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ABSTRACT

Internal auditing activities have experienced a great deal of expansion and appreciation in recent years. The objective of this study was to
evaluate the perceptions of internal auditors and auditees regarding the internal auditing practices of a Brazilian company in the energy
sector. The study, conducted as a case study with the use of primary sources,-analyzed different aspects of internal auditing activities, in-
cluding auditor training and the characteristics associated with good auditing work. Internal auditors and auditees indicated the level of
preparation of the auditor, the quality of the auditing recommendations, and risk orientation as the factors with the greatest influence on
the quality of internal auditing services, supporting findings in the literature. The studied groups also had positive perceptions regarding
the contribution of internal auditing to improvements in process performance, internal control structures, and the company’s manage-
ment of risk, which are relevant indicators in the evaluation of the quality of internal auditing services. The study revealed that auditors
and auditees had different perceptions of the evaluation of auditee behavior. The perceptions of auditors and auditees regarding the use
of good internal auditing practices are, in most cases, coherent with the quality attributes cited in the literature, indicating the presence of
these attributes in the evaluation of internal auditing service quality.

Keywords: Internal auditing. Auditee. Risk-based auditing. Auditing practices.

212 R. Cont. Fin.— USP, Sao Paulo, v. 23, n. 60, p. 212-222, set./out./nov./dez. 2012



Auditor and Auditee Perceptions of Internal Auditing Practices in a Company in the Energy Sector

1 INTRODUCTION

The expansion of markets and emergence of large orga-
nizations generate the need for stronger business structu-
res that include norms and procedures for the management
and operation of corporate processes and effective moni-
toring mechanisms to reduce dependence on managerial
supervision. Since this historic expansion and the substi-
tution of family companies by large organizations, internal
auditing activities have spread within organizations.

Castanheira (2007) asserts that since this expansion,
internal auditing has already experienced two paradigm
shifts and is now within a third paradigm. The first para-
digm, which was dominant for a long period of time, focu-
sed on observation and accounting. In 1941, the practice
of contemporary professional internal auditing, with its
concept of a “system of internal controls”, began through
the foundation of the Institute of Internal Auditors (ITIA)
and the publication of the first book on internal auditing,
Victor Brink’s Modern Internal Auditing. The second pa-
radigm (control) therefore emerged and can still be found
in auditing processes. Today, however, internal auditing in-
corporates a new paradigm that is based on the overview
of processes with a focus on business risks and corporate
governance practices, thereby allowing internal auditing to
make new contributions to companies.

The IIA considers internal auditing to help organiza-
tions achieve their objectives through a systematic and
disciplined approach to the evaluation and improvement
of the effectiveness of risk management, control, and cor-
porate governance practices.

This new orientation of internal auditing focuses on
partnership rather than punishment, thereby requiring and
causing significant changes in the behaviors and perceptions
of auditors and auditees. It is natural that years of detective
work, policing, and punitive practices have created a certain
undesirable legacy for modern internal auditing, forming a
barrier between auditors and auditees and preventing new
auditing practices from being adequately communicated by
internal auditors and understood by audited departments.

The identification of auditor and auditee perceptions
regarding current internal auditing practices is relevant to

2 THEORETICAL FRAMEWORK

Even though agency theory is usually not incorpo-
rated into the large majority of publications on internal
auditing, it should be related to the nature and origin of
auditing activity. Matos (2001) has indicated that agency
theory is an important tool for monitoring and reducing
agency conflicts. The evaluation and verification of inter-
nal auditing activities are only justified by the existence of
a task delegation relationship, in which one person trans-
fers responsibility for the execution of a certain activity to
another person.

Ramamoorti (2003) observes that the ITA has conside-
rably expanded the declaration of the responsibilities of
internal auditing, which currently includes (i) reviewing

determining whether the internal auditing guidelines pre-
sented by the ITA (2010) are practiced and whether the abi-
lity of internal auditing to improve processes may serve as
an indicator of the quality of auditing activities.

The discussion of the role of quality attributes in auditing
activities, based on the evaluation of the presence of these at-
tributes and auditor and auditee perceptions of quality, pro-
vides an important contribution to the literature, given that
few articles discussing this topic have been published. The
present study will help to reduce this gap that exists in the
literature. The primary research question is the following:
What are auditor and auditee perceptions regarding internal
auditing practices? The following represent secondary ques-
tions: a) Which internal auditing characteristics do auditors
and auditees associate with the quality of this service? and
b) Which attributes of internal auditing quality and which
individual characteristics of internal auditors are observed
in the analyzed company? The objective of this study was to
analyze the perceptions of auditors and auditees regarding
the internal auditing practices of a Brazilian company in the
energy sector and to verify whether the presence of some
internal auditing quality characteristics indicated in the lite-
rature are positively perceived in relation to the effectiveness
of internal auditing.

In this study, the quality of internal auditing should be
understood as the achievement of the objectives of inter-
nal auditing activities as defined by the IIA (2010), such as
adding value and improving processes, thus delimiting the
factors of quality and good practices evaluated in this study.

The results of the study contribute to increasing the
knowledge on internal auditing, especially regarding the
factors that impact the good practice of this type of audi-
ting. It is worth noting that, in terms of the practical im-
plications of the study, the findings may be useful for pro-
fessional organizations by helping them in issuing internal
auditing norms and for internal auditors by providing a
performance benchmark that allows them to improve the
effectiveness of their operations and contribute to the pro-
cess of generating useful and reliable information for inter-
nal and external users.

and evaluating the quality, appropriateness, and applica-
tion of accounting, financial, and operational controls; (ii)
determining the extent of the fulfillment of established po-
licies, plans, and procedures; (iii) determining the extent to
which the company’s activities are correctly registered and
protected against damage or loss of any nature; (iv) deter-
mining the reliability of the accounting data and of other
data generated within the organization; and (v) evaluating
the performance of managers in fulfilling their defined res-
ponsibilities.

According to Morais and Martins (1999), internal au-
diting constitutes a continuous, complete, and indepen-
dent function that is developed by internal organizational
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stakeholders with the goal of verifying the existence, fulfill-
ment, effectiveness, and optimization of internal controls,
thereby contributing to the accomplishment of organiza-
tional objectives. Although this definition does not directly
mention financial verification and instead focuses on inter-
nal controls, it still does not cover other important areas of
auditing activity.

This new pattern of auditing responsibilities has been
incorporated into the ITAs (2010) definition of these acti-
vities. According to the institute, internal auditing is an in-
dependent and objective activity that offers evaluation and
consulting services and has the objective of adding value
and improving an organizations operations. Independen-
ce is a characteristic of the field of internal auditing and
depends on its position within the company’s hierarchy.
The institute recommends that the auditing division of a
company be linked to its board of directors instead of to
its president or chief financial officer because this would
allow for more independence. Objectivity is a characteristic
of auditors and is achieved by adopting a professional zeal
towards the work, obeying specific methodologies, paying
attention to objectives, and conducting impartial analysis.

In Brazil, the norms and standards applicable to inter-
nal auditing are issued by the Federal Accounting Council
(Conselho Federal de Contabilidade — CFC) and address
the professional and technical factors related to internal au-
diting activities. The professional norm dictated by the CFC
via CFC Resolution no. 781/95 (NBC PI 01) establishes that
internal auditors, regardless of their functional positions,
should preserve their professional autonomy. The techni-
cal norm (NBC TI 01), approved through CFC Resolution
no. 986/03 and applicable to public and private legal enti-
ties, discusses the objectives of internal auditing, auditing
planning, documentation, risks, procedures, sampling, and
reporting. However, there is little conflict with the ITA gui-
delines because few aspects discussed by the institute are
not considered in the Brazilian norms issued by the CFC.

Thus, according to international rule 1100 of the IIA,
the field of internal auditing should be subordinate to a
hierarchical organizational level that allows it to fulfill its
responsibilities without interference in the definition of
scope, execution of the work, and communication of the
results. Hass, Abdolmohammadi, and Burnaby (2006)
and Gramling, Maletta, Schneider, and Church (2004),
among others, highlight the importance of internal au-
diting for corporate governance, which, according to the
Brazilian Institute of Corporate Governance (Instituto
Brasileiro de Governanga Corporativa — IBGC, 2004), is
the system by which companies are directed and moni-
tored, encompassing contracts with related parties. Ac-
cording to Sarens (2009), it is noteworthy that, mainly
motivated by attention to good governance practices and
as a result of regulations such as the Sarbanes-Oxley Act
(SOX), internal auditing has established its position wi-
thin the field of corporate governance. More specifically,
Sarens and De Beelde (2006) highlight the monitoring
function and the improvement of risk management and
internal control processes, which have become impor-

tant contributions of internal auditing to corporate go-
vernance by aiming to reduce agency conflict.

In addition to evaluating the specific risk manage-
ment practices of companies, many areas of auditing
currently perform activities that are related to the requi-
rements of the Sarbanes-Oxley Act, which may include,
in addition to the evaluation of the design and execu-
tion of the internal controls on financial statements, ad-
visory support for the areas responsible for controls in
the design of action plans to close the gaps between the
existing control structure and the structure demanded
by American law.

The area that each auditing function covers is depen-
dent on several factors, including the maturity of the audi-
ting area and the interest of top management in the benefits
derived from the results of internal auditing projects. Au-
diting activities encompass a sequence of phases that are
executed through procedures that are generally based on
norms and standards and use support tools that are specific
to each type of work. Internal auditing activities may be
grouped into three macro-phases: planning, field service,
and reporting and monitoring.

The management of the auditing division is responsible
for the design of the work plan, which is generally done
annually or over the medium term. The ITA (2010) recom-
mends that the periodic planning of auditable processes
and units consider the risks inherent to each process and
that this planning be formally approved by the division to
which the internal auditing will be functionally subordina-
te. In the execution of the periodic plan, it is the responsibi-
lity of the internal auditor to plan and execute the auditing
work under the direction and approval of supervisors (IIA,
2010). Planning consists of the definition of the objectives,
scope, and resources to be used, in addition to the time ne-
eded to perform the project when this has not been defined
in the periodic planning. During the planning stage, the
risk management and internal control systems inherent to
the audited process should be analyzed. At the end of the
planning phase, the work program, which should include
the tests, sampling techniques, and auditing documenta-
tion, as well as collection, analysis, and interpretation pro-
cesses, is formulated.

In the field work phase, specific work procedures
are necessary for each different type of activity. The-
se procedures, which may follow local or international
standards, could be internally defined by the company
or could be a mixture of both types of standards. The
procedures must be capable of obtaining sufficient and
relevant evidence to accomplish the auditing objecti-
ves. Substantive tests or tests of internal control design
and effectiveness may be performed, depending on the
extent of testing required to obtain sufficient results for
the project.

In the third phase, the auditing report, which commu-
nicates the findings and recommendations proposed by the
auditing division or the action plans agreed upon with the
audited division, is prepared. Among the possible types of
auditing recommendations applicable to evaluations of in-
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ternal controls, Ratliff, Wallace, Summers, McFarland, and
Loebbecke (1996) state the following: (i) not modifying the
control system if it is adequate for organizational needs; (ii)
improving the internal control system, modifying unsatis-
factory controls, or creating new controls, and (iii) redu-
cing the risk levels of certain processes for which there is no
possibility of implementing or improving controls through
insurance.

Boynton, Johnson, and Kell (2002) indicate that one
of the goals of the evaluation of risk and control is to
help the auditor determine the risk that the divulged
financial information contains errors or material miss-
tatements. This position is supported by the Public
Company Accounting Oversight Board (PCAOB, 2007),
a private entity under the supervision of the Securities
and Exchange Commission (SEC) that was created in
2002 by the Sarbanes-Oxley Act. This act, which defines
5 procedures for the evaluation of the design and effec-
tiveness of the internal controls of organizations in its
Auditing Standard (AS), asserts that risk evaluation is
the basis of the entire auditing process and supports all
subsequent testing procedures.

To increase the productivity of internal auditing, criteria
and standards may be defined to be automatically verified
through computerized systems that are configured to alert
the auditors when a particular event occurs. This procedu-
re greatly contributes to achieving business objectives and
characterizes the term continuous auditing. Aquino, Silva,
and Vasarhelyi (2008) report that this type of auditing, in
addition to optimizing the auditors’ time, is appropriate
for situations in which there are clear controls, risks, and
critical events that should automatically be monitored and
communicated to the auditors.

Upon analyzing the threats and opportunities faced by
internal auditing given changes in organizational processes,
Spira and Page (2003) report that the field for auditing acti-
vity is promising because internal auditors may be useful to
stakeholders and other parties involved in the risk manage-
ment process, thus becoming essential to companies.

According to the American Institute of Certified Public
Accountants (AICPA, 1972), internal controls comprise the
organizational plan and all procedures adopted by a com-
pany to protect its assets, verify the accuracy of its accoun-
ting data, improve its operational efficiency, and promote
compliance with established administrative guidelines.

Aiming for application in the field of internal auditing,
the ITA (2010) asserts that an internal control system re-
presents a set of activities and control components used by
an organization to achieve its objectives and goals. In this
regard, the definition of control presented by the institute
consists of any action adopted by management, the board,
or other interested parties with the objective of improving
the probability that objectives and goals will be achieved.
The controls may be (i) preventative, preventing undesi-
rable events from occurring; (ii) detective, identifying and
correcting undesirable events after their occurrence; or (iii)
direct, encouraging the occurrence of and directing desi-
rable events. Furthermore, controls may be automatic or

manual, according to the way in which they are executed
and their dependence on automated systems or manual
execution procedures.

With regard to accounting disclosure, the Treadway
Commission (1987) released a report that emphasized the
importance of internal controls in the reduction of fraudu-
lent financial disclosures. This report also asserted that all
public companies should maintain structured internal con-
trols over financial statements that could reasonably ensure
the detection of fraud before their publication.

According to the Committee of Sponsoring Organi-
zations of the Treadway Commission (COSO) (1994),
internal control is a process that results from the ac-
tions of a committee of directors, managers, and others
in a company to provide reasonable assurance of the
achievement of objectives in the following categories:
effectiveness and efficiency of operations, reliability of
financial information, and compliance with applicable
laws and regulations. The COSO presents five elements
of internal control structures: control environment, risk
evaluation, control activities, information and commu-
nication, and monitoring.

Applicable to Information Technology (IT) processes,
the Information Technology Governance Institute (ITGI)
developed the Control Objectives for Information and Re-
lated Technology (COBIT). First published in 1996, COBIT
also uses the conceptual basis of the COSO, and together
with other standards such as the Information Technology
Infrastructure Library (ITIL) and norm ISO/IEC 17799, it
provides the main guidelines adopted in systems auditing.

COBIT is business-oriented, providing detailed in-
formation for the management of IT processes based on
business objectives because it is designed to help the ma-
nagement team evaluate risks and control IT investment
in an organization. Through COBIT, users may guarantee
the good management of the IT services they depend on,
and the auditors can access recommendations to evalua-
te the level of IT management and provide advice on the
organization’s internal controls.

In recent years, risk management has become pro-
minent within organizations, given that it is through
this process that the threats to achieving organizatio-
nal goals and strategic objectives may be managed and
reduced. The focus on risk management, with the use
of a variety of techniques to identify and evaluate risks,
does not only facilitate the definition of internal con-
trols but also is aligned with the change in the debate
on corporate governance from the focus on the qua-
lity of financial reporting to the concept that corpo-
rate governance mechanisms should not constrain the
company’s business activities. Spira and Page (2003, p.
652) assert that “the redefinition of internal control as
risk management emphasizes its relationship with the
formulation of strategy and characterizes internal con-
trol as support for the organization.”

In 2009, the ITA approved a new International Standards
of Practices for the Professional Exercise of Internal Audi-
ting. The main changes in relation to the previous version,
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which was approved in 1999, are related to the grouping of
norms and standards into different categories according to
the degree to which they are mandatory and improvements
in the institute’s own process, such as the definition of a
minimum period of three years in which norms should be
reviewed. Some outdated elements were eliminated in the
new version, whereas others were combined or modified
in scope.

With the new publication, all of the norms, standards,
and guidelines adopted by the ITA began to be classified as
either mandatory or strongly recommended for the good
practice of internal auditing. Mandatory items must to be
followed when companies wish to follow the norms and
standards of the ITA and publicize that they follow these
standards.

Before the Sarbanes-Oxley Act, internal auditing acti-
vities focused on detection rather than prevention. Roth
(2002) stressed that based on this law, internal auditors
have changed their approach from confrontation to par-
tnership and from control to risk and started focusing on
advisory activities. According to Hass, Abdolmohamma-
di, and Burnaby (2006), these changes are necessary to
react to the complex external and internal environment
of modern organizations, which is caused by the impact
of regulation, technology, and other factors. Krell (2005)
asserts that the success of internal auditing activities and
companies in general currently depends on the evalua-
tion of organizational risks. In this regard, internal au-
ditors must be capable not only of evaluating the risks
of their organizations but also of performing complete
risk analyses, including analyses of the auditing activi-
ties themselves. To this end, internal auditors need to
have a high level of logic, critical thinking, analytical,
and decision-making skills.

A model for the evaluation of internal auditing prac-
tices should consider control, risk, and governance pro-
cesses. Rossiter (2007) suggests that the evaluation of
internal auditing practices should consider the following
aspects: (i) adequacy of the main standard, objectives, po-
licies, and procedures of the internal auditing activities;
(ii) adherence to the standards and ethical code of the ITA;
(iii) contribution to the corporate governance, risk mana-
gement, and internal control processes; (iv) compliance
with the applicable laws, regulations, and industrial or
governmental standards; (v) continuous improvement of
the auditing activities and the adoption of best practices;
and (vi) operational improvement and addition of value
to the company.

According to Beckmerhagen, Berg, Karapetrovic, and
Willborn (2004), effective auditing can be described accor-
ding to reliability of findings, added value, and client satis-
faction, although it may be very difficult to measure added
value. Few studies have been identified that are related to
the perceived quality of internal auditing activities, inclu-
ding Elliott, Dawson, and Edwards (2007); Deloitte (2007);
and Arena and Azzone (2009).

Elliot, Dawson, and Edwards (2007) gathered opinions
from auditors and auditees on some aspects of auditing ac-

tivities to investigate and understand the reasons for which
internal auditing is sometimes perceived as not adding va-
lue to the company.

In this study, auditors and auditees at AWE Plc., a
British nuclear energy company, were asked to comple-
te a questionnaire that considered qualitative aspects of
internal auditing activities. The responses indicated that
the internal auditing process is very well known and ge-
nerally perceived as necessary. However, there was no
consensus regarding the benefits and added value gene-
rated by internal auditing. This case study revealed that
one of the reasons for the low perceived effectiveness and
added value related to internal auditing are the actions
that the audited management is responsible for, indicating
a weakness in the important interface between auditors
and auditees, which is essential for the implementation
of improvements. Without coordinated action between
the auditor and the auditees, auditing work does not go
beyond issuing an audit report and is therefore limited
to the detection of failures without generating corrections
and improvements that could add value and improve the
company’s operations.

The survey performed by Deloitte (2007) portrayed
the internal auditing situation in Brazil. With regard to
the level of confidence in internal auditing, managers
and auditors had similar perceptions that reveal a large
degree of confidence in auditing activities. Among the
benefits generated by internal auditing, the study revea-
led its ability to identify business risks and improve the
efficiency of internal processes, suggesting that auditors
operate with a focus on risk management and that ma-
nagers perceive this.

Arena and Azzone (2009) study 153 Italian companies
to identify the main indicators of internal auditing effecti-
veness. The authors’ findings revealed that internal audi-
ting effectiveness is influenced by the characteristics of the
auditing team, the auditing activities and processes, and
the relationships between internal auditing and other are-
as within the organization. The authors observed that the
quality of internal auditing improves with greater auditor/
employee ratios if the auditing manager is affiliated with
the IIA, if the company adopts self-evaluation techniques
of risks and controls, and when the auditing committee is
involved in auditing activities.

Because this study has the objective of evaluating
the operations of internal auditing practices through
the analysis of their attributes, it is necessary to design
a model to analyze these practices that considers the as-
pects to be surveyed through the formulated collection
instruments. However, there are no consolidated models
for the evaluation of internal auditing practices or quali-
ty, although the studies by Elliott, Dawson, and Edwards
(2007) and Arena and Azzone (2009) partially provide
the foundation for the formulation of the collection ins-
truments of this study.

Arena and Azzone (2009) developed their research hy-
potheses, proxies, and dummies based on previous studies,
as presented in Table 1.
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Table 1

Determinants of the effectiveness of internal auditing

The efficiency of internal auditing is positively related to the following:

Determinant Proxies / Dummies

+ Number of internal auditors
1. Size of the auditing team

+ Ratio between the number of auditors and the total number of employees

2. Competencies of the internal )
P ber of auditors

+ The auditing manager being a member of the II1A

+ Ratio of the number of internal auditors with Certified Internal Auditor (CIA) certification to the total num-

auditors
+ Ratio of the number of internal auditors with Certified Public Accountant (CPA) certification to the total
number of auditors
3. Involvement of internal auditors in + Adoption of self-evaluation techniques for risks and controls by the audited divisions
i + Percentage of time spen auditors on risk management activities
risk management Percentage of time spent by audit k gement activit
4. Relationship between internal audi- + Frequency of meetings between the auditing manager and the auditing committee
ting division and auditing committee + Level of participation of the auditing committee in the monitoring and review of internal auditing activities

Source: Adapted from Arena and Azzone, 2009

Considering the results of their study, Arena and Azzo-
ne (2009) suggest that the internal auditing divisions of
companies should redefine the set of abilities and compe-
tencies that are necessary for the exercise of the profession,
monitoring the current evolution in the role of internal au-
diting within organizations.

Cohen and Sayag (2010) explore the relationship of pro-
fessional and organizational characteristics with the perfor-
mance of internal auditors and analyze how internal auditing
effectiveness may be generated through these factors. The per-
sonal and corporate characteristics were analyzed with regard
to their ability to influence auditing performance indicators.
Matarneh (2011) study the determinants of internal auditing
quality in banks in Jordan, revealing that internal auditors in
Jordanian banks consider the performance, competence, and
objectivity of professionals to be the factors that have the grea-
test influence on the quality of the internal auditing.

3 METHODOLOGICAL PROCEDURES

A case study was performed to analyze the perceptions
of auditors and auditees of the internal auditing practices in
a Brazilian company in the energy sector, comparing some
of the findings with the results from previous studies on the
same topic, to contribute to the consolidation of academic
knowledge in this area of study.

The factors associated with good internal auditing prac-
tices, which comprise the main content explored in the pre-
sent study, were defined after analyzing the criteria used in
previous studies, especially Elliott, Dawson, and Edwards
(2007); Deloitte (2007); and Arena and Azzone (2009). The
auditing and auditor characteristics discussed in the cited
studies were qualitatively and comparatively analyzed, with
the most cited items in the referenced literature being selec-
ted for observation. The findings of these studies proved to
be most revealing and in some cases, provided combinations
of similar items. The individual characteristics of auditors
associated with internal auditing quality used in the present
study are essentially derived from those characteristics dis-
cussed in the study by Sarens (2009). The technical characte-
ristics were evaluated separately, and behavioral abilities were
evaluated within the aspects examined by the questionnaire.

Another study that is somewhat similar to this study
and that was also performed in Brazil, is that of Carmona,
Pereira, and Santos (2010), who analyze the perceptions of
managers regarding the capability of internal auditors to
adapt to the changes that have occurred in the insurance
market since the introduction of the Sarbanes-Oxley Act.
The study of Pepinelli, Dutra, and Alberton (2011) investi-
gate the perception of auditors in relation to the behavioral
competencies of independent auditors. With regard to the
individual characteristics of internal auditors required to
meet the current demands of internal auditing functions,
the studies by Sarens (2009) enumerate that technical fac-
tors, such as education, training, and certifications, impact
the quality of internal auditing activities. Sarens (2009) also
indicates behavioral characteristics, such as interpersonal
relationships and communication abilities, as significant in
determining the quality of internal auditing.

The study uses primary sources and a deductive logic
approach. The use of different data collection instruments
and broad access to primary sources, including those used
to confirm the researcher’s understanding, allowed for the
motivations of the results obtained through the applied pri-
mary collection instruments to be clarified and to be com-
pared within the theoretical framework.

With regard to how the problem is approached, the stu-
dy is supported by qualitative analysis of the data. According
to Castro (2002), qualitative research seeks to observe reality,
identify facts, and analyze the phenomena that affect the com-
pany instead of simply describing or recording phenomena. In
addition, this type of research generally does not involve sta-
tistical analysis. Richardson (1999) further adds that qualitati-
ve research describes the complexity of a particular problem,
analyzes the interaction among the researched variables, and
obtains a greater richness of details in the results.

The case study method is applied to situations in which
the variables of interest are greater in number than the data
points. Therefore, case studies are based on several sources
of evidence that are subjected to triangulation. The cha-
racteristics indicated by Yin (2005) for an exemplary case
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study are found in this study, which uses several sources
of evidence, a database organized with accurate evidence,
and connections between the accurate information and the
conclusions of the study.

The decision for this research to employ a single case
study, rather than multiple studies, is justified by several
factors. Limitations in time and resources, cited by Yin
(2005), influenced the decision to analyze a single case
study. However, the determinants of this choice are related
to the need for broad access to the researched company to
allow for the use of different research methods and collec-
tion instruments and for the researcher to return for con-
firmation of the initial findings. It is not easy for a resear-
cher to have this type of access to multiple companies.

The Energy Company of Minas Gerais (Companhia
Energética de Minas Gerais - CEMIG) possesses a robust
normative apparatus, with policies, procedural instruc-
tions, and technical instructions that are applicable to seve-
ral types of business activities. In 2006, the company went
through a restructuring of its internal controls to adhere

4 ANALYSIS OF RESULTS

CEMIG generates, transmits, and distributes of electri-
city and energy solutions. The CEMIG group is formed by
65 companies and 15 consortia (as of August, 2011) and is
controlled by a holding company that has assets and busi-
nesses in several Brazilian states. It also has investments in
natural gas distribution and data transmission and is buil-
ding an electricity transmission line in Chile.

CEMIG is a mixed capital publicly held corporation
that is controlled by the Government of Minas Gerais and
listed on the Sio Paulo Stock Exchange (BM&FBOVESPA),
the New York Stock Exchange (NYSE), and the Latin Ame-
rican Stock Market in Euros (Mercado de Valores Latinoa-
mericanos en Euros - LATIBEX), in Madrid. The company
has been listed on the Dow Jones Sustainability Index for
ten years and is the only Latin American electric company
included in this international index. The company is also
one of three Brazilian companies included in the Global
Dow index, which was launched in November of 2008 in
the United States with the objective of serving as a referen-
ce for global markets, similarly to the Dow Jones Industrial
Average index in New York. The Global Dow index inclu-
des 150 companies from 25 countries that are considered to
be global leaders in their sectors of operation.

The present study was performed in the internal audi-
ting department of CEMIG, which serves the companies of
CEMIG Distribution (CEMIG Distribui¢do) and CEMIG
CEMIG Generation and Transmission (Geragdo e Trans-
missdo) and their subsidiaries and joint ventures. The in-
formation relevant to the characterization of the researched
internal auditing activities was obtained through documen-
tal analysis of statutes, memoranda, auditing reports, and
work papers, in addition to responses to semi-structured
interviews conducted with the department’s managers.

The main analyzed documents include a) the Organiza-

to the Sarbanes-Oxley Act, with the active participation
of internal auditing professionals in the project to comply
with the American law, called Project CEMIG-SOX. The
auditors participated in mapping processes, defining con-
trols, proposing remediation plans, and testing the design
and effectiveness of the controls. At the end of 2008, the
company’s internal auditing department began a project
with the objective of certifying its internal auditors through
the ITIA with Certified Internal Auditor (CIA) certification.

The researched company has an internal auditing depart-
ment that satisfies the required conditions to test the theory;
in addition, it allowed the researcher to participate as an ob-
server. Both of these factors significantly motivated the choi-
ce for a single study. From the detailed analysis of the phe-
nomena that have occurred in the researched company, the
knowledge base regarding the determinants of the perceived
quality of internal auditing activities can be expanded.

Data collection occurred through questionnaires, semi-
structured interviews, documental analysis, and partici-
pant observation.

tion Manual (statute) of the Internal Auditing and Internal
Control Management Superintendent; b) the Triennial Audi-
ting Plan; c) the Internal Auditing Instructions, which define
the department’s work methodology; d) memoranda produ-
ced by the department for several purposes, mainly relating
to (i) communication of the annual plan to the president, (ii)
auditing notifications, and (iii) nonconformities that were dis-
covered and reported prior to the emission of the reports; e)
auditing reports and SOX Internal Control Tests performed by
the department in 2007, 2008, and 2009, having randomly se-
lected four reports and four tests from each area related to di-
fferent processes; f) work papers and auditing score sheets re-
lated to the auditing reports and SOX tests that were analyzed;
and g) minutes of the managerial meetings of the division.

Currently, the technical team of the studied internal au-
diting department is composed of 24 internal auditors, an
auditing manager, and an auditing superintendent. Of this
group, 42% are administrators, 33% are accountants, 8%
are electrical engineers, and 16% are geographers, systems
analysts, or technicians.

The questionnaires on the perceptions of the auditors
and auditees were formulated, responded to, and stored
using the survey site Makesurvey. The questionnaire on
the perception of the auditees was sent to 140 auditees and
generated a total of 83 responses, which is equal to a 59%
response rate. The questionnaire on the perception of the
auditors was sent to 22 internal auditors who were curren-
tly allocated in auditing jobs and generated 20 responses,
leading to a response rate of 91%. The greater response rate
of the questionnaires sent to internal auditors is attributed
to the fact that the results of the study are of particular in-
terest to the auditors. In addition, the researcher is also an
internal auditor in the researched company, which is belie-
ved to have contributed to the greater participation of the
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researcher’s colleagues in the study.

With regard to the auditees who responded, a reasona-
ble distribution of the respondents per area was verified.
The auditees who operate in the Finance, Comptroller, In-
formation Technology, Supplies, Human Resources, and
Management areas correspond to 64% of the respondents.
With regard to experience, 68% possess more than six years
in the area in which they work. In relation to the exercised
function, 43% of respondents occupy managerial positions,
and 54% are responsible for the specific controls required
for SOX certification. A high level of education was also
observed among the responding auditees, with 72% having
earned graduate degrees. With regard to the frequency of
auditing, 90% are audited at least once a year.

The profile of the internal auditors who responded to the
research reveals that 45% of them possess more than six years
of experience in their activity. With regard to specific training,
40% of the respondents were in the process of obtaining CIA
certification, 30% of respondents had already taken some
tests, and 10% were participating in the CIA study group. The
CIA is the main certification available for the internal auditing
profession and is recognized internationally.

The company has a continuing education program that
foresees the need for specific training according to the area
of operation and professional level of internal auditors and
whose results indicate good performance. The auditor job
description requires the ability to fluently read English be-

cause a large part of auditing standards and practices ema-
nate from international organizations, such as the IIA, and
are formulated in English. To encourage improvements
in this ability, the internal auditing department reimbur-
ses auditors for English language courses. In addition, all
of the auditors who operate in the SOX process received
extensive training in the year the law was implemented in
Brazil, 2006, and have received complementary training
throughout the following years.

The perceptions of the auditors and auditees regarding
the main items related to good internal auditing practices
are summarized in Table 2, which presents the responses
as percentages. For each investigated item, the auditors
and auditees had five response alternatives, in addition to
being able to declare themselves unfit to answer, in which
case they were not included in the calculation of the per-
centage. Of the five response options, two were essentially
positive (e.g.: yes; often) and two negative (e.g.: no; rarely),
and one indicated partial acceptance or acceptance with
reservations (e.g.: sometimes; moderately). Table 2 combi-
nes the percentages of positive and negative responses and
presents the intermediate option as “neutral’, listing all of
the investigated items in alphabetical order. In the analysis
of the results, an attempt was made to follow the order of
the cited aspects. However, this was not possible with all
items; given the similar behavior of some items, some of
the analysis was grouped.

Table 2 Perceptions of auditors and auditees regarding internal auditing items
Auditor Auditee

ltem Negative | Neutral | Positive | Negative | Neutral | Positive

% % % % % %
1. Acceptance by the auditee of the deficiencies found by the auditor 15 45 40 6 6 88
2. Adequacy of the work conducted by the auditor 35 15 50 3 11 86
3. Analysis of the causes of deficiencies by the auditee 5 45 50 0 7 93
4. Auditing as an advisory function 0 20 80 20 23 57
5. General evaluation of the effectiveness of the internal auditing process 0 55 45 1 20 79
6. Formalization and precedence of the auditing notification 0 5 95 18 4 78
7. Atmosphere during auditing 10 5 85 1 9 90
8. Performance of the audited department in implementing action plans 10 45 45 3 14 83
9. Improvement of internal controls 0 5 95 2 16 78
10. Improvement of risk management 0 28 72 5 18 77
11. Improvement of the performance of processes 0 1 89 10 15 75
12. Monitoring by the auditors of the auditee’s execution of the action plans 5 15 80 3 16 81
13. Preparation of the auditor 0 42 58 1 11 88
14. Quality of the auditing recommendations 0 15 85 2 22 76
15, ?;r(:)igg%eri;zgg/endations and better alignment of the process with the 16 16 68 2 18 80
16. Relevance of reported results 0 21 79 1 5 94
17. Timeliness of informal communications 15 45 40 13 45 42
18. Timeliness of auditing report 45 25 30 6 18 76
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With regard to acceptance of the deficiencies found by
the auditor (item 1), the study found considerable discre-
pancies between the perceptions of the auditors and tho-
se of the auditees. Whereas 88% of auditees perceived this
item positively, which indicates not having reported any in-
convenience in relation to the reported deficiencies, 60% of
the auditors, whose responses are grouped between the ne-
gative and neutral perceptions, reported strong or modera-
te inconvenience of the auditees in relation to the indicated
deficiencies. A considerable divergence in perception was
also observed between auditors and auditees with regard
to the behavior of the auditee in relation to the analysis of
the causes of the deficiencies by the auditee (item 3) and to
the effort to solve the reported problems (item 8). The au-
ditees also positively perceived these questions, which was
not the case for the large majority of the auditors. The ade-
quacy of the conducted work (item 2) also displayed signi-
ficant variation in perceptions: 50% positive perception by
the auditors compared to 86% by the auditees. Inadequate
performance of auditing work was associated with respon-
ses in which the auditors assert that their main objectives
during an audit are to identify fraud or simply evaluate the
fulfillment of current instructions and controls. These ob-
jectives, which do not aim to improve processes, identify
and reduce relevant unmitigated risks, or identify and cor-
rect situations that impede the realization of organizational
strategies, are limited to observing the persistence of the
status quo and cannot be associated with well-conducted
internal auditing work. These failures in the performan-
ce of the work were not perceived by the auditees. Only
58% of auditors claimed that they analyzed process risks
when preparing for an auditing assignment (item 13) and
selected the identification and mitigation of risks as their
main objectives in the performance of an auditing assig-
nment. Similarly, the documental analysis revealed strong
risk guidance in the periodic planning and prioritization of
the work but without the possibility of considering process
risks during the preliminary survey, formulating the test
programs, or executing the tests in a suitable manner.

In contrast to the results found by Elliott, Dawson, and
Edwards (2007), the comparison of the auditor and auditee
responses in this study revealed a somewhat more rigorous
standard on behalf of the auditors, rather than the auditees,
in relation to internal auditing practices. The perception of
the auditors regarding the effectiveness of internal auditing
(item 5) was reasonably worse than the perception of the
auditees, perhaps due to the greater knowledge of auditing
best practices and of the practices that can be effectively ap-
plied in their work environment. The divergence between
the subjective perception of the auditors and their attitudes
may be apparent to these auditors, which explains why the
perception of effectiveness in auditing was relatively worse
than the perception of the auditees.

The auditing recommendations (item 14) were conside-
red to be of good quality by the vast majority of the audi-
tors and auditees, as were the characteristics related to the
reported results (item 16). However, some inconsistencies
can be observed between auditor responses to questions of

a more subjective nature, such as whether the audit may
improve the risk management of the company (item 10),
with a 72% positive perception, and their responses to di-
rect questions on certain types of behaviors or practices,
such as whether risks are considered during the work plan-
ning stage (item 2), with only a 50% positive response. The
perception of the auditors proved to be much more positive
in relation to subjective questions than to questions of a
practical nature.

In terms of the formalization and precedence of the
auditing notification (item 6), the negative perception
included responses of not receiving any notification
prior to the beginning of the work or of informal receipt
of this notification, for example via telephone, by the au-
ditees. Formalized notifications that were sent less than
one week prior to the beginning of the audit were percei-
ved as neutral, and notifications that were sent more than
one week in advance were positively perceived. Whereas
all auditors claimed to send formal notifications prior
to beginning their work, 18% of auditees did not recei-
ve these notifications, which does not represent an im-
portant and significant variation, especially considering
that notifications are always destined for the supervisors
of the audited departments and may not reach all the au-
dited respondents. The documental analysis confirmed
the perception of the auditors of always sending formal
notifications prior to beginning assignments.

There was convergence between the perceptions of the
auditors and those of the auditees in relation to the atmos-
phere during the assignments (item 7), which was percei-
ved as cordial, open, and positive by 90% of auditees.

The auditees perceived the internal auditors to be well
prepared (item 13). However, the percentage of auditors
who analyzed risk or strategic objectives to prepare for
assignments did not constitute a significant majority, de-
monstrating much room for improvement in how auditors
prepare for assignments, despite the positive perception
of auditees related to this item. Although 88% of auditees
affirmed that auditors were prepared, a significant majori-
ty of auditors again did not indicate that the identification
and mitigation of risks or the correction of situations that
inhibit the achievement of organizational strategy, which
are essential for improving processes and adding value to
the company, were among their main auditing objectives
(only 58% said that yes, they are prepared).

The analysis of the contribution to strategic alignment
(item 15) demonstrates a negative or partial perception
among the auditors that is greater than that of the auditees,
at 32% and 20%, respectively.

Auditors and auditees had a positive perception of the
contribution of internal auditing to improving internal
control structures (item 9), risk management (item 10),
and process performance (item 11), with these indica-
tors being relevant to the evaluation of the internal au-
diting practices of the company. The advisory activity of
the internal auditing was positively perceived by auditors
and auditees. Although a small group of auditees did not
consider internal auditing to be a good source of advisory
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activity (item 4), this did not affect their evaluations of
the effectiveness of internal audits (item 5), which indica-
tes that the advisory function is not yet perceived by the
auditees of the researched company as an activity inhe-
rent to the internal auditing function. Internal auditing
activities are not able to produce process improvements
and add value to the company without the assistance of
the audited department. The final objectives of the inter-
nal auditing activity are achieved through the execution
of the agreed upon action plans for the correction of the
discovered deficiencies and the implementation of impro-
vements; as previously discussed, the auditors perceived
little effort from the auditees to solve the detected proble-
ms (item 8). In terms of monitoring by the auditors of the
execution of action plans by auditees (item 12), despite
the questionnaires revealing high percentages on both si-
des, the documental analysis indicated monitoring only
in the last year of the three researched departments and
not for all auditing assignments.

The survey did not ask for the percentage of recom-
mendations that were effectively implemented, especially
due to the subjectivity of the response to this type of ques-
tion in light of the nonexistence of reliable measurement
instruments. However, the divergent perceptions between
the auditors and auditees in relation to the attitudes of au-
ditees prior to the implementation of the action plans reve-
aled a problem for the auditing process. The perception of
the auditor indicates the presence of factors that inhibit the

5 FINAL CONSIDERATIONS

The scope of the general research objective to analyze
the perceptions of auditors and auditees in relation to inter-
nal auditing practices required the survey, discussion, and
understanding of these perceptions as well as their compa-
rison to the literature review and to the theory presented
in the theoretical framework. The detailed analysis of the
secondary questions also generated fundamental informa-
tion to respond to the main research question and to achie-
ve the goal of the study.

With regard to the identification of the internal au-
diting characteristics that the auditors and auditees as-
sociated with auditing quality, the main relevance of this
objective for the research lies in the fact that, although the
literature has proposed that several characteristics and
attributes of auditing services and of internal auditors
are associated with the auditing quality, the researched
group’s concept of internal auditing quality may vary in
relation to the literature as a function of its consideration
of different attributes and characteristics in forming its
perception of quality in this service. Internal auditors and
auditees indicated auditor preparation, the quality of re-
commendations, and guidance for risk as the factors with
the greatest influence on the quality of internal auditing
services. These three factors support the findings in the
literature in relation to the quality attributes of internal
auditing: among other authors, the individual characte-
ristics of the auditor, which comprise their preparation for

implementation of action plans by the auditee. In light of
these factors, monitoring by the auditor of the execution of
these action plans becomes even more necessary for inter-
nal auditing to achieve its main objectives.

It has been observed that auditors know the internal
auditing best practices and agree with their ability to con-
tribute to internal auditing quality but do not necessarily
practice them. Therefore, the positive perception of the
best internal auditing practices touches upon the impossi-
bility of implementing these practices without the faithful
observation of some principles, such as the consideration of
risk (surveyed in item 2), the timeliness of informal com-
munications (item 17) and reports (item 18, in which 45%
of auditors had negative perceptions as a function of long
delays), and the monitoring of the execution of the agreed
upon action plans (item 12), thus indicating opportunities
for improvement of internal auditing.

Throughout the study, the effects of the Sarbanes-Oxley
Act on internal auditing activities became clear. The rese-
arched company has met the requirements of the law since
2006. The documental analysis revealed that the require-
ments of the law have led auditors to perform their work
with greater methodological rigor in order to obey inter-
national standards. In addition, the Sarbanes-Oxley Act
expanded the area of operation of internal auditing, whose
main activity in many areas of the company is related to
support procedures for the review of internal controls and
tests of controls for financial statements.

auditing work, are largely discussed by Sarens (2009); the
quality of the recommendations was indicated as essential
by Elliott, Dawson, and Edwards (2007); and guidance for
risk as intrinsic to the nature of internal auditing activities
was indicated the ITA (2010).

The study has proposed some quality attributes that are
present in the internal auditing division and the individual
internal auditors of the researched company. In relation to
the individual characteristics of the auditors, as guided by
the studies by Sarens (2009), the survey of information on
education, experience, training, CIA certification status,
and the objectives of assignments all allow for a mapping of
the qualifications of these auditors. The data for education
and training received by the group are good. In relation to
experience, however, a high standard deviation is perceived
in the experience of the group, which includes very young
auditors and others who have decades of experience. With
regard to CIA certification, only 30% of the respondents
are in the certification process stage in which they have al-
ready taken some sort of test, whereas the others have not
yet taken their first test, even while participating in the stu-
dy group. The standard deviation in the experience of the
auditors and the existence of homogenous groups in the
certification process and outside of this process generate
different perceptive standards within the group of auditors
for some of the questions analyzed in this study.

In general, the perception of the quality of internal

R. Cont. Fin.— USP, Sao Paulo, v. 23, n. 60, p. 212-222, set./out./nov./dez. 2012

221



Débora Lage Martins Lélis & Laura Edith Taboada Pinheiro

auditing by the auditors and auditees is coherent with
the quality attributes cited in the literature and obser-
ved in the internal auditing activities of the researched
company, indicating the good predictive ability of the-
se attributes for the evaluation of the quality of internal
auditing services and supporting the findings of Elliott,
Dawson, and Edwards (2007); Deloitte (2007); and Are-
na and Azzone (2009).

Seeking to expand the knowledge base of the quality of
internal auditing services, it is suggested that future studies

relate the observed quality attributes to internal audit effec-
tiveness, in addition to proposing and testing new models
to evaluate internal auditing service quality.

Other important topics in this subject area deserving of
more in-depth research include the impact of the Sarbanes-
Oxley Act on internal auditing activities, the effects of the
extent and quality of the normative apparatus of the corpo-
ration on auditing work, and the difficulties of completely
implementing the good internal auditing practices indica-
ted by the relevant institutes.
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