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Session Objectives 

• Discuss the internal auditor’s interaction with the 
supervisory committee and management 
 

• Review the role of quality assurance reviews 

 

• Discuss training for internal auditors 

 

• Review the requirements for due care 
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Resources 

• ACUIA – www.acuia.org 

 

• Institute of Internal Auditors (IIA) – www.theiia.org 

 

• American Institute of Certified Public Accountants 
(AICPA) - http://www.aicpa.org 

– Audit committee effectiveness center 

 

 

 

 

http://www.acuia.org/
http://www.theiia.org/
http://www.aicpa.org/
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The Basics 

• Does everybody have the following? 

– Internal audit charter 

– Dual reporting relationship 
◊ Supervisory committee 

◊ CEO 

 

• How many follow IIA standards in completing audits? 

 

• How many have had a quality assurance review? 
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Reporting Relationship 

• IIA Standard 1100 

– Independence 
◊ Freedom from conditions that threaten the ability for internal 

audit to carry out their responsibilities in an unbiased manner 

◊ Direct and unrestricted access to senior management and the 
supervisory committee 

◊ Report to a level within the organization that allows internal audit 
to fulfill responsibilities  

 

– Objective 
◊ Unbiased mental attitude that results in no quality compromises 

◊ Auditors do not subordinate their judgment to audit related items 
to others 
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Working with the Supervisory Committee 

• To have an effective relationship the following are 
key considerations: 

– Communicating openly and candidly with the supervisory 
committee 

– Reporting regularly and timely, which can be both formal 
and informal 

– Follow the audit plan that was approved 
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Working with the Supervisory Committee 

• To have an effective relationship the following are 
key considerations: 

– Ensure internal audit’s role and activities are clearly 
understood by the committee 

– Internal audit function is responsive to the needs of the 
committee 

– Keep the committee informed 
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Working with the Supervisory Committee 

• Communicating Openly and Candidly 

– Gather, evaluate, and summarize data and evidence with 
care and precision 

– Identify and express observations, conclusions, and 
recommendations without prejudice, partisanship, 
personal interests, and the undue influence of others 

– Improve clarity by avoiding unnecessary technical 
language and providing all significant and relevant 
information in context 

 
 

 

 



©2012 CliftonLarsonAllen LLP 9 

Working with the Supervisory Committee 

• Reporting Regularly and Timely 

– Have an agenda prepared prior to a meeting with the 
supervisory committee, whether a formal or informal 
meeting 

– Depending on the circumstances going on at the credit 
union you may have additional communication with the 
supervisory committee chair or individual members of the 
supervisory committee 

– Periodic emails or other communication might be 
beneficial to committee members between regularly 
scheduled meetings. 
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Working with the Supervisory Committee 

• Reporting Regularly and Timely 

 

– Benefits 
 

◊ Builds a relationship with the committee members 
 

◊ Maintains awareness of the activities of internal audit 
and the credit union 
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Working with the Supervisory Committee 

• Reporting Regularly and Timely 

– Use the following guidelines 

◊ Timely 

◊ Relevant 

◊ Fact based 

◊ Balanced 

◊ Objective 

◊ Complete 
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Working with the Supervisory Committee 

• Reporting Regularly and Timely 

– Use the following guidelines 

◊ Consider tone and formality 

◊ Avoid making presumptuous comments without 
sufficient facts 

◊ Consider the consequences that editorial comments on 
control weaknesses and other management failures 
can create 
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Working with the Supervisory Committee 

• Reporting Regularly and Timely 

– Use the following guidelines 

◊ Document communications if required for professional 
or business reasons 

◊ Do not wait until there is a need to build a strong 
relationship with the committee 

◊ Address potential conflicts with the committee and 
management based on the internal audit charter 
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Case Study 1 

The Credit Union has a business credit card policy that is vague in a number 
areas related to travel expenses. 

During an audit of business credit cards you identify the CEO has a number of 
questionable expenses over the course of the last six months.  These 
expenses include first class flight upgrades, clothing purchases at a local golf 
club where the credit union has a membership, and suite upgrades for hotel 
stays.  The expense reports have all been approved by the board chair. 

You also determine the CEO has made a number of questionable business 
decisions such as leasing an offsite office space close to his residence and 
obtaining board approval for unlimited paid time off while selling back six 
weeks of his earned PTO in exchange for cash. 

What course of action should you pursue? 
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Working with the Supervisory Committee 

• Communicating Sensitive Matters 

– Consider need to consult with key members of 
management, including legal counsel 

◊ Facts and details are available and documented 

◊ Findings can be verified and any opinions and 
conjecture are clearly articulated as such 

◊ Communication is timely and urgent 
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Working with the Supervisory Committee 

• Communicating Sensitive Matters 

– Internal auditor might see management attempts to delay 
or omit certain information 

◊ Consider reporting obligations in accordance with professional 
standards or policies 

• IIA 

• AICPA 

• Internal audit charter 

• Credit union code of conduct 
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Working with the Supervisory Committee 

• Following the audit plan that was approved 

– Provide regular status updates to the plan 

– Be forthcoming if you will not be able to complete plan as 
originally intended 

– Can be modified to address changes in risk 
◊ Regulatory changes 

◊ Product changes 

◊ Service changes 
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Working with the Supervisory Committee 

• Ensure internal audit’s role and activities are clearly 
understood by the committee 

– Review frequently 

– Consider providing status updates in between regularly 
scheduled meetings 

– Depending on experience of the committee consider need 
to periodically review detail procedures for certain areas 
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Working with the Supervisory Committee 

• Internal audit function is responsive to the needs of 
the committee 

– Solicit feedback on concerns of committee members 

 

• Keep the Committee Informed 

– Status updates 

– Industry information 

– Regulatory information 

– Consider use of a supervisory committee packet 
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Case Study 2 

You are currently completing an audit of accrued expenses.  You recalculate 
the amount of accrued payroll and determine the credit union is short in their 
accrual by approximately $100,000.  The Credit Union has an incentive policy 
that if the Credit Union has a one percent return on average assets all 
employees receive a bonus of two percent of their compensation.  You 
determine this shortage in the accrued payroll allows the Credit Union to 
meet the incentive.   

What course of action should you pursue?  
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Working with Management 

• Communicate frequently 

– Solicit feedback with audit plan development 

– Initiate communication at the start of an audit with 
appropriate management groups 

◊ Identify scope 

◊ Use of a planning letter 

– Provide status update throughout the scope of the audit 

– Schedule an exit meeting 

– Incorporate management response into reporting process 
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Working with Management 

• Stay informed 

– Attend management team meetings 

– Attend board meetings or read board minutes 

– Attend strategic planning meetings 

– Maintain independence 
◊ Refrain from making management decisions  
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Quality Assurance and Improvement Program 

• IIA Standard 1300/1310 

– Documented quality assurance and improvement program 

– Quality procedures in place 

– Performance indicators for the internal audit function 

– Results of assessments performed 
◊ Use of surveys 

◊ Activity reports 

– Designed to be an evaluation of internal audit’s activity in 
conformance with IIA Standards. 
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Quality Assurance and Improvement Program 

• IIA Standard 1300/1310 

– Internal assessments 

◊ Ongoing monitoring of the internal audit activity 

• Client surveys 

• Workpaper reviews 

• Assessment of internal audit staff 

◊ Periodic self-assessment or assessment by another 
person within the organization with adequate 
knowledge 

◊ Key part of day to day supervision, review and 
measurement 
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Quality Assurance Program 

• IIA Standard 1300/1310 

– External assessments 

 

◊ Must be conducted at least once every five years by a 
qualified, independent assessor 

 

◊ Can be one of the following 
• Full assessment 

• Self assessment with independent validation 

 

◊ Communicate results to supervisory committee 
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Quality Communications 

• Gather, evaluate, and summarize data and evidence 
with care and precision 

• Identify and express observations, conclusions, and 
recommendations without prejudice, partisanship, 
personal interests, and the undue influence of others 

• Improve clarity by avoiding unnecessary technical 
language and providing all significant and relevant 
information in context 
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Quality Communications 

• Develop communications with the objective of 
making each element meaningful but succinct 

• Adopt a positive, well-meaning content and tone 
that focuses on the credit union’s objectives 

• Ensure communication is consistent with the credit 
union’s style and culture 

• Plan the timing of presenting the results of the 
engagement to avoid unnecessary delay 
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Case Study 3 

During an audit of payroll you determine the payroll accountant has created a 
fictitious employee and embezzled $5,000 over the last three months.   

What is your response in reporting this finding? 

Does your response change if the amount is $500,000? 
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Professional Development 

• IIA Standard 1230 – Internal auditors must enhance 
their knowledge, skills, and other competencies 
through continuing professional development 

– Many resources available 

– Can include all of the following: 
◊ Audit proficiency 

◊ Technical skills 

◊ Industry knowledge 

◊ Communication and leadership skills 
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Professional Development 

• Consider also including the following: 

– Maintain an inventory of the department 
◊ Expertise 

◊ Certifications 

◊ Organizations 

 

– Prepare an annual and long range professional 
development plan for the department 

◊ Identify current and future needs including long term training 
needs 

◊ Identify areas where specialists are needed 
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Planning 

• Annual audit plan 

– Three to five year plan with annual updates 

– Utilize a risk assessment 
◊ Provides a link to the operational and strategic risks of the credit 

union 

– Management input to the plan 
◊ Provides an opportunity for management to address risks they 

have identified 

– Should be completed after credit union’s strategic 
planning session has occurred 
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Planning 

• Individual audit plans 

– Include audit objectives, activity’s risk, controls 

– Could include use of audit engagement letter 

– Should include consideration of fraud in every 
engagement 

– Include use of specialists 
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Management Acceptance of Risk 

• IIA Standard 2600 – Communicating the acceptance 
of risk 

– If CAE determines that management has accepted a level 
of risk that may be unacceptable the CAE must discuss the 
matter with senior management. 

– If the CAE determines the matter has not been resolved, 
the CAE must communicate the matter to the supervisory 
committee. 
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Use of Technology 

• Use of purchased audit programs 

 

• Use of audit software 

 

• Paper workpapers vs paperless 

 

• Use of data extraction 
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Consulting Engagements 

• Can provide added value to the credit union 

• If identified ahead of time include them in the 
annual audit plan 

• Should have an engagement letter in place 

– Defines scope of the project 

– Maintains independence 
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Case Study 4 

You as chief audit executive (CAE) just received news you were approved to 
add another staff member to your department.  The person that is hired 
comes from the credit union’s operations department and was responsible 
for processing ACH returns within the credit union.  Management has asked 
your department to assist in providing an assessment and recommendations 
for improving the operational efficiency of the ACH department when you 
complete the annual ACH audit.   

Given your new staff member’s experience what role do you have them 
play in completing the tasks described above for ACH?   
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Follow our blog for current 

discussions on credit unions. 

www.larsonallen.com/blog 
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