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Performance Mechanisms of Developing Internal Audit according to
Financial Crises: Field Study

Wael M. Abdul-Wahab (PhD)
College of Commerce
University of Mansoura — Dumyat (Egypt)

Abstract
Financial crisis had a huge effect on economic activities and caused enormous losses,
the failure on risk management systems at enterprises has played an essential role in
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creating this crisis. According to internal audit standard 2110-Al, the internal auditor
should evaluate the effectiveness of risk management systems, but IA function failed to
play this role. So the researcher has studied the most important criticisms that are extremely
related to IA function towards financial crisis and the positive reactions for such crisis on
IA function. In addition, the researcher has prepared a statistical field study for testing the
theoretical hypotheses. The researcher pointed out a number of crucial outcomes of this
study, these outcomes include: there are several defects of the role of IA Function in
dealing with financial crisis, there is a positive effect of financial crisis on achieving the
effectiveness of IA role, and there are a number of performance derivers for maximizing the
effectual role of IA function, which will contribute to eliminate or reduce the expectation
gap of 1A function.

Key words:
Internal audit function, performance drivers, financial crisis, risk management

systems, internal audit effectiveness, internal audit evaluate, balance
scorecard.
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"The internal audit activity must evaluate the effectiveness and contribute to the
improvement of risk management processes.”
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Example SWOT Analysis for Internal Audit Department

—Strengths:
» Staff audit experience
* Knowlsdge of arganization/business
= Support of audit committee/
senior management

Weaknesses:

* Understaffed

= Timeliness of report issuance

= Follow-up procedures

= Alignment of audit plan with
organization’s strategic priorities

Opportunities:

= Use of technology/data

= Partner with customers

* Pro-active recommendations

= Value-added consulling services

Threats:

= Merger

= Staff shortagesfurnover
* Budget reductions

= Qutsourcing

Sowurce; Adapted from (A Ressarch Foundation 2002
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Balanced Scorecard model for internal audit function

Andit committes:

» Auditing viewed by the andit committee

* Aundit conumnittes satisfaction aurvey
results

Andit committee risk concems

Chief Audit Executive meets privately
with audit committes

Management and the auditrees: Internal audit processes:
o Management expectation ofintemal # Importance of audit issue
auditing » Completed vs. planned audits
o Percent of audit recommendations & Number of process improvements
implemented o Number of major audit findings
s Andittee satisfaction survew recormmendations
o Numberof complants about audit o Amount of audit savings
department » Cuality assurance techniques developed
» PBole ofintemal auditing viewed by s Number of repeat findings
the audittee

» Davs from end of field work to report
issuance

Mumber of management requests.

Tnnovations and capabilities:

s Staffexperience

+ Auditor educationlevels

* Training hours per intermal auditor

» Chief Audit Executive reporting relationships-fimetional
Percent of certified staff

Quuality assurance techniques developed

Awerage vears of audit experience

¢ Jeal

(Source : Frigo,M.L.,2002)
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