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Abstract 

 

 

The internal auditing function is one of the most important among the 

companies as it has several functions that mean to enhance the controlling and 

monitoring in these companies as it has a major and significant role in designing and 

developing the internal control system and support the corporate governance. It 

contributes in measuring and evaluating the risks surrounding the work environments. 

In addition to that it helps in measuring and evaluating competence and 

efficiency performance and it maximizes the companies capacity to employ the best 

methods to use the available resources to the get the most possible quality and so that 

the entity's goals are met. 

For this importance this study aims to identify the role of the internal audit in 

controlling the financial and managerial performance in the Palestinian corporations 

taking in considerations all the aspects that would limit this purpose of the internal audit 

department. 

These factors would be the business environment, the qualification of the 

auditor, the laws and regulation, the extent to which the corporation are committed to 

these laws and other factors that will be discussed in details throughout this research to 

highlight the current situation and any amendments needed to be undertaken in the 

coming period so that the internal audit function of controlling the performance on both 

sides the managerial and the financial will be effective. 
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1.1 Introduction: 

It was clear from the recent financial scandals and fraud law suits in the 

international and regional firms that the internal control in general isn't as strong as 

should and that there are some weaknesses that led to this outcome and that why we are 

interested to investigate the internal control and the internal observation systems in the 

listed Palestinian corporations to put the lights on the real reasons and causes for such 

problem. 

Many researchers and observers believe that one of the main reasons for such 

problem is the insufficient reliance on the function of the internal auditor and not 

assigning this function with its real importance in the companies, especially if we 

consider how significant is this function becomes as the companies are getting larger 

and the operations are extending to be more in terms of the volume and the complexity 

and more importantly the competition is getting tougher among the companies. 

The internal audit is consider to be a type of the observational procedures that 

can be used to assess the effectiveness of the other observational and audit procedures 

and that is why many researchers consider it as the core of concentration in the audit 

hierarchy that supplement the other tools in ensuring these tools ability to safeguard the 

companies' assets, make sure about the fairness of the financial data and encourage the 

commitment in the managerial policies. 

The internal audit function affects other parties outside and inside the business 

organization for example the external auditor relies in different levels on the work that 

has been done by the internal auditor especially when the external auditor comes to the 

decision of the sample size as this sample will increase or decrease in accordance with 
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how much the external auditor believes that the internal auditing function has been done 

appropriately. 

In the recent years a lot of improvements have appeared on the function of the 

internal auditing with respect to the extent of the work or the independency of the 

internal auditor especially after the emerging of the auditing committee and its 

responsibility in front of the board of directors and the shareholders that make this 

function worth investigating and researching. 

 

The first agency for the internal auditors was established in the united states in 

1947 that became international after that and now it has 150 branches all over the globe 

and more than 100,000 members, this agency sets the standards of the internal auditing 

and defines clearly the morals of this position. 

This agency defined in 1999 the internal auditing in a clear manner as: 

“An independent, objective assurance and consulting activity designed to add 

value and improve the companies' operations. It helps an entity in achieving its goals by 

bringing a systematic, disciplined approach to evaluate and improve the effectiveness of 

the risk management, control and governance processes.” (The American institute of 

internal auditors website) 

 

           This definition that will be used throughout our research refers to the 

improvements on the internal auditing and the responsibilities inherited with it and the 

important role it has on control the performance as mentioned on the managerial and 

financial sides. Recently New York exchange market started to make it mandatory on 

the companies to have internal auditing department to enlist it on the stock market as it 
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believes that will enhance the performance and will make the information provided to 

the investors and other related parties more reliable and trustful. 

 

1.2 Statement of the problem: 

The problem that this research discusses is the improvement of the internal 

auditing function in the listed companies in the stock market in response to the 

improvement on the academic and vocational sides globally in respect to the following 

of clear standards, and the availability of clear goals that can be used as a basis to audit 

the managerial and financial performance and that raise many questions in this regard. 

          The main question of this research is: does the internal auditing 

department in the listed companies in Palestine exchange marker do its role to monitor 

the financial and managerial performance? 

From this general question we can draw sub-questions which are: 

1) In the listed companies is there a separate department for the internal auditing and 

are these companies providing this department with the sufficient resources? 

2)  Can the internal auditor in the listed companies do his / her duty in controlling 

the administrative and financial performance according to the standards, and how 

much is that important for the management, the auditing committee, the 

shareholders and the external auditor? 

3) Is there a sufficient degree of independency from the management that enables 

him / her to achieve the work away from the pressure of the related parties? 

4) Are the qualifications, knowledge and experience of the internal auditor sufficient 

enough to let him / her work in proper manner? 
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5) Is there a need to establish a standards for the internal auditing and generalize it 

on organizations in Palestine? 

6) Is the extent of the internal auditing in the Palestinian firms competent with the 

improvements happening globally? 

1.3 Objectives: 

1.3.1 Main objective 

The objective of this research is to recognize the importance of internal audit to 

assess the efficiency and effectiveness of management as input to expand the 

transparency , responsibility and accountability, disclosure and evaluation of 

management performance ,and its role in control of the administrative and financial 

operation in Palestinian listed companies. 

In order to reach the following specific objectives::  

1.3.2 Specific objectives: 

The specific objectives of the project are: 

 Objective 1. Identify the role of internal audit in the assessment and evaluation 

of the internal control system and the importance of it in adjust the 

administrative and financial functioning of the Palestinian listed companies. 

 Objective 2. Identify the role of internal audit in the managing and supporting of 

risk management systems and the importance of it in adjust the administrative 

and financial performance of the Palestinian listed companies. 

 Objective 3. Identify the degree of independency granted to the Internal Audit 

and the importance of this in increasing Administrative and financial 

performance in Palestine. 
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 Objective 4.show the clear image of internal auditor to the community and to the 

business environment and change the bad image of them as error catcher. 

1.4 Significance of the project: 

This study will help in increasing the role and image of internal auditing in BOP 

Ltd to make it more effective and professional. The subject is worthy of attention 

because internal auditors are important, even crucial, in an economy that relies upon 

independently produced information . Indeed, IA has become an indispensable 

management tool for achieving effective control in both public and private organizations 

(Asare,et la, 2008 ) . Significance of the study comes from these points: 

A. This topic is significant for business management, shareholder and the 

overall financial community because of the best use of assets comes from 

internal auditing from its responsibilities especially after financial crisis 2008 

all over the world that makes internal auditing significant in monitoring and 

evaluation of management performance. 

B. This study keeps track of developments and trends in the field of internal 

audit Whether in the field of professional standards or practices and modern 

methods and try to apply this Development in Palestine. 

C. This topic has not been studied in detail and separate from the control 

system Interior in the private sector in Palestine and constitute the first attempt, 

in this context, the extent Science researcher. 
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1.5 Scope and limitations of the project: 

Our scope of the research will be affected by several factors such as: 

Spatial borders: the study was applied for listed companies.  

Time limits: research deals with the reality of internal audit and its impact in increasing 

financial performance, and the researchers collect data as they can because the available 

period was too short (two months only) and they want to applied this research for joint 

stock companies also in west bank but because they can't. 

Humanity borders: was limited on the staff in the joint stock companies who have the 

relationship because of the well-known restrictions imposed by the occupation and that 

we couldn’t get the other side of the west bank to generalize our work on all the 

companies so our work will be focused on a sample (bank of Palestine) of the 

companies located in Gaza strip. 

1.6 Research Methodology: 

The researchers will use the analytical descriptive methodology due to the nature 

of the research, also the researchers searched for a previous work in the area of internal 

auditing by surfing the internet specially the specialized sites that contain articles and 

other forms related to the topic of the research, another source was quoting a paragraphs 

of some books that address this area of interest. 

The researchers will depend on materials that will be took from the internal 

auditing departments and other related departments in addition to organizing an 

interview with internal auditors for the targeted company. 
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1.7 Related work: 

1-(Arena, et. Al,2006) 

Title "Internal audit in Italian organizations: A multiple case study ". They 

described the main characteristics of the departments of the internal audit in six Italian 

companies and to explore and analyze the impact instructions enacting them and 

through a comparative study between the departments of internal audit in these 

companies six and through interviews with the directors of internal audit in these 

companies and see samples of the internal audit reports and public documents and 

internal instructions relating to governance, the study found great diversity in the main 

characteristics of Internal audit departments, as well as the study highlighted the 

institutional pressures faced by internal auditors. 

The interviews showed in this case that the factors affecting the evolution of the 

performance of the internal audit departments in addition to institutional pressures can 

be the following: 

1- Training and culture as the advisory role of internal auditors, forcing them to the 

knowledge of all phases of work in the company. 

2- Personal and leadership capabilities which make the internal auditor was able to 

convince all levels of the company, in turn, strengthen and assign activity. 

3- Management's cooperation and responsiveness as this cooperation is very 

important for the role of the internal auditor. Noted that this study addressed the 

internal audit of the door of the main characteristics of the internal audit 

departments did not address adequately to assess the role of these sections in 

Performed the tasks and achieving the objectives assigned to it. 
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2- ( Felix, et al , 2006) 

Title “Internal auditors' perception about their role in risk management - A 

comparison between US and Belgian companies”. Which aimed to clarify and describe 

the role of internal auditors in the risk management process and to make a comparison 

between the understanding of internal auditors in both the United States and Belgium 

for their role in the risk management process,  

To achieve this goal, the researchers conducted interviews with ten internal audit 

managers in both countries, and concluded The study that in the case of Belgium, the 

internal auditors are focusing their attention on the correct any flaws in the risk 

management system for their companies and are playing a pivotal role in raising 

awareness and perception and the formulation of an appropriate system for risk 

management in their companies, but in the case of America was estimated merits of 

Internal Auditors and their views on risk management an essential part of the 

requirements of a modern outlook for the internal audit requirements. Sarbanes-Oxley 

act.  

3-(Lemon, et. Al, 2005) 

This study determine the extent of the commitment of listed Companies in the 

Malaysian financial market standards issued by The Institute of Internal Auditors .As 

well as determine whether compliance with these standards affect (IIA) on internal 

control systems in these companies has researchers to achieve this yen goals using the 

first two questionnaires to examine adherence to professional practice standards for 

internal audit, and second to examine the impact of this commitment on the internal 

control system and use descriptive method .In this study, analytical study has concluded 

that the professional versatility and thematic sections Internal audit in companies listed 
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on the Malaysian market for securities affect Significantly on the efficiency of internal 

control systems, and the scope of the internal audit and professional performance in the 

internal audit departments impact on the characteristics of Communication and 

Information Internal control system and features a system of internal control 

environment, as this study concluded that process management of the Internal Audit 

department and the performance of audit work and the internal audit plan and report For 

internal audit work significantly affect the risk assessment attributes system control as 

well as internal control activities. 
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1.8 Time table: 

The research has a time limit; it should be done in 7 weeks. The 

following chart describes the way we will spent the research time. 

Table 1.1: Time table 

Activity February March April 

Week Number 1 2 3 4 5 6 7 

General Topic *       

Read books and related 

research 

*       

Writing research proposal  *      

Literature review   *     

Interview    *    

Summarize the interview     *   

Results & Recommendations      *  

Discussion the research       * 
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2 Chapter Two 

Introduction to 

Internal Auditing 

 

 

 

 

 

 



 

51 

 

 

2.1  Section one: Introduction to Internal Audit 

2.1.1 Introduction:  

According to Pickett (2005), auditing is an important aspect of managing an 

organization, and all employees should have a good understanding of the audit concept 

and how it can help organizations become and remain successful. Auditing should be 

considered by all managers as a powerful tool for reviewing the adequacy of their 

governance, risk management and internal control arrangements. The development of 

internal auditing was appeared after Arthur Andersen, Enron scandal and Italian 

corporations such as Parmalat. (Asare, et al 2008). 

With the implementation in the United States of the Sarbanes-Oxley Act of 

2002, the profession's exposure and value was enhanced, as many internal auditors 

possessed the skills required to help companies meet the requirements of the law. 

However, the focus by internal audit departments of publicly traded companies on SOX 

related financial policy and procedures derailed progress made by the profession in the 

late 20th century (Moller, 2004). Auditing is a formal process for examining key issues 

with a view to establishing accountabilities and securing an improved position. So, in 

this chapter the concept of internal audit will be described in details. 

In this chapter will highlight the most important points in the field of internal 

control in terms of its definition and its elements and stages of development and its 

importance, and so on. 

2.1.2 Internal audit definition: 

Courtemanche (1986) states that, “there were two basic conceptions of internal 

auditing: the traditional and the modern. The traditional conception of internal auditing 
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views accounting as its true discipline, accounting control as its true concern and the 

board's audit committee as its true client. The modern conception of internal auditing 

does not reject the substance of the traditional conception, but seeks to extend it beyond 

its narrow confines. Modern internal auditing claims an unlimited scope, reserves the 

freedom to borrow from many disciplines and recognizes senior management as 

additional clients more or less distinct from the board's audit committee” 

( Courtemanche,1986) 

While some of the audit technique underlying internal auditing is derived from 

management consulting and public accounting professions, the theory of internal 

auditing was conceived primarily by (Rittenberg, et al 1997), often referred to as "the 

father of modern internal auditing". 

According to (Pickett, 2005), “internal auditing is a management-oriented 

discipline that has evolved rapidly since the Second World War. Once a function 

primarily concerned with financial and accounting matters, internal auditing now 

address 3KOIes the entire range of operating activities and performs a correspondingly 

wide variety of assurance and consulting services. The development of internal auditing 

was fostered by the increased size and decentralization of organizations, the greater 

complexity and technological sophistication of their operations, and the resulting need 

for an independent, objective means of evaluating and improving their risk 

management, control and governance processes”( Pickett ,200). 

The IIA defined internal auditing as follows: 

Internal auditing is an independent, objective assurance and consulting activity 

designed to add value and improve an organization's operations. It helps an organization 

accomplish its objectives by bringing a systematic, disciplined approach to evaluate and 

http://en.wikipedia.org/wiki/Assurance_services
http://en.wikipedia.org/wiki/Consultant
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improve the effectiveness of risk management, control, and governance processes. (IIA, 

2004) 

 

Several common elements appear in this definition particularly the elements of 

assurance, risk, and control. The internal auditor’s risk-driven efforts provide critical 

inputs to other governance participants, including the audit committee and management. 

In fact, some now describe the IAF as the “eyes and ears” of the audit committee. 

Moreover, this definition makes a clear view of the role of internal auditing as 

assurance and consultancy activities that add value to the organization and increasing 

financial and administrative performance. 

 

Figure 1.1: Consulting and assurance activities of internal auditing 

 

(Hermanson and Rittenberg ,2003 ,P 59) 

 

From researchers point of view, all previous definitions of internal auditing makes  a 

clear picture that IA function is not only financial function but also administrative 

functions. Also the existence of IA is considered as a support to other control system 

within an organization. 

http://en.wikipedia.org/wiki/Effectiveness
http://en.wikipedia.org/wiki/Enterprise_risk_management
http://en.wikipedia.org/wiki/Internal_control
http://en.wikipedia.org/wiki/Corporate_governance
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2.1.3 The development of internal auditing:  

According to the Pickett (2005) opinion state that “internal auditing is now a 

fully developed profession. An individual employed in internal audit ten years ago 

would find an unrecognizable situation in terms of internal audit’s role, the services 

provided and the approach followed. For full appreciation of internal auditing, it is 

necessary to trace these developments back and extend trends into the future. It is 

important to understand the roots of internal auditing and the way it has developed over 

the years. Internal auditing developed as an extension of the external auditing role in 

testing the reliability of accounting records that contribute to published financial 

statements”( Pickett, et. Al, 2005,p.3). 

Cascarino and Van Esch (2005)state that “the profession of internal auditing, as 

many other professions, has its roots in the Industrial Revolution of the nineteenth 

century. The enormous growth of the business sector found existing professionals 

scrambling to keep up. Specialists appeared, coping with such innovations as corporate 

law, banking provisions and bankruptcies. This led to the formation of a plethora of 

organizations and associations that, over a period of time, amalgamated into the British 

Institute of Chartered Accountants ICA and the American Certified Public Accounts 

ACPA in their respective countries” (Cascarino & Van Esch , 2005,p.3-4). 

The main difference between the two bodies at that time was the method of 

achieving professionalism in the bodies. The American body adopted a style that 

combined the academic and business worlds, and produced professionals that were a 

hybrid of both. The British institute took the more traditional English path of a trade . 

This situation continued into the mid-1950s, with the two institutes dominating the 

business world in those countries and becoming an increasingly integrated part of 
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corporate life, to the extent that almost half of all qualified professional accountants 

were employed outside audit firms. 

By the start of the 1940s, professional internal control evaluators were employed 

by and distributed throughout organizations to such an extent that the differentiation 

between internal and external auditor became a meaningful concept. The statutory role 

of the external auditor has remained the attestation function, confirming that the 

financial records of organizations have been fairly presented. 

The role of the internal auditor has developed over the past 70 years to one of 

assisting management in the discharge of its responsibilities by ensuring that the 

internal control structures are appropriate to a given level of risk and function, as 

management intended. Increasingly, internal auditors are called upon to act as internal 

control, risk and corporate governance consultants within organizations.  

In 1941, the Institute of Internal Auditors Inc. IIA was formed. Based in New 

York, it was confined to America only. Its role was to provide a clearing house for ideas 

and education, and generally to unite the developing profession. After World War II, the 

growth in multinational corporations virtually guaranteed the spread of the IIA to the 

rest of the industrialized world. It was not only the IIA that expanded. External audit 

firms formed working agreements with other firms across national boundaries, which 

eventually led to large international partnerships. 

By the 1960s, the IIA had grown and flourished, becoming the acknowledged 

international leader of the internal auditing profession. From the IIA’s inception, it was 

recognized that the multidisciplinary and evolutionary nature of the business world 

would have to be reflected in the IIA. It therefore had to provide the umbrella beneath 

which individual skills and talents needed to audit the internal control mechanisms of 



 

58 

 

 

modern business could come together as equals to share knowledge and grow in the 

process. 

2.1.4 The internal auditing as an independent job:  

There are many researchers who have involved in the discussion of considering the 

internal auditing an independent job, most of them agreed upon that the establishments 

of considering the internal auditing as an independent job started to emerge and that 

refers to the importance of the internal auditing, the relative independency of it from the 

accounting and the other financial sciences and ultimately the difference between the 

internal and external auditing. 

    In 2006 David O’Regan defined the internal auditing as " An occupation based on 

advanced, complex, or esoteric knowledge, backed by social legitimacy deriving from 

both institutional framework and credible ethical basis" (David O’Regan,2006,p.215). 

 

This definition refers to that the conditions to consider the internal auditing as an 

independent job are five main conditions and they are: 

1) The knowledge which is characterized by 

2) The relative complexity and so few people have this knowledge 

3) Esoteric and their practice of this job is backed by 

4) Social responsibility  

5) Credible ethical framework 

In addition to who defined six main bases for any vocational tasks which are: 

1)A sufficient scientific knowledge and training for the responsible person to upgrade 

his capabilities to be competent with the significance of his work. 

2)The service itself aims to provide a service to the society so there should be a 

recognition from this society about the significance of this job. 
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3)The job depends mainly on the mental capability in particular. 

4)practicing a control activities through the committees formed by its members that 

supervise the job internally. 

5)The existence of rules and regulations the control the vocational behavior of the 

employees. 

6)There should be a performance standards that control the performance done by the 

employees. (Awid,1985) 

It’s clear that there is no big variance between the standards of both of them, and in its 

efforts to prove that the internal auditing is an independent job the institution of the 

internal auditors defined the internal auditing as: 

"A calling requiring specialized knowledge and often a long and intensive preparations 

including instructions In skills and methods as well as scholarly principles underlying 

the methods and skills maintained by force of organization or concerted opinion, high 

standards of achievement and conduct and committing its members to continued study 

and to a kind of work which has for its prime purpose the rendering of a public 

service"(IIA,2004) 

    It’s noticeable from the definition the emphasis on the organized support in addition 

to the bases and conditions set by O’Regan and Awid that we mentioned before as well 

as the necessity for the members to reach the required level in developing the 

performance and the assurance of the quality of the work. 

    From our perspective this conditions are available now to the internal auditing job 

because of the need to this job as it becomes essential to the governance and the 

rationale management and that is the main reason of assigning a big portion of the time 

and effort to achieve that. 
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2.1.5 The types of the internal auditing:  

The researchers have agreed upon two types of the internal auditing which are 

the financial internal auditing and the operational internal auditing and a third type was 

added which is the special assignments audit (Allegrini and D'Onza, 2003, p.195) and 

some researchers and authors added a forth type and that is the compliance audit but 

many observers argued that the forth type is a part of the first two audit types, and we 

provide a detailed explanation of every type of this. 

2.1.5.1 The financial internal auditing: 

Through our explanation of the development of the internal auditing we 

conclude that the financial internal audit is the traditional entrance to the internal audit 

as a whole and it was defined by (Alomari, AbdElghani, 2006, p.346) as: "The 

organized checking of the financial transaction and statements to determine the degree 

of compliance with the principles and the managerial instructions and any 

predetermined demands" 

           This type of internal auditing includes two types which are: The financial internal 

auditing before the payment and after the payment, the first one refers to a one of the 

stages of the control activities where an employee is responsible to check the work of 

the other employee to ensure the completion of the transaction in a proper way 

(Ibrahim, 1998, p.102). While the financial internal auditing after payment is executed 

according to the internal auditing plan by selecting samples and testing it so the top 

management ensures that the financial transactions are done in accordance with the laws 

and regulations and on the way to acieve the entity's goals (Ibrahim , 1998, p.102). 
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2.1.5.2 The operational internal auditing: 

The operational internal auditing is the untraditional area and it was created as a 

result of the development occurred to the internal auditing job (Alkashef, 2002, p.257), 

some of the observers called it the managerial auditing or the performance auditing as 

this type aims to test and evaluate the works of the company as a whole to achieve the 

efficiency and effectiveness in using the available resources according to a plan set with 

the top management, this type is defined by (Alomari, Abd Almoghni, 2006, p.348 ) as:  

"The comprehensive test for the production unit or the entity as a whole to evaluate its 

different systems and managerial observation and its operational performance according 

to a predetermined measure within the managerial goals to guarantee the operational 

effectiveness"  

 In previous study (Alabady, 1999, p.634) referred to that the emerging 

challenges and completion made it necessary to the top management to have a 

continuous information and predictions about the operational issues so it becomes 

comfortable about the success in the economic usage of the resources and the 

commitment of the employees to the polices Some studies that were undertaken in Italy 

showed that this type of audit consumes 34% of the available resources for the internal 

auditing while the financial internal auditing consumes 5% (Allegrini and D'Onza, 

2003, p.195) and that indicates the significance of this type of internal auditing that 

represents a faithful consultative role to the top. management (Alomari, Abd alghani, 

2005, p.348) that enables this level of management to: 

1-Evaluate each production unit in accordance with the management objectives or other 

criteria. 

2-Ensure that the management's plans is comprehensive and understandable by the 

executive levels in the entity. 
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3-obtain an objective information about how to implement the company plans' and the 

chances to develop the effectiveness and efficiency and the utilization of the scarce 

resources. 

4-obtain appropriate information about the weaknesses points in the control activities. 

5-Reconfirm that the operational reports shall be used as a bases of the work. 

 

 

 

 

 

2.1.6 The difference between internal and external audit : 

Both internal audit and external audit function as stand-alone, where different 

internal audit for external audit in many of the things that has get mixed the other in 

terms of the objectives and scope of work and the beneficiaries and recipients of the 

report and its shape and dependency regulatory and liability and other matters which the 

researcher believes the importance of clarifying following table shows differences 

between internal audit and external audit by the comparison between the internal auditor 

and the external auditor of the previous aspects: 
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The main differences between internal and external audit functions 

NO Criterions  Internal Auditor External auditor 

1. Position inside 

The organization 

The internal auditors' are part of the 

organization. Their objectives are 

determined by professional 

standards, the board, and 

management.    Their primary clients 

are management and the board. 

External auditors are not part of 

the organization, but are 

engaged by it. Their objectives 

are set primarily by statute and 

their primary client - the board 

of directors. 

2. Objectives The internal auditor’s scope of work 

is comprehensive. It serves the 

organization by helping it 

accomplish its objectives, and 

improving operations, risk 

management, internal controls, and 

governance processes. Concerned 

with all aspects of the organization - 

both financial and nonfinancial - the 

internal auditors focus on future 

events as a result of their continuous 

review and evaluation of controls 

and processes. 

The primary mission of the 

external auditors is to provide 

an independent opinion on the 

organization's financial 

statements, annually. 

3. Independence Internal audit must be independent 

from the audited activities. 

External audit is independent 

from its client, the organization, 

its independence being specific 

to liberal professions. 

4. Approach of 

Internal control 

Internal audit regards all the aspects 

regarding the organization’s internal 

control system. 

External audit regards the 

internal control system only 

from the materiality 

perspective, which permits 

them to eliminate those errors 

that aren’t significant, because 

they don’t have influences over 

the financial results. 

5. Applying of the 

audit 

 

 

 

 

Internal audit covers all the 

organization’ transactions. 

External audit covers only 

those operations that have a 

contribution at the financial 

results and the performances of 

the organization. 

6. Frequency of 

the audit 
Internal audit performs during the 

entire year, having specific missions 

established in according with the 

level 

of risks identified for each auditable 

entity. 

External audit is an activity 

with a yearly frequency, as a 

rule, at the end of the year. 

7. Approach of 

fraud 
Internal audit is concerned about the 

frauds from all activities from the 

organization. 

External audit is concerned 

only about the fraud from 

financial areas. 
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8. Consideration 

of risk factors 
Internal audit takes into 

consideration at 

least next risk factors: (Colbert, J.L., 

1995): 

-Ethical climate and pressure on 

management to meet objectives; 

-Competency, adequacy, and 

integrity of personnel; 

-Asset size, liquidity, or transaction 

volume; 

-Financial and economic conditions; 

-Competitive conditions; 

-Impact of customers, suppliers, and 

government regulations; 

-Date and result of previous audits; 

-Degree of computerization; 

-Geographic dispersion of 

operations; 

-Adequacy and effectiveness of the 

system of internal control; 

-Organizational, operational, 

technological, or economic changes; 

-Management judgments and 

accounting estimates; 

-Acceptance of audit findings and 

corrective action taken; 

External audit takes into 

consideration 

next risk factors: (Colbert, J.L., 

1995): 

-Management operating and 

financial decisions are 

dominated by a single person; 

-Management's attitude toward 

financial reporting is unduly 

aggressive; 

-Management, particularly 

senior accounting personnel, 

turnover is high; 

-Management places undue 

emphasis on meeting earnings 

projections; 

-Management's reputation in 

the business community is 

poor; 

-Profitability of entity relative 

to its industry is inadequate or 

inconsistent; 

-Sensitivity of operating results 

to economic factors is high; 

-Rate of change in entity's 

industry is rapid; 

-Entity's industry is declining 

with many business failures; 

-Organization is decentralized 

without adequate monitoring; 

-Internal or external matter 

raises substantial doubt about 

the entity's ability to continue 

as a going concern; 

-Contentious or difficult 

accounting issues are prevalent; 

-There are significant and 

unusual related party 

transactions not in the ordinary 

course business; 

-The nature, cause (if known), 

or amount of known and likely 

misstatements detected in the 

audit of prior period's financial 

statements is significant; 

-Client is new with no prior 

audit history or sufficient 

information is not available 

from the predecessor auditor. 

Source: synthesis realized by authorsColbert, J.L 
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Auditing processes for both internal auditors and external auditors have changed 

in the past eight to ten years (Lemon, M.W.& Tatum K.W., 2003). The main factors that 

prompted these changes included the globalization of business, advances in technology, 

and demands for value added audits. Figure no.1 illustrates these changes in practice, 

which initiated changes in both internal and external auditing standards: 

Source: Rittenberg, L.E. &Covaleski, M. (1997 

) 
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2.1.7 Outsourcing to do an internal audit function: 

Among recent developments that have occurred in the field of internal auditing 

growing calls to assign the internal audit function to external auditors, (Colbret, 1995) 

pointed out that the outsourcing of the function of internal audit became commonplace 

after the eighties of the last century because of the high cost of internal audit and require 

specialized skills, ranging outsourcing between contract Full other words contracted to 

complete all internal audit work contract or part -time, The IIA explained his position 

on outsourcing in a bulletin issued in 2005 entitled(IIA Position Paper on Resourcing 

Alternatives for the Internal Audit Function) that kept the door open for this type of 

contract and the terms of  (IIA, 2005) : 

1- To get the appropriate quality of service and is performed by persons qualified to do 

so. 

2- Company that provides adequate supervision and appropriate staff from within  the 

affiliate levels. 

 3- That no company or organization contracted to carry out external audit completion 

and internal audit function. 

Has indicated Arthur Andersen Global audit in its manual catalog that outsourcing 

has become a strategic concept adds value to the institution by turning the internal audit 

function of the Internal Audit Department of the company to a company specialized 

audit which would add staff distinct and more experienced and knowledgeable and 

more independent In addition to exemption the company from        costs of the internal 

audit Department and the burden of recruitment, hiring and other adds (Bakri, Ali Hajjaj 

, 2005) a variety of reasons, including: 

1- Lack of independence of the internal auditor as all attempts have been exhausted 

to activate the independence of the internal auditor of support its position in the 
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organizational structure and isolated from the executive functions and even a 

line of communication between him and the Board of Directors and the Audit 

Committee may not succeed in isolating the effects of management. 

 

2- Experiences that require high availability in the internal auditor as the sum of 

these experiences in the internal control unit may seem small when compared to 

the expertise available at the Office of the external audit and consulting firms in 

this area. 

 

3- Reduce costs and maintain the quality of the work performed at the same time 

 

4- Allowing management to focus on core competencies as the use of an external 

team exempt management of the direct supervision of a full-time and allows 

them to follow up on the strategic issues. 

 

5- Access to leading practices as outsourcing can be established to get the leader of 

the team practices outside stemmed from the experience of this team to work in 

other facilities. 

 

6- Reduce the cost of external audit where the company can reach a deal with the 

external audit is under internal and external audit and get the so-called 

economies of scale, large here wishes researcher to acknowledge the need for 

the auditing firm to allocate a team of internal audit independent audit team 

outside with no attribution tasks for the same team which threatens the 

independence of this team for both tasks. 
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But many researchers and practitioners advocated keeping this function 

within the project with the addition of guarantees high for the independence of 

the Internal Auditor, qualifications and this is what advocated by the Institute of 

Internal Auditors, where advocated Institute that the internal audit function is 

better to established have an independent unit within the facility operates within 

policies established by senior management and the Board of provided that leads 

administration tasks auditors from within the organization are committed to the 

standards of professional practice and professional conduct issued by the 

Institute, this presents a major international auditing firms their internal audit 

programs such as Arthur Andersen and Ernst & Young and others. 

The researcher believes that this approach still needs further study and 

scientific research deep to determine the optimal situation of internal audit and 

the possibility and feasibility of outsourcing to do the job and its impact on the 

external auditor and independence as the previous cases is not bound by not 

subject to scientific research extensive addition to the contracting internal 

ensures the existence of a permanent source of information for both senior 

management and the Audit Committee also ensures that as well as maintaining 

the confidentiality and security of information of the entity and protected from 

the dangers of competitors in addition to the contracting internal helps in 

providing flexible top to work inside the facility and make transfers from the 

circle to the other and bring staff are knowledgeable and know Top work and 

walking within the facility. 
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2.2 Section two: The importance and the role of the 

internal audit 

2.2.1 Benefits of Internal Audit 

Institute of internal auditor of USA gives following benefits of internal audit. 

1. Capture Fraud relating to money 

CA audits the company accounts after one year. This is big gap between 

happening of money fraud and its investigation. Internal auditor can check company 

accounts any time without any prior notice. So, there is good change to capture fraud 

and save company's money lose in such future frauds. 

2. Fix Accountability 

If internal auditor finds any mistake or error of accounting, he can fix the 

accountability of any officer or employee for this. In accounting department, there may 

be many sub-sections like inventory management department, debtor and creditor 

management department, portfolio department. Internal auditor can fix the responsible 

of that officer of sub-section who will did mistake originally. 

 

 

 

3. Special Research 

Internal audit spends his time to research the tools of more security of company 

accounts. His research will surely reduce mistakes and company can save from fraud 

due to lose of security of fund and money. For example, If Internal auditor sees money 

counting room is very near to guest room and it is chance that someone can rob it. So, 

internal auditor's research may help to keep money counting room far from guest room. 
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4. To Check Accounting Standard 

Internal auditor will check whether company accounts is following international 

accounting standards or not. With this checking, company account will become more 

consistent to international accounting standards. 

5. To Check Capital Expenditure 

Company's internal audit is helpful to check capital expenditure. Capital 

expenditure is big amount which is used for buying the fixed assets of company. 

Internal auditor will see whether responsible officer has bought profitable fixed asset or 

not. What is its cost? Is it competitive or not? 

2.2.2 The importance of internal audit in adding value:  

The internal audit function of the most important functions that are characterized 

by modern companies where indicated some researchers to be one year from the 

equivalent of internal audit work of three years from the external audit. (Institute of 

Arab Accountants A, 2001, p 226) 

The main and strategic purpose of internal audit is adding value for company 

through increasing the development of activities which achieve the company goals and 

decreasing the risk of operation. The purpose of adding value from the internal audit 

leading the researchers to determine who are the beneficiaries of internal audit services. 

.(c,2004) To see the added value resulting from internal audit is required to determine 

the following matters: -(Khalil, 2003, p 410) 

1-Identify stakeholders in the organization (internal / external) and thus stakeholders in 

the internal audit function. 

2-Determine the expectations of those parties and the internal audit function and what 

can add value. 

3-Determine the energies and resources for add value approach. 
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4-Skill assessment and audit function activities commensurate with the value-adding 

approach. 

When the recipient of Internal Audit Services was a senior management over the 

fact that the Internal Audit represents the eyes and ears of administration it was 

contributing to add value by ensuring the full protection of the assets and ensure 

compliance with laws and regulations across the offerings of recommendations to senior 

management. In particular, but while this function evolved and became the beneficiary 

of this function as well as services to the senior management of each of the Board of 

Directors and the Audit Committee emanating from it has become this function add 

value by improving the efficiency and effectiveness of the work and give confidence to 

the financial information and data and is financial and ensure senior management's 

commitment to the requirements of sound governance and management, and this is what 

made the beneficiary Services and internal audit function beyond even the Audit 

Committee and the Board of Directors to include external auditor, shareholders, 

customers, suppliers, and financial markets in the sense of all related parties the 

relationship of the company, which constitute what might be called the value 

chain(Anderson,2004.p102). 

 

2.2.3 Objectives and scope of internal audit: 

Internal audit is an independent appraisal function established by the management 

of an organization for the review of the internal control system as a service to the 

organization. It objectively examines, evaluates and reports on the adequacy of internal 

control as a contribution to the proper, economic, efficient and effective use of 

resources. Routine checking of transactions by officers of the company should be 

regarded as part of internal control and not an internal audit function.   
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The definition issued by the Institute clearly determined the goals of internal  

audit . It set that "designed to add value and improve an organization's operations”. 

Internal audits provide a number of important services to company management. These 

include detecting and preventing fraud, testing internal control, and monitoring 

compliance with company policy and government regulation. Smaller companies may 

require these functions even more than large companies. A small business simply 

cannot afford employee fraud, waste, or a government fine. Establishing an internal 

audit function provides a vital step in the growth of a small business. 

The role of internal audit in the protection of established processes manipulation 

and fraud is an important and primary role, especially after studies indicated that the 

external auditor independent cannot detect all cases of fraud and manipulation in the 

financial statements due to the lack of presence permanently in the project and its 

reliance on statistical sampling rather than full examination, and thus became internal 

auditors are able to protect the facility that works out of the manipulation of assets and 

operations that no one are capable as them. (Anderson,2004) 

To achieve full effectiveness the scope of the internal audit function should 

provide an unrestricted range of coverage of the organization’s operations, and the 

internal auditor should have sufficient authority to allow him access to such records, 

assets and personnel as are necessary for proper fulfillment of his responsibilities. 

(Auditing Guidlines,2004,p2) 

The external auditors have to express an opinion on accuracy and fairness of 

financial information. The scope of internal audit is much wider than statutory/external 

audit. It should ideally cover all the organization’s activities. They include:  

 Financial audit –accuracy, completeness and fairness of financial statements 

 Operational audit- effectiveness and efficiency of operations 
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 Safeguarding of assets 

 Review of projects 

 Management audit 

 Fraud detection- developing fraud exposures for every audit and detecting red 

flags 

 Review of effectiveness of internal control 

 Compliance with laws, regulations, policies and procedures 

 Preservation of ethical culture – monitor the ethical climate and report on red 

flags that may compromise ethics 

 Providing advice on reducing waste or inefficiency 

2.2.4 Internal audit quality: 

Company audits are performed for various reasons. An internal quality 

audit is done to determine the quality of goods processed in a company. 

During the audit preparation process, an internal quality audit checklist is 

compiled. This checklist is simply an audit plan. The findings of an audit 

lead a company to conduct actions to correct any negative issues found. 
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3 Chapter Three 

The role of internal 

audit in performance 

tuning 
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3.1 Section one: The role of internal auditor in 

designing and testing internal control: 

3.1.1 Internal Control: 

Internal control systems are fundamental to the success and survival of 

organizations.  They keep the organization on the rails.  But organizations sometimes go 

off the rails. The big financial scandals of recent years have highlighted the weakness of 

many companies’ control systems, increasing attention on internal audit and internal 

controls and their role in modern organizations. (Arena, et al 2006, p 275). 

Specially after agency problem that resulted  in the formation of the Committee 

of Sponsoring Organizations of the Tread way Commission (COSO). The Institute of 

Internal Auditors defines internal control after COSO as follows: 

Internal control is a process, effected by an entity’s board of directors, management and 

other personnel, designed to provide reasonable assurance regarding the achievement of 

objectives in the following categories: 

 Effectiveness and efficiency of operations 

 Reliability of financial reporting  

 Compliance with applicable laws and regulations  

(Committee of Sponsoring Organizations COSO of the Tread way Commission1992, p.9) 

Moreover, The Institute of Internal Auditors defines internal control processes 

as: Control Processes – The policies, procedures, and activities that are part of a control 

framework, designed to ensure that risks are contained within the risk tolerances 

established by the risk management process. 

Finally, the definition of internal control is comprehensive in that it addresses 

the achievement of objectives in the areas of financial reporting, operations, and 
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compliance with laws and regulations. It encompasses the methods by which top 

management delegates authority and assigns responsibility for such functions as selling, 

purchasing, accounting and production. From above definitions, designing process is a 

part of control processes that made by internal auditor. Also, internal control will not be  

effective without control environment, that defined as the following: 

The control environment consists of the actions, policies, and procedures that 

reflect the overall attitudes of top management, directors, and owners of an entity about 

internal control and its importance to the entity. To understand and assess the control 

environment, auditors should consider the most important control subcomponents. 

(Arens, et al 2010, p 295) 

To understand and assess the control environment, auditors should consider the 

most important control subcomponents. 

1-Integrity and Ethical Values 

2-Commitment to Competence 

3-Board of Director or Audit Committee Participation 

4-Management’s Philosophy and Operating Style 

5-Organizational Structure 

6-Human Resource Policies and Practices 

(Arens, et al 2010, p 296-297) 

3.1.2 Fraud Detection by Internal Auditor: 

Another way of evaluating the work of internal auditors is to examine how well 

they detect errors within an organization and there has been limited research on this 

topic. One study on this topic found the number and magnitude of errors requiring 

adjustment by the external auditor have been found to be substantially lower for entities 
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that had an internal audit department compared to those that did not have an internal 

audit department (Arena, et. Al,2006.p15) 

More recently, the role of auditors in detecting fraud as well as errors has 

received greater emphasis. In Australia additional requirements were imposed on 

external auditors to consider the possibility of fraud when conducting an audit under 

AUS 210 (Australian Accounting Research Foundation [AARF] 2004) and more 

recently ASA 240 (AUASB2006). It is reasonable to expect that this increased emphasis 

on fraud awareness and detection affected the internal auditors’ duties as well. Even 

back in the late 1990s, there is evidence that this was occurring in Australia as a survey 

found that fraud detection was being included in internal audit work (Pickett,  2005). 

Factors to commit fraud which grouped into Fraud Triangle as shown in figure 

below: 

1. Incentives/Pressures. Management or other employees have incentives or pressures 

to commit fraud. 

2. Opportunities. Circumstances provide opportunities for management or 

employees to commit fraud. 

3. Attitudes/Rationalization. An attitude, character, or set of ethical values exists 

that allows management or employees to commit a dishonest act, or they are in 

an environment that imposes sufficient pressure that causes them to rationalize 

committing a dishonest act. 

An essential consideration by the internal auditor in uncovering fraud is identifying 

factors that increase the risk of fraud. 



 

18 

 

 

 
Weak internal controls create opportunities for theft. So internal auditor must take in 
consideration these factors in order to detect fraud. 
 

3.2 Section Two: Risk management and internal auditing 

3.2.1 The concept of risk and management techniques: 

The researchers acknowledge that the risk management process and evaluate and 

deal with them is something very important to the success and continuation of the 

business but the debate about the mechanisms and appropriate ways to do so, especially 

the process of measuring these risks (Kinney, Jr,2004,P134) , Has considered the risk 

management process by surveyor conducted (KPMG) in eight European countries is a 

vital element and an important component of corporate governance and it adds 

significant value to the company and considered Sarens and De Beelde as an important 

component of strategic management and an important lever for competitive advantage 

(De Beelde and Sarens,2005). The Selim and McNamee defined the risks as "a concept 

used to express uncertainty about the events and / or results that can have a substantial 

impact on achieving the goals and strategies of the organization" (Selim and 

McNamee,1999,P57) . 
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The number of both (Kinney, Jr, 2004,p131) and (Bakri, 2005, p126) types of risks 

surrounding the entity thus: - 

 (External Environment Risks) : 

The threats include external factors such as alternative goods and change in the 

tastes and preferences of customers, competition, legal and political changes and 

the availability of labor and capital. 

  (Business Process and Asset Loss Risks) : 

And include the risks of doing business is not efficient and effective in the field 

of finance, transportation and marketing, as well as the uncertainty of the 

organization's ability to achieve an adequate return on assets or a cash flow 

problems as well as the risk of loss of assets, including intangible assets such as 

a company's reputation. 

 (Information Risks) : 

The risks include the use of misleading information and inaccurate and 

inappropriate in decision-making. 

  (Financial Risks) :  

These risks lies in the inability of the Organization to meet its financial 

obligations to third parties or malfunction in the financial structure, such as 

over-expansion of lending or borrowing. 

It was concluded a survey carried out in Malaysia through the Institute of 

Internal Auditors Malaysia (IIAM) and institution Malaysian Corporate Governance 

(MICG) and Ernst & Young that the internal auditor is best understood and appreciated 

the work of established and contributes significantly and advisory role in reducing the 

risks and that this in turn maximize shareholder wealth (Felix, et al , 2006) . This clearly 

indicates the internal auditor's role in identifying and assessing risks to the organization 
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depending on the relative importance of and participation in improving risk 

management and control systems. 

Institute of Internal Auditors has defined risk management as: - 

"A process to identify assesses, manage, and control potential events or situations, to 

provide reasonable assurance regarding the achievement of the organization’s 

objectives." (IIA, 2004, P28). 

This shows that the risk management process include the identification, 

assessment and management and control potential events and existing conditions to 

provide reasonable assurances and guarantees toward reaching the goals of the 

organization. And used by companies and organizations usually for a variety of means 

to minimize and deal with the risks that direction, for example, insurance contracts and 

various control systems , Where indicated that when it is impossible or difficult to 

censor some of the risks they are insured or search for a bigger 

return when the stakes are higher and the risk management process from the point of 

view (Kinney, Jr,2004,P141) Include the following seven elements: 

1-  (Environment) . 

2-  (Event identification) . 

3-  (Risk assessment) . 

4-  (Response) . 

5-  (Control activities) . 

6-  (Information and communications) . 

7- (Monitoring) . 
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3.2.2 The role of internal audit in risk management: 

It is sure that the internal audit plays a central role in dealing with the risks as 

indicated IIA to the assessment and management of risks is within the duties and 

functions of the internal auditor, where the text of Standard No. 2110: 

"The internal audit activity should assist the organization by identifying and evaluating 

significant exposures to risk and contributing to the improvement of risk management 

and control systems." (IIA,2004,P16). 

He also noted that standard Executive Director of Internal Audit Department to 

develop plans to audit depends on the degree of perceived risk in prioritizing the 

activities of the Internal Audit Department and therefore consistent with the overall 

objectives of the organization where noted (Pickett , 2004, p171) that the internal 

auditor must develop his own understanding about the risks that may prevent the 

organization to achieve its goals and then prepare a plan with how to face and mitigate 

the effects of this risk cannot be avoided altogether. 

The modern definition and the new concept of internal audit clearly indicates the 

role of the internal auditor in the risk management and focus recent literature in the field 

of internal audit on risk management as within the scope of the internal audit where he 

participates internal auditor in this process as indicated standard risk management that 

may vary auditor's role internal from one institution to another. 

Summed framework efficient internal audit issued by the Institute of Internal 

Auditors that the role of the internal auditor is structured in three main areas which help 

managers to assess the risks and help them in how to respond and deal with these risks 

and then provide the Audit Committee to ensure the objective of the success of the 

organization in dealing with the risks (Pickett,2004,p265)  

The practice may include the role of the internal auditor of all or some of the following: 
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 Focus the work of the internal auditor to significant risks, which have been 

identified by management, and review the risk management processes within the 

organization. 

 Give confidence in risk management. 

 Provide effective support and participate in the risk management processes. 

 Facilitate activities to identify and examine the dangers and educating workers 

to risk management and internal audit . 

 Coordinate the preparation of the risk report to the management Council and the 

Follow-up Committee of the Interior. 

 

So it's for the purpose of determining the most appropriate role for a specific 

institution, internal audit must make sure not to breach of the professional requirements 

for the achievement of independence and objectivity. 

 

A study (Pickett, 2004, p265) that before the internal auditors great challenge on 

risk management and is to help management to identify hazards surrounding business 

and help them to respond to these risks by the selection and ultimately provide 

confirmation of the Audit Committee that the organization had to confront these 

dangers efficient required or not. The most important risks that internal auditor shall 

evaluate and participate in the analysis and management (Badran, et al , 1994 ) . 

1- Inaccuracy of financial and operational information. 

2- Failure to follow the policies, plans, procedures and laws. 

3- Loss of assets. 

4- Use is not economic and is not-efficient resource. 

5- Failure to achieve the goals set. 
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There is sure that the role of the internal auditor in the face of previous threats is a 

safety valve to avoid financial failures, especially if these risks intentionally created 

where one study indicated the weak capacity of the external auditor to detect cases 

intentional fraud ( Mensah , et al,  2003). 

It already conclude that the internal audit needs to study and identify and assess the 

risks to be working then on the two main first is management support directly through 

the initial reports of views related and the second taking risk factors into account when 

developing the audit plan and focus and intensify actions in areas characterized by high 

risk around. 

3.3 Section Three: The relationship between internal 

auditing and evaluation of efficiency and effectiveness: 

3.3.1 The concept of measuring efficiency and effectiveness: 

It is sure that the financial community in an urgent need to review the efficiency, 

effectiveness and performance evaluation and so look for obstacles in the operational 

process and propose solutions appropriate corrective where that steadfastness in the face 

of global competition requires optimum utilization of available resources and access to 

comprehensive quality (Bakri, 2005), As well as the fact that the measurement and 

evaluation of efficiency and effectiveness, which is managed by the facility as a whole 

or units partial by a loophole in the rules which is not attributable clearly to one entity 

and therefore there is the absence of the responsibility for this matter trying different 

parties dislodge itself from the external auditor to management . 

The most appropriate from the standpoint of researcher is assigned the task of 

internal auditor and that because of the constant presence within the project and 
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permanent briefed on the activities at the facility and how to manage them, which 

generates has experience could otherwise be used in this area . 

And see (Bakri, 2005) that the assessment of managerial performance means 

scrutiny and independent and systematic of all or part of the process or activity or 

program in order to evaluate the effectiveness of four basic elements is the commitment 

and the economy, efficiency and effectiveness and then work to improve the 

effectiveness and development and indicates that the added value of the facility is the 

measure of financial availability of these four elements, the researcher believes that the 

added value that is measured after the performance no matter what its quality is a 

measure of the later and the internal auditor has to verify this performance in advance 

and during the work, which requires him to use performance standards quantitative and 

qualitative . 

He knew (Bakri, 2005) Review Hits as sure to bring an action or activity goal 

according to plan in advance and this is what requires to be goals that you want the 

organization to achieving pre-defined and in all departments and at all aspects of the 

activity, as defined Revision efficiency as the audit focused on making sure to achieve 

maximum output using the least amount of inputs or resources and the required quality . 

3.3.2 The role of the internal auditor in the measurement of efficiency 

and effectiveness: 

We have led the recent developments in the internal audit to call for a greater 

role for the Internal Auditor in the process of measuring the efficiency and effectiveness 

of all project activities and calls for synagogues professional a greater role for the 

Internal Auditor in this area and through increased its role in auditing the administrative 

and auditing processes and on top of these synagogues, the IIA as explained accredited 

to the definition of the Institute that the objective of the internal audit is mainly 



 

41 

 

 

designed to add value and improve the organization's operations  (IIA,2004) , As 

pointed out by the International Federation of Accountants, which stipulates 

international auditing standards that the scope of the internal audit review of the 

economic viability of operations, efficiency and effectiveness, including non-financial 

controls of the test facility as well as financial and operational information , He noted 

the Arab Society of Certified Accountants that there has been a logical progression in 

the internal audit function, an activity assessment and to assist management in its 

judgment on how to implement the various activities within the facility (Institute of 

Arab Accountants) . 

Badran has indicated (Badran, 1994) that the scope of the internal audit includes 

examining and evaluating the adequacy and effectiveness of performance and that 

includes the following :- 

1- Reviewing the reliability of financial and operational information and integrity . 

2- Review systems in place to ensure compliance with policies, plans, procedures, 

laws and regulations that have a material impact on operations and reports . 

3- Review and means of maintaining the assets and verify the existence of those 

assets. 

4- Assess the efficiency of the use of the resources used. 

5- Review processes or programs to make sure that the results are consistent with 

the objectives set and to make sure that the programs implemented according to 

plan. 

Institute of Arab Accountants has indicated that the internal auditor to achieve the 

above objectives, he must undertake a comprehensive review of each of: - 

1- Attributed to the efficiency of individuals . 

2- Review Section productivity . 
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3- Revision production quality . 

4- Review costs . 

5- Review the volume of production and work . 

6- Review the quality of financial reporting and flow . 

Where it answers the internal auditor at the end of its audited on the following question:  

-Do you justify spending goals? Is expense compatible with management decisions? 

According (Khalil, Abdel Latif Mohamed 2003) Standards descriptive and 

quantitative criteria in the examination and evaluation of management performance and 

intended standards descriptive what should be the quality of management performance 

plus social responsibilities and the legal and regulatory management in the sense that 

reflect these standards what should be the administrative performance for these 

responsibilities, while quantitative criteria are those characterized by the possibility of 

standards subjected to measurement of in-kind and / or financial and a reasonable 

degree of accuracy criteria such as cost and financial ratios and planning budgets. 

The researchers point out in this regard that the management of the economic unit is 

responsible for setting operating standards for measuring the economic use of resources 

(Khalil, Abdel Latif Mohamed 2003), and this is done by through to build on a strategy 

established where companies are translated (Rittenberg, et la, 1997) vision and mission 

into sub-business strategies are realistic and the possibility of investigation in the light 

of Available resources of capital and the human element and other strategic Through 

these data are devising sub-sub-goals that are measurable MERCHANTABILITY 

achievement and here begins the role of the internal auditor in the subject where Asare 

refers to the internal auditor shall be responsible for determining Next: (Asare,et la 

2008): 

1. Operating standards exist to measure the economic and efficiency of operations. 
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2. Understandable that these criteria have been working out. 

3. That deviations from these standards have been telling specialists and that 

corrective actions have been. 

4. Implementation audits associated with the economic and efficient use of 

resources. 

5. Statement misuse of resources and facilities. 

They also indicates (Asare,et la, 2008) that the role of the internal auditor may 

exceed it to: - 

1. Suggest some methods to use those resources in the light of the objectives set. 

2. Study the needs of departments and activities and processes in preparation for 

the allocation of those resources optimally. 

3. Study additional requirements for the workforce and underemployment 

situations. 

The researcher believes this to be the internal auditor previous matters that may 

affect the independence of where he must maintain its independence through non-

participation to the work of the executive is reviewed. 
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4.1 Introduction: 

This chapter describes the methodology that will be used in this research, the 

adopted methodology to accomplish this study uses the case study about internal 

auditing in Bank of Palestine. Using all methods requiring to obtain information about 

our case such as discussions, interviews and description. 

4.2 About Bank of Palestine:  

Historical background: 

Bank of Palestine (BoP) is the first and largest bank with a well-diversified 

branch network of 48 branches in the Palestine, and a paid up capital of $120 million 

and assets of over $1.65 billion. Established in 1960, BoP has successfully expanded its 

presence and operations throughout the country and now has 1,200 employees serving 

more than 500,000 customers. BoP has around 20% market share of deposits and credit 

facilities in Palestine. Operating as a universal bank, BoP is engaged in retail, corporate, 

SME and Micro banking operations, with the largest card processing operations in 

Palestine. BoP is the sole agent for issuing and acquiring Visa and Master Card in 

Palestine with over 5,000 Point of Sale stations nationwide.  

Bank of Palestine’s stock (PEX: BOP) has been listed on the Palestine Exchange 

(PEX) since 2005. It is among the market’s blue chip stocks, and represents around 13% 

of total PEX market capitalization. 

 In 2007 BoP established a brokerage subsidiary, Al Wasata Securities, 

providing customers with trading access to stocks listed on the Palestinian Stock 

Exchange and regional markets, with offices in Gaza and Ramallah. In less than three 

years Al Wasata Securities has rapidly grown and is the 2nd largest brokerage company 

in Palestine out of 9 companies. And in 2011, the bank established another subsidiary, 
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PalPay, which is a company that provides electronic payment solutions, where clients 

will be able to pay different types of utility bills and top up their mobile phones, through 

the bank’s network of over 5,000 Point of Sale stations spread throughout Palestine. 

Vision: 

It seek to be an outstanding financial institution operating throughout the region. 

Mission: 

It is a leading financial institution that strives to raise the standard of banking 

services and works towards maintaining technological advances in the banking sector. 

The bank participates in the development process according to international standards of 

best practice. 

4.3 Interview details : 

As one of the biggest listed companies in the Palestinian stocks market Bank of 

Palestine in regard to the value of assets and equity and the excellent liquidity position it 

tends to have very strong and integrated Internal auditing department which lead to 

successful and effective control over all the suspected areas in an objective and 

independent manner so the objectives of the internal auditing  job in any organization. 

In an interview with Mr.Rushdi Alghalayini to apply the concepts that have been 

undertaken through our research we focus on main parts to be discussed to put the lights 

on the weaknesses and strengths of the internal auditing job in the biggest bank in the 

banking sector in Palestine. 

First, we start by asking about whether the internal auditor is supplied on timely 

basis with the data and documents needed for the completion of the work and the 

answer was there is a general authorization from the management of the bank to flow 

the information to the financial jobs handlers at any level ranging from the accountant 
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to the financial manager and of course the internal auditor these documents could be ( 

Random sample of checks, selected accounts in different types, some reports regarding 

the employees rewards and salaries…etc). 

Then, we moved to controversial area which is the competence of the internal 

auditing department personnel we obtained a fact that the people working in this domain 

need a lot of training as most of them come from accounting background which should 

be adjusted when it comes to the auditing job and that’s why the bank conduct several 

training sessions and workshops in a special place for the bank to achieve this goal in 

addition to a course given to the university students in specific periods to train them on 

working in this job in the future. 

Regarding the standards and guidelines used by the internal auditor Mr.Rushdi 

Alghalayini  confirmed that bank of Palestine like any institution working in Palestine 

follow the instructions in the international standards for the professional practice of 

internal auditing issued by the institute of internal auditors as it’s used around the globe. 

In another stage of this interview a very important topic was taken down to the 

dialogue which is the internal auditing and it’s role in the risk management process and 

as the manager of risk department Mr.Rushdi confirmed that the bank is continuously 

trying to prevent any potential risks through coordinating with the different departments 

including one critical department no doubt it’s the internal auditing one. 

One major risk is the deterioration in the stock price as Bank of Palestine known 

of the stability in this regard, the role of internal auditing department here is to send 

signals when it’s necessary about this issue so appropriate actions would be taken, 

another major concern is the normality of the transactions and the nonexistence of 

potential fraud which is the main task of the internal auditor by taking two important 

steps: 
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1-Highlight the area of potential fraud so it will be detected and prevented properly. 

2-Report to the interesting parties inside the bank to take the suitable courses of action.  

In this regard Mr.Rushdi Alghalayini added that Bank of Palestine adopts a 

strategy of continuous amendment of the whole plan by which the internal auditing job 

works so it can catch up with the improvements on this job to take to a better level that 

would increase the integrity and credibility of the financial reporting, the internal 

control system and the compliance with laws and regulations. 

4.4 Bank of Palestine Audit Committee : 

4.4.1 Introduction: 

The following sequence is a summary of the main issues of the committee of 

auditing in Bank of Palestine: (Bank of Palestine) 

-Roles and responsibilities of the committee 

-The committee formation 

-Procedures of the committee work 

-Other practices 

The regulations in the charter of the auditing committee are obligatory for Bank of 

Palestine, based on the conditions and requirements mentioned in the guidelines 

criteria and other regulations from the Palestinian Capital market Commission, the 

monetary authority and status and rules of procedures of Bank of Palestine. 

A-1 General Roles and Responsibilities of the committee: 

The committee's role is to help the board follow up the tools of financial 

monitoring of the bank, with focus on: 

1. The impartiality of tools of inspect and internal audit and safeguard of the 

financial audit of the bank, as well as its external audit. 

In order to do its role effectively, the committee has the following authority and 
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responsibilities: 

- Review the internal monitoring systems of the bank. 

- Review the reports of the inspection, monitoring and internal audit section, and 

the commitment and discipline including the financial and other issues, as well as 

the corrective actions and ways of controlling the risks that the bank encounter. 

- Review the accuracy of the financial lists submitted to the board members, 

contributors and other users. 

- Review the commitment of the Bank towards the rules, regulations, systems and 

instructions provided by the monetary authority and rules of the bank board, along 

with the other legislations in Palestine. 

- Review the annual and quarterly financial documents of the bank and other 

financial information submitted to the board members and the contributors. 

- Review the plan of the external audit and make sure that the plan has all the bank 

activities. 

- Guarantee the accuracy and impartiality of all accounts and abide by the rules and 

regulations of the bank. 

- Develop the criteria of expressing opinion and criteria of transparency, to be 

submitted to the board members of the bank for approval. 

- Review the notes and comments in the reports of the monetary authority and 

follow up the procedures implemented, as well as to assure they are being 

implemented and provide recommendations for the board members. 

- Coordinate with the facilitating and risks committee to discuss the financial 

performance of the bank. 

- Do a study of the applied financial system of the bank and provide 

recommendations for improvements, and to make sure that the recommendations 
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match the situations in a just way and not record any false information. 

- Apply a system that allows employees to report secretively their fears and 

concerns about possible violations, in a way that would allow to investigate those 

violations independently and to follow them up without those who reported being 

exposed to abashment or punishment from their boss, or to be treated badly from 

their colleagues. The monitoring and audit committee is responsible for monitoring 

the implementation of such procedures. 

- Connect the board members with the external audit, and with the internal audit, 

and connect the internal audit with the external audit. 

- Follow up the commitment of the bank to the regulations of the professional 

behavior. 

- Inform the board members of the topics that need an urgent and immediate 

intervention and provide recommendations for remedial procedures. 

- The committee provides reports to the board members regarding everything 

related to its specialty, so the board members will be able to monitor the bank 

management and provide authentic and documented information for the 

contributors. 

- Do any activity related to the charter if the board members request or once needed 

according to the regulations of the bank. 

A-2 Specific Responsibilities: The internal audit and the function of the 

internal auditing 

The committee if review and auditing is responsible for the following: 

- Supervise the quality and efficiency of internal monitoring tools in the bank in 

cooperation with the financial manager of the bank, the internal auditing, the 

inspection and monitoring section and other related parties. 
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- Review the preparation, implementation and results of the annual work 

program of inspection and monitoring section, the internal audit of the bank, 

besides any activities implemented and not related to the annual program 

through the cooperation with the internal audit of the bank. 

- Review the hierarchy, responsibilities, staff, resources and functions of 

inspection and monitoring section and the internal audit of the bank in 

cooperation with internal audit, and to submit a report to the board members 

concerning the review. The report should include the annual evaluation of the 

performance and qualifications of the manager of inspection and monitoring 

section. 

- Hire and evaluate the performance of the rest of cadres of the sections 

mentioned above based on a recommendation from their managers and identify 

their salaries and annual promotions. 
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5 Chapter Five 
Results & Recommendations 
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5.1 Section one: Results 

The research investigates the role internal audit in achieving the objective and 

enhancing bank's performance and summarizes the following conclusions based on the 

created case study and findings: 

1-The existence of the audit department is vital and necessary, so that it’s being 

provided with all the resources needed to achieve a high quality in this job. 

2-There is a necessity to train and develop the skills of the employees working in this 

area in the Palestinian companies so they can catch up with the development on this job 

around the globe. 

3-The internal auditing department is given the time and resources to hunt any potential 

risks surrounding the working environment in the Palestinian companies as a trust in the 

importance of this job to the achievement of the high quality in every task being done. 

4-the effectiveness and efficiency of the internal audit job depends mainly on the degree 

of coordination between the different departments, the more the coordination the better 

the outcomes. 

5-The internal auditors work in an objective and independent manner from the 

management to achieve the objectives of this job of providing fair and reliable 

information to the different users and related parties. 
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5.2 Section two: Recommendations 

According to the findings of this study we can give some suggestions, might be 

they can help managers in the banks that listed at Gaza if they use them effectively. 

1-It is necessary to teach internal audit, internal control and risk management in 

university as separate course in bachelor degree. 

2-The management of bank of Palestine should create communication channels with 

Institute of Internal Auditors (IIA). 

3-The role of internal auditor should be expanded to involve all the activities of the 

bank not routine activities only. 

4- Training courses for employees about update standards of internal auditing should be 

created periodically. 

5-Top management of bank have to create performance measurements which used by 

internal auditor for evaluation of performance. 

6-It is necessary to response by management to the internal audit report about risks that 

will be reduced. 

7-The planning of internal auditing should be discussed and evaluated by audit 

committee. 

5.3 Section three: Suggestions for future research: 

-The role of internal auditing in the detection and prevention of financial fraud in the 

Palestinian companies. 

-The importance of internal auditing in the assessment and evaluation of the internal 

control system in companies Palestinian. 

-The relationship between risk management and internal auditing. 
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