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Greater business challenges call 
for stronger audit committees
Audit committees have traditionally been comprised of 
people with deep finance and accounting expertise, a 
reflection of the committee’s statutory financial control 
and reporting duties. But, in recent years, the business 
environment has become more complex and its role has 
expanded, leading many boards and audit committees to 
rethink the skills they need.

The audit committee’s remit now includes overseeing 
risk management, compliance and a series of emerging 
business risks in areas such as bribery and corruption and 
cybersecurity.

This increased responsibility includes a call by some 
regulators for “stronger audit committees” to oversee the 
regulatory and business risks that companies face. 

Critical skills
Participants surveyed for the EY report, Greater business 
challenges call for stronger audit committees, identified 
diversity of culture, roles and experience as the most 
important elements of an effective audit committee.   
Critical skills include:

 • Financial expertise: the committee needs a keen 
understanding of internal controls and experience in 
disclosure to the investment community.

 • Accounting and auditing expertise: one of the most 
critical audit committee responsibilities is overseeing the 
internal and external auditors. The committee needs at 
least one member who has experience working with both 
functions, and someone who understands accounting rules 
and how to apply them to company-specific judgments.

 • Leadership: the committee should include someone 
who has run a major organization. In particular, audit 
committees want people who have been CEOs and CFOs.

 • Industry or sector knowledge: it’s important to have  
members with industry knowledge — including an 
understanding of the regulatory and competitive environment.

Depending on the company’s industry and risk profile, there 
are several “nice to have” characteristics of effective audit 
committees. These include technology expertise, significant 
international experience and legal and compliance expertise.

Adapting recruitment
As the audit committee’s remit changes, director 
recruitment is becoming more difficult. Diversity quotas may 
constrain the available talent pool and the time commitment 
on audit committees is only increasing.

To find people with the skills and experience they require, 
boards are adapting their recruitment and induction 
procedures. They are considering alternative geographies 
and industries and using training methods that can bring 
new audit committee members up to speed faster. These 
range from informal mentorships to more structured 
training programs.

Many boards maintain matrices that identify the skills they need 
and how they are currently being met. Ideally, this will reveal 
gaps that need to be filled when audit committee members 
take on new board responsibilities or retire from the board.

To find a candidate who fits the ideal profile, the board will 
normally tap into the directors’ personal and professional 
networks and hire a recruitment firm. But in the future we 
may see a greater role for social media networking and 
technology tools, even for senior positions.

For more information ask your contact for a copy of InSights 
18, Greater business challenges call for stronger audit 
committees, August 2013. 

Questions for the audit committee:
 • How are you reviewing the composition of your 
audit committee? 

 • How is the mix of skills, experiences and backgrounds 
you need changing?

 • What are your most significant recruitment challenges? 
 • How might you need to adapt your board 
recruitment process?

 • What are you doing to widen the pool of available 
candidates?

 • How can you better support new audit 
committee members?
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Audit in the spotlight
The European Commission submitted its proposed 
regulations and directives related to audit policy to the 
European Parliament in 2012. The text is expected to 
be voted after due process in 2013 or early 2014. In 
September 2012, one shareholder group weighed in 
on the issues with an open letter to the Financial Times. 
Other groups will make their views known as the reforms 
take shape.

These activities will likely get more shareholders thinking 
about audit issues, and questioning more companies about 
their policies. “We’ve decided that audit is a priority area for 
us in 2013,” said one investor interviewed for the EY study. 
“We’ll let companies know that if they do not meet our 
requirements, we’ll take action.”

Many companies were caught by surprise by a rise in 
investor activism in 2012. Shareholder attitudes have 
changed and non-executive directors need to rethink their 
engagement and communication practices. 

The list of “hot” issues likely to provoke investor discontent 
has extended beyond the familiar topic of executive pay to 
include issues relating directly to the audit committee.  

Growing concern
EY’s report, The audit committee response to investor 
activism, shows that shareholders have become more 
conscious and more empowered. Voting data supports 
that view. Turnout increased compared with 2011. More 
management proposals failed to win support, and many of 
those approved secured only a narrow margin.

The suggestion that there was some kind of cross-company 
revolt doesn’t stand up. The vast majority of board 
resolutions passed easily. Average dissent was just 3.8% 
in 2012, barely higher than the 3.57% recorded the 
year before.

Pay isn’t the only issue
Executive pay proved the main issue provoking investor 
concern in 2012. Several high-profile executives were forced 
out after shareholders decided their remuneration was 
“excessive” or represented “reward for failure.”

Pay stories grabbed the headlines, but shareholders flexed 
their muscles on other issues, too. Top among them were 
poor corporate performance, failing transactions, worries 
about succession planning and company-specific factors.

Shareholders will become increasingly focused on board 
composition, environmental and social responsibility and 
audit committee oversight of external auditor, an area where 
they’ve shown little interest in the past.1

Investors turn the spotlight on 
audit committees

1  Proxy season 2013 preview: InSights on topics of investor focus and expectations 
of engagement, EY, 2013.



4 Audit Committee Bulletin October 2013

Questions for the audit committee:
 • How might audit committee reports change to give a 
better explanation of the audit committee’s role, work 
and oversight of the external auditor?

 • Is your company’s stance on proposed audit reform 
well known? Is it persuasive? Has your audit committee 
commented directly?

 • Is the audit committee formally involved in the review of 
remuneration metrics and disclosures?

 • How frequently do audit committee representatives 
engage with shareholders? Has the frequency changed 
in recent years? How should they prepare for the 
engagement?

Investors turn the spotlight on 
audit committees
Policy proposition published by the European Commission, 
the European Parliament, the UK audit regulator and the 
Dutch Senate suggest that two questions will dominate: for 
how long has the company used the same audit firm and what 
other services does the auditor provide?

Investors at a recent meeting of audit chairs said that they 
found the audit report very limited. They would like to know 
more about the key issues and the debate between the audit 
committee and external auditor on accounting judgments. 
Investors were also interested in other elements of the 
audit committee’s work such as their oversight of the risk 
management process.2

Dealing with investor concerns
Audit committees can take the following actions to prepare 
for increased shareholder scrutiny:

 • Communicate your approach: review disclosures on 
“hot” issues, such as executive pay, so that the audit 
committee’s position and reasoning is clear. 

 • Let investors know where you stand on policy debates: 
engage in relevant policy debates; for example, about 
audit policy reform. Be able and willing to explain and 
justify your current practice to shareholders.

 • Get more involved in executive pay: this is the 
remuneration committee’s territory, but the audit 
committee can review proposed disclosures and provide 
oversight on key remuneration decisions to ensure they 
are linked to shareholder value.

 • Talk to shareholders: written disclosures can only give 
shareholders a limited sense of the audit committee’s 
position on complex policy issues. Now could be the time 
for more face-to-face dialogue. 

 • Enhance audit committee reporting: Include more 
information on the audit process, the audit committee’s 
interactions with the CFO and internal audit and its 
oversight of risk governance.3 

For more information, ask your contact for a copy of:

 • InSights for European audit committee members: The 
audit committee response to investor activism, May 2013

 • ACLS ViewPoints — Board-shareholder engagement, 
May 2013

2 Views expressed by investors at the Audit Committee Leadership Summit (ACLS), 
March 2013. The ACLS is a joint meeting of the North American and European audit 
committee leadership networks. The networks are led and organized by Tapestry 
Networks and supported by EY as part of its continuing commitment to board 
effectiveness and good governance. 

3Ibid
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Reporting risks
Audit chairs are concerned about the potential downsides 
to disclosing more information. These include exposing the 
company to legal liabilities, impinging on management’s 
responsibilities, and creating lengthy reports that investors 
might not read. Some audit committee chairs have 
expressed their intent to move forward, hoping that a spirit 
of transparency and goodwill will earn them credit among 
investors, policy-makers, and the public, whereas others 
plan to reflect more carefully on their options.

For more information, ask your contact for a copy of 
ACLS ViewPoints — Enhancing audit committee reporting, 
May 2013.

Regulators, policy-makers, and many investors are 
encouraging listed companies to report more information 
about what their audit committees do. 

At recent discussion events, investors urged companies 
to go beyond mandatory reporting requirements — which 
are often very brief — to give a richer picture of their audit 
committee’s activities and performance.4

Regulators and policy-makers have argued that better 
communication about the role of the audit committee could 
help ensure that any proposals for reform improve rather 
than undermine audit quality. Fuller reporting could also 
help investors to understand the audit committee’s role — for 
example, in terms of mitigating risk and working with the 
external auditor.

Varying practices
Current requirements in Europe and the US tend to say little 
about audit committee reporting, while corporate governance 
best practice codes are often vague on the issue.

Typically, regulators and stock exchanges identify a 
minimum set of disclosures about the audit committee 
and its activities. These might include the names and basic 
qualifications of committee members, a summary of the 
committee’s role, and whether the committee has reviewed 
the financial statements.

But this is changing. In September 2012, the UK Financial 
Reporting Council issued enhanced guidelines for audit 
committee reporting. Some companies — and not just in the 
UK — are already going well beyond the minimum disclosure 
requirements for their jurisdiction.

These reporting pioneers are providing details on 
areas such as audit committee meeting agendas, the 
committee’s interaction with internal audit and evaluations 
of the external auditor and the audit committee itself 
(see table on page 6).

Demand for enhanced audit 
committee reporting

Questions for the audit committee:
 • What role might enhanced audit committee reporting 
play in educating legislators and regulators about the 
audit committee’s role in public company auditing? 
Could an improved audit committee report help 
strengthen that role?

 • In what ways would increased transparency help 
investors understand what the audit committee does?

 • What does your company include in its audit committee 
report? What other kinds of content could be included? 

 • What kind of judgments about the content will be 
necessary?

4 Views expressed in this article are of participants at the Audit Committee 
Leadership Summit (ACLS), March 2013. The ACLS is a joint meeting of the North 
American and European audit committee leadership networks. The networks 
are led and organized by Tapestry Networks and supported by EY as part of its 
continuing commitment to board effectiveness and good governance.
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Select current disclosure requirements by regulators5 Additional disclosures provided by leading companies

Audit committee composition

 • Summary of the committee’s role

 •  The name of each audit committee member and their qualifications

 • Detail on members’ qualifications and independence, including the 
criteria by which these are evaluated

 • Information on individual members’ activities, such as 
meeting attendance

Audit committee meetings

 • The number of meetings

 • Whether the committee reviewed and discussed the audited financial 
statements with management

 • Whether it reviewed and recommended that the audited financial 
statements be included in the annual report

 • Any significant issues the committee considered in relation to the 
financial statements and how they were addressed, with reference to 
matters communicated to it by the auditors

 • Brief summary of the issues discussed at each of the meetings held 
over the course of the year

 • Ongoing, meeting-by-meeting oversight of certain longer-term projects 
and issues

Audit committee performance

 • Terms of reference made available to shareholders

 • A statement on the audit committee’s activity during the year

 • Confirmation that the audit committee has undertaken an evaluation of 
its own performance and independence, using, for example, surveys of 
management and the external auditor

Oversight and evaluation of the external auditor

 • How the committee assessed the effectiveness of the external audit 
process and the approach taken to the appointment or reappointment 
of the external auditor

 • Information on the length of tenure of the current audit firm, when a 
tender was last conducted, and any contractual obligations that acted 
to restrict the audit committee’s choice of external auditors

 • Description of how the audit committee assessed the external 
auditor, identifying the criteria applied, such as independence, global 
capabilities, technical expertise and industry knowledge

 • How the audit committee oversees the auditor relationship, fosters 
auditor independence and determines the appropriate compensation

 • How the committee decides when to retender or reappoint the 
current auditor

Evaluation of non-audit services

 • How auditor objectivity and independence were safeguarded if the 
external auditor provided non-audit services

 • Detail on the guidelines used to determine that non-audit 
services provided by the external auditor are not jeopardizing 
auditor independence

Internal audit

 • The people who attended audit committee meetings and whether 
internal controls were discussed

 •  Whether the audit plan was discussed with internal audit and the 
external auditor

 • Whether executive sessions were held with internal audit and the 
external auditor

 • Detail on the work done with internal audit and the oversight of 
the system of internal controls and evaluations of the internal 
audit department

Oversight of risk governance

• Identification of main risks  • Detailed discussion of risk-related issues and how the audit committee 
reviews them

Demand for enhanced audit 
committee reporting

5 Corporate Governance Code of Listed Corporations, Association Française des Entreprises Privées and Mouvement des Entreprises de France, April 2010. German 
Corporate Governance Code, Government Commission on the German Corporate Governance Code, 15 May 2012. “Title 17: Commodity and Securities Exchanges, Part 
229 — Standard Instructions for Filing Forms Under Securities Act of 1933, Securities Exchange Act of 1934 and Energy Policy and Conservation Act of 1975 — Regulation 
S-K, Item 407: Corporate Governance,” Electronic Code of Federal Regulations, US Government Printing Office, current as of 5 April 2013. Guidance on Audit Committees, 
Financial Reporting Council, September 2012.
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Companies around the world continue to face significant 
fraud, bribery and corruption risks, according to EY’s report 
Navigating today’s complex business risks. Many companies 
are struggling to deploy effective compliance programs, 
further underlining the need for audit committee oversight.

The survey polled 3,000 board members, executives, 
managers and their teams across Europe, the Middle East, 
India and Africa. While companies have generally made 
progress in tackling bribery, corruption and fraud, many are 
finding it hard to change an ingrained attitude that bribery 
and unethical behavior is sometimes justified.

Triggers for unethical conduct
Executives and their employees are under increased 
personal pressure — from inside the company and from 
investors — to produce growth in extremely challenging 
conditions. To reach their targets, many companies are 
looking to cut costs or move into new, rapid-growth markets. 
Companies must address the increased fraud, bribery and 
corruption risks that can arise from these strategies. 

In rapid-growth markets, 67% of respondents believe that 
bribery and corrupt practices are widespread — nearly 
twice as many as in mature markets. When someone’s 

personal remuneration or career progression is at stake, the 
incentives for unethical conduct can be strong. A focus on 
growth and cost cutting can weaken the systems and teams 
in place to prevent and detect unethical behavior.

Financial manipulation is widespread
An alarming number of survey respondents were aware of 
unethical conduct. One in five said they had seen financial 
manipulation of some kind occurring in their company. 
Its two most common forms were overstated sales and 
understated costs (see figure below).

More widely, 38% of respondents said companies in their 
countries often reported financial performance to be better 
than it is. Those interviewed in rapid-growth markets more 
frequently pointed to this troubling conduct, with India 
(54%), Russia (61%) and Nigeria (68%) registering high 
percentages. But there are mature markets with indications 
of an acute problem too — for example, 61% of respondents 
from Spain said results were often overstated.

Global companies struggle 
to combat fraud and bribery

Developed Rapid-
growth

Board director 
or senior 

management

Other 
management

Other non-
management 

employees 

7 13 23 14 6

6 9 21 10 6

4 10 18 10 4

13 26 42 27 14

9%

8%

6%

20%

Revenues recorded before 
they should be, to meet 
short-term financial targets

Underreporting of costs 
incurred to meet short-term 
financial budgets

Customer required to buy 
unnecessary stock to meet 
short-term sales targets

Have heard of at least one 
of the above happening at 
our company

Unethical conduct by organizations including by directors and senior managers
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Questions for the audit committee:
 • Has the business entered markets where unethical 
conduct, including bribery and corruption, is perceived 
as widespread? 

 •  Companies that deal with fraud, bribery and corruption 
risks effectively take ownership of the problem. Do the 
board, senior management and teams across functions 
and geographies acknowledge that the risk is real for 
them and their business?

 • How are the company’s anti-fraud and anti-bribery 
efforts communicated to its employees? Are the costs 
of fraud, bribery and corruption — both to the employee 
and the company — understood at an individual level? 

 • How does management identify specific risks and 
how often are those assessments refreshed? Is the 
control environment designed to mitigate the risks and 
regularly assess them? 

 • Does management ask tough questions and demand 
answers? Employees should be comfortable in raising 
issues and confident that unethical behavior will not 
be condoned.

 • Is management cutting costs and putting pressure 
on teams in ways that could increase the risk of 
unethical practices?

Focusing compliance efforts
The survey suggests the need for companies to strengthen 
their compliance efforts. It identified four problems 
to address:

 • Senior management thinks that programs are more 
effective than they actually are

 •  Compliance programs are too narrow or not seen 
as relevant

 •  Programs are perceived as constraining competitiveness 
in the market

 •  The increased risk due to current market conditions has 
not been matched by increased compliance efforts

Changing attitudes
While being far from grounds for complacency, there are 
signs that compliance messages are gradually getting 
through to employees. The percentage of respondents 
believing that a list of unethical practices could not be 
justified increased from 41% to 52% compared with a similar 
EY study from 2009.

But, for a large minority, attitudes seem hard to change. 
Over a quarter (28%) of sales and marketing respondents 
think it is acceptable to offer personal gifts or services to win 
or retain business. In India, over a third of all respondents 
said it was justifiable to offer cash payments to win or retain 
work. And 42% of directors and senior management said 
they knew of some kind of irregular financial reporting in 
their company.

Businesses face significant risks in this area. Audit 
committees can help to ensure that management is aware of 
the threat and is responding appropriately. Complacency — 
“it couldn’t happen in our company” — must be challenged. 
Ultimately, the reputational damage caused by unethical 
behavior could be far more punishing than regulatory fines 
and shareholder litigation.

To read the full report, ask your contact for a copy of 
Navigating today’s complex business risks, 2013 EMEIA 
Fraud Survey. 

Global companies struggle to 
combat fraud and bribery
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At a time when many countries are dealing with deficits, 
austerity measures and declining living standards, the 
tax paid by large corporations has become a matter of 
intense scrutiny. This attention can affect a company’s 
reputation and shareholder value. As governments in many 
economies look for new ways to raise money to plug gaps 
in public finances, companies that are not perceived to be 
paying their “fair share” of tax in any country, however 
uncontroversial their tax planning may have been in 
the past, are becoming the focus of negative attention 
from regulators, the media, pressure groups and the 
general public.

By ensuring greater awareness and involving the audit 
committee, executives can address the issues raised by 
this increased focus on tax, such as possible threats to 
reputation and shareholder value.

Managing tax risk
The audit committee should ask whether their organization 
has a clear and up-to-date understanding of its tax risk 
profile. Managing reputational tax risk starts at the C-suite 
and board level with a clear articulation of a business’s 
overall tax risk policy. Tax arrangements should be aligned 
with this policy and should be assessed in light of the 
perceptions of the public and the revenue authority. The tax 
director should be well equipped to explain difficult issues 
in a non-technical way, so that the right judgments can be 
made by the board. It may be timely to review existing tax 
arrangements to ensure that they remain aligned with how 
the group operates commercially, and are consistent with 
the group’s current view of tax risk.

The international tax system
Several questions have been raised as part of the fair tax 
debate over whether aspects of the current system of 
taxing multinational corporations are still fit for purpose. 
Developments, such as the growth of ecommerce and the 
current level of global mobility and connectivity, were not 
envisaged when the rules were established in the first half of 
the 20th century. 

Concerted international action will be required to address 
these areas of concern. The Organization for Economic 
Co-operation and Development (OECD) is currently 
reviewing the rules for taxing multinational companies in 
its Base Erosion and Profit Sharing (or BEPS) project; the 
EU is targeting aggressive tax avoidance; international 
tax issues are under consideration by the UN; and the 
taxation of multinationals is the main theme of the UK’s 
presidency of the G8. The common areas of focus include 
more information requirements, tighter enforcement of 
existing rules, more emphasis on substance and greater 
exchange of information.

Many countries are reviewing their tax laws and treaties to 
determine whether they are still effective when applied to 
today’s business models. But the unintended consequences 
of any unilateral action — including double taxation and 
increasing uncertainty — could damage world trade and 
further complicate the settling of disagreements between 
sovereign governments. 

Companies need to keep up to date with this changing 
environment and how it may affect them.

Heightened reputation risk puts 
tax planning in the spotlight 
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Transparency and disclosure
The debate over fair taxation has increased the appetite 
for information about how much tax organizations pay in 
both their headquarters location and in other countries. 
Country-by-country reporting of tax payments has already 
been adopted by the extractive industries and, with 
support from the EU, it is also set to become a requirement 
for banks. However, many organizations are concerned 
that enforcement of raw country-by-country reporting 
requirements across all sectors would add little, if any, to 
understanding of their tax affairs. 

Greater transparency with the tax authorities, including 
opportunities that the OECD has recently raised around 
“cooperative compliance,” could give companies a platform 
from which to secure more certainty on their tax positions 
and accelerate the settlement of any tax-related disputes.

Based on their own specific circumstances, companies can 
also decide whether they want to make any additional public 
disclosures related to their tax policies and profile. They can 
also determine whether these disclosures should be included 
in their financial statements or by way of separate reporting. 

To read the complete issue of T Magazine, 
visit www.ey.com/tmagazine.

How to respond:
Audit committees that keep these five actions at the 
front of their minds will be in a good position to help their 
organization respond to this growing challenge:

 • Make sure that your organization has a clear and 
up-to-date understanding of its tax risk profile.

 • Involve leadership. In an environment where tax 
is a potential source of reputational risk, some tax 
issues will need to be addressed by the board and 
audit committee, not the tax director alone. Make 
sure that your organization assesses the potential for 
reputational risk in all aspects of their tax architecture.

 • Be alert to changes in the tax system and how they 
may affect your organization. Make sure that your 
organization understands how tax authorities’ attitudes 
might be changing and the potential impact on its 
business or reputation. In particular, bear in mind 
the possibility that traditional interpretations of tax 
law and practice may change, and that a structure or 
tax authority ruling accepted in the past may not be 
accepted again today.

 • Don’t wait for legislation before considering whether 
additional transparency with the tax authorities on tax 
matters might improve your organization’s profile.

 • Focus on compliance. Your company needs effective 
tax processes, controls and information to identify 
its potential exposures and to monitor timely filings. 
Efficient and effective compliance and reporting could 
help to resolve any tax disputes around the world in a 
more timely manner.

Heightened reputation risk puts 
tax planning in the spotlight 
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Organizations face growing tax risks in relation to their 
emerging market activities as governments refocus their 
policies and take a tougher stance on enforcement. Previously, 
countries such as China and Brazil attracted potential corporate 
investors by offering significant incentives. But the pendulum 
has started to swing the other way.

Tougher on tax
When it comes to tax affairs, many emerging markets have 
ramped up their enforcement activities: 

 • India and China are conducting more tax audits than 
ever before. The audit rate tripled in China between 
2007 and 2011, reaching 12%. In India, it nearly doubled 
over the same period, reaching 11%.6 Tax officials are 
demanding more documentation, applying stricter legal 
interpretations and imposing bigger penalties.

 • Brazil is taking a tougher line on large companies, 
targeting issues such as tax planning and corporate 
restructuring, transfer pricing, controlled foreign 
corporation (CFC) rules and other international tax rules.

 • Outside the BRIC markets, the authorities in Taiwan 
are becoming tougher on all types of tax assessments 
and disputes. In Malaysia, audits are becoming more 
strategic and active.

 • Rapid-growth markets are increasingly challenging 
commonly applied international tax standards. This has 
proven particularly true in transactions involving inbound 
companies. Some markets are levying taxes on events 
that may previously have failed to trigger taxation, such as 
indirect capital gains and transfer pricing.

Actions to consider
Companies need to address the distinctive approaches to 
tax enforcement that individual countries have adopted. In 
that context, companies should consider taking one or more 
of the following action steps:

 • Improving their knowledge of the local tax administration 
processes and approaches that prevail in each market 
where they operate and how they vary across and 
within markets.

 • Developing strong local knowledge of the risk-rating 
processes in each country where they operate — or plan 
to operate. This should include an awareness of key focus 
areas and potential audit triggers. Crucially, they need 
a good understanding of how tax law is being applied 
in practice, to grasp the rationale for the decisions and 
approaches being taken.

 • Taking concrete steps to improve relationships with local 
tax authorities. Organizations need to be willing to engage 
with policy-makers and administrators to improve policy; 
too often this only happens when problems arise.

 • Understanding and making better use of any alternative 
dispute resolution processes that are available.

 • Exploring the possibility of advanced pricing arrangements 
(APAs) where possible. These allow taxpayers to set an 
appropriate transfer pricing position in advance of a return 
being filed.

 • Gathering documentation and other evidence to support 
their tax position, such as intercompany agreements, 
documented processes, employment agreements and 
reporting frameworks.

To read the complete issue of T Magazine, 
visit www.ey.com/tmagazine.

6Emerging markets flex their (tax) muscles, T Magazine, Issue 10, EY.

Emerging markets get 
tougher on tax

Questions for the audit committee:
 • What framework do you have in place to monitor tax 
policy changes across the markets where you operate 
and the impact they could have on your organization?

 • How does management deal with the tax risks associated 
with cross-border transactions in emerging markets?

 • How robust are the documentation processes to 
respond to tax litigation after long time periods?
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In a fast-changing business environment, an organization’s 
internal audit function must adapt and evolve — and that’s 
especially true for multinational companies.7   

For example, recruiting and managing internal audit staff 
across a variety of cultures and far-flung locations can be 
difficult and expensive. International operations must also 
comply with multiple regulatory regimes. Additionally, 
the heightened focus on risk has broadened the potential 
depth and scope of internal audit, especially in the 
rapidly changing areas of IT risk and compliance risk.

Audit committees can play an important role in making sure 
the function keeps pace.

Internal audit response
Internal audit functions are responding to these challenges 
in a variety of ways:

 • Rethinking staff bases — some are creating regional audit 
hubs or centralizing audit management

 • Finding creative ways to develop their staff, such 
as making better use of secondments, training and 
outsourcing some activities

 • Developing a strong profile and relationships of trust with 
the audit committee and senior executives

 • Using data analytics to understand the risks and to direct 
audit efforts to where they can make the biggest difference

Working with internal audit
As internal auditors look for ways to evolve their role, audit 
committees are also focusing on their activities. Their 
concerns include the quality of the reports and information 
they receive, the capacity and performance of internal 
audit, and the function’s ability to add value while remaining 
independent from management.

A relationship of trust between the head of internal audit 
and the audit committee chair is key. Good communication, 
especially in the lead up to committee meetings, helps to 
create an atmosphere in which the head of internal audit can 
raise concerns frankly and quickly. An executive session of 
the audit committee, attended only by committee members 
and internal auditors, can also be helpful.

Other actions audit committees have taken to help develop 
their internal audit functions include:

 • Stressing the need for meaningful, clear and digestible 
reports.

 • Reviewing the performance and capabilities of internal 
audit on a regular basis. Actions here can range from 
asking the head of internal audit whether they feel they 
have sufficient resources to commissioning an external 
quality review of the function.

 • Supporting the head of internal audit as much as possible. 
Without the committee’s clear backing, management 
— and senior executives — may simply ignore audit 
recommendations.

 • Encouraging good relationships between internal and 
external audit, so they can learn from each other and 
coordinate efforts.

Every audit committee needs an effective, independent 
internal audit function to perform its role well. Changes in 
the business environment are creating significant challenges 
for audit functions. Audit committees need to understand 
these dynamics, so they can ensure their audit functions 
respond appropriately.

For more information, ask your EY contact for a copy of 
the ACLS ViewPoints — Challenges of global internal audit, 
May 2013.

Questions for the audit committee:
 • How have the challenges confronting your internal audit 
team changed over the past several years? How have 
your demands changed?

 • How do you provide effective oversight of internal audit 
and how might that need to change?

 • How do you assess the cost, performance and 
capabilities of internal audit?

Internal audit’s response to 
globalization

7 Views expressed in this article are of participants at the ACLS, March 2013. The 
ACLS is a joint meeting of the North American and European audit committee 
leadership networks. The networks are led and organized by Tapestry Networks 
and supported by EY as part of its continuing commitment to board effectiveness 
and good governance.
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Internal audit must evolve to 
meet the organization’s needs

What are the top emerging risks that your organization is tracking or monitoring?

53.80%Economic stability

43.66%

36.26%Risks in third-world countries or emerging markets

35.09%Customer preferences

31.97%Competitor innovation

22.42%Social media

16.18%Climate change and sustainability

14.81%Sovereign risk

Strategic transactions in global locations (e.g., M&A, divestitures)

38.79%Regulations around data privacy

51.66%Cybersecurity

48.15%Major shift in technology

Management and audit committees are looking for greater 
value from internal audit, as they respond to the heightened 
expectations of consumers, investors and regulators 
demanding greater transparency into the organization’s 
activities. To deliver what’s required, internal audit will need 
to evolve rapidly.

The core challenge for internal audit is to provide operational 
business insights to the organization and to serve as strategic 
advisors, according to EY’s survey, Matching internal audit 
talent to organizational needs, of audit committee members 
and chief internal audit executives.

Audit committees are key stakeholders of internal audit and 
are considered to be the eyes and ears of the organization to 
oversee risks and controls. They need to pay attention to the 
internal audit’s activities and ensure they are suitably skilled 
to respond to the new challenges.

The EY survey identifies four areas to consider:

1. Expanding mandate
The audit function must strike the right balance between 
assurance and advisory activities. This will vary from one 
organization to another, and will shift as the organization 
evolves and its strategic objectives, goals and risk 
tolerances change.

Assurance and compliance will remain core elements of the 
internal audit mandate. But 96% of the survey respondents 
say advisory work now comprises some portion of the 
internal audit plan. For 52% of respondents, advisory 
reviews comprise 25% or more of the audit workload.

2. Increasing scope
The scope of internal audit work needs to reflect the 
changing risks that the organization faces. Economic 
stability topped the list of respondents’ emerging risk 
concerns, followed by cybersecurity, major shifts in 
technology, strategic transactions in global locations and 
regulations around data privacy (see chart below).
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Ranking the importance of internal audit skills, and areas where survey respondents 
felt they were lacking

Only 27% of respondents say internal audit is heavily involved 
in identifying, assessing and monitoring emerging risks. But 
54% expect this to be the case over the next two years.

Emerging market risks is one critical area. Global 
organizations are seeing more of their revenue originate 
from emerging markets. This brings new and complex 
business risks, including local regulations and compliance 
requirements, different business practices and cultures, 
complex tax codes, infrastructure maturity and workforce 
management. Internal audit needs to broaden its skill sets to 
address these risks effectively.

One way to provide broader coverage of risks is through the 
use of data analytics. But few (12%) internal audit functions 
use data analytics throughout the entire audit cycle and the 
majority (55%) only uses data analytics for testing, when 
they do use them.

3. Increasing competency requirements
Internal audit functions need to adjust competency and 
training efforts to ensure they have the right skills to meet 
audit plan requirements and management expectations.

Respondents said the most important skills for their internal 
audit staff were compliance-focused, such as financial 
audit and accounting, internal controls, operational audit and 
risk management.

Skills in areas such as data analytics, fraud prevention 
and business strategy didn’t make their top five. But when 
respondents ranked the skills or knowledge their internal 
auditors were lacking, they prioritized these issues 
(see chart below).

Soft skills are fast becoming as important as purely technical 
auditing skills. To be a strategic advisor to the business, 
auditors need to be able to think critically, apply business 
knowledge and clearly articulate insights to management.

Internal audit must evolve to 
meet the organization’s needs

Important (%) Lacking (%)

Financial audit and accounting 52.63 7.80

Internal control 39.57 13.26

Operational audit 34.31 14.42

Compliance and regulatory 34.11 15.79

Risk management 32.75 21.64

Data Analysis 29.63 27.10

Critical and analytical thinking 26.90 16.37

In-depth knowledge of the company’s business and operations 25.93 15.01

Fraud prevention and detection 23.20 20.86

Business strategy 17.15 23.98

Technology 16.57 18.13

Deep industry experience 15.01 23.20

Process improvement 14.04 20.08

Leadership and teamwork 14.04 14.81

Written communication 13.26 13.65

Relationship acumen 11.70 16.96

Advisory or consulting experience 10.72 18.32

Verbal communication 9.75 17.74

Project management 8.77 12.28

Presentation and facilitation 6.04 13.26

Change management 5.07 17.54

Other (please specify) 0.19 0.97
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4. Evolving internal audit 
function composition
As business needs increase in complexity, so do resource 
requirements. Apart from hiring internally, internal audit 
functions have a number of other options available to 
supplement staffing shortages or resource gaps.

Half the respondents said they have between 6 and 10 
interns a year. These interns can be hired as full-time staff if 
the internal audit function needs to expand, especially to fill 
core audit positions.

Three-quarters used guest auditor and auditor rotation 
programs. Of those with staff rotation programs, nearly 
50% have a formal program for rotations to and from the 
business or finance.

Co-sourcing and outsourcing are becoming increasingly 
prevalent. 

Some concerns about loss of control and oversight remain, 
but internal audit functions are realizing that third-party 
resources can work alongside in-house staff to gain 
greater synergies.

Corporate leaders are demanding that internal audit 
improve visibility across the enterprise and provide strategic 
insights that can deliver lasting value. Internal auditors need 
to ensure they have the right people, in the right place 

at the right time to meet these expectations. Otherwise, 
the business will leave them behind.

To read the full survey report, ask your contact for a 
copy of Matching internal audit talent to organizational 
needs, July 2013.

Internal audit must evolve to 
meet the organization’s needs

Questions for the audit committee:
 • How have the challenges confronting your internal audit 
team changed over the past several years?

 • What specific challenges are associated with the 
heightened focus on risk, including risks associated with 
cybersecurity, compliance and strategy?

 • What organizational approach is internal audit taking? 
Has it changed its structure in recent years?

 • What kind of analytic tools is internal audit using? 
How is it applying them?

 • How do you build a good relationship with the chief 
audit executive and their team? 
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