings in order to perform and manage an efficient internal audit;
1.Internal audit charter, which is approved by the audit committee and board of
directors, is prepared in accordance with international internal audit standards. The
charter should include the objectives, rules and responsibilities of internal auditing
and be updated on a consistent basis,
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2.A risk-based internal audit planning should be designed based on the assessment
performed on operations, processes and related risks of the entity.
3.A reporting tracing system should be set up for monitoring the results of
application plans regarding the findings reported to the top management, audit
committee and board of directors.
4.A quality assurance and development program should be designed to monitör the
efficiency of internal audit on a consistent basis. The program should be reviewed
internally and externally.
5.Performance indicators should be identified to evaluate the add value and internal
audit performance.
Moreover, the efficiency of internal audit in internal audit quality provides transparent reporting
for entity owners, shareholders and the public. Accordingly, if internal audit procedures should not be
performed in accordance with international standards, this would create corporate governance threats
and expose the entity to governance risks which will require special case disclosure. An entity should
consider such facts in the statement of compliance with corporate governance principles its annual
report.
Because of the reasons explained in details above, it is highly important to perform internal audit
procedures in accordance with international standards, to allocate of appropriate resources by the
management to add value to the internal audit quality, to appoint qualified and independent internal
auditors and to rigorously apply audit standards by regulatory bodies. in order to provide successful
results, shareholders, clients, employees, suppliers, investors and public and private organizations should do their best by embracing their responsibilities and undertaking their professional liabilities fully.
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