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 Internal Control:  

     methods put in place by a company in order to: 
  

 meet operational and profitability targets 

 ensure the reliability of financial and accounting information 

 ensure the compliance of laws and regulations 

 transmit management policies throughout the organization  
 

 
     Internal Control Objectives 
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 Internal Audit:  
      the examination, monitoring and analysis of activities related to  
a company's operations, including its business structure, employee 
behavior and information systems 

     begin by assessing current internal control processes and  

           procedures, then analyzing and comparing the results to  
           internal control objectives  

       determine whether the results comply with internal control policies  
           and procedures as well as state and federal laws.  

        compile and present an audit report to the business owner 

 



Internal Auditor External Auditor 
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 Purpose: consider whether 
business practices are helping the 
business  
 manage its risks  

 meet its objectives (Strategic, 
Financial, Operation, Compliance)  

 Qualification:  
 can be employed by the business or 

outsourced 

 with an accounting background 
(more common) or other 
backgrounds 

 Registered: Certified Internal 
Auditor (CIA) 
 

 Purpose: consider whether the 

Financial Statements  

 give a 'true and fair presentation'  

 are prepared in accordance with 
GAAP and legal requirements 

 Qualification:  

 an outside firm of accountants who 
are 'Registered Auditors'  

(Certified Public Account: CPA) 

 

 

 Registered: Certified Public 
Accountant (CPA) 
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Differences between Internal Auditor and External Auditor 
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 Audit Plan: set internally in the 

light of the  business's risks and 
objectives 

 How to report:  
 report internally 

 report to relevant managers who will 
usually receive copies of reports as 

there will be recommendations that 
would have been discussed that they 
will need to act on  

 report to the audit committee or the 
Board of Directors which is high 
level oversight 

 Audit Plan: set its own audit plan 

of work based on its assessment of 
the risks of the accounts being 
materially misstated 

 How to report:  
 report primarily to the shareholders 
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Differences between Internal Auditor and External Auditor 
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 Contents in the report:  
 provide a tailored report about how 

the risks and objectives (of the 
business area being audited) are 
being managed 

 focus on helping the business move 
forward  provide 
recommendations for improvement. 

 Contents in the report:  

 main report is in a format required 
by Auditing Standards  

 focus on whether the accounts give a 

true and fair presentation and 
comply with GAAP and legal 
requirements   

 If other things come to light which 
the auditors think should be brought 
to the client's attention they will be 
reported separately to the board of 
directors in a 'management letter'. 
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Differences between Internal Auditor and External Auditor 
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 After the audit:  
 follow up by looking to see whether 

recommendations have been 
implemented  

 Follow up by providing consultative 
help to guide the implementation of 
recommendations. 

 

 Availability of the report:  
 not published publicly 

 After the audit:  

 no external audit follow up until the 
planning stage of the next year's 
audit when past issues should be 
considered 

 

 Availability of the report:  
 publicly available  

 'Management letters' are not 
publicly available. 
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Differences between Internal Auditor and External Auditor 
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 Requirement:  
 discretionary (mostly) 

 not regulated and can be used more 
flexibly  

 aim to add value and have a positive 
impact in helping the organization 
move forward 

 Requirement:  

 required by laws (mostly) 

 a regulated activity 
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Differences between Internal Auditor and External Auditor 
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Just for Fun: Internal & External Auditors 
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 Board of Directors 

 Audit Committees 

 Internal Audit Department 

 Chief Executive Officers (CEO) & other managers 

 Internal Control Department (if any) 

 Ecternal Auditor 



The Definition and Role of Board of Directors & CEO 
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 Board of Directors (B of D): a group of individuals (inside directors + 
outside directors) that are elected to act as representatives of 
the stockholders to establish corporate management related policies and to 
make decisions on major company issues 

 

 Chief Executive Officer (CEO): the highest-ranking executive in a 
company (A CEO often has a position on the board; in some cases, he is 
even the chair.) 

 

 Main responsibilities include:  
 1. development and implementation of high-level strategies 
 2. making major corporate decisions 
 3. managing the overall operations and resources of a company 
 4. acting as the main point of communication between  
                 the board of directors and the corporate operations 
 
 

http://www.investopedia.com/terms/s/shareholder.asp
http://www.investopedia.com/terms/b/boardoftrustees.asp
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 Planning 

 Organizing + Staffing 

 Directing 

 Controlling/ Monitoring  
  to check the errors and to take  

the corrective action so that deviation 
from standards are minimized and 
stated goals/objectives of the 
organization are achieved in a desired 
manner 

 + Motivating 
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