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ANTRODUCTION

GO0D AFTERNOON.

IT 1s A PLEASURE TO BE HERE TOGDAY AND TO
BE ABLE TO ADDRESS SUCH A SIGNIFICANT SEGMENT
OF ONE OF OUR COUNTRY'S FASTEST GROWING PRO-
FESSIONS. MANY [MPORTANT CHANGES HAVE TAKEN
PLACE IN THE CORPORATE COMMUNITY OVER THE PAST
FEW YEARS WHICH | BELIEYE WILL ULTIMATELY HAVE
A5 GREAT AN IMPACT ON YOUR PROFESSION AS ANY-
THING WHICH HAS HAPPENED SINCE THE [NSTITUTE
OF INTERNAL AUDITORS WAS FOUNDED IN 194]. Hewne
OF THESE CHANGES ARE LIKELY TC HAYE A GREATER
IMPACT THAN THE EMERGLNG FOCUS ON CORPORATE
GOVERNANCE AND CORPORATE ACCOUNTABILITY-

TREMENDOUS PRESSURES HAVE BEEN BUILDING
FOR SOME TIME NOW FOR MEASURES TO BE INSTITUTED
TO CORRECT WHAT MANY PERCEIVE TO BE WIDESPREAD

ABUSES OF CORPORATE POWER AND ABDICATIONS OF
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CORPORATE AND PUBLIC RESPONSIBILITY BY MAMNAGE-
MENT, DIRECTORS AND OTHERS. THESE PRESSURES
HAVE IN TURN PRODUCED A MEW EMPHASIS OH HIGH
STANDARDS OF CORPODRATE AKD PERSONAL CONDUCT
AND GREATER ACCOUNTABILITY FOR INDIVIDUALS
WHO DIRECT THE AFFAIRS OF BUSINESS ENTERPRISES-
INCREASINGLY, THOSE WHO MUST FULFILL THESE
AISING EXPECTATIONS WILL BE LOOKING TO iNTERNAL
AUDITORS TO CONTRIBUTE THEIR SKILLS AND TALENTS
TO THE TASK OF MEETING THEIR GROWING RESPONSIBILITIES-

THE REPORT OF THE METCALF SUBCOMMITTEE OF
THE UNITED STATES SENATE WAS PERHAPS A HARBINGER OF
THE IMPORTANT ROLE THAT INTERNAL AUDITORS WILL BE
EXPECTED TO FULFILL I[N THE FUTURE WHEN [T NOTED THAT
INTERNAL AUDITORS, WORKING WITHIN CORPORATIONS, "CAN.

SERYE AN IMPORTANT FUNCTION IN PROMOTING CORPORATE
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ACCOUNTABILITY, AS WELL AS EFFICIENCY." IT 15 ALSD
SIGNIFICANT THAT IN A REPORT WHICH WAS GENERALLY
YERY CRITICAL WITH RESPECT TO ACCOUNTING MATTERS,
ONE OF THE FEW PLAUDITS WAS RESERVED FGH:THE 1TA.-

| WAS VERY PLEASED TO MOTE THAT JUST YESTERDAY

THE BOARD OF DIRECTORS OF YOUR ORGANIZATION APPROYED

FOR PUBLICATION THE [NSTITUTE'S "STANDARDS FOR THE
PRACTICE OF INTERNAL AUDITING-" | BELIEVE THAT THE
ESTABLISHMENT OF APPROPRIATE PROFESSIONAL STANDARDS

AN IMPORTANT STEP [N THE GROWTH OF ANY DISCIPLINE,

AND | TRUST THAT THE STANDARDS YOU HAVE EHD WilLl
SET, REFINED BY COMMENT AND EXPERIENCE, HILL SURBR-
STANTIALLY ENHANCE INTERHNAL AUDITING PRUFFSEIGHAL‘
FSM. IN ESTABLISHING AND MAINTAINING ST&HD#RDS FOR
YOUR FPROFESSION, YOU NEED TO BE CONTINUOQUSEY SENSI-

TIVE TO THE CHANGING EXPECTATIONS OF THE LARGER

IS
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SOCIETY AND THEIR IMPACT ON APPROPRIATE STANDARDS
ANDF ON THE RESPONSIBILITIES OF CORPORATE MANAGEMENT .

YOU HAVE BEGUN THE PROCESS OF ESTABLISHING
APPROPRIATE ETHICAL AND TECHNICAL STANDARDS FOR
THE PRACTICE OF YOUR PROFESSION- You MUST ALSO
CONTINUE TO SEEK RECOGNITION FQR THOSE STANDARDS
AND FOR YOUR PROFESSION BY SPEAKING OUT ON KEY
ISSUES AND BY BECOMING INYOLYED 1IN THE PUBLIC
AND PRIYATE SECTOR INITIATIVES WHICH AFFECT YOUR
RESPONSIBJLITIES.

JUST AS PUBLIC ACCOUNTING FROFESSIONALS HAD
TO WORK TO ERASE THE IMAGE OF BOB LRATCHETT WITH A
GREEN EYESHADE, S0 MUST INTERNAL AUDITORS STRIVE

TO ALTER THEIR IMAGE, WHICH IN THE PAST HAS ALL 70O



OFTEN BEEN ONE OF A PERPETUAL COUNTER OF THE PETTY
CASH FUND.

THE IMPORTART FUNCTIONS WHICH INTERNAL AUDITORS
PERFORM ARE ALREADY BEING REFLECTED IN THE CAPABLE
INDIVIDUALS BEING ATTRACTED TO YOUR PROFESSJON.

AS YOU WORK TD EXPAND YOUR SPHERE OF PROFESSIONAL
RESPONSIBILITY, RECOGNITICN OF THE CAREER QUALITY
OF INTERNAL AUBITING WILL CONTINHUE 7O GROW.

INCREASING RESPONSIBILITIES OF INTERNAL AUBITORS
AND EXPANDING RELIANCE OMN YOUR WOQRK BY CORPORATE
DIRECTORS ANMD MANAGEMENT WILL ALSO BRING !NCREASED
YISIBILITY- H!GHLY Y1SIBLE PROFESSIONALS ARE IN-
VARIABLY SUBJECT TO BOTH REWARDS AND RiSKS- THE
REWARDS WILL COME JM THE FORM OF INCREASED RECOGNI™

TIGN, STATURE AND COMPENSATION. T[HE RISKS WILL



FOLLOW IN THE FORM QF HEIGHTENED EXPECTATICNS ON

THE PART GF THOSE WHOM YOU SERYE AND, IN SOME

INSTARCES, CRITICISM FOR FAILING TO MEET THOSE

EXPECTATIONS.

YOU SHOULD, THEREFORE, ALSC TAKE CARE TO INSURE

THAT INTERNAL AUDITING DOES NOT FIND ITS INSTITUTIONAL

FRAMEWORK CALLED INTO QUESTIOKN 1N THE KIND QF SOBERING

MANNER EXPERIENCED BY SOME OTHER PROFESSIONS IN RECENT

TIMES. AS, ] AM SURE, ALL OF YQU ARE AWARE, DESIGNING

AND IHSTALLING AN ACCOUNTING SYSTEM 153 OFTEM A SIMPLE

TASK COMPARED TO THE DIFFICULTIES OF ENSURING THAT

THE SYSTEM |35 ADEQUATE UNDER CHANGING CIRCUMSTANCES.

A PROFESSIONAL "SYSTEM” [5 MUCH THE SAME. [T MUsT

CONTINUE TO GROW AND CHANGE TO MEET THE NEELS CREATED

BY A DYNRAM[C ENVIRONMENT.
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THE INSTITUTE HAS MADE A COMMENDABLE START BY
CONSTITUTING THE (1A EXAMINATION AS THE ACCEPTED MEANS
FOR ESTABLISHING BASIC PROFESSIONAL CREDENTIALS AND BY
RECOGNIZING CONTINUING EDUCATION AS THE MECHANISM FOR
MAINTAINING THOSE CREDENTIALS. THE 1NCLUSION OF AN
EXTERNAL REV!EW REQUIREMENT FOR INTERNAL AUDRIT
DEPARTMENTS UNDER YOUR NEWLY—ADCPTED STANDARDS 18§

ALS0O AN [MPORTANT ELEMENT OF THESE QUALITY CONTROL
EFFORTS. EVERY MEMBER OF THE INSTITUTE NOW HAS A
PERSONAL AND PROFESSIQNAL RESPONSIBILITY TO SEE THAT
THE STANDARDS ARE ADHERED TO AND THAT THE MOMENTUM
GENERATED BY THESE [NSTITUTICNAL INITIATIVES CONTINUES.

THE []A 1TSELF ALSDO HAS A RESPONSIBILITY TO SPEAK
QUT ON KEY [SSUES WHICH AFFECT ITS MEMBERSHIP. THE

INSTITUTE'S PROFESSIONAL PRACTICE COMMITTEE WAS
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ESTABLISHED 1N DECEMBER OF LAST YEAR FO FURTHER SUCH
PURPOSES, BUT SO FAR HAS APPARENTLY KEPT A LOW PROFILE-
THE INSTITUTE WAS CONSPICUQUSLY ABSENT, FOR INSTANCE,
FROM THE AJCPA’S AUDIT COMMITTEE HEARINGS HELD THREE
WEEKS AGD- THE YQICE OF YQOUR PROFESS!ION MUST SPEAK IN
QRDER TO BE HEARD-

N THE QTHER HAND, THERE ARE ALSO DANGERS {N BE-
COMING TGO PARTISAN AN ADVDCATE; A PROFESSTONAL
ORGANIZATION 15 DIFFERENT FROM A TRADE ASSCCIATION
IN THIS REGARD. YOU SHOULD CERTAINLY PRAISE AND
PROTECT YOUR PROFESSION WHEN THAT I§ WARRANTED, BUT
YOU MUST ALSO CRITICIZE IT WHEN THAT IS CALLED FOR
AND SERVE AS A CATALYST FOR CONTINUAL PROGRESS AND
CHANGE. T0O BE PERSUASIVE, YOUR POSITIONS MUST
ADDRESS ALL AFFECTED INTERESTS AND BE BALAMNCED,

OBJECTIVYE AND RESPONSIBLE-
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RESPONSIBILITIES CF THE INTERHAL AUDITOR

[

[ THINK 17T 1S APPROPRIATE THAT, IN ESTABLISHING
THE FIRST WIDELY-ACCEPTED STANDARDS FOR INTERNAL
AUDITING, THE FOCUS HAS BEEN ON THE TRADITIONAL ROLE
CF THE INTERNAL AUDITOR AND HiS RELATIONSHIP TO
CORPORATE INTERNAL CONTROLS AND I[NFORMATION SYSTEMS-.
FoOR A TIME IT APPEARED THAT YOUR PROFESSION WAS HAVING
SOMETHING OF AN IDENTITY CRISIS, AS THE FlELD OF
"CPERATIONAL AUDITING,” WITH ITS EMPHASIS ON MANAGEMENT
EFFICIENCY AND PROGRAM EVALUATION, CAUGHT THE ATTENTION
0F CORPORATE MANAGERS- WHILE [ BELIEVE THAT GPERATI[ONAL
AUDITING WILL CONTINUE TO HAVE A LEGITIMATE PLACE IN THE
SCHEME OF THINGS, | ALSO BELIEVE THAT [T IS THROUGH TRADI-
TIONAL INTERNAL AUDIT FUNCTIONS THAT I[NTERNAL AUDITORS

WILL ACHJEVE ENHANCED PROFESSIONAL RECOGNITION AND WILL
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PROVIDE THE MOST VALUABLE SERVIJCES TO ALL LEVELS
OF CORPORATE MAMAGEMENT.-

ANOTHER PROBLEM FOR YOQUR PROFESSION 1S THAT
INTERNAL AUDITORS ARE INEVWITABLY, BY THE YERY NATURE
OF THEIR WORK, PLACED TN THE SO0OMEWHAT SCHIZOPHRENIC
POSITION OF HAYING SPL1T RESPONSIBILITIES. AS YOUR
WEWLY ESTREL1SHED PROFESSIONAL STANDARDS RECOGHIZE,
DIRECT COMMUNICATION WITH THE BOARD OF DIRECTORS IS
AN ESSENTIAL ELEMENT N MATRTAINING INDEPERNDENCE IN
RELATION TG THE ACTIVITIES SUBJECT TO AUDIT. THE REAL-
ITIES OF CORPORATE OPERATIOGNS, HOWEYER, ALSC DICTATE
THAT THE INTERMAL AUDITOR SERVE MANAGEMENT IN FULFILLING
1TS PARTICULAR RESPONSIBILITIES. THE FINESSE AND SKILL
WITH WHILCH THIS DUAL ROLE 1§ FILLED WILL BE AN IMPORTANT
DETERMINANT OF THE EFFECTIVENESS OF THE INTERNAL AUDIT

STAFF .
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| BELIEVE THERE ARE TWO PARTICULAR STEPS WHICH You.
AS INTERNAL AUDITORS, CAN TAKE WHICH WILL HELP TO MAKE
THESE DBUAL RESPONSIBILITIESE WORK IN YOUR FAYOR-

FIRST, YOU SHOULD USE WHATEYER RESOURCES ARE AT
YOUR DISPQSAL TO ENCOURAGE YOUR CORPORATE EMPLOYERS TO
ESTABLISH AN AUDIT COMMITTEE MADE UP OF [NDEPENDENT
DUTSIDE DIRECTORS. REPORTING TD A BOARD, OR A COMMITTEE
OF THE BOARD, MADE UFP OF CORPORATE MANAGERS WEARING
THEIR DIRECTOR'S HATS DOES LITTLE TO STRENGTHEN THE
INDEPENDENCE GF THE LWTERNAL AUDIT STAFF. THE HEIGHTENED
SENSE OF PUBLIC RESFONSIBILITY WHICH AN INDEFENDENT
AUDIT COMMITTEE BRINGS TO THE CORPORATE GOVERNANCE
PROCZESS ALS0 HELFPS INBURE THAT SKIELS SUCH AS YOUR
OWN ARE BROUGHT 70O BFAR ON THOSE PROBLEMS 1IN WHICH THE
OWNERS OF THE BUSINESS - THE PUBLIC SHAREHOLDERS -

HAYE THE GREATEST INTEREST-
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SECOND, YOU SHOULD WORK TO HELP ASSURE THAT THE
DIRECTOR OF INTERNAL AUDITING [$ PRIMARILY RESPONSIBLE
TO SOMEONE [N MANAGEMENT WITH SUFFICIENT AUTHORITY
MOT ONLY TO PROVIDE [NDEPENDENCE, BUT ALSO TO INSURE
THAT COOPERATION IS ACCORDED TO THE INTERNAL AUDIT
STAFF BY ALL ELEMENTS OF THE ORGANIZATION SUBJECT
TO AURIT. THE APPROPRIATE EXECUTIVE TO OVERSEE THE
WORK OF THE [NTERNAL AUDIT STAFF WILL VARY FROM COMPANY
TO COMPANY, BUT SHOULD NOT, EXCEPT UKDER MOST UMUSUAL
ORGANIZATIONAL CIRCUMSTANCES, BE THE CHIEF FINANCIAL
OFFLICER OR CHIEF ACCOUNTING OFFICER. [T SHOULD,
NEVERTHELESS, BE AN EXECUTIVE AT A LEVEL HIGH ENOUGH
IN TOP MANAGEMENT TO MINIMIZE THE RISK QOF PRESSURE TO
PREVENT 1SSUANCE OF EVEN THE MOSY CRITICAL REPORT OR

TO IMPEDE ACCESS TO THE B80ARD.- HIS AUTHORITY SHOULD
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ALSO BE SUFFICIENT THAT REPORTS ARE ACCORDED APPRO-
PRIATE ATTENTION BY THOSE [N A POSITION TO TAKE
ACTION ON THE RECOMMENDATIONS OF THE [NTERNAL AUDITORS.

ONE OF THE MOST TMPORTANT TASKS [NTERNAL AUDITORS
ARE GODING TD BE ASKED TG PERFORM == AND ONE WHICH I
ENCOURAGE YQU NOT ONLY TO ACCEPT, BUT TO ACTIVELY
SEEK == 1§ THAT OF ASS[STING AUDIT COMMITTEES (N
DISCHARGING THEIR OVERSIGHT FUNCTIONS. As aAUDIT
COMMITTEES BECOME MORE COMMONPLACE AND TAKE ON A WIDER
RANGE OF FUNCTIONS, YOUR FROFESSION CAN FULFILL A
VITAL ROLE IN HELPING TO ESTABLISH AND MOWNITOR INTERNAL
CONTROL SYSTEMS, AND IN PROVIDING AN INDEPENBENT SOWRCE

OF INFORMATION ON WHICH AUDIT COMMITTEES CAN BASE THEIR

DECISTONS.

[N AIGING THE AUDIT COMMITTEES, IT 15 IMPORTANT

THAT THE INTERNAL AUDIT DIRECTOR HAYE THE ABILITY ~—=
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AND WHEREVER POSSIBLE THE RESPONSIBILITY =~ 70
COMMUNICATE DIRECTLY WITH THE AUDIT COMWITTEE- AL-
THOUGH INTERNAL AUDITORS CAN AND SHOULD SERVE MANAGE-
MENT, THEIR VITALITY AND INITIATIVE SHOULD NOT BE
STIFLED BY ARTIFICIAL LIMITATIONS ON ACCESS TO THE AUDIT
COMMITTEE OR THE FULL BOARD- [N FACT, THE INTERNAL
AUDITORS SHOULD HAVE A DIRECT REPORTING RELATIONSHIP
WITH THE AURIT COMMITTEE, AN ORGANIZATIONAL STEP THAT
SEVERAL LARGE COMPANIES HAVE SUCCESSFULLY TAKEN.
IHTERMAL CONTROL _AND THE FOREIGN CORRUPT PRACTICES ACT

ONE OF THE AREAS IN WHICH AUDIT COMMITTEES AND
OTHERS WILL BE SEEKING SUBSTANTIAL ASSISTANCE IS IN
COMPLYING WITH THE "Forersn CorrupT PracTices AcT oF
1977" WHIcH THE PRESIDENT SIGHER INTO LAW LAST DECEMBER

19. HNoT ONLY DODES THAT LAW MAKE IT GENERALLY UKLAWFUL
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TO BRIBE FOREIGN GOYERHMENT OFFICIALS, [T ALSC CON-
TAINS FAR™REACHING PROVISIONS REQUIRING THE MAIN-
TENANCE OF BOOKS, RECORDS AND AN ADEQUATE SYSTEM OF
INTERNAL ACCOUNTING CONTROL BY PURBLIC COMPANIES.
IN ADDITION TG CARRYING QUT THEIR RESPONSIBILITIES
URDER THE ACT, MANY PUBLIC COMPANIES HAVE REACTED
TO WIDESPREAD PUBLIC DISCLOSURES DF QUESTIONABLE AND
ILLEGAL CORPORATE ACTIVITIES BY CONDUCTING INTERNAL
INQUIRIES AND ESTABLISHING EMPLGYEE CODES OF CONDUCT.
Many CORPORATIONS ARE NOW SEEKING WAYS TO OBTAIN
SOME ASSURANGE OF COMPLIANCE WITH THEIR LEGAL RESPON-
SIRILITIES, AND IN BOTH OF THESE AREAS [ HAVE MENTIONED ~—
INTERNAL CONTROL AND CODES OF CONDUCT -~ THERE IS A
SIGNIFICANT PART TO BE PLAYED BY CORPORATE INTERNAL
AUDIT STAFFS AND BY THE I[MSTITUTE of [MTERNAL AUDITORS

ITSELF-
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SEVERAL RESPONSIBLE ORGANIZATIONS, INCLUDING THE
AICPA’s CosEN COMMISSION, HAVE STRONGLY SUGGESTED THAT
THE PUBLIC INTEREST WOULD BE SERVED BY A REQUIREMENT
FOR CORFURATE REPORTING ON THE ADEQUACY OF INTERNAL
CONTROL- COMMENTATORS HAVE MADE VARIOUS SUGGESTIONS
FOR IMPLEMENTING THESE RECOMMENDATIONS, SUCH AS RE-

FPORTS 1SSUED BY THE AUDIT COMMITTEE, THE CHIEF FINANCILAL
OFFICER OR THE DIRECTOR OF INTERNAL AUDITING HIMSELF.

] CANHOT TELL YOU WITH ANY CERTAINTY AT THIS POINT
WHICH ELEMENT OF CORPORATE MANAGEMENT WI1LL HAVE RESPONSI-
BILITY FOR SUCH A REPORT, BUT IT IS VIRTUALLY CERTAIN THAT
REPORTING ON INTERNAL CONTROL WILL BE A REALITY FOR PUBLIC
COMPANIES AT SOME POINT [N THE NEAR FUTURE. IT 15 EVEN
MORE CERTAIN THAT INTERNAL AUDITORS WILL BE HEAVILY

INVOLYED [N THE PROCESS.
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INTERNAL ACCOUNTING CONTROL IS AN AREA WHERE THE
DEFTH AND BREADTH OF KNOWLEDGE OF THE [NTERNAL AUDITOR
SHOULD BE RIVALED BY KO ONE, INSIDE OR DUTSIDE THE
COMPANY- [N ADDITIORN TC HIS ON-GOING ROLE AS A MONITOR
OF THE SYSTEM, THE INTERNAL AUDITOR WILL BE CALLED
UPON TO CONDUCT A COMPREHENSIVE EXAMINATION QF THE
SYSTEM, TQ EVALUATE THAT SYSTEM AND TO MAKE RECOMMENDA-
TIONS FOR MODIFICATIONS AND IMPROVEMENTS.

BEFORE PUBLIC REPORTING CAN BECOME WHOLLY WORKABLE,
HOWEVER, STANDARDS MUST BE IN PLAGCE AGAINST WHICH MANAGE-
MENT CAN JUDGE WHETHER OR WOT THE CORPORATE SYSTEM I[S
SUFFICTENT TO PROVIDE SREASOMABLE ASSURANCE OF COMPLIANGE
WITH THE PROYISIONS OF THE Foreran (ORRUPT PRACTICES
ACT, AND ANY OTHER RELEVANT REQUIREMENTS- AN AICPA

SPECIAL ADYISORY COMMITTEE, COMPOSED PRINCIPALLY BY
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CORPORATE FINANCIAL OFFICERS AND INTERMAL AUDITORS,

AAS BEEN WORKING TO PRODUCE A DOCUMENT WHICH wWillL

PROVIDE A BASIC FRAMEWORK OF SUCH STANDARDS. THE

COMMITTEE HAS INDICATED THAT THE CRITERIA BEING

DEVELOPED ARE INTENDED TO PROVIDE GUIDANCE FOR

MANAGEMENT I[N EYALUATIHG [TS5 INTERMAL ACCOUNTIHNG

CONTROLS, AND THAT THE REPORT WILL BE USEFUL IN

EVALUATING COMPLIANCE WITH THE ACCOUNTING PROVISIONS

OF THE FOREIGN CORRUPT PRACTICES AcT-

THE SUBSTANTIAL BODY OF KNOWLEDGE ALREADY

ACCUMULATED BY THE PUBLIC ACCOUNTING FROFESSTON

CONCERNING THOSE ASPECTS OF INTERNAL CONTROL DIRECTLY

RELATED 7O PUBLISHED FINAWCIAL REPORTS [S CLEARLY

REFLECTED IN THE CURRENT DORAFT OF THE SPECIAL

ADVISORY COMMITTEE'S REPORT- [T THUS APPEARS
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THAT WE WILL 300N HAVE FAIRLY COMPREHENSIYE GUIDE™

LINES WITH RESPECT TO THE "ADEQUACY" OF INTER-

NAL CONTROL FOR PURPOSES OF PREPARING ANNUAL AND

INTERIM FINANCIAL STATEMENTS, PRESS RELEASES ON

EARNINGS, AWD THE LIKE-.

{JTHER CONSIDERATIONS IN COMPLYING WITH PRO-

VISIONS OF THE NEW LAW ARE NOT NEARLY S50 WELL

DEFINED, HOWEVER- (NLY THE MOST FUNDAMENTAL PARA~

METERS WILL BE AVAILABLE, THEREFDRE, TO ASS]ST

MANAGEMENT — AND INTERNAL AUDITORS - IN GAUGING

THE ADEQUACY OF INTERNAL CCHTROLS WITH RESPECT TO:

- THE SAFESUARDING OF CORPORATE ASSETS

FROM LOSS DUE TQ NATURAL ELEMENTS,

THEFT AND MISAPPROFPRIATION;
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- EXECUT10N OF TRANSACTIONS [N ACCORDANCE
WITH MANAGEMENT AUTHORIZATIONS == THAT
IS, THE CONDUCT OF BUSINESS IN LINE WITH
CORPORATE POLICIES AND THE DIRECTIVES OF
MANAGEMENT; AND

- PEr10DIC COMPARISON OF THE ASSETS RECORDED
ON THE BOOKS WITH ASSETS ACTUALLY PRESENT-

IN THE LONG RUN IT 1S UNLIKELY THAT THESE
FUNDAMENTAL PARAMETERS ALONE WILL BE SUFFICIENT TO
PROVIDE CORPDRATE MANAGEMENT WITH THE GUIDANCE NECESSARY
TO FULFILL [TS PUBLIC RESPONSIBILITIES. [ URGE THIS
INSTITUTE TC DRAW UPON THE TALENTS AND RESOURCES OF
17S MEMBERS TO BEGIN TO FLESH OUT THE BASIC CORCEPT

OF AN ADEQGUATE SYSTEM OF INTERMAL CONTROL- THE OQRGA-
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NIZATION REFRESENTING THE INWNTERNAL AUDITING PRO™
FESSION SHOULD BRING !TS EXPERTI!SE TO BEAR IM AREAS
OTHER THAN THOSE TRADITIONALLY WITHIN THE PROVINCE
GF YOUR COUNTERPARTS IN PURLIC ACCOUNTING. THGSE
ASPELTS OF INTERNAL CONTROL WHICH ARE RELATED TO THE
SAFEGUARDING OF ASBETS AND TO THE EXECUTION OF TRANS-
ACTIONS [N ACCORDANCE WITH MANAGEMENT'S DIRECTIVES,
IT SEEMS TO ME, ARE AREAS WHICH [NTERNAL AUDITORS
ARE PARTICULARLY WELL EQUIPPER TG ADDRESS-

EvVERY SYSTEM QF INTERNAL CONTROL [S, OF COURSE,
SURJECT TDO THE YAGARIES GF HUMAN EQHFVIGR- THAT 15
WHY | BELLEVE THAT A NECESSARY COMPLEMENT TO AN
ADEQUATE INTERNAL CONTROL SYSTEM IS5 A CORPORATE CODE
JF CONDUCT WHICH PROVIDES QFFICERS AND EMPLOYEES

WITH REASONABLE GUIDANCE AS TO THE TYPES OF
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PEHAV]IOR WHICH ARE CONS!DERED ACCEPTABLE N
CONNECTION WITH BUSINESS DEALINGS ON BEHALF OF
THE CORPORATION-

THE CORPORATE CONDUCT (ODE SHOULD BE AN
IMPORTANT CONSIDERATION IN SETTING THE SCOPE OF
INTERNAL AUDIT- [ BELIEVE THERE ARE TWO FACTORS
WHICH ARE CRITICAL IN ASSURING THAT SUCH CODES
SERYE THEIR INTENDED FURFOSES.

FIRST, TOP MAMAGEMENT AND THE AUDIT COMMITTEE
SHOULD INS15T THAT EMPLOYEES 1IN RESPONSIBLE POSITIONS
COMFIRM AHHUALLf THEIR COMFLIANCE WITH THE CORFORA™
TION'S CODE OF CONDUCT- THAT AFFIRMATION SHOULD BE
IN WRITING AND THE [NTERNAL AUDIT STAFF SHOULD RE-
YIEW THE RESFONSES AND MAKE ANY FOLLOW-UP IHBUIRIES

WHICH APFEAR 70 BE APPROFPRIATE.
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SECOND, INTERNAL AUDITORS SHOULD BE SENSITIVE
TO THE POSSIBLE R!S5KS OF CIRCUMYENTION OF THE
INTERNAL CONTROL SYSTEM AND SHOULD DESIGN REASONAEBLE
AND APPROPRIATE AUDIT TESTS TO HELP IDENTIFY SUCH
INSTANCES -

BoTH OF THESE STEPS SHOULD BRE A PART OF THE
ROUTINE TASKS OF THE INTERNAL AUDIT DEPARTMENT (N
MONITORING COMPLIANCE WITH THE CODE AND IN REPORTING
TO THE AUDIT COMMITTEE COMNCERNING THE RESULTS OF
THAT MONITORING PROCESS.

HORKING WITH THE NDEPENDENT AURITOR

ANOTHER AREA WHERE THE TALENTS OF INTERNAL
AUDITORS MAY BE FRUITFULLY EMFLOYED IN IN THE RELA-
TIONSHIF BETWEEN THE CORPORATION AND ITS [NDEPEMDENT

FUBLIC ACCOUNTANTS. .
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THERE 15 ONE ASPECT TO THAT RELATIONSHIP
WHICH IS SELDOM FOCUSED ON. SELECTION OF AN
INDEFENDENT PUBLIC ACCOUNTING FIRM 15 A TASK
WHICH AUDIT COMMITTEES MUST OCCASIONALLY FACE.
As PRACTITIONERS OF A PARALLEL nxséIPLINE, YQUR
INSIGHTS AND RECOMMENDATIONS SHOULD BE OF CONSIDER-
ABLE ASSISTANCE TO THE AUDIT COMMITTEE IN ENGAGING
COMPETENT [NDEPENDEWT PUBLIC ACCOUNTANTS WHO CAN
PROVIDE HWIGH QUALITY SERVICE AT REAGONABLE COST.

INCIDENTALLY, WHILE [ AM QN THE SUBJECT, [ wouLD
LIKE 70 MEKTION A PART OF THIS SELECTION PROCESS WHICH
CONCERWS ME. THERE IS5 AN UNFORTUMATE TENDEKWCY, ]
THINK, FOR QUTSIDE DIRECTORS GENERALLY, AND AUDIT
COMMITTEE MEMBERS [N PARTICULAR., TO ADORT A SOME-

WHAT DEFENSIVE FOSTURE WITH RESPECT TO SELECTION OF THE
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INDEPENDENT AUDITOR. A PART OF THIS POSTURE 5§
OFTEN A MISPERCEFTION THAT "BIGGER I% BETTER.”
SMALLER ACCOUNTING FIRMS, JUST LIKE SMALLER INTERNAL
AUDIT DEPARTMENTS, ARE GENERALLY CAPABLE OF PERFORMING
COMPETENT AUDIT WORK- SIZE BEARS NO NECESSARY CORRELA-
TION TO QUALITY. REGARDLESS OF THE SIZE OF THE FIAMS
BEING CONSIDERED, HOWEYER, THE AUDIT COMMITTEE SHOULD
SEEK THE ADYICE OF THE INTERNAL AUDIT DIRECTOR TO ASSIST
IT IN ASKING THE RIGHT QUESTIONS AND IN EVALUATING
THE CREDENTIALS OF THE PROSPECTIVE QUTSIDE AUDITORS-

IN ADDITION TO ASSISTING THE AUDIT COMMITTEE SELECT
AN CUTSIDE AUDITOR, THE INTERNAL AUDITOR CAN ALSQ PRO-
VIDE n!REEI ASSISTANCE TD HIS EXTERNAL COUNTERPART-

AS AUDITS BECOME MORE COMPLEX AND PRESSURES TO

REDUCE AUDIT COSTS GROW, BOTH THE INDEPENDENT AUDITOR
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AND CORPORATE MANAGEMENT WILL BE LODKING TOD INRTERNAL
AUDIT STAFFS FOR RELIEF. THERE 15 CONSIDERABLE POTENT!AL,
I THiNK, FOR A MORE RESPONSIBLE ROLE FOR INTERNAL
AUDITORS [N THE EXTERNAL AUDITING PROCESS.- [N THE
ROLE OF MONITOR OF THE [HRTERNAL COMTROL SYSTEM, THE
INTERNAL AUDITOR CAN SUBSTANTIALLY REDDCE THE WORK

OF THE CQUTSIDE AUDITOR BY RAISING THE RELIABILITY

OF [NTERNAL CONTROLS, THUS PERMITTING THE INDEPENDENT
FUBLIC ACCOUNTANT TO INCREASINGLY RELY ON THE SYSTEM,
RATHER THAN ON EXTENSIVE SUBSTANTIVE TESTING- THE
INTERNAL AUDIT STAFF CAN ALSC DIRECTLY ASSIST THE
EXAMINING ACCOUNTANT TN MANY PHASES OF HIS WORK. THIS
1S OFTEN TO EVERYONE'S BENEFIT, BECAUSE THE INTERNAL

AUDITOR'S KNOWLEDGE OF THE COMPANY GENERALLY PERMITS
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HIM TO PERFORM MANY TASKS FAR MORE EFFICIENTLY AND
EFFECTIVELY THAN COULD AN QUTSIDER-

[ KNOW THAT MANY IN YOUR PROFESSION HAVE BEEN
TROUBLED BY THE CAUTJOUS APPROACH DEMANDED BY THE
AUTHORITATIVE LITERATURE OF THE PUBLIC ACCOUNTING
PROFESSION IN RELYING ON THE WORK OF [NTERNAL AUDITORS
UNFORTUNATELY, SUCH LITERATURE MUST OFTEN BE DRAFTED
IN SUCH A WAY AS 70 TAKE ACCOUNT OF THE LOWEST COMMON
DENCMINATOR. | AM CONFIDENT THAT THE ENHANCED
PADFESSTONALISM WHICH YOU HAYE BEEN SUCCESSFULLY SEEKING
WILL HELP !NSURE THAT YQUR WORK IS INCREASINGLY VALUABLE
TO THAT OF YOUR FELLOW PROFESSIONALS [N THE PUBLIC

ACCOUNTING SECTOR-

CONCLUSION

BEFORE cONCLUDING, | WOULD LIKE TO !NYITE YOU TO

SEND ME YOUR COMMENTS ON ANYTHING [ HAYE SAID, OR ON



-23_

ANY OTHER ISSUE BEARING ON INTERNAL AUDITING. |
HAYE FOUND THAT THE LETTERS | RECEIVE OFTEN CONTAIN
THOUGHTFUL INSEGHTS INTG MATTERS WHICH [ RAVE
PUBLICLY RAISED, AND | WISH | RECEIVED MORE OF THEM-
S0 PLEASE FEEL FREE TO SEND ME YCUR THOUGHTS.

THE INTERMAL AUDITING PROFESSION HAS, | BELIEVE,
A BRIGHT FUTURE IN PROVIDING SERVICE TO AUDIT COMMITTEES,
CORPORATE MANAGEMENT, AND THE OQUTSIDE AUDITORS- ALL
OF THESE FUNCTIONS ARE IMPORTANT AND ALL ARE SUPFORTIYE
OF THE KEY cﬂN&EPTs OF CORPORATE ACCOUNTABILITY AMND
PUBL1C COMNFIDENCE. THOSE KEY CONCEPTS CANNOT BE
OVEREMPHASIZED: | BELIEVE THAT THE ON-GOING VIABILITY
OF THE CAPITAL MARKETS, WHICH HAVE SUPPORTED OUR FREE
ENTERPRISE SYSTEM FOR SO LONG, [S IN LARGE PART DEPENDENT

ON THE CREDIEILITY OF CORPORATIONS AND THEIR MANAGEMENTS
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WITH THE INYESTING PUBLIC. [NYESTORS MUST BE PERSUADED

THAT THE COMPANIES IN WHICH THEY ARE BEING ASKED TO

INVEST THEIR MONEY ARE INBEED ACCQUNTABLE TO THE

YARIOUS SEGMENTS QF THE PUBL1{ WHICH THEY PURPORT TO

SERVE- AN [MPORTANT PREREQUISITE TO THAT ACCOUNTABILITY

[S THE AVAILABILITY OF COMPLETE AND ACCURATE INFORMATION

TG CORPORATE MANAGEMENT AND THE BOARD OF DIRECTODRS-

THE INTERMNAL AUDITOR IS5 THE GUARDIAN OF THE

INTEGRITY OF THE CQRPORATE INFORMATION SYSTEM. To

PROPERLY FULFILL THIS ROLE, YOU MUST CONTINUE TO

ENHANCE YOUR FROFESSIONALISM AND TO TAKE A GROWING

INTEREST IMN DEFINING YOUR OWN FUNCTION IN THE CORFORATE

FROCESS- | AM GLAD TO SEE THAT THIS PROCESS 1S WELL

UNDERWAY, AND | TRUST YOU WILL CONTINUE IN THE FUTURE

T0 MAKE SIGNIFICANT PROGRESS TOWARDS A CORFORATE

SYSTEM IN WHICH INTERNAL AUDITING PLAYS A MAJOR PART-



