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Discussion and conclusions

This research has implications for both theory and
practice.

Theoretical implications

As we have seen, the situation described here is one
where all three isomorphisms are present. However,
a combination of insufficient normative forces with
mimetic forces which appear to be working in opposition
to the normative and coercive forces, leads to a situation
where the required change (implementation of RBIA) has
been only partially achieved.

Upon closer examination it becomes clear that this is
an example of organisational decoupling. Since most
of the CAEs interviewed are actually adhering to the
professional standards to the best of their knowledge
and ability, it is not a case of policy-practice decoupling;
rather, it is an example of means-end decoupling. This
can happen as the result of the end goal being too vague
(Bromley & Powell, 2012), which seems to be the case
here regarding the provision of assurance by IA that risks
are being managed effectively in relation to risk appetite.

The fact that there are considerable differences between
organisations, which appear to result from internal
auditors having differing levels of skill and knowledge
regarding RBIA. Although this may at first glance seem
to pose a challenge for new institutional theory, which
would lead us to expect that similar organisations will
behave in similar ways, it can in fact be explained quite
simply as the result of inadequate normative forces. The
practical implications of this are discussed below.
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Practical implications

The implications of this research for the IA profession are
significant and wide ranging; we have seen that even in
a sector which is highly risk-oriented the principles of
risk-based internal audit are not being fully implemented.

There is a clear need for training and upskilling IA
practitioners in all aspects of RBIA, but particularly in
terms of its implications for providing consulting and
assurance on the organisation’s ERM. However, where
does the responsibility for this lie and how can it be
implemented consistently? The intuitive answer might
perhaps be that it is the responsibility of the professional
body of internal auditing, namely the IIA. And vet, we
have seen that none of the CAEs interviewed were
actually members of the lIA. This then raises a more
fundamental question of whether an IA qualification
and membership of a professional IA body should be
mandatory for all CAES?

Furthermore, as we have seen, having a professional
body with professional standards and quidelines is not
sufficient to ensure full compliance with these standards.
Our findings (along with other similar studies conducted
in other countries and sectors) suggest a gap between
what internal auditors say they do and what they actually
do; and yet, this gap continues to exist, undetected. We
must ask ourselves whether the professional body ought
to be more proactive and take more responsibility for
ensuring compliance with the professional standards.

More specifically, the requirements for an external QA
assessment should be revisited and reconsidered. It
seems reasonable to suggest that there should be some
specific training and/or certification for external QA
assessors, rather than leaving it to the CAEs themselves
to judge the competence and qualification of a potential
assessor. Similarly, it should be considered whether
peer reviews are indeed an appropriate method of
assessing QA, given that they could actually lead to the
perpetuation of the lack of compliance (for example, in a
case where neither the assessor nor the assessee have
a full understanding of what is required of them).

This research has also highlighted some areas of interest
for future research. It would of course be interesting to
see if our findings are replicated in other sectors. Another
interesting avenue is around the multiple roles that

the CAEs tend to hold in the organisation; particularly
in cases where the CAE is also responsible for areas
such as finance or risk management, there is a need to
examine whether or not this dual role affects their ability
to conduct their 1A role in an impartial manner. Finally,
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given that the roles of 1A and risk management within the
organisation are now inextricably linked, there is certainly
scope to understand in more depth the relationship
between these two roles within the organisation, from a
number of perspectives.

The changes which have taken place over the last two decades have had a transformational
effect on IA, affecting the way internal audit is planned, conducted and reported. Such a
comprehensive change requires acquisition of new skills and expertise, but information
about the implementation of RBIA in practice is scant.

The meagre evidence existing so far, from southern European countries (ltaly and Greece),
indicates that RBIA is not fully implemented, that there is a gap between what IAs say they
do and what they actually do. This research aimed to investigate whether this is also the
case in an environment which is advanced in terms of risk orientation.

Hence, the research was conducted in the UK, one of the most progressive countries in terms
of legislation and requlation; and in particular, the British municipal sector. Investigating the
UK municipal sector, through the lens of new institutional theory, we saw RBIA has generally
been adopted; however, the principles of RBIA have been only partially implemented. The
suggested reasons for this are lack of required skills and expertise (insufficient normative
isomorphism) and the fact that peer reviews being used to fulfil

the requirement for external QA (mimetic isomorphism working

in opposition to the normative and coercive isomorphisms).

Finally, in order to facilitate future research of this kind,
there is a need for a model to measure the level of
implementation of RBIA, which will provide researchers
with a common tool and a common language for
investigating this area in different sectors and in different
countries around the world.

This research raises some interesting questions for future
research, for example:

Are these findings replicated in different sectors and in
different countries?

How does the lack of implementation of RBIA impact
the value of IA to the organisation in general, and to
the RM function in particular?

In what ways, if any, does the phenomenon of CAEs
holding multiple responsibilities within the organisation
impact their fulfilment of their role in 1A?

What is the impact of competitive professional bodies on
the professionalism of IA practitioners?
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Finding 2: The local authorities are not homogeneous
in the level of implementation of RBIA.

While there are some commonalities between the
eight CAEs interviews (for example, they all build an
annual audit plan based on risk), there are also some
significant differences (particularly regarding consulting
and assurance on ERM).

New institutional theory leads us to expect that similar
organisations which are subject to the same regulatory
and normative framework will be have in a similar way
as a result of coercive and normative isomorphisms. Our
results suggest that this is not the case; in the following
sections we will discuss possible reasons for this.

Discussion of possible
reasons for these findings

As we have seen, on the one hand the IA environment is
a risk-oriented environment, yet on the second hand the
CAEs are not fully compliant with the principles of RBIA.
This section explores possible causes for this apparent
contradiction, and analysing them through the lens of
new institutional theory.

Lack of expertise

First and foremost, it seems that the CAEs may lack
the expertise required to fully implement RBIA. This
was suggested by our analysis of the CBOK data which
shows that many internal auditors in the UK public sector
(around one in three) do not consider themselves experts
in conducting RBIA.

These findings are echoed in our own research: when
asked generally about their skills and expertise, all four
respondents tended to perceive themselves as quite
expert in identifying & prioritizing risks for an audit,
applying the organisations risk framework in an audit
engagement and using a risk-based methodology to
establish the audit plan; most also rated themselves
highly for consulting on ERM. The areas these CAEs are
least confident about are conducting RBIA (only 3/8 rated
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themselves as expert) and providing assurance on RM
(only 1/8 rated themselves as expert).

It should be noted at this point that although most have
extensive experience in 1A, and all are members of CIPFA
(Chartered Institute of Public Finance & Accounting), none
of the four CAEs interviewed had any formal education
in 1A, and none were members of the IIA. This is actually
in conflict with the PSIAS standard 1210 which states
that the public sector requirement is for the CAE to “hold
a professional qualification (CMIIA, CCAB or equivalent)
and be suitably experienced”.

In terms of new institutional theory - the normative forces
currently at play in this sector (primarily professional
standards) are insufficient to ensure a full transformation
from traditional 1A to RBIA. Additional normative forces
must be applied, for example, the professional bodies
need to do more to ensure that IAs have sufficient
understanding, skills and expertise to fully implement
RBIA.

Lenz, Sarens & Jeppesen (2018) noted that the IA has
an “apparent lack of interest in whether its members
comply with its standards”, but what has not been
considered, to the best of our knowledge, is that there
are many practitioners of IA who neither hold any IA
training or certification but are also not members of the
[IA. Thus, while the IIA could perhaps do more to ensure
compliance with the professional standards, this in itself
would not provide a complete solution to the problem.
Perhaps more coercive forces are required to ensure all
practitioners are appropriately trained or certified.

Lack of truly external quality
assurance (QA)

All of the CAEs interviewed claimed to work according to
professional standards, either CIPFA (Chartered Institute
of Public Finance & Accounting) or PSIAS (Public Sector
IA Standards, which are based on lIA standards). The
professional guidelines require an external quality
assurance exercise to be conducted every 5 vyears,
which is aimed at ensuring adherence to professional
standards.

Accordingthe PSIAS (Standard 1312), itis the responsibility

While there are some commonalities between the

CAEs interviewed, there are also some significant

differences, particularly regarding consulting and
assurance on ERM

of the CAE to ensure that these external assessments are
carried out by a qualified assessor, who demonstrates
competence in both the professional practice of IA and
also the external assessment process. There are no set
Criteria or certification need for qualification as an external
assessor, although it is stated that competence can be
demonstrated through experience and that “experience
gained in organisations of similar size, complexity, sector
or industry and technical issues is more valuable than
less relevant experience”.

This research found that the CAES have been fulfilling this
requirement for an external QA assessment by engaging
in peer reviews; that is, each of the CAEs will provide QA
for one or more of their peers. We found evidence of this
practice in our archival research as well: of the 25 annual
reports examined, 16 gave details of the QA assessor
and 11 of these referred to peer reviews. This is in line
with the PSIAS guidelines for selecting an assessor,
although we must ask ourselves if this arrangement is
really adequate. The disadvantage of conducting peer
reviews is that there is no external, certified professional
investigating the work of the internal audit function,
and since there assessors are colleagues there may
be issues with lack of objectivity. In a situation where
there are gaps in the knowledge or skills of the CAEs,
these will inadvertently be perpetuated, as none of them
are aware that they are not fully implementing the RBIA
process as intended and yet they are reassured that
they are working in similar ways to their counterparts in
similar organisations.

So, in terms of new institutional theory, it seems that
the forces of mimetic isomorphism are actually working
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against the forces of coercive and normative isomorphism,
and are preventing the full implementation of the RBIA.
Stronger normative and/or coercive measures will be
required to overcome this challenge.

Variety of roles covered by
the CAE

When considering the reasons for the lack of homogeneity
found between the organisations investigated (particularly
regarding consulting and assurance on ERM), we should
take into account the different roles that the CAE holds in
each of these organisations. Most of those interviewed
hold additional responsibilities, including: finance, risk,
counter fraud, insurance, business continuity and health
& safety. Since some, by virtue of their other roles, are
clearly involved with risk and risk management, it would
seem only natural that they bring some of this knowledge
with them into the IA function and that this will affect the
level of implementation of RBIA.

New institutional theory tells us that organisations change
in a similar manner and become more homogeneous
over time; this leads us to an expectation that the
organisations would behave in a similar fashion to each
other. However, in this case, we see that as well as
examining the macro-level institutional forces at play,
in order to fully understand the implementation of RBIA
we need to also consider the individuals involved, their
background, skills and expertise and how these may
affect their ability and/or willingness conducting risk-
based audit.



the service being audited. However, there is no mention
of a model or systematic methodology for building the
risk universe, and therefore no evidence of a risk survey
being conducted by IA.

To summarise - none of those interviewed were
conducting their own thorough risk survey, they were
using an existing risk register, as is.

= Building an annual audit

plan based on risk

All have an annual audit plan which is based on risk
but not exclusively so; they may cover other topics
based on a specific need or request, some even
have compulsory compliance audits which they are
obliged to carry out each vear.

For example, one respondent stated: “The plan
is based on the risk register, discussions with senior
managers, input from the audit committee if there are
any areas they want assurance on from the strategic
risk register, also discussed with external audit. It's a
discursive exercise.”

For the most part, the CAEs believe their audit plans
cover the key risks, although some were aware that
they were unable to cover all the strategic risks due to
resource constraints.

In summary - all the CAEs interviewed do have a risk-
based audit plan, although some of the individual audits
are not derived from this risk-based plan

=~ Assessing the organisation’s

risk maturity

The term ‘risk maturity’ is not widely used. All of
those interviewed had heard of it but levels of
understanding vary from being unable to define
it at all (‘I leave that to the risk management
department”) to quite a comprehensive definition.
Most were unfamiliar with models of risk maturity.
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Only two out of eight respondents said there had been
an attempt to define the organisation’s risk maturity,
and none had made direct use of it in their audit work,
although some believe that the idea of risk maturity is
used implicitly in their work, although it seems that this
would be specific to the area being audited rather than
at the organisational level, as illustrated in the following
quotation: “We give an overall commentary in each audit
report as to how well the service is managing the risks
associated with that audit”.

It can be concluded that the CAEs are not currently
assessing the organisation’s risk maturity, and indeed
are not making use of this concept in their work.

= Building and developing a

risk register

The CAEs make wuse of corporate and/or
departmental risk registers which are developed
by the RM function (where there is one) or the
departmental managers.

For the most part, they are not aware of the
methodology used to build the risk register; only
one respondent was able to mention the RM
methodology used. This is particularly interesting in
light of the fact that three out of the eight respondents
were actually responsible for the RM function in the
organisation as part of their current role.

In two cases the IA department helps to coordinate the
risk registers, but they are not responsible for the content
or for managing the risks, as explained by one CAE: “We
are not responsible for managing risks, just making sure
the process happens.”

To summarise, the IA function is not responsible for
building or developing risk registers.

i (Conducting the audit
A4y

Al respondents claimed to be using risk

management in their audit engagements (although

this claim was not verified by the researcher). CAEs

state that a specific audit report would typically
~include details of risks, causes, consequences and

recommendations for lowering the risk; however,

none talk specifically about risk appetite (“We don't
specifically examine risk appetite, that's down to the
department.”). The majority do not specifically build a risk
universe (only two mentioned doing this, for a specific
audit engagement), but instead rely on the existing risk
registers and check controls which have a significant
effect on risk.

engagements according to
RBIA and reporting on them

It seems that audit engagements are generally being
conaucted in line with RBIA principles, although there are
some aspects (such as considerations of risk appetite,
and building a risk universe) where it seems there is
room for improvement.

=~ Providing consulting /

assurance on ERM

There is no consistent finding here:

3 out of 8 had conducted an audit on the RM
process and/or the CRO.

None had audited risk appetite explicitly.

2 out of 8 said they provide assurance on RM
processes, not on risk appetite.

All say they provide recommendations for
enhancing RM process

A couple said they facilitate the RM process /
acts as a catalyst

This aspect of RBIA is being implemented, but not fully
and not consistently across organisations.

So, overall it can be seen that RBIA practices (as defined
by Griffiths model) are being implemented to some
degree, but not fully. Although all participants base their
annual audit plan on risk, and all claim to be considering
risks in individual audit engagements, most (5 out of
8) of the CAEs interviewed had never audited the RM
processes or provided assurance on them. Additionally,
they are not involved in conducting risk surveys or
building risk registers; rather, they rely on an existing risk
register, despite the fact that in most cases they are not
familiar with the methodology used to build it and have
not in any way checked its reliability.

In other words, despite the fact that our chosen sector
IS risk-mature, and has both legislation and professional
qguidelines requiring RBIA, the findings are similar to
those seen in the literature and RBIA is not being fully
implemented (Koutoupis & Tsamis, 2009; Allegrini &
D’Onza, 2003).

...despite the fact
that our chosen
sector is risk
mature, and has
both legislation
and professional
guidelines requiring
RBIA ...RBIA s
not being fully
implemented.




aspects of RBIA.

We can also find evidence of risk
maturity in the 2015 IIA annual
survey of internal auditors in
the UK. Half of public sector
internal auditors describe their
organisations’ risk maturity  as
‘risk managed” or “risk enabled
(the highest levels of risk maturity)
compared with only 16% who are
“risk naive” or “risk aware” (the
lowest levels) (IIA, 2015).

Thus, based on both legisiation
and the research conducted by
the IIA, we can conclude that UK
local government is a risk mature
sector. This is important for our
choice of sector for the research,
since a risk-enabled environment
IS a pre-condition for conducting
RBIA (Griffiths, 2006). We now
turn our attention to the regulatory
requirements for 1A within this
sector.

Although the systems of local
government developed separately
in each part of the UK (often in
parallel), 1A is well-established in
all of them (Sandford, 2018); this is
due, in a large part, to the fact that
IA'is anchored in legislation.

Section 151 of the Local
Government Act 1972 (Parliament,
1972) established the need for
internal audit in government
agencies, requiring them to have
“proper administration of their
financial affairs”. Similar legislation
exists in other parts of the UK
(Local Government (Scotland) Act
1973 article 95; Local Government
(Northern Ireland) Order 2005 Part
).

In 2003, this requirement became

more explicit, as the ‘Accounts and
Audit (England) Regulations 2003’
determined that a local authority
“shall  maintain  an adequate
and effective system of internal
audit ... in accordance with the
proper internal audit practices”
(article 6). Again we find similar
requlations in Scotland and N.
Ireland (Local Authority Accounts
(Scotland) Regulations 2014; Local
Government (Accounts and Audit)
Requlations  (Northern  Ireland)
2015). In other words, internal
audit in the British local authorities
became mandatory.

In 2013, the British public sector
embraced the professional Public
Sector Internal Audit Standards
(PSIAS), which are based on the
International Professional Practices
Framework (IPPF) of the Institute
of Internal Auditors (Cain, 2013). In
addition to this, internal auditors
in local authorities are subject
to the Code of Audit Practice
of the National Audit Office
(NAO),  covering  fundamental
issues regarding IA such as audit
planning, assurance engagements
and reporting (NAO, 2015).

In 2015, in a statutory instrument
aimed at small local authorities,
the role of IA was expanded. The
Accounts and Audit Regqulations
2015 determined that 1A should
not only audit the “internal
control” but should also “evaluate
the effectiveness of their risk
management, control and
governance processes” (article
5.-(1) A). This effectively catalysed
the use of RBIA in local authorities,
obliging them to “take into account

public sector internal auditing standards or guidance”
(article 5.-(1) A).

Thus, we can conclude that RBIA in the UK local
government sector is a requlatory requirement, and also
that there are professional quidelines in place to provide
internal auditors in the public sector with the guigance
they need in order to implement RBIA.

This naturally leads us to the question of implementation
of RBIA within UK local government. There is little
information available in the literature, however a recent
CIPFA survey about audit committees in local authorities
(CIPFA, 2016) shows that reviewing the effectiveness
of risk management arrangements is on the audit
committees’ agenda in 9/10 cases, suggesting that it
must also feature heavily on the IA’s agenda.

Given the lack of literature specifically relating to the
implementation of RBIA within the UK local government,
in order to investigate whether the low level of
implementation of RBIA seen elsewhere is also evident
in this sector, we conducted some analysis of secondary
data. For this we used the Common Body of Knowledge
(CBOK) 2015 global practitioner survey, conducted by the
Internal Audit Foundation (IAF) amongst ¢.14,500 internal
audit practitioners. Within the CBOK data we are unable
to isolate the UK local government sector; instead we
have used the UK public sector as an indicator, and
examined the 34 respondents who are internal auditors
in this sector. We can see that public sector auditors
tend to have more areas of responsibility related to risk
management than their counterparts in other industries
in the UK (this aligns with fact that they are bound by
legislation to conduct RBIA), yet by their own admission
they tend to have less expertise than others in risk-
related activities. Although these results are for the most
part indicative only (i.e. not statistically significant) due
to the small cell sizes, they do seem to confirm the
assumption that, similarly to other sectors which have
been investigated, RBIA is not being fully implemented
in the UK public sector.
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Investigating the implementation of
RBIA in the UK municipal sector - our
findings

This section explores the findings from 8 interviews
conducted with Chief Audit Executives (CAES) in local
authorities in the UK. The analysis addresses the two
parts of our research objective: firstly the findings
regarding the extent to which RBIA is implemented in
this sector, followed by a discussion of the reasons for
this, using new institutional theory.

Finding 1: RBIA is npartially, but not fully,
implemented

The following section summarises the findings regarding

the extent of implementation of RBIA methodologies

with respect to each of the elements discussed in our
research question:

o Conducting / relying on a

risk survey

The term ‘risk survey is not used. The internal
audit departments tend to rely on risk registers
compiled by the RM department (where there
is one) and/or individual departments. A couple
mentioned developing their own risk universe for
a particular audit engagement, which would be
based on a combination of the risk register, their
own knowledge and the knowledge of the manager of
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The compilation of an audit universe...

“The conduct of individual audits, which conclude on
whether inherent risks above the risk appetite are
being controlled to reduce them to within the risk
appetite” (Griffiths, 2006(b)).

So in fact, there are three elements of RBIA; it is a
methodology for building a risk-based audit plan, it is a
methodology for conducting a specific audit engagement
based on risk analysis, and it also involves providing
assurance and consulting on ERM.

Having now established the fundamental importance of
RBIA to the IA profession, we now turn our attention
to the question of implementation; that is, how IA has
actually changed in practice, and why.

Almost 20 years after the paradigm-changing introduction
of RM into 1A, most CAEs claim to use a risk-based
methodology to establish their audit plan and they see
themselves competent/advanced/expert in applying the
organisation’s risk framework in audit engagements
(Piper, 2015).

Furthermore, 1A appears to have been integral to the
implementation of RM, playing “a central role in the
development and assessment of risk management.”
(Vinnari & Skeerbaek, 2014). However, does the fact that
CAEs are familiar with RM and help their management to
implement it, necessarily mean that they are conducting
their own audit according to the RBIA model?

Although the concept of IA effectiveness is prominent in
the IA literature (Lenz et al., 2014, review the literature on
this subject), the number of studies pertaining specifically
to RBIA and its implementation are relatively few.

A review of recent academic literature indicates that
actually there are significant gaps between the desired
role of IA and the reality. An example of this is Koutoupis
et al’s research on the IA in the Greek banking sector
(Koutoupis & Tsamis, 2009). The research indicates that
although the term ‘risk-based internal auditing’ was
being used by internal auditors to describe their work, in

practice this could not be justified since their work was
devoid of any form of risk assessment or risk-based
audit planning.

Allegrini and D’'Onza made a similar discovery (Allegrini
& D'Onza, 2003); they undertook a gquantitative study
amongst large Italian companies in order to assess the
extent to which IA implements a risk-based approach.
They drew a distinction between the implementation of
risk assessment at the macro level (in planning the annual
schedule of audits) and the micro level (in planning each
audit engagement). They found that in only a minority
(8%) of large companies were auditors applying a risk-
based approach at both levels. The majority were doing
so only at the macro level.

In 2005, Sarens et al published a qualitative study
conducted amongst 10 large firms in Belgium, which
focussed on the role of internal auditors in risk
management. One of their central conclusions is that the
relationship between internal audit and risk management
is highly dynamic, therefore their findings are time and
country specific; hence, further research is needed in
countries and sectors which have not yet been explored.

So, research investigating the extent to which RBIA is
being implemented is scant; the few studies which have
been conducted suggest that RBIA is often not fully
implemented, and yet none of them have attempted to
explain why this is.

Hence, our objective in this paper is to add to the current
body of knowledge by using new institutional theory to
explore and explain the reasons why RBIA is not being
fully implemented.
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Risk Management and RBIA in the UK
and in UK local government

The UK was one of the first countries in Europe to adopt
the practice of RM. This began in 1992 with the adoption
of elements of corporate governance by the London
tock Exchange and the Cadbury Committee’s Code
st Practice for the financial aspects of corporate
e (Aquilera, Williams, Conley, & Rupp, 2006).
he UK also adopted the Companies
ions and Community Enterprise) Act of
the Sarbanes Oxley Act) and COSO ERM
is period, RM practices were developing
in both public and private sectors (NAO,

...the few studies which have been conductec
suggest that RBIA is often not fully implementec
and yet none of them have attempted to explai
why this is

.

Inthe public sector, regulation containing risk management
guidance was introduced by the government (Cabinet
Office, 2002), followed by a multitude of regulations and
guidelines around risk management (HM Treasury, 2005;
National Risk Register, 2008; Cabinet Office, 2011; HM
Treasury, 2013).

A study conducted by the 1A UK in 2008 amongst large
private and public sector organisations concluded tha
“risk management has a high profile within mos

the organisations that participated in the su
that “on the whole” RBIA is being practiced
auditors (IIA UK, 2008). However, it should
that the research relies on the CAES’ self-ref
focuses on the audit plan; that is, it did not
objectively whether CAEs are actually co




Background

In this section we discuss the evolution of the internal
audit profession and how it has been impacted by the
development of risk management (RM); we will then
explore the implementation of internal audit (IA) and risk-
based internal audit (RBIA) within UK local government,
making reference to legislation, professional guidance
and relevant scholarly literature.

The evolution of risk-based internal audit
(RBIA)

The emergence of risk management (RM) in the 1990s
had a significant impact on the development of the
internal audit profession. The changes which took place
in corporate governance created an opportunity for
internal auditors to contribute to corporate objectives,
thus increasing their power and status in the organisation
(Spira & Page, 2003). Internal auditors are now expected to

provide consultancy to senior management and provide
assurance on the ERM (Enterprise Risk Management)
process. Research shows that stakeholders support 1A
taking on and continuing to develop this more value-
added ‘trusted advisor’ role (PwC, 2017).

In line with this evolution, in 1999 the IIA re-defined the
role of IA to become an assurance provider and consultant
primarily regarding the ERM strategy. More recently, the
[IA introduced a mission statement describing the role
of 1A as “to enhance and protect organisational value by
providing risk-based and objective assurance, advice and
insight” (I1A, 2017). To fulfil that mission, IA must focus on
risk as the foundation for what should be audited, how it
should be audited, and what should be reported (Sobel,
2015). This is the essence of Risk Based Internal Auditing
(RBIA).

The IIA defines RBIA as a methodology which links
internal auditing to an organisation’s overall risk
management framework (IPPF), allowing internal audit

Table 1: summary of the differences between traditional IA and RBIA

1A

Main Field of interest Internal control

Methodology Control test

Data integrative

Audit recommendations RIuCliEIReelplifolk
Strength
Cost-benefit

Cost effectiveness

RBIA

Risk

Key risks

Identify, evaluate and rank risks; assess
ERM

Risk management:
Indifferent/spread risk
Share/transfer risk

Control/acceptance risk

database)

Scope of work Partial Assurance (using sample Assurance (using IT to analyze the whole
and statistical analysis)

Objectivity An independent function to An independent, objective assurance and
review accounting, financial consulting function. It helps an organisation
and other operations Measures accomplish its objectives through a
and evaluates the effectiveness systematic, disciplined approach to
of different types of controls. evaluate and improve the effectiveness of
risk management, control, and governance
processes.

“to provide assurance to the board that risk management
processes are managing risks effectively, in relation to
the risk appetite” (IIA UK, 2003). In practice, risk-based
audit is about targeting high-risk areas for audit coverage;
promoting a discussion of risk with management; starting
with risk as the first step in the risk-based auditing
process (Spencer Pickett, 2006).

Based on the authors’ professional knowledge and
analysis of the literature, the main differences between
traditional IA and RBIA can be summarised as follows:

Bearing in mind that RBIA is now integral to the IA
profession, it's surprising to find that there is little
documentation of actual RBIA methodologies. Moreover,
it has been noted that there is some inconsistency in
the models and methodologies used for conducting

-
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RBIA, and that there are gaps in these models which are
ultimately ‘preventing the utilisation of the process to its
fullest potential’ (Coetzee, 2010).

Griffiths, the first to offer a comprehensive model for
RBIA, describes it as a “methodology [that] provides
assurance that risks are being managed to within the
organisation’s risk appetite” (Griffiths, 2006(b)), which is
very much in line with the IIA definition. Griffiths proceeds
to outline the elements which the head of internal audit
needs to consider:

The extent to which the board and management
determine, assess, manage and monitor risks...

The existence of a risk register... and the extent to
which this may be relied upon for audit planning.



Risk Based Interna
Audit in UK local

government:
an institutional
perspective

Alon Kohalny Adv
University of Haifa

For internal audit to be relevant in the 21st century it
must be risk-based. The very definition of internal audit
encapsulates this claim, and there is much discussion of
it in both professional and scholarly literature. And yet,
the few studies which have investigated whether internal
auditors are actually living up to this expectation have
all reached the conclusion that the implementation of the
principles of risk-based internal audit (RBIA) is partial at
best.
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What has not been addressed R -
in either the professional or the .

scholarly literature is the question

‘why?. We believe that this is the

first piece of research examining the

reasons why RBIA |s. not being fully Q f
implemented. It is possible that the reasons

lie simply in the choice of timing, country and

sector in which these studies were conducted;

for example, there may be no legislation or professional

standards making RBIA mandatory, or the organisations studied may

be too risk naive to allow RBIA to exist. However, it is also possible that there are greater forces at play.

In this study, we test the new institutional theory as a framework to explain the factors which may be influencing the
level of implementation of RBIA. Institutional theory teaches us that organisational change is most likely to occur when all
three isomorphisms (coercive, normative and mimetic) are present. Therefore, we chose to investigate a sector (UK local
government) which is risk-mature and where risk-based internal audit is a requirement in both professional standards and
also via regulation, in the expectation that all three isomorphisms would be working in favour of implementation of RBIA.

However, we found that this was not the case; similar to other sectors which have been investigated, we found that RBIA
was only partially implemented in UK local government. Two reasons for this became apparent. Firstly, that the Chief
Audit Executives (CAEs) we spoke to did not fully understand the implications and requirements of RBIA. This raises some
questions about the influence of the normative isomorphism, that is, whether the professional bodies are fulfilling their
role in ensuring that internal auditors are indeed fulfilling their mission.

Secondly, we found that the external quality assurance assessments (which are required by the professional standards)
are being fulfilled via peer reviews. This situation, where CAEs who themselves are not fully implementing RBIA, are
assessing others, leads to a perpetuation of the current situation. In terms of new institutional theory, this means that the
mimetic forces are working in opposition to the normative and coercive ones. Thus we are actually seeing an example of
means-end decoupling; although the CAEs are apparently following the professional guidelines which have been set, they
are only partially fulfilling the mission which has been defined for internal audit.
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The Association of Local Authorities Auditors brings together and represents
the people who audit the local government system in Israel in all local
authorities - in the cities, in the local councils and in the regional councils.

The Association is a registered voluntary public association, with many
years of experience, whose aim is the handling of the common and unique
professional affairs of its members, the auditors of local authorities. The
managers of the Association are elected at a general meeting and based on
approved regulations.

Audit in local authorities operates by virtue of separate laws unique to it -
the ordinance of the municipalities and the decree of the local councils. In
this way it also differs professionally and functionally from the other areas
of auditing in Israel.

The auditors of the local authorities form in the municipalities and local
councils a kind of auditing "arm” with a special independent status, which
combines internal public audit with professional elements of external audit.
Their activity is anchored in the laws mentioned above and by virtue of
them it operates throughout the municipal sector. The legislation has even
been expanded in recent years in such a way as to require the appointment
of auditors in all local authorities in the country, and indeed the number of

' About The Association and its activity

auditors, which is currently about 150 authority auditors in over 160 authorities
- IS growing accordingly.

It is natural that the principles of independence and non-dependence of the
authorities” auditors also guide the Association’s policy, which focuses on
establishing the profession and strengthening its position in Israeli public
administration, while being intentional, open-minded and committed to
promoting the goals of proper administration, the quality of local government
and the improvement of public systems.

The Association has channels of cooperation with state and public bodies,
headed by the Ministry of the Interior and the Center for Local Government,
with the aim of contributing to the promotion of auditing in Israel, to
fostering its quality and professionalism. The Association manages dedicated
professional activities in the areas exclusive to local authority auditors, at the
level of legislation in the Knesset, in the frameworks of professional training,
conferences, information exchanges with various organizations, preparation of
professional material. The Association also works to represent its members in
strengthening and maintaining its status and work environment.

But mainly, the Association of Auditors of Local Authorities brings together the
auditors of municipal bodies - municipalities, local and regional councils and
serves as an overall framework that works to promote professionalization,
granting tools, status and powers in order to ensure effective audits in local
authorities.
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A note from the Head of Publication

I am happy and proud to launch of the first issue of the journal: "Audit
in Local Government”. This first and celebratory issue is launched
after months of debate regarding the nature and tone of the journal.
As the head of publication, who took on the responsibility for
publishing the journal on behalf of the Association’s management,
it was important to me to meet academic standards on the one
hand, but on the other hand to bring practical and effective value
to all auditors in local authorities in Israel. The connection between
local authority auditors and academia and research is as critically

important, but as those who stand at the forefront of public audit
in all municipalities and councils in Israel, it is equally important to
connect with colleagues in the profession, the senior officials in the
Sy | Ministry of the Interior, the state comptroller and the ombudsman,
the local government and anyone directly or indirectly involved in

A U D I T municipal issues.

In Local Government The journal contains professional articles on various audit topics,

] JOURNAL |

the authors of which are among the best in the field and include
opinion leaders from academia and the field. The purpose of the journal is to publish articles, in all areas of audit in
local government, which are of great significance to the field of knowledge and research of audit in local authorities
and to distribute them among audit professionals and those involved in municipal government, and beyond. These
days there is extensive discussion on the issue of limiting the term of service in local government. We at the
journal follow the developments that may also affect auditors in local authorities and will update accordingly.

| would like to conclude my remarks by thanking the members of the Association’s management, led by the chair
Talia Rosin, for the support they gave me as head of publication in the production and publication of the journal.
Thanks to the members of the editorial board: Dr. Matan Gottman, Orit Begerano-Shapira Adv., Dr. Gaby Sayag, Mr.
Lior Segal and Mr. Eyal Levy for their commitment and volunteering their time to produce the journal, writing and
reviewing articles. Thanks to the writers of the articles, thanks to Ms. Yahal Ichilov and the team from the Malchin
Konigsberg production office for their professional work in producing the journal, and of course to Mr. Kohalny, the
editor without whom we would not have succeeded in producing the first issue of the journal.

Yours,
Oren Yeremiyahu Levy
Auditor and commissioner for public complaints, Municipality of Kiryat Shmona

Board member of the Association of Auditors in Local Authorities in Israel
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A Note From The Editor

About a year ago, the management of the Association, led by Ms. Talia
Rosin, decided to create a journal dedicated to audit in local government.
It seems that there is no greater proof that auditing in local authorities
has matured into a unique profession within the field of internal auditing.

Audit in local government has developed over time into an independent
discipline, and a clear expression of this can be seen in the ruling that
this sector contributed central laws in audit law, which include the rights
of inspection and argument of auditees, the scope of the audit, third
party audit issues, the status of the auditor in council meetings and
much more.

But this is evident not only from an Israeli perspective, but also when
we examine this practice in other countries. Indeed, in this issue there
is an article presenting the transformations in internal audit in local
government in the United Kingdom.

A U D | T The unique characteristics, the legislation that gives auditors a higher
In Local Government status than their internal auditor counterparts in the other sectors, the

municipal sector having many governmental powers, and the unique
organizational environment and culture, all of these place internal audit in local authorities in a unique position, and
this journal aims to promote the discourse on this topic, to encourage research and be a platform for ideas, opinions
and perceptions in the sphere of municipal audit.
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This first issue is an intentionally eclectic platform that illustrates in a small way the thematic diversity on the one
hand, and the conceptual space for theoretical research on the other hand, within the field of internal audit in local
government. We ensure, amongst other things, to publish articles with a research contribution, written in line with
the citation rules, in order to establish this journal as the leading platform for publishing research in the field of
local government audit, and we invite the entire academic research community and the entire community of internal
auditors to submit articles for this journal.

My thanks to the chairman of the Association Talia Rosin for the opportunity to establish this flagship project of the
Association, to my colleague Oren Yeremiyahu, member of the Association’s board and head of publication for making
the production of this issue possible. Special thanks to members of the academia serving on our editorial board, and
to Dr. Herzl Cohen and Maya Ziv Shefelter, CPA, for their contributions in the early stages of the production, whose
contribution to the quality of the articles was critical, and a special thanks also to my colleagues on the editorial board
of the journal for the collaboration.

Wishing you an enriching read,
Alon Kohalny, Adv.,
Editor
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A note from the Chair of the Association

On behalf of the management of the Association of Local Authority
Auditors in Israel, I am proud to launch our new, dedicated journal.

For many vyears, | have harbored a desire to publish a journal for the
Association, which will bring current professional issues to the fore, will
enrich us, stimulate thinking, provide knowledge and be an academic
product to be proud of, which can help to position us alongside other
respected, professional associations.

As we know, audit in local authorities operates by virtue of separate
laws that are unique to it - the ordinance of the municipalities and the
decree of the local councils, thus it is also professionally and functionally
differentiated from other areas of audit in Israel.

The Association is a public association, with many years of experience,
which was established to deal with the common and unigue professional
interests of its members, auditors in local authorities - cities, local councils
“‘m\n'éﬁ‘,?\“\‘&k““@2‘3?31‘?5’33:3& and regional councils. Over the years, the Association has become

s X Auditors n lsrael the flagship in the struggle to shape the image of the Auditor in local
authorities and maintain its independence.

This journal represents another initiative that the Association is taking to promote the development of knowledge in the
field of municipal audit and to put a spotlight on the vital and important field of audit in local authorities, in the uncertain
reality of today.

The list of authors includes those from the private sector, the world of academia, the State Comptroller and the world of
auditing as a whole, alongside Association members. This opens up an academic perspective on the institution of audit
in local authorities, not only as reflected from our eyes, but also as it is observed through the eyes of our colleagues in
academia, the private sector and the State Comptroller's office.

Some of the articles are written in the English language, in the hope that they will be studied and cited in audit institutions
and/or academic institutions around the world.

| would like to encourage each and every one of you, members of the Association, to participate in the academic
discourse, to research, understand, make accessible and share with all of us by writing an innovative, disruptive, opinion-
leading and thought-provoking academic article for us in the next edition. There is no better way than this to deal with the
winds of change and innovation in auditing in general and audit in local authorities in particular. The signs of change are
already evident and we should not ignore them.

| would like to thank the authors for your professional and enlightening articles. | have no doubt as to your contribution to
the discourse and development of the profession.

| would like to thank the editor of the journal, Alon Kohalny, Adv., the head of the publication, Oren Yeremiyahu Levy, and
the members of the editorial board for volunteering their work, time and energy to produce the journal in its professional
and proper format.

Your Sincerely,

Talya Rozin, CAE, Municipality of Migdal Haemeq & chairwoman of the association
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