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Abstract: Internal audit provides through its tasks reasonable assurance that decisions implemented
and on-going objectives are under control. Internal audit has passed from a simple check to a role in
assisting management in order to have better control over operations, thus the internal audit function
overcomes its primordial role to provide simple stage directions functional, following his path to becoming a
useful leverage to optimize the company. Any company, irrespective of its business and operating
environment, faces a number of risks, frauds. The most effective tools in preventing fraud are management
control and internal audit, the latter being of prime importance in the field of corporate governance. The
present paper follows to highlight the place and role that internal audit has in the economic entities which it
is labeled as an attribute of management. A negative element identified at the level of the affected companies
is the failure to identify risk management, due to increasing complexity of services and risky nature of the
business. Although internal audit is not responsible for implementation of actions as a response to risks, it is
responsible for providing reports to the management of significant information showing key risk assessment
and so helps the management to become more efficient.
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INTRODUCTION IN MANAGEMENT
The field of management evolved along with the human society, characterized by the need of
humans to organize their time and activities. Perhaps the Sumerians, the Egyptians or Alexander the
Great did not know words as performance, efficiency, profitability, but they surely understood the
need for organizing and coordinating of activities, even if we refer to building pyramids or military
campaigns.
Over time, the concept of management has evolved and continues to evolve (as far as the
human society exists), as a result of developing of world states and as an effect of the dynamism
and the complexity of business environment. Therefore, management has known various
interpretations, from definitions consisting in a few words, like achieving objectives through others
(Makenzie, 1959) to thick definitions.
The management activity can be considered the most important activity in an economic entity.
Why is that? Because at this level decisions are made, plans and forecasts are undertaken,
objectives and priorities are established. But the management itself is not the only activity carried
out in an economic entity; actually it cannot exist alone. For a management to work there should be
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performers, people that effectively implement decisions taken at higher level. Therefore, we say that
management is the activity that takes place with and through people. Experience has shown that to
be effective a company cannot rely only on clever ideas and on some people who occupy key
positions in the company, but should pay extra attention to continuous improvement and training of
all workers.
The existence of a company depends on the existence of several departments, each
department having its own objectives (which are in connection and contribute to the main objectives
of the company). The management as a professional activity involves collaboration of several
groups of people, thus meaning that the management process is mediated by the existence of a
group of people who have a common objective and the existence of a leader, that being the
manager. In the vision of Peter Drucker the management activity is equivalent to those governing.
According to Massie management is the art of a leader to accomplish objectives using other
people’s efforts.
Management is the most important factor to streamline the economy and companies. The
performance of an economic entity, on commercial, economical, technological plan, depends in a
significant way on the managerial performance (performance of the management). In today's
economic market conditions due to globalization, due to harmonization or at least the attempt to
harmonize in various fields (accounting, tax, legal) an economic entity needs strategies, plans on
which to take their decisions and conducts its business. It is not enough to carry out each activity;
the company must conduct operations with minimum of cost but maximum of efficiency.
1. INTERNAL AUDIT AND ITS CONNECTION WITH THE MANAGEMENT
A modern management of economic entities cannot be made without a rigorous, but flexible
control.

The management of an entity requires continuous and systematic monitoring of the

activities. Internal audit, in its form of superior control, consists in numerous elements, among
them:
Appraising the reliability and integrity of financial and operating information by evaluating
the means developed by management to identify, classify, measure, and report such information;
Appraising the systems management has established to ensure compliance with policies,
plans, procedures, laws and regulations that could have a significant impact on operations and
reports, and determining whether the organization is in compliance;
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Appraising the means management has established to safeguard assets, and, as appropriate,
verifying the existence of such assets;
Appraising the systems management has established to ensure economical and efficient use
of resources;
Appraising the systems management has established to ensure results are consistent with
established objectives/goals and operations or programs are carried out as planned.
Internal audit is a discipline with managerial orientations that has evolved rapidly after World
War II. Having been used in the beginning only in the financial and accounting activities, internal
audit is used today in a large range of operational activities and also offers a wide choice of
assurance and consulting services.
We said that a pregnant characteristic of the management refers to the decision making
process. The internal audit must guarantee the reasonable safety that the operations performed, the
decisions made are under control and that in this way it contributes to the improvement of
management decisions regarding the achievement of tasks set by companies (Terci, 2009).
The development of internal audit is due to the increase and extent of the deregulation, the
complexity and technological development in the operating cycle, but also due to the necessity of
independent ways and evaluation aims and improving risk management, leadership and control
(Ivanescu and Ivanescu, 2010).
Internal audit represents everything that a manager should do in order to assure that he has a
good control over situations, if he had time and would know how to proceed (Renard, 2002).
Internal audit is a profession that does not improvise and as such, must be made by specialists.
Internal audit is a privilege / of employees’ organization working for the benefit of its managers,
highlighting the level of mastery over activities, if it finds dysfunction, they can make
recommendations for improvement.
The internal auditor is a consultant with autonomy to formulate recommendations, and not a
controller, this autonomy is provided by reference standards, methods and tools, auditor’s work
must be conduct within the established rules of internal audit (Stoian and Muntean, 2004).
The basic framework for the professional practice of internal auditing is composed of:


The Statement of Responsibilities of Internal Auditing;



The Code of Ethics;



The Standards for the Professional Practice of Internal Auditing;



The Statements on Internal Auditing Standards;
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Professional practice releases.
A long term and systematic internal auditing of management will certainly determine an

increase in sustained performance management. Through management as an auditable domain we
understand an aggregate consisting on all activities / processes / subsystems that compile a
management system (Zecheru and Nastase, 2005).
1.1 Internal audit facing internal control
In practice management face a number of risks, categorized by various criteria. In order to
deal with these risks, the management develops an internal control system that consists of all
control activities implemented in the company. When one or more of the risks identified (or not)
produce effects, suggests that control activity was overwhelmed or did not work. Therefore, control
or inspection will be triggered having as purpose the instrumentation of irregularities/malfunctions.
Subsequent the department of internal audit will analyze the risks and control activities that were
implemented with the scope of avoiding repetition of such situations in future (Ghita, 2009).
Internal audit has an important role in assisting the reorganization of the internal control
system and in advising general management.
The primary objective of internal controls is to give managers reasonable assurance that:


Financial and operating information is accurate and reliable;



Policies, procedures, plans, laws and regulations are complied with;



Assets are safeguarded against loss and theft;



Resources are used economically and efficiently;



Established program/operating goals and objectives will be met.
When we combine the definition of internal control with the scope of internal auditing, five

possible audit objectives emerge regarding how managers plan, organize and direct activities.
Internal auditors seek to answer one or more of the following questions (Simmons, n.d.):
 Do controls on financial and operating data provide managers with reasonable assurance
that the financial and operating data is accurate and reliable;
 Do controls on compliance with policies, procedures, plans, laws and regulations provide
managers with reasonable assurance that proper compliance actually occurs;
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 Do controls on assets provide managers with reasonable assurance that assets exist and are
protected against loss that could result from theft, fire, improper or illegal activities, or exposure to
the elements;
 Do controls on operations provide managers with reasonable assurance that resources are
used efficiently and economically;
 Do controls on operations and programs provide managers with reasonable assurance that
the operations and programs are being carried out as planned, and that the results of operations are
consistent with established goals and objectives.
In the next few rows, we present a short parallel between internal audit and internal control.
Table 1- Parallel between internal control and internal audit

No.
1

Reference
Status/position

2
3

Beneficiary
Objectives

Internal control
established within the organization as a
system of management and internal control
(management control system)
Employees, the general management
Established by the annual control plan

4

Applicability

According to the approved control plan

5

Periodicity

6

Purpose

7

Organization

Periodic activity, influenced by the
evolution of risks
investigating an irregularity, misconduct,
irregularity by checking the compliance with
the legal and procedural framework
control activities dissipates on the flow
processes

8

Finalization

9

Findings,
recommendations,
conclusions

10

Results

Source: Ghita, 2009, p. 60

The controller sets the size of the
irregularities and violations found and those
responsible and finalize the mission with a
minute of the control
The control findings and conclusions must
be accepted. If not contestate remain final
sets size of the irregularities and
responsibilities regarding procedural and
legal framework

Internal audit
Part of the management control system, but
refers to the evaluation of the system
The general management
Established by the auditors team and
supervised by the head of the auditing
department
All areas of the entity are considered to be
auditable domains
A permanent and planed activity
A reasonable assurance of compliance
activities and the effectiveness of those
activities
is organized as an internal audit department
consisting of 2-3 people in order to be
functional
findings
and
recommendations
are
materializing in an internal audit report
recommendations of internal audit are
optional for management, but good practice
requires an explanation for their failure to
implement
provide
reasonable
assurance
of
management control systems

Internal control is not organized as a separate department in the entity; it is found in the
structure and functions of management, of each activity and is the responsibility of every employee.
Internal control system includes more controls, namely: self-control, mutual control, hierarchical
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control, control of partnership, quality control, preventive financial control, inventories, accounting
control, financial control, inspections. These controls can be grouped as follows:
- Ex-ante controls: self-control, mutual control, hierarchical control and preventive financial
control;
- Ex-post controls: self-control, mutual control, hierarchical control, inventories, cashier
control, accounting control, financial control, quality control, inspection.
All these controls are not organized as stand-alone sections, but are found in the flow of
operations between the stages of procedures, performed by each job, at every level of responsibility
or by delegation of authority, attached to current activities.
1.2 Internal auditor’s status within a company
It is said that an internal auditor has a thousand eyes, but no heart. This remark comes from
the fact that the internal auditor has access to all economic entity, considering all departments, all
activities undertaken within the company and has an objective in finding irregularities,
malfunctions, which will be reported to the management and upon the auditor will issue
recommendations. The internal auditor has a special status within the company. It must have a clear
position, detached. As mentioned, the internal auditors evaluate any department, function or activity
of the economic entity for reporting to general management. From this perspective, the relationship
between internal auditors and the audited person must be a professional one. The auditor will be
focused on screening systems and identifying any problems. Internal auditor is responsible for
assisting in identifying solutions, together with those audited in order to eliminate
malfunctions/irregularities. However, internal auditors should not be isolated so that they can be
able to perform their work in an effective manner. Internal auditors should be an important part of
the collective. Internal auditors should take part as observers in the activities undertaken in the
entity so that they can rely on thorough knowledge regarding the activities audited.
The management and the employees should not look at the internal auditors as if he is a
police-officer, ready to apply sanctions. All the participants at the activities developed in the form
should understand that the internal auditor is there to observe, have notes, identify risks and give
recommendations. For that internal auditor must find the ideal way to communicate with all
departments of the economic entity, in order to understand processes that occur in the firm?
The auditor has to take in consideration that all employees make efforts (large or small) to
integrate the new process and the purpose of an audit is to find solutions, not to find guilt/someone
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to blame for the non-conformities . In that aspect, the auditor would talk to as many people about
how they see the process, what benefits they believe are, if they see improvement process, how they
feel with the new duties, if they feel any difference than it was before (in cases of changes of
processes).
1.3. Internal audit and risk management
In today knowledge-based society it can be identified a number of five tendencies, as:
globalization, changes in risk management, technological progress, organizational talent and
capacities, changes regarding internal audit role. All of these are expected to have an important
impact over internal audit during the following years. That’s way it is essential the proper
understanding of these tendencies, and also of their implications, in such way so that internal audit
could supply the help needed in identifying and managing risks; so in the end internal audit has an
effective contribution in adding plus value to economic entities (Pop and Bota-Avram, 2009).
We must emphasize that the internal auditor is responsible only with providing
recommendations. The responsibility for implementing the recommendations remains in charge of
the management, who can take into account or not these recommendations, but they know that
when they disregard them they will assume certain risks. In this regard, the relation between
management and internal auditors should be characterized by partnership, having the same goals,
objectives, among them numbering an efficient management and achieving (proposed/estimated)
targets. Managers should be capable to understand what internal auditors want to express, should
clearly understand the recommendations and as a follow up the manager will understand why is
suitable to apply those recommendations.
Internal audit and risk management have the same goal: the control of risk. There are various
roles for the internal audit in respect of risk management. The main limitations of internal audit in
respect of risk management regards assuming risk management tasks.
The objectives of internal audit functions differ between organizations, but the main objective
should be to assess and improve the efficiency and effectiveness of the management to maintain and
improve the internal control system.
Within the organization the board, the executive management, the risk committee, the experts
and the employees are responsible for the risk management. Nevertheless risk is considered to be
the responsibility of operational management.
Important benefits of risk management are:
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Increased likelihood of achieving corporate objectives;



Reduced cost of risk;



Calculated risk taking.
There are many roles that internal audit can fulfil in respect of the risk management process

implemented within the organization.
Internal audit assumes at least two important roles in respect of the risk management.
First, internal audit can act as an advisor helping the organization in respect of risk awareness.
This can be done by improving the management understanding of the major risks facing the
organization. It should be mention that the risk management process can be used by internal
auditors in identifying areas for review. In these ways the internal auditors can focus their activity
on the key systems and controls within the organization.
Second, internal auditors can act as trainers in risk management workshops. In this way
internal auditors aid line managers understand better organizational risks and controls. This is how
internal audit can help the managers to identify various risks.
Analysing the potential causes of economic crisis from internal audit perspective, specialists
consider that certain situations could be the basis for generating these negative phenomena.
 The internal audit department was not interested in compliance and ensure compliance with
internal audit standards, this disinterest being transmitted to the management, who considered this a
leaflet (something insignificant);
 The internal audit department carried out its assessment regarding risk management and sent
reports to executives on risks likely to threaten the normal development of business, but was not
capable enough to identify and report them in time;
 The internal audit department carried out its assessment regarding risk management, but its
procedures did not mention the necessity of reporting results to the management;
 The internal audit department has complied fully with internal audit standards, doing
assessment, monitoring and reporting to management the results on risk management, but the
management and the audit committee totally ignored these reports, not granting them due
importance.
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CONCLUSIONS
Internal audit, as an assurance service, represents more than a legal requirement. Timely
detection of irregularities is important for all economic and financial market players, for all users of
financial information.
A well-implemented internal audit structure and internal audit activities conducted carefully
and conscientiously could signal potential dangerous situations due to poor management of assets
(this should include all categories of resources, including human resources) with negative, if no so
disastrous consequences for the company's own business and also with implications over the
economic environment.
Development, implementation and continuous monitoring of internal controls system and
procedures are the responsibility of the management and not the auditor. The auditor evaluates only
at certain times the system of internal controls when an audit is planned.
An internal auditor can only provide advice in the development / implementation procedures
otherwise it would be a conflict of interests between the writer of a procedure and the person who
checks it.
For a maximum of effectiveness of Internal Audit there should be a good communication
between auditors and management, so that the management would be open to the proposed
recommendations. It is very important for the auditor to properly diagnose a situation (it is ideal as
the auditor has knowledge and receive complex explanations necessary to understand the work
properly).
Internal audit function should be strengthened more in order to provide reasonable assurance
for all audited domains/activities, which will add value to the company.
It's more than obvious that this economic crisis, characterized by some specialists without
precedent, will have a significant impact on the development of several areas, one being the internal
audit.

REFERENCES
Arens, Alvin A., Elder, Randal J. (2010) Auditing and assurance services: an integrated approach,
Prentice Hall.

CES Working Papers
427

Bostan, I., Grosu, V. (2010) The Role of Internal Audit in Optimization of Corporate Governance at
the Groups of Companies, Theoretical and applied Economics, vol.7, no.2 (543), pp. 63-84.
Burlaud, A. (2009) The Auditor and the Going Concern Principle During the Economic Crisis
Period, Financial Audit, no.7, pp. 3–13.
Drucker, P.F. (1972) The practice of management, London, Pan Books Ltd.
Ernst & Young (2008) Escalating the role of internal audit, Ernst&Young Global Internal Audit
Survey.
Ghita, M. (2009) Audit intern, second edition, Economica.
Institute of Internal Auditors – IIA. (2009) The Financial Crisis and Its Impact on the Internal
Audit Profession, The Institute of Internal Auditors’ (IIA), The IIA Research Foundation’s
(IIARF).
Ivănescu, D., Ivănescu, L. (2010) Requirements of the modern activity of intern audit, The Review
of International Comparative Management, vol.11 no.1, pp. 230-233.
Makenzie, A. (1959) On Equilibrium in Graham’s Model of World Trade, New York, Wiley.
Massie, J.L. (1987) Essentials of management, 4th edition, Prentice-Hall.
Năstase, M., Giuclea, M., Bold, Ol. (2012) The Impact of Change Management in Organizations –a
Survey of Methods and Techniques for a Successful Change, The Review of International
Comparative Management, vol.13, no.1, pp.5-16.
Pop, A., Bota-Avram, C. (2009) Global economic crisis: could internal audit prevent this crisis?,
Financial Audit, no.7, pp. 14 – 21.
Rasca, L., Deaconu, Al. (2009) The Talent Management Challenge, The Review of International
Comparative Management, special edition, no.1, pp. 251-256.
Renard, J. (2002) Theorie et pratique de l’audit interne, Editions d’Organisation.
Simmons, M.R. (n.d.) An Overview of the Professional Practice of Internal Auditing, accesed on
May 2012 at http://www.facilitatedcontrols.com/internal-auditing/whatiais.shtml.
Stoian, M., Muntean, I. (2004) Auditul – atribut al unui management performant, The Review of
Administration and public management, no.2, pp. 10-13.
Terci, N. (2009) Internal audit and its controversies. Opinions, Financial audit, no.6, pp. 38-43.
Zecheru, V., Nastase, M. (2005) Managementul obiect de audit intern. Sinteze metodologicoteoretice, proceduri utilizate si aplicatii, Economica.

CES Working Papers
428

