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INTRODUcTION

Since 2009, The IIA’s Audit Executive Center has conducted semiannual Pulse of 
the Profession surveys to assess the state of the internal audit profession in North 
America and identify trends and emerging issues in the internal audit profession and 
its stakeholders. The 554 CAEs and others in audit management roles — 126 with 
companies identified as among America’s 500 largest by Fortune magazine — who 
responded to this ninth Pulse survey appear generally positive about their functional 
and administrative reporting relationships, their ability to focus audit’s efforts on the 
most significant risks facing their organization, and the staff and budget resources at 
their disposal.

“Overall, 2013 is shaping up as a strong year for the profession,” says IIA President 
and CEO Richard Chambers. “Despite the continued slow pace of economic recov-
ery and a flurry of regulatory activity, most internal audit functions indicate they are 
well positioned and adequately resourced to add critical value to their organization.”

It is especially noteworthy, Chambers says, that “growing numbers of CAEs are 
reporting to levels within the organization that will enhance the organizational inde-
pendence and stature of the internal audit function, more audit plans are reflecting 

SURVEY RESUlTS AT-A-GlANcE

The IIA Audit Executive Center’s spring 2013 Pulse of the Profession survey yielded six headline findings:

1. A substantial majority of CAEs report functionally to the full board or its audit committee and administratively to the 

CEO or the CFO (with an elevating shift from the CFO to the CEO).

2. Many CAEs have more staff and budget resources at their disposal in 2013 than in any other year of the post  

financial-crisis era.

3. The focus of audits largely aligns with the risks now facing organizations — most notably toward those arising from 

compliance with laws and regulations, the adoption of emerging technologies, and with an increasing proportion toward 

strategic risks and risk management assurance.

4. The staff skills most sought by CAEs correspond to shifts in their audit focus.

5. The CAE rotation model adopted by many organizations may create independence and objectivity risks the audit  

committee should consider and, if needed, address.

6. Opportunities remain — some of them, arguably, with CAEs as the catalyst — to strengthen an organization’s tone at 

the top.
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the importance of strategic risk and providing risk management assurance, and more 
diverse skills are being sought to tackle the dynamic and increasing challenges most 
organizations face. For internal audit, the time is now. It is time to seize the opportu-
nities that are being afforded.”

In keeping with The IIA’s long-standing tradition of exploring emerging issues that 
could — and in some cases should — evolve the practice of internal auditing, this 
survey report begins by exploring the reporting lines and stature of CAEs in North 
America — and how and why they have been changing. This is followed by the  
second special focus area, ethics — notably the role CAEs might appropriately play 
in helping their organization strengthen its tone at the top as well as influencing 
ethics and enhancing practices, such as the development and communication of 
values statements.

Doug Anderson, finance director and former CAE at Dow Chemical and vice chair 
professional practices of The IIA’s Global Executive Committee, explains that “CAEs 
cannot be spectators where their organization’s ethics are concerned. They have to 
be active players. They have to be champions.” Anderson further states, “When they 
see that their organization’s values are not being lived up to systemically, they have 
to become vocal participants in trying to rectify that. When it comes to upholding 
organizational ethics and values for internal audit and especially for CAEs, it cannot 
be a spectator sport.”
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SURVEY DEMOGRAPHIcS

The 554 CAEs and others in audit management roles who responded to The IIA Audit Executive Center’s spring 2013 
Pulse of the Profession come from North American organizations that vary widely in type, size, and industry sector.

Publicly traded companies comprise a plurality of respondent organizations (41 percent). However, a substantial 24 percent 
are privately owned businesses and 23 percent are government entities.

Although 126 respondents work at companies identified as among America’s 500 largest by Fortune magazine, many others 
are employed by smaller organizations. In fact, the annual revenue of most respondent organizations (39 percent) is be-
tween US $1 billion and US $10 billion.

Respondent organization staff sizes also vary widely from one to five auditors (45 percent) to more than 100 (2 percent), 
with the plurality (36 percent) employing between two and five auditors. The majority of Fortune 500 respondent organiza-
tions (30 percent) have audit staff sizes of 21 to 50.

By far the largest number of respondent organizations (18 percent) are engaged in financial services or real estate. Other 
leading participant organizations of the more than 27 industries represented are insurance, manufacturing, and  
education (8 percent each), and health care (7 percent).
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ElEVATING OUR STATURE 

The IIA’s International Standards for the Professional Practice of Internal Auditing 
(Standards) require internal audit functions to be independent, free from conditions 
that threaten the ability of CAEs and their staffs to fulfill their professional respon-
sibilities in an unbiased manner. The Standards say such independence can best be 
achieved through a dual CAE reporting relationship — functionally to the board of 
directors and administratively to senior management. In fact, since January 2009, 
The IIA’s strongly recommended Practice Advisory 1110-1 – Organizational Inde-
pendence goes so far as to suggest that the CAE “reporting … administratively to the 
chief executive officer, facilitates organizational independence.”

For much of the history of the profession, achieving these uppermost-level reporting  
relationships was more easily written in guidance than achieved in practice. But 
times have changed.

The turn of the century brought with it a spate of corporate governance scandals 
— perhaps most notably the financial reporting frauds at now-defunct Enron and 
WorldCom. And about five years ago, the failures of Lehman Brothers Holdings and 
other large financial institutions triggered a financial crisis that, in turn, sparked a 
global recession. Governments responded to these and other governance debacles 
with a rush of laws such as the U.S. Sarbanes-Oxley Act of 2002 and the U.S. Dodd-
Frank Wall Street Reform and Consumer Protection Act of 2010. Additionally many 
private- and public-sector bodies developed voluntary or binding governance best 
practice guidance such as the “Supplemental Policy Statement on the Internal Audit 
Function and Its Outsourcing” issued in January 2013 by the U.S. Federal Reserve.

Such corporate governance debacles and attempts to preclude further transgres-
sions are prompting increasing numbers of organizations to elevate the stature of 
their internal audit functions to the reporting level prescribed by IIA Standards and 
strongly recommended by IIA practice guidance. In fact, the responses to the spring 
2013 Pulse survey indicate this has become the prevalent reporting model for North 
America-based organizations.

Table 1 shows that the majority of CAEs overall and those in Fortune 500 respondent 
organizations — 76 percent and 80 percent, respectively — now report functionally 
to the full board or its audit committee. Similarly, 70 percent of participating CAEs 
overall and 75 percent of Fortune 500 participants indicate their organization’s CAE 
currently reports administratively to the CEO or the CFO. These results coincide 
with a year-over-year shift toward CAEs reporting administratively to the CEO rather 
than the CFO, particularly in companies outside of the Fortune 500.
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However, CAE functional reporting to the board or one of its committees is not yet 
a universal practice. One-fourth of all respondents and 20 percent of Fortune 500 
participants indicate their organization’s CAE reports to an executive inside the 
company — adversely impacting, at a bare minimum, the appearance of the role’s 
independence.

“Among the abundant good news in this survey is that the percentage of CAEs who 
report as high as possible within their organization — specifically to directors and to 
the CEO — appears to have increased substantially over the past 10 years,” Chambers 
observes. “For example, my experience tells me that when Sarbanes-Oxley was enacted, 

less than 20 percent of CAEs reported administratively to their organization’s chief 
executive. Now, one-third does, and I believe the percentage will continue to grow in 
the coming years.”

Some internal audit stakeholders, notably government regulators, also have recently 
concluded administrative reporting to the CEO best positions internal audit to  
operate without undue interference. For example, the Federal Reserve’s recent guid-
ance to U.S. banks with assets of $10 billion or more — which Chambers and other 
observers predict will be more widely adopted as “best practice” over time, regardless 

Table 1. current Internal Audit Reporting Relationships

fUNcTIONAl ADMINISTRATIVE

All Respondents Fortune 500 All Respondents Fortune 500

full board of Directors 3% 6% 2% 2%

Audit committee 73% 74% 8% 11%

chief Executive Officer 10% 7% 33% 27%

chief financial Officer 6% 9% 37% 48%

General counsel 1% 0% 6% 5%

chief Risk Officer 0% 0% 2% 0%

chief compliance 
Officer

1% 0% 2% 1%

Other 6% 4% 10%* 6%

*The majority of these respondents report to government and elected officials, with the remaining third reporting to Accounting or finance.
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of industry sector — requires that “if the CAE reports administratively to someone 
other than the CEO, the audit committee should document its rationale for this 
reporting structure, including mitigating controls available for situations that could 
adversely impact the objectivity of the CAE.”

However, Richard Anderson, clinical professor at DePaul University in Chicago and 
former managing partner for PricewaterhouseCoopers LLP’s internal audit services 
practice, observes that reporting administratively to the CEO, rather than the CFO 
or other appropriate C-suite executive, while positive overall, can be a two-edged 
sword. “In my experience, those CEOs and CFOs handle internal audit differently in 
two critical aspects,” Anderson says. First and not surprisingly, oftentimes the CEO 
takes a much more strategic perspective. “Accordingly, the CAE must have that kind 
of perspective when interacting with the CEO or risk getting marginalized,” he says.

Second and less apparent, CFOs are more accustomed to getting actively involved in 
fixing issues raised by internal audit. “As one CFO used to quip, ‘just tell me who I 
have to yell at,’” DePaul University’s Anderson says. “On the other hand, while CEOs 
expect people to keep them informed, they also expect and value people who bring 
them not only problems but also bring them solutions.” Therefore, he concludes, 
CAEs who report to the CEO not only must surface the right issues at the right level, 
they also “have to bring strong, practical recommendations on how to fix any material 
problems and possibly take a leadership role in resolving them.”

Chambers agrees that although “there is no magic answer” to the question of whether 
administrative reporting to the CEO or CFO is most appropriate, he maintains that 
“the higher up in the organizational structure a CAE reports, the more objective that 
individual can be in overseeing audits of tough areas of responsibility and the more 
independent the internal audit function becomes (at least from third-party’s perspec-
tive).” He adds that reporting to the chief executive can “enhance the credibility of 
the CAE and the internal audit function across the rest of the organization.”

Chambers also has cautionary words for the substantial number of CAEs who have 
attained their position as the result of their participation in a high-potential employ-
ee training program. Often under such programs, finance employees rotate into the 
CAE role for three- to five-year periods and then return to finance at another, usually 
higher, level.

Some CAEs who have rotated into the role from the finance function “have been tre-
mendous change agents,” Chambers acknowledges. “Having not spent their careers 
in internal audit, they brought fresh and innovative perspectives to risk assessment 
and the audit-planning process.” He also acknowledged that many are taking their 
newfound roles very seriously and demonstrating a strong commitment to the internal 

“cAEs who report  
to the cEO have to  

bring strong, practical  
recommendations on  
how to fix any material 
problems and possibly 
take a leadership role  
in resolving them.”

—Richard Anderson,  
Professor, DePaul University
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auditing profession by benchmarking with peers, joining The IIA’s Audit Executive 
Center and pursuing the Certified Internal Auditor® credential.

However, with annual audit plans still typically comprising a substantial percentage 
of finance-related engagements, Chambers says what keeps him up at night is fear 
that a CAE who is temporarily rotating through the function will make a catastrophic 
error — purposefully or, perhaps, subliminally due to what he refers to as a “blind 
spot” — influenced by his or her past and likely future relationship with the CFO 
or other executives in the company. “My overall fear would be that over the coming 
decade, the cumulative effect of the risks arising from the rotation model will create 
substantial challenges for individual companies and cumulatively for our profession,” 
Chambers says. 

To mitigate those risks, he offers five potential governance safeguards:

1. The audit committee should understand the advantages, disadvantages, and risks 

of the rotational model, and be engaged in the selection and evaluation of the CAE.

2. The audit committee should pay particular attention to the risk assessment results 

and audit coverage of the area from which the individual is drawn — and would 

be expected to return.

3. If possible, the CAE should have an administrative reporting relationship outside 

of the area from which he or she is drawn and expects to return. For example, a 

CAE from the CFO organization could report administratively to the chief execu-

tive officer or general counsel during their tenure as a CAE.

4. The terms of the rotation should discourage the individual from returning to the 

same functional area from which he or she is drawn.

5. The rotation should be at least a five-year assignment. The longer the individual is 

expected to serve as the CAE, the lower the perceived risk of objectivity impairment.

“Without appropriate  
safeguards, I fear that 

over the coming decade, 
the cumulative effect  

of the risks arising from 
the rotation model will 

create substantial  
challenges for individual 

companies and  
cumulatively for  
our profession.”

—Richard chambers,  
President and cEO, The IIA
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STANDING  
OUR GROUND

In view of the large majority of 
respondents to the spring 2013 Pulse 
survey who report functionally to 
the full board or audit committee 
and administratively to the CEO or 
the CFO, it is not surprising that 
the leading overall responses to the 
question of who in the organization 
most influences how the internal 
audit function is managed are the full 
board/audit committee (46 percent), 
the CFO (22 percent), and the CEO 
(15 percent). Among Fortune 500 
respondents, the corresponding per-
centages are 48 percent, 25 percent, 
and 14 percent, respectively.

Similarly, when asked to indicate who 
provides a moderate or great amount 
of input into the content of the audit 
plan, the leading responses overall are 
the full board/audit committee (73 
percent), the CFO (61 percent), and 
the CEO (47 percent). Among Fortune 
500 respondents, the corresponding 
percentages are 87 percent, 67 per-
cent, and 48 percent, respectively.

As far as some survey participants are 
concerned, these percentages are of 
little comfort because they perceive 
their organization’s CAE reporting 
relationships as less than optimal. 
In fact, a noteworthy 17 percent of 
all respondents and 12 percent of 
Fortune 500 respondents perceive the 
objectivity and independence of their 
organization’s internal audit function 
would be enhanced by a change in 

AUDIT COMMITTEE, 45%

CEO, 30%

CFO, 1%

GENERAL COUNSEL, 2%

CRO, 0%

COMPLIANCE OFFICER, 1%

OTHER, 9%

UNSURE, 7%

FULL BOARD, 5%

ALL RESPONDENTS

COMPLIANCE OFFICER, 6%

GENERAL COUNSEL, 0%

CRO, 0%

CFO, 0%

AUDIT COMMITTEE, 44%

CEO, 38%

OTHER, 0%

UNSURE, 6%

FULL BOARD, 6%

FORTUNE 500

fig. 1. changes to Reporting Relationships

A noteworthy 17 percent of all respondents and 12 percent of fortune 500 respondents 
perceive internal audit’s independence would be enhanced by changing the cAE’s functional 
and/or administrative reporting relationship. Among these respondents, the preferred chang-
es are represented in these charts.
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the CAE’s reporting lines. As shown 
in Figure 1, sizeable pluralities of  
both groups prefer a reporting change 
to either the audit committee or the 
CEO. Notably, almost no one in this 
group believes a switch to administrative 
reporting to the CFO would enhance 
internal audit’s independence.

Nevertheless, the responses to the 
survey remind us that reporting to the 
CEO or even the CFO is not an inde-
pendence panacea. The overwhelming 
majority of survey participants — 94 
percent of all respondents and 96 
percent of Fortune 500 participants 
— report they have not witnessed or 
experienced attempts to unduly influ-
ence the outcomes of audits. Cham-
bers predictably says it is “really good 
news such interference is a relatively 
rare phenomenon.” 

Considerably less favorable news, as 
depicted in Figure 2, is that among 
overall and Fortune 500 respondents 
alike who have witnessed or experienced 
audit interference, the leading sources 
of such interference — operations 
managers notwithstanding — are the 
CEO (6 percent of all respondents) and  
the CFO (7 percent of all respondents).

1%

1%

1%

6%

7%

3%

3%

3%

4%

2%

1%

2%

2%

3%

15%

23%

ALL
RESPONDENTS

FORTUNE
500

FULL BOARD

AUDIT COMMITTEE

CEO

CFO

CRO

COMPLIANCE OFFICER

OPERATIONS MGMT.

GENERAL COUNSEL

fig. 2. Interference with Audit Work

About 5 percent of fortune 500 and other respondents have witnessed or experienced 
attempts to unduly influence audit reports, ratings, and other results. This chart details the 
parties who have attempted such undue influence as reported by survey respondents. 
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WORK TO DO ON SUPPORTING THE TONE AT THE TOP

At first glance, the responses to the ethics-related questions in the spring 2013 Pulse 
survey seem little cause for alarm. But a deeper dive into this and other data suggests 
opportunities remain to strengthen the tone at and from the top of many organiza-
tions — some of them, arguably, with CAEs as the catalyst.

It is reassuring that an overwhelming 97 percent of all respondent organizations and 
99 percent of Fortune 500 respondent companies report they have in place or are 
working to develop a formal code of ethics and/or code of conduct. Similarly encour-
aging, 93 percent of all respondents and 98 percent of Fortune 500 respondents say 
their organization has developed or currently is working on formal values statements. 
Such statements of values — “integrity” and “responsibility,” for example — are viewed 
by many as a critical component of a strong tone at the top of an organization as well as 
a formal expression of behaviors to which employees will be held accountable.

But history teaches that some organizations do not walk their ethics talk. “Successful 
leaders must model core values. Words unsupported by actions are hollow. Core 
values must be caught as well as taught; they must be modeled as well as mouthed,” 
says Lisa Huetteman, author of the book The Value of Core Values: Five Keys to Suc-
cess through Values-Centered Leadership,  in a posting on the Corporate  
Compliance Insights website, corporatecomplianceinsights.com.

In this regard, 12 percent of all and 8 percent of Fortune 500 respondents perceive 
that their organization’s ethics/conduct code and value statements do not accurately 
reflect the tone at the top. Moreover, as shown in Figure 3, only a slim majority of 
respondent organizations conduct ethics training for new hires and, discouragingly, 
one-fifth train existing employees less frequently than once a year.

Although only 19 percent of all and 32 percent of Fortune 500 respondents report 
that one or more senior officers of their organization have been relieved of their  
responsibilities for ethical/conduct lapses, the ethical performance of the U.S.  
business community overall may well be shakier than this data suggests. 

The not-for-profit Ethics Resource Center has been widely surveying and analyzing 
the ethical behavior of employees of U.S. companies and government entities since 
1994. Its current biannual study, the “2011 National Business Ethics Survey,” finds 
that 45 percent of the 4,800 employee respondents — down marginally from 49 
percent at the height of the U.S. recession in 2009-2010 — witnessed misconduct at 
work during the preceding two years. Moreover, the percentage of respondents who 
perceived pressure from executives to compromise their standards in order to do their 
jobs climbed five percentage points in 2011 to 13 percent, just shy of the all-time 

“Ten years after the  
scandals that rocked 

companies in America 
and around the world,  

the burden still is  
on organizations to 
demonstrate they  

can operate ethically.”

—Hal Garyn,  
Vice President, The IIA
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high of 14 percent in 2000. And per-
haps most alarming of all, the share 
of respondents who perceive that 
their organization has a “weak ethics 
culture” climbed to a near record 42 
percent from 35 percent two years ago.

“Ten years after the scandals that 
rocked companies in America and 
around the world, the burden still is 
on organizations to demonstrate they 
can operate ethically,” says Hal Garyn, 
vice president for North American 
services of The IIA. “With internal 
audit being the third, and final, line 
of defense for organizational issues to 
be identified and addressed internally, 
internal audit must be the catalyst to 
work with key first and second line 
of defense units such as compliance, 
legal, and human resources to elevate 
the dialogue about ethical conduct 
and behavior.”

Dow Chemical’s Anderson similarly 
says, “CAEs have to be an integral 
part of the conscience of the organiza-
tion.” Anderson reflects that when he 
was a CAE, it would have been easy 
for him simply to sit back and write 
up adverse findings after conduct 
mistakes were made by rank and file 
employees or after questionable man-
agement activities were uncovered. 
But he says, “I felt I had an obligation 
to the organization beyond that. So 
that if I saw an individual getting 
ready to undertake, or having already 
undertaken, an act that I thought was 
questionable from an ethics stand-
point, I was ready and willing to speak 
up proactively.”

ALL
RESPONDENTS

FORTUNE
500

60%
55%

16% 16%

3% 0%
LESS THAN ANNUALLYUPON HIRING

TESTS OR QUIZZESONLINE PERIODIC 
CERTIFICATION

NEVER

Frequency of Ethics Training

67%

88%

25%

38% 40% 43%

Methods of Ethics Training

fig. 3. Ethics Training 

The following charts look at results from two survey questions.
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Even prior to that, Anderson says, CAEs should assist senior management, the audit 
committee, and the full board with setting a strong tone from the top, implement-
ing frequent and effective employee training, and ensuring strict organization-wide 
adherence to the code of ethics and value statement. As previously noted, he also 
advocates that CAEs get involved where ethics are concerned and become vocal par-
ticipants to rectify areas that are not in keeping with their organization’s values.

Garyn says his career experience provides ample evidence that determined CAEs can 
add great value to their organization’s efforts to strengthen the ethical climate. No 
code of conduct existed when Garyn assumed the CAE role at a previous employer. 
“Internal audit became the catalyst to help management draft one by pulling together 
best practices from other organizations,” he says. The organization had also never 
previously surveyed employees about their perception of how well it was living up 
to its carefully crafted organizational values. So, Garyn says, he helped management 
develop and implement a series of questions to be added to the periodic employee 
satisfaction and engagement survey. “If companies don’t ask employees how the exec-
utives and the organization as a whole are really doing with regard to living its values, 
are they really serious about it?” he asks rhetorically.

Moreover, the organization did not have anyone specifically designated to talk at 
new-employee orientations about ethics and values. “I became the person who 
attended every single orientation to speak for up to an hour on this topic, helping to 
set the tone right at the beginning of an employee’s tenure with the company,” Garyn 
says. “Sometimes you can’t just sit idly by and wait for the organization to decide 
whether it is going to do something.”

“cAEs have to be  
an integral part of  
the conscience of  
the organization.”

—Doug Anderson,  
finance Director, Dow chemical
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cHANGING OUR GAME

A hallmark of successful CAEs, notes Chambers, is their time-tested ability to shift 
the focus and composition of internal audit activities when circumstances dictate. 
“Highly prized CAEs have the ability to anticipate, or ‘see around corners,’ and then 
adjust quickly to what will be needed,” he says.

Key to developing this skill, Chambers says, is developing what he dubs “relationship 
acumen.” A March 2011 white paper by Chambers and Charles Eldridge, Paula Park, 
and Ellen Williams, senior executives of The Korn Ferry Institute, explores ways in 
which CAEs can develop this interpersonal savvy. In general, the paper says, relation-
ship acumen manifests itself as six specific CAE traits:

•	 POSITIVE INTENT: a fair, independent, and objective approach to internal audit-

ing that conveys to stakeholders that the CAE has the overall organization’s best 

interest at heart.

•	 DIPlOMAcY: a direct, forthright communications style, political astuteness, and 

sensitivity to the organization’s culture and how management gets things done.

•	 PREScIENcE: an ability to foresee risks that lie ahead for the organization, a 

trait that requires curiosity, an ability to look at situations with fresh eyes, and a 

willingness to question assumptions.

•	 TRUSTWORTHINESS: a demonstrated commitment to “walking the talk,” keeping 

confidences, operating with integrity, and being mindful of maintaining credibility.

•	 lEADERSHIP: an ability to set the appropriate tone not only for the internal audit 

staff but also for a wide range of others.

•	 EMPATHY: a knack for understanding and addressing each stakeholder’s point of view.

For several years after Sarbanes-Oxley took effect, many finance functions struggled 
to comply with the law’s mandate to identify, document, test, and certify as effective 
the organization’s key internal controls over financial reporting. CAEs added substan-
tial value by applying the risk and control acumen of their staff and often contract 
resources to this high-stakes effort. During and immediately following the late-de-
cade recession, boards and senior executives scrambled to cut costs without crippling 
their organization’s ability to earn precious revenue. And CAEs and their staffs added 
value by lending their business-efficiency and effectiveness expertise to this, in some 
instances, do-or-die effort.

Now that the U.S. economy is recovering in some regards, albeit slowly, many orga-
nizations have shifted their strategic emphasis from survival tactics to new growth 
initiatives. A survey-based publication by KPMG International, “Expectations of 

“Highly prized cAEs  
have the ability to  

anticipate, or ‘see around 
corners,’ and then  

adjust quickly to what  
will be needed.”

—Richard chambers,  
President and cEO, The IIA
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Risk Management Outpacing Capabilities: It’s Time for Action,” observes that many 
organizations now are experiencing a challenging “surge in business complexity and 
uncertainty” as they search for innovative ways to expand into new markets, faceoff 
against increasing global competition, and push the information-technology adoption 
envelope. The January 2013 publication warns this challenge is growing at a faster 
rate than most organizations’ managerial abilities to cope with it. And, in an example 
of “piling on,” this uncertainty is exacerbated by the cumulative effect of a regulatory 
tsunami.

Almost all organizations have had to expend substantial new energy on complying 
not only with the many U.S. federal and state laws and regulations approved in the 
aftermath of the financial crisis and subsequent recession but also with long-stand-
ing, yet reinvigorated, ones such as the U.S. Foreign Corrupt Practices Act. In fact, 
regulatory volatility tops the list of 20 macroeconomic, strategic, and operational risks 
of greatest concern to about 200 directors and executives of a wide variety of U.S. 
businesses surveyed early this year by Protiviti and North Carolina State University. 
When asked to rate on a scale of one to ten the expected impact of various risks on 
their organization, respondents scored regulatory changes 6.8, economic conditions 
6.5, and uncertain political leadership 6.0. “At this particular point in time, execu-
tives seem more concerned with what they don’t know than with what they know,” 
observes Jim DeLoach, managing director at Protiviti. “They’re more concerned about 
what they can’t control.”

The spring 2013 Pulse survey indicates, as would be expected, that CAEs are  
realigning the focus of audits planned for this year to coincide with their organiza-
tion’s emerging opportunities and risks. And for several risk categories, this focus  
shift is substantial.

Table 2 indicates, for example, that the CAEs of 38 percent of overall and Fortune 
500 respondent organizations alike plan to increase their staff ’s focus on information 
technology during the course of their audits. This focus shift is likely a response to 
emerging technology risks, notably those arising from adoption of social media, cloud 
computing, and so-called “big data” collection and analytics as well as the increas-
ingly common practice of allowing employees to use their smartphones and other 
devices to access business networks and data.

Consistent with the findings of the Protiviti-North Carolina State University study, 
Table 2 also shows similar increases — 36 percent for respondent organizations over-
all and 32 percent for Fortune 500 respondents — in planned audit focus on regula-
tory and other compliance matters. “This is not surprising because of the reputation 
risk and the large amounts of penalties associated with non-compliance,” observes 
DePaul University’s Anderson. “If you consider this increase in audit focus and the 

“An enhanced focus  
on regulatory and other 

compliance matters  
is not surprising because 

of the reputation risk  
and the large amounts  
of penalties associated 
with non-compliance.”

—Richard Anderson,  
Professor, DePaul University
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fact that dedicated compliance and regulatory audits are expected to trail only oper-
ational audits as a percentage of most 2013 audit plans (see Figure 4), this seems to 
be a significant trend well worth keeping an eye on.”

Two other areas with planned focus increase this year are risk-management effective-
ness (35 percent of respondent organizations overall and 36 percent of Fortune 500 
respondents) and business strategy (30 percent of respondent organizations overall 
and 36 percent of Fortune 500 respondents). Chambers sees this as a definitively 
positive development. “It is very reassuring that CAEs are heeding the call to up their 
game. Audit committees have come to expect, if not flat out demand, that internal 
audit evaluate the organization’s strategic risk exposures as well as provide assurance 
on overall risk management effectiveness.” The question remains “whether some in-
ternal audit functions can recalibrate their staff talents and skills to meet the chang-
ing audit focus. Survey results in recent years indicate CAEs are definitely trying.”

Table 2. changes in Audit focus

AREA Of fOcUS

INcREASE DEcREASE

All 
Respondents

Fortune 500
All 

Respondents
Fortune 500

Information Technology 38% 38% 4% 3%

compliance/Regulatory 36% 32% 8% 4%

Risk Management Effectiveness 35% 36% 2% 3%

Operational 34% 41% 8% 10%

business Strategy 30% 36% 3% 2%

corporate Governance 20% 21% 2% 0%

cost Reduction/  
containment

18% 21% 5% 5%

fraud 17% 20% 3% 4%

financial 12% 15% 10% 10%

Sarbanes-Oxley  
Testing/Support

11% 14% 15% 21%

crisis Management 6% 6% 5% 5%
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More than one-third of the CAEs of 
respondent organizations (34 percent 
overall and 41 percent among the 
Fortune 500) also plan to increase 
their audit focus on operational risks, 
continuing a trend observed in recent 
surveys, including ones conducted 
by The IIA’s Audit Executive Center. 
Also continuing a trend observed in 
recent years, CAEs plan to accom-
modate these focus increases, in part, 
by decreasing their focus on finan-
cial risk areas and their support for 
Sarbanes-Oxley testing and related 
processes. “While there is no such 
thing as a ‘balanced audit plan,’ this 
rebalancing is a natural, and welcome, 
adjustment toward the organizational 
areas that bring the greatest risk expo-
sures to companies,” observes Garyn.

Interestingly, although the planned 
focus of individual audit engagements 
is shifting significantly this year, the 
overall composition of audit plans  
for 2013 is largely unchanged from a 
year ago. 

Of course, audit plans and individual 
audit engagements cannot be exe-
cuted successfully unless CAEs have 
adequate staff or contract resources 
with corresponding skills. So the com-
petencies most sought by respondent 
organization CAEs in 2013, shown 
in Table 3, are compatible with the 
emphasis shifts noted above. “This is 
all interconnected,” says Paul Sobel, 
CAE at Georgia Pacific and senior 
vice chair of The IIA’s Global Board of 
Directors. “CAEs assess risks, build a 
plan, and get the resources they need 

fig. 4. composition of Audit Plans in 2012 and 2013

2013
ALL RESPONDENTS

Crisis Management, <1%

Cost Reduction/Containment, 2%

Business Strategy, 3%

Other, 4%

Fraud, 4%

Risk Management Effectiveness, 6%

Information Technology*, 11%

Sarbanes-Oxley Testing/Support, 13%

Financial, 14%

Compliance/Regulatory, 15%

Operational, 27%

* Information Technology was not included as a category for this survey question in 2012.

Crisis Management, 1%

Cost Reduction/Containment, 2%

Business Strategy, 5%

Other, 11%

Fraud, 5%

Risk Management Effectiveness, 4%

Sarbanes-Oxley Testing/Support, 12%

Financial, 16%

Compliance/Regulatory, 15%

Operational, 27%

2012
ALL RESPONDENTS

Total may not equal 100 percent due to rounding.
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to execute it. What I am seeing in the data is a reflection of this proper process.” He 
adds that if, for example, Congress were to enact a sweeping new law, “the first thing 
we would likely see is a significant spike in the risks in that area and corresponding 
changes in audit plans and needed audit skills.”

Most of the skills CAEs of respondent organizations are seeking in their talent searches 
this year are non-accounting/finance, softer ones: analytical/critical thinking, commu-
nication, business acumen, and industry knowledge. The leading technical skills being 
sought are data mining/analytics and general information technology ability.

The historically stereotypical technical skill — accounting — is far down respondents’ 
lists of desired skills now. “This signals a continued shift toward internal audit  
functions chock-full of diverse, multi-talented resources that understand their organi-
zation’s industry, can communicate with people at all levels in an insightful way, and 
are viewed as true business partners,” Garyn says.

Table 3. Most Sought Audit Skills

AUDIT SKIll All Respondents Fortune 500

Analytical/critical Thinking 77% 76%

communications Ability 58% 61%

Data Mining and Analytics 54% 52%

General Information Technology 44% 46%

business Acumen 40% 46%

Industry-specific Knowledge 33% 28%

Accounting 30% 31%

Risk Management Assurance 30% 34%

“It is very reassuring  
that cAEs are heeding  

the call to up their game. 
Audit committees have 
come to expect, if not  
flat out demand, that  
internal audit evaluate  

the organization’s  
strategic risk exposures  

as well as provide  
assurance on overall  

risk management  
effectiveness.”

—Richard chambers,  
President and cEO, The IIA
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DOING MORE WITH MORE

Participants in the spring 2013 Pulse survey generally report good news about the re-
sources available to internal audit this year. In fact, a larger percentage of respondent 
organizations increased their internal audit headcount during the past 12 months 
than in any previous year of the post financial-crisis era. This development is all the 
more notable because most organizations continue to be highly cost conscious due to 
ongoing fiscal, regulatory, and other uncertainties in the United States.

As shown in Tables 4 and 5, the CAEs of 23 percent of all participant organizations 
and 27 percent of respondent Fortune 500 companies increased their staff sizes going 
into 2013. Conversely, just 7 percent of all respondent organizations and 12 percent 
of respondent Fortune 500 companies decreased their headcount going into this 
year. A year earlier, double the percentage of respondent organizations in both groups 
reduced their internal audit staffing.

The trending of internal audit budgets follows a similar pattern. The financial  
resources available to the CAEs of a substantial 37 percent of all respondent  
organizations and 41 percent of respondent Fortune 500 entities increased for 2013. 
Compared to a year earlier, 29 percent fewer respondent organizations overall and 26 
percent fewer respondent Fortune 500 companies experienced cuts to their internal 
audit budget.

The data suggest that internal audit budget increases are outpacing headcount  
gains. DePaul University’s Anderson concludes that in view of the fact that the data 
mining skill is being widely sought by CAEs now (Table 3), some budget money may 
very well be dedicated to acquiring new internal auditing technology such as data 
analysis software.

However, Georgia Pacific’s Sobel notes, as has been the case historically, most of 
this additional money undoubtedly will be spent on enhanced training, salary and 
benefit increases, and likely more co-sourcing. As the business world gets evermore 
complex and the expectations of internal audit rightfully continue to grow, most 
CAEs recognize some portion of their audit plan must be co-sourced, Sobel observes. 
“You should determine your resource needs after you have a good sense of your audit 
plan,” he says. “But almost never will you have all the skills and expertise you need to 
competently complete an audit plan every year with just the talent you have on your 
existing staff, as capable as they may be,” he concludes.

Sobel perceives the increase in resources available to CAEs this year and last as an 
indication many organizations are scrambling to play “catch up” in the process of 
understanding and addressing the risks confronting them. This process, he observes, 

“Almost never will  
you have all the skills  

and expertise you need  
to competently complete 
an audit plan every year 

with just the talent  
you have on your  

existing staff, as capable 
as they may be.”

—Paul Sobel,  
cAE, Georgia Pacific
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Table 4. comparison of Staff and budget Sizes of All Participants

STAff SIZE bUDGET SIZE

Year Increased Same Decreased Year Increased Same Decreased

2012-2013 23% 70% 7% 2012-2013 37% 52% 12%

2011-2012 21% 65% 14% 2011-2012 37% 46% 17%

2010-2011 19% 73% 7% 2010-2011 26% 48% 16%

2009-2010 18% 73% 9% 2009-2010 30% 45% 25%

2008-2009 20% 61% 19% 2008-2009 27% 44% 29%

2007-2008 22% 70% 8% 2007-2008 36% 50% 14%

Table 5. comparison of Staff and budget Sizes of fortune 500 Participants

STAff SIZE bUDGET SIZE

Year Increased Same Decreased Year Increased Same Decreased

2012-2013 27% 61% 12% 2012-2013 41% 43% 17%

2011-2012 22% 54% 24% 2011-2012 42% 35% 23%

2010-2011 23% 59% 18% 2010-2011 41% 43% 16%

2009-2010 19% 70% 11% 2009-2010 33% 43% 24%

2008-2009 24% 41% 35% 2008-2009 31% 32% 37%

2007-2008 34% 53% 13% 2007-2008 46% 36% 18%
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was often lacking during 2009-2011, a period when cost-cutting often was the principle 
concern of senior management. 

Sobel believes internal audit was not as severely impacted by the last economic cycle 
as might have been the case in prior economic downturns. “The stronger relationship 
most internal audit functions now enjoy with audit committees and the recognition  
of the importance of internal audit in good and bad times, likely has insulated many 
audit functions from proportionally severe cuts and has allowed internal audit bud-
gets and staffing to rebound more quickly,” he concludes.
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