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Abstract

Evaluating the effectiveness of internal audit function in economic enterprise
Empirical study on a sample of public economic companies.

The purpose of this study is to explore the extent of the effectiveness of the
internal audit function in the Algerian economic public companies, that through
identifying the degree of coherence between the internal audit practices in these
companies and internal auditing standards(version 2008) issued by the Institute of

Internal Auditors(IlA), and the Impact of variables related to the internal audit

activity, and personals variables of internal auditors, on compliance with those
standards apply, and Accordingly, we make appropriate recommendations to raise
the level of effectiveness of internal audit function in Algerian public economic
companies.

To achieve the objectives of the study, and test its assumptions, a questionnaire
had been made, and it was distributed to all internal auditors working in a sample of
economic public companies, which represents 22 companies, that were selected
according to objective criteria, corresponding the objectives of the study. Total of 109
questionnaires were distributed, which the number of the received questionnaires
was only 64. The descriptive and the inferential statistical techniques were applied to
describe and analyze collected data and test of assumptions study.

The study shows that the internal audit practices in economic public Algerian
companies under study, correspond to a large extent, with the international
standards for internal audit, and that variables related to sample elements, and the
internal audit activity, have statistically an significant Impact on the internal audit
function effectiveness, in these companies.

The study recommended the need for more attention to training of human
competencies appropriate to the needs of internal audit functions, and work towards
the diffusion a culture of internal audit within these companies, and provide an
appropriate organizational environment for him, to perform its role efficiently.

Key Words: Internal Audit, Internal Audit Function Effectiveness, Corporate Governance,
Risk Management, Internal Controls, International Standards Of Internal Audit, Public
economic company.



Résumé

Evaluation de I’efficacité de la fonction d’audit interne dans I’entreprise économique
Etude empirique sur un échantillon d’entreprises économiques publiques.

Cette étude vise a découvrir I'étendue de l'efficacité de la fonction d’audit
interne dans les entreprises économiques publiques algériennes, et ce a travers
de l'identification du degré de cohérence entre les pratiques d’audit interne dans
ces entreprises et les normes internationales d’audit interne(version 2008),
publiées par l'institut des auditeurs internes(IIA), et de I'impact des variables
relatifs a l'activité d’audit interne et les variables personnels des auditeurs
internes sur le respect d’appliquer ces normes. En conséquence, nous formulons
des recommandations appropriées pour élever le niveau de l'efficacité de la
fonction d’audit interne dans les entreprises économiques publiques algériennes.

Pour atteindre les objectifs de I'étude et tester ses hypotheses, le chercheur
avait élaboré un questionnaire destiné a tous les auditeurs internes travaillant
dans un échantillon des entreprises économiques publiques, qui se constitue de
22 entreprises qui étaient choisies conformément aux criteres objectifs,
correspondant aux objectifs de 'étude. Le nombre de questionnaires distribués
est de 109, sur lequel on a récupéré 64 seulement. Le chercheur a utilisé la
méthode de l'analyse statistique descriptive ainsi que la méthode inférentielle
pour décrire et analyser les données collectées, et tester les hypotheses de
I’étude.

L’étude a montré que les pratiques d’audit internes dans les entreprises
publiques économiques algériennes concernées, s’inspirent beaucoup des
normes internationales d’audit internes, et que les variables liés aux éléments de
I’échantillon et les variables liés a l'activité d’audit interne ont un impact
statistiquement significatif sur I'efficacité de la fonction d’audit interne dans ces
entreprises.

L’étude avait insisté sur la nécessité de s’on occupé de la formation des
compétences humaines correspondant aux besoins des fonctions de l'audit
interne, et de travailler dans le sens de la diffusion d’'une culture d’audit interne
dans ces entreprises, et de fournir un environnement organisationnel convenable
pour lui, pour jouer son role efficacement.

Mots clés: Audit Interne, Efficacité de la Fonction d’Audit Interne, Gouvernance
d’entreprises, Gestion des risques, Controle Interne, Normes Internationales d’Audit
Interne, I’entreprise économique publique.
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« internal auditing is an independent ,objective assurance and consulting activity
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processes ».
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INTERNATIONAL STANDARDS FOR THE PROFESSIONAL
PRACTICE OF INTERNAL AUDITING STANDARDS'

Attribute Standards

1000 — Purpose, Authority, and Responsibility

The purpose, authority, and responsibility of the internal audit activity
in an internal audit charter, consistent with must be formally defined
and the the Definition of Internal Auditing, the Code of Ethics,
Standards. The chief audit executive must periodically review the
and present it to senior management and the internal audit charter
board for approval.

1000.A1 — The nature of assurance services provided to the

defined in the internal audit charter. If organization must be

the organization, the assurances are to be provided to parties outside
audit nature of these assurances must also be defined in the internal
charter.

1000.C1 — The nature of consulting services must be defined in the
charter. internal audit

1010 — Recognition of the Definition of Internal Auditing, the
Standards in the Internal Audit Charter Code of Ethics, and the
The mandatory nature of the Definition of Internal Auditing, the Code
Standards must be recognized in the internal audit of Ethics, and the
discuss the Definition of charter. The chief audit executive should
Internal Auditing, the Code of Ethics, and the Standards with senior
management and the board.

1100 — Independence and Objectivity

The internal audit activity must be independent, and internal auditors
performing their work. must be objective in

1110 — Organizational Independence

The chief audit executive must report to a level within the

audit activity to fulfill its organization that allows the internal
responsibilities. The chief audit executive must confirm to the board,
least annually, the organizational independence of the internal audit at
activity.

' The Institute Of Internal Auditors(IIA), « International Standards For Professional Practice Of
Internal Auditing », Florida, USA, 2008, on site of IIA www.theiia.org



1110.A1 — The internal audit activity must be free from interference in
scope of internal auditing, performing work, and determining the
communicating results.

1111 — Direct Interaction with the Board

The chief audit executive must communicate and interact directly with
the board.

1120 — Individual Objectivity

Internal auditors must have an impartial, unbiased attitude and avoid
any conflict of interest.

1130 — Impairment to Independence or Objectivity

If independence or objectivity is impaired in fact or appearance, the
must be disclosed to appropriate parties. The details of the impairment
impairment. nature of the disclosure will depend upon the

1130.A1 — Internal auditors must refrain from assessing specific

they were previously responsible. Objectivity is operations for which
auditor provides assurance presumed to be impaired if an internal
services for an activity for which the internal auditor had
responsibility within the previous year.

1130.A2 — Assurance engagements for functions over which the chief
has responsibility must be overseen by a party outside audit executive
the internal audit activity.

1130.C1 — Internal auditors may provide consulting services relating
which they had previous responsibilities. to operations for

1130.C2 — If internal auditors have potential impairments to

relating to proposed consulting services, independence or objectivity
client prior to accepting disclosure must be made to the engagement
the engagement.

1200 — Proficiency and Due Professional Care

Engagements must be performed with proficiency and due
professional care.

1210 — Proficiency

Internal auditors must possess the knowledge, skills, and other
perform their individual responsibilities. The competencies needed to
obtain the internal audit activity collectively must possess or
knowledge, skills, and other competencies needed to perform its
responsibilities.

1210.A1 — The chief audit executive must obtain competent advice
internal auditors lack the knowledge, skills, or and assistance if the

or part of the engagement. other competencies needed to perform all



1210.A2 — Internal auditors must have sufficient knowledge to

and the manner in which it is managed by evaluate the risk of fraud
the expertise of a person the organization, but are not expected to have
fraud. whose primary responsibility is detecting and investigating
1210.A3 — Internal auditors must have sufficient knowledge of key
risks and controls and available technology- information technology
assigned work. However, not based audit techniques to perform their
internal all internal auditors are expected to have the expertise of an
auditor whose primary responsibility is information technology
auditing.

1210.C1 — The chief audit executive must decline the consulting
competent advice and assistance if the internal engagement or obtain
other competencies needed to auditors lack the knowledge, skills, or
perform all or part of the engagement.

1220 — Due Professional Care

Internal auditors must apply the care and skill expected of a

internal auditor. Due professional reasonably prudent and competent
care does not imply infallibility.

1220.A1 — Internal auditors must exercise due professional care by
considering the:

 Extent of work needed to achieve the engagement’s objectives;

* Relative complexity, materiality, or significance of matters to which
procedures are applied; assurance

» Adequacy and effectiveness of governance, risk management, and
processes; control

* Probability of significant errors, fraud, or noncompliance; and

* Cost of assurance in relation to potential benefits.

1220.A2 — In exercising due professional care internal auditors must
technology-based audit and other data analysis consider the use of
techniques.

1220.A3 — Internal auditors must be alert to the significant risks that
objectives, operations, or resources. However, assurance might affect
performed with due professional care, do procedures alone, even when
identified. not guarantee that all significant risks will be

1220.C1 — Internal auditors must exercise due professional care
engagement by considering the: during a consulting

 Needs and expectations of clients, including the nature, timing, and
communication of engagement results;

* Relative complexity and extent of work needed to achieve the
objectives; and engagement’s



* Cost of the consulting engagement in relation to potential benefits.
1230 — Continuing Professional Development

Internal auditors must enhance their knowledge, skills, and other
continuing professional development. competencies through

1300 — Quality Assurance and Improvement Program

The chief audit executive must develop and maintain a quality
program that covers all aspects of the assurance and improvement
internal audit activity.

1310 — Requirements of the Quality Assurance and Improvement
Program

The quality assurance and improvement program must include both
assessments. internal and external

1311 — Internal Assessments

Internal assessments must include:

» Ongoing monitoring of the performance of the internal audit activity;
and

Periodic reviews performed through self-assessment or by other e
organization with sufficient knowledge of internal persons within the
audit practices.

1312 — External Assessments

External assessments must be conducted at least once every five years
independent reviewer or review team from outside the qualified, by a
must discuss with the board: organization. The chief audit executive
 The need for more frequent external assessments; and

 The qualifications and independence of the external reviewer or
any potential conflict of interest. review team, including

1320 — Reporting on the Quality Assurance and Improvement
Program

The chief audit executive must communicate the results of the quality
improvement program to senior management and the assurance and
board.

1321 — Use of “Conforms with the International Standards for the
Internal Auditing” Professional Practice of

The chief audit executive may state that the internal audit activity
Standards for the Professional conforms with the International
Practice of Internal Auditing only if the results of the quality
assurance and improvement program support this statement.

1322 — Disclosure of Nonconformance

When nonconformance with the Definition of Internal Auditing, the
Standards impacts the overall scope or Code of Ethics, or the



executive must operation of the internal audit activity, the chief audit
disclose the nonconformance and the impact to senior management
board. and the

Performance Standards

2000 — Managing the Internal Audit Activity

The chief audit executive must effectively manage the internal audit
value to the organization. activity to ensure it adds

2010 — Planning

The chief audit executive must establish risk-based plans to determine
internal audit activity, consistent with the the priorities of the
organization’s goals.

2010.A1 — The internal audit activity’s plan of engagements must be
documented risk assessment, undertaken at least annually. based on a
management and the board must be considered in The input of senior
this process.

2010.C1 — The chief audit executive should consider accepting
engagements based on the engagement’s proposed consulting

add value, and improve the potential to improve management of risks,
included in organization’s operations. Accepted engagements must be
the plan.

2020 — Communication and Approval

The chief audit executive must communicate the internal audit
requirements, including significant activity’s plans and resource
review and interim changes, to senior management and the board for
approval. The chief audit executive must also communicate the impact
limitations. of resource

2030 — Resource Management

The chief audit executive must ensure that internal audit resources are
and effectively deployed to achieve the appropriate, sufficient,
approved plan.

2040 — Policies and Procedures

The chief audit executive must establish policies and procedures to
activity. guide the internal audit

2050 — Coordination

The chief audit executive should share information and coordinate
and external providers of assurance and activities with other internal
minimize consulting services to ensure proper coverage and
duplication of efforts.

2060 — Reporting to Senior Management and the Board




The chief audit executive must report periodically to senior

internal audit activity’s purpose, management and the board on the
authority, responsibility, and performance relative to its plan.
Reporting must also include significant risk exposures and control
governance issues, and other matters issues, including fraud risks,
board. needed or requested by senior management and the

2100 — Nature of Work

The internal audit activity must evaluate and contribute to the
management, and control processes improvement of governance, risk
using a systematic and disciplined approach.

2110 — Governance

The internal audit activity must assess and make appropriate

the governance process in its recommendations for improving
accomplishment of the following objectives:

* Promoting appropriate ethics and values within the organization;

* Ensuring effective organizational performance management and
accountability;

« Communicating risk and control information to appropriate areas of
the organization; and

 Coordinating the activities of and communicating information

and internal auditors, and management. among the board, external
2110.A1 — The internal audit activity must evaluate the design,
effectiveness of the organization’s ethics-related implementation, and
objectives, programs, and activities.

2110.A2 — The internal audit activity must assess whether the
governance of the organization sustains and information technology
objectives. supports the organization’s strategies and

2110.C1 - Consulting engagement objectives must be consistent with
and goals of the organization. the overall values

2120 — Risk Management

The internal audit activity must evaluate the effectiveness and

risk management processes. contribute to the improvement of
2120.A1 — The internal audit activity must evaluate risk exposures
organization’s governance, operations, and information relating to the
systems regarding the:

* Reliability and integrity of financial and operational information.

» Effectiveness and efficiency of operations.

* Safeguarding of assets; and

» Compliance with laws, regulations, and contracts.



2120.A2 — The internal audit activity must evaluate the potential for
fraud and how the organization manages fraud risk. the occurrence of
2120.C1 — During consulting engagements, internal auditors must
consistent with the engagement’s objectives and be alert address risk
significant risks. to the existence of other

2120.C2 - Internal auditors must incorporate knowledge of risks
engagements into their evaluation of the gained from consulting
organization’s risk management processes.

2120.C3 — When assisting management in establishing or improving
processes, internal auditors must refrain from risk management

by actually managing risks. assuming any management responsibility
2130 — Control

The internal audit activity must assist the organization in maintaining
evaluating their effectiveness and efficiency and effective controls by
by promoting continuous improvement.

2130.A1 — The internal audit activity must evaluate the adequacy and
controls in responding to risks within the effectiveness of
information systems organization’s governance, operations, and
regarding the:

* Reliability and integrity of financial and operational information;

* Effectiveness and efficiency of operations;

* Safeguarding of assets; and

» Compliance with laws, regulations, and contracts.

2130.A2 — Internal auditors should ascertain the extent to which
goals and objectives have been established and operating and program
conform to those of the organization.

2130.A3 — Internal auditors should review operations and programs to
extent to which results are consistent with established ascertain the
whether operations and programs goals and objectives to determine
are being implemented or performed as intended.

2130.C1 — During consulting engagements, internal auditors must
consistent with the engagement’s objectives and be address controls
alert to significant control issues.

2130.C2 — Internal auditors must incorporate knowledge of controls
consulting engagements into evaluation of the gained from
organization’s control processes.

2200 — Engagement Planning

Internal auditors must develop and document a plan for each
engagement’s objectives, scope, timing, engagement, including the
and resource allocations.



2201 — Planning Considerations

In planning the engagement, internal auditors must consider:

 The objectives of the activity being reviewed and the means by
controls its performance; which the activity

* The significant risks to the activity, its objectives, resources, and
means by which the potential impact of risk is kept operations and the
to an acceptable level;

» The adequacy and effectiveness of the activity’s risk management
processes compared to a relevant control framework or and control
model; and

 The opportunities for making significant improvements to the
management and control processes. activity’s risk

2201.A1 — When planning an engagement for parties outside the
auditors must establish a written understanding organization, internal
with them about objectives, scope,

respective responsibilities, and other expectations, including

of the results of the engagement and access restrictions on distribution
to engagement records.

2201.C1 - Internal auditors must establish an understanding with
engagement clients about objectives, scope, respective consulting
expectations. For significant responsibilities, and other client
engagements, this understanding must be documented.

2210 — Engagement Objectives

Objectives must be established for each engagement.

2210.A1 — Internal auditors must conduct a preliminary assessment of
to the activity under review. Engagement objectives the risks relevant
assessment. must reflect the results of this

2210.A2 — Internal auditors must consider the probability of
noncompliance, and other exposures when significant errors, fraud,
developing the engagement objectives.

2210.A3 — Adequate criteria are needed to evaluate controls. Internal
ascertain the extent to which management has auditors must
determine whether objectives and established adequate criteria to
auditors must use goals have been accomplished. If adequate, internal
such criteria in their evaluation. If inadequate, internal auditors must
work with management to develop appropriate evaluation criteria.
2210.C1 — Consulting engagement objectives must address
management, and control processes to the extent governance, risk
agreed upon with the client.

2220 — Engagement Scope



The established scope must be sufficient to satisfy the objectives of
the engagement.

2220.A1 — The scope of the engagement must include consideration of
systems, records, personnel, and physical properties, relevant

of third parties. including those under the control

2220.A2 — If significant consulting opportunities arise during an

a specific written understanding as to the assurance engagement,
and other expectations objectives, scope, respective responsibilities,
should be reached and the results of the consulting engagement
communicated in accordance with consulting standards.

2220.C1 — In performing consulting engagements, internal auditors
scope of the engagement is sufficient to address must ensure that the
auditors develop reservations the agreed-upon objectives. If internal
reservations must be about the scope during the engagement, these
discussed with the client to determine whether to continue with the
engagement.

2230 — Engagement Resource Allocation

Internal auditors must determine appropriate and sufficient resources
objectives based on an evaluation of the nature to achieve engagement
constraints, and available and complexity of each engagement, time
resources.

2240 — Engagement Work Program

Internal auditors must develop and document work programs that
objectives. achieve the engagement

2240.A1 — Work programs must include the procedures for
evaluating, and documenting information identifying, analyzing,
must be approved prior to during the engagement. The work program
its implementation, and any adjustments approved promptly.

2240.C1 — Work programs for consulting engagements may vary in
depending upon the nature of the engagement. form and content

2300 — Performing the Engagement

Internal auditors must identify, analyze, evaluate, and document
achieve the engagement’s objectives. sufficient information to

2310 — Identifying Information

Internal auditors must identify sufficient, reliable, relevant, and useful
engagement’s objectives. information to achieve the

2320 — Analysis and Evaluation



Internal auditors must base conclusions and engagement results on
evaluations. appropriate analyses and

2330 — Documenting Information

Internal auditors must document relevant information to support the
engagement results. conclusions and

2330.A1 — The chief audit executive must control access to

chief audit executive must obtain the engagement records. The
counsel prior to releasing approval of senior management and/or legal
such records to external parties, as appropriate.

2330.A2 — The chief audit executive must develop retention
engagement records, regardless of the medium in requirements for
retention requirements must be which each record 1s stored. These
pertinent consistent with the organization’s guidelines and any
regulatory or other requirements.

2330.C1 — The chief audit executive must develop policies governing
retention of consulting engagement records, as well as the custody and
external parties. These policies must be their release to internal and
and any pertinent consistent with the organization’s guidelines
regulatory or other requirements.

2340 — Engagement Supervision

Engagements must be properly supervised to ensure objectives are
assured, and staff is developed. achieved, quality is

2400 — Communicating Results

Internal auditors must communicate the engagement results.

2410 — Criteria for Communicating

Communications must include the engagement’s objectives and scope
conclusions, recommendations, and action plans. as well as applicable
2410.A1 — Final communication of engagement results must, where
internal auditors’ overall opinion and/or appropriate, contain
conclusions.

2410.A2 — Internal auditors are encouraged to acknowledge
engagement communications. satisfactory performance in

2410.A3 — When releasing engagement results to parties outside the
communication must include limitations on organization, the
distribution and use of the results.

2410.C1 — Communication of the progress and results of consulting
vary in form and content depending upon the nature engagements will
of the client. of the engagement and the needs

2420 — Quality of Communications



Communications must be accurate, objective, clear, concise,
constructive, complete, and timely.

2421 — Errors and Omissions

If a final communication contains a significant error or omission, the
communicate corrected information to all chief audit executive must
parties who received the original communication.

2430 — Use of “Conducted in Conformance with the International
Professional Practice of Internal Auditing” Standards for the
Internal auditors may report that their engagements are “conducted in
International Standards for the Professional conformance with the
the quality Practice of Internal Auditing”, only if the results of
assurance and improvement program support the statement.

2431 — Engagement Disclosure of Nonconformance

When nonconformance with the Definition of Internal Auditing, the
Standards impacts a specific engagement, Code of Ethics or the
communication of the results must disclose the:

* Principle or rule of conduct of the Code of Ethics or Standard(s)
conformance was not achieved; with which full

» Reason(s) for nonconformance; and

* Impact of nonconformance on the engagement and the

results. communicated engagement

2440 — Disseminating Results

The chief audit executive must communicate results to the appropriate
parties.

2440.A1 — The chief audit executive is responsible for communicating
parties who can ensure that the results are given due the final results to
consideration.

2440.A2 — If not otherwise mandated by legal, statutory, or regulatory
prior to releasing results to parties outside the requirements,

must: organization the chief audit executive

* Assess the potential risk to the organization;

 Consult with senior management and/or legal counsel as appropriate;
and

 Control dissemination by restricting the use of the results.

2440.C1 — The chief audit executive is responsible for communicating
consulting engagements to clients. the final results of

2440.C2 — During consulting engagements, governance, risk

issues may be identified. Whenever these management, and control
must be communicated issues are significant to the organization, they
to senior management and the board.



2500 — Monitoring Progress

The chief audit executive must establish and maintain a system to
results communicated to management. monitor the disposition of
2500.A1 — The chief audit executive must establish a follow-up
ensure that management actions have been process to monitor and
management has accepted the effectively implemented or that senior
risk of not taking action.

2500.C1 — The internal audit activity must monitor the disposition of
engagements to the extent agreed upon with the results of consulting
client.

2600 — Resolution of Senior Management’s Acceptance of Risks
When the chief audit executive believes that senior management has
residual risk that may be unacceptable to the accepted a level of
discuss the matter with organization, the chief audit executive must
senior management. If the decision regarding residual risk is not
resolved, the chief audit executive must report the matter to the board
for resolution.
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