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Internal Audit - Next Step for
Your Ministry’s Risk
Management Plan?
By Tim Murphy

IN AN ENVIRONMENT WHERE NONPROFITS are
being asked to demonstrate greater levels of accountability
by donors, watchdog organizations and, potentially, state and
federal legislators, how should nonprofits respond? Many
ministries are taking proactive steps by performing a self-
assessment of their corporate governance and risk manage-
ment process. Some organizations have established dedicated
audit committees, while others have implemented internal
audit functions.

Why internal audit? The CFO in many organizations has
significant responsibilities, including some that are non-finan-
cial. Certain responsibilities, such as ensuring policies, proce-
dures and internal controls are being followed, may not rank
high on the list of priorities. As a result, internal controls
could soften over time as staff responsibilities are shifted, or
management becomes complacent with the status quo.

Internal auditing is an independent, objective assurance
activity designed to add value and improve an organization’s
operations. It can be a critical piece to the overall control
environment, which includes the audit committee, manage-
ment oversight, and the external audit function.

Internal audit, under the direction of the audit commit-
tee, should interact frequently with external auditors to
ensure that key areas of risk are appropriately addressed dur-
ing either internal or external audit testing. In many cases,
the work of the internal auditor may be relied upon by the
external auditor to reduce the scope of the testing in a par-
ticular area. 

For years, audit firms have used the internal auditors to
reduce audit testing in areas related to the financial state-
ment audit. This has allowed for a small discount in external
audit fees. More importantly, though, it gives both the audit
committee and management an understanding of whether
controls are operating as intended.

What should the internal auditor address? Testing
depends upon the organization and the result of its risk
assessment process. In theory, the internal auditor should
have unrestricted access to all financial and operational areas
of the organization. In reality, the results of the risk assess-

ment process focus the ministry’s limited audit resources. As
circumstances change, such as an allegation of impropriety,
the internal auditor may refocus the testing while the allega-
tions are investigated.  

One media and publishing ministry recently added a cor-
porate compliance and internal audit function. In this organi-
zation, the audit function consists of only one person, while
other staff focus on compliance issues. As a result of its risk
assessment, this department focuses on areas that could result
in intermediate sanctions from the Internal Revenue Service,
if non-compliance was found during an examination. 

Expense reimbursement practices, reasonableness of
compensation, and inter-company transactions have been
areas of focus in the first year of its internal audit operations.
Minor issues have been identified, subsequently corrected
by the responsible departments, and controls strengthened,
as a result of this process.  

If a ministry doesn’t need a full-time internal auditor, a
number of consulting firms and CPAs have internal audit
outsourcing practices.  These firms allow for organizations
to gain internal audit expertise and depth, while not having
an internal resource. Such resources can be used as an inter-
mediate step – establishing an internal audit function and
allowing for the evaluation of the effectiveness and value of
the audit process.

Next step? Seriously evaluate how your organization is
operating; take a step by assessing the weaknesses of your
organization. Meet with your external auditor to discuss the
pros and cons of an internal audit function. You’ll find there
are many ways to implement an internal audit function, with
the goal of identifying operational improvements, increasing
the effectiveness of your ministry’s internal controls, and
ultimately being a better protector of its financial resources. 

Tim Murphy is involved with outsourcing solutions for nonprofits and
consults on financial and operational matters.  Contact him at
tim@nfspc.net. 
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Here are a few internal control and audit resources:
www.coso.org
www.theiia.org 
www.auditnet.org
www.knowledgeleader.com

 


