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Internal Auditing 







What is Internal Auditing?

◼ Internal auditing is an independent, 
objective assurance and consulting activity 
designed to add value to and improve an 
organization's operations.

Institute of Internal Auditors



What Happens During an 
Internal Audit?

◼ The auditor inspects, analyzes and verifies 
records and obtains information by 
interviews, questionnaires and physical 
inspections.



What Happens During an 
Internal Audit?

◼ An internal audit review is a risk based 
examination of an organization, program, 
function or activity.



Risks
◼ Strategic Risk Goals & Objectives

◼ Financial Risk Loss of Assets

◼ Operational Risk Mgt. Process

◼ Compliance Risk Laws and Policies





Risk Assessment

◼ Questions to Ask

◼ What can go wrong?

◼ What areas have the most risk?

◼ What assets are at risk?

◼ Who is in a position of risk?

◼ Are internal controls in place to mitigate risks?



What are Internal Controls?

◼ Internal control is a process designed to 
provide reasonable assurance regarding 
the achievement of objectives in the 
following areas:

◼ Effectiveness & efficiency of operations

◼ Reliability of financial reporting

◼ Compliance with applicable laws, regulations 
and policies



Internal Control Examples

▪ Keep Assets Secured

▪ Utilize and safeguard passwords and PINs

▪ Review supporting documentation before 
paying

▪ Require preapproval before processing 

transactions or activities



What do Internal Controls Do?

◼ Protect assets

◼ Ensure records are accurate

◼ Promote operational efficiency

◼ Adherence to policies, laws & regulations



Internal Controls are Preventive & 
Detective

◼ Preventive - Stop an unwanted outcome 
before it happens.

◼ Detective – Find the problem before it 
grows.



Examples of Preventive Controls

◼ Employee screening and training

◼ Segregation of duties

◼ Preapproval of actions and transactions

◼ Use of computer passwords



Detective Controls

◼ Cash counts and bank reconciliations

◼ Review payroll reports

◼ Monitor actual expenditures to budget

◼ Internal Audit



Internal Audit is a Detective Control

◼ By reviewing documents, records, 
operations and interviewing people 
internal audit checks to see that other 
controls in place are working as intended.

◼ Based on findings, recommendations will 
be made to assist management, improve 
operations and decrease risk.



Who is Responsible for Internal 
Controls?

◼ Board

◼ Superintendent

◼ Asst. Superintendents / Directors

◼ Supervisors / Managers

◼ Everyone



Internal Controls

◼ Consider the following:

◼ Propriety of transactions

◼ Reliability and integrity of information

◼ Compliance with Board policies and 

procedures

◼ Safeguard Assets

◼ Economy and efficiency



Internal Controls

◼ Other Considerations

◼ Cost / Benefit

◼ Do not pick and choose which controls to 

comply with.

◼ Controls exist to protect you and the system.



Why Don’t Internal Controls Always 
Work?

◼ Lack of knowledge of system policies or 
applicable regulations / laws.

◼ Inadequate segregation of duties

◼ Inappropriate access to assets

◼ Form over substance

◼ Control Override

◼ Inherent Limitations





Fraud

Wrongful or 
criminal 
deception 
intended to 
result in 
financial or 
personal gain

This Photo by Unknown Author is licensed under CC BY-NC-ND

http://beachrain.deviantart.com/art/Thief-254934587
https://creativecommons.org/licenses/by-nc-nd/3.0/


Frauds

Forgery Conflict of Interest Kickbacks

Gratuities Impersonation Misappropriation

Bribery Extortion Conspiracy

Alterations Deception False Statements

Breach of Duty False Claims Cramming

Nepotism Embezzlement Money Laundering

Tax Evasion Counterfeiting Misrepresentation

Graft Corruption Theft



How is Fraud Committed

◼ Asset Misappropriation 86%

◼ Corruption 43%

◼ Financial Statement Fraud 10%

ACFE -Report to the Nations 2020



How is Fraud Detected

◼ Tip 43%

◼ Internal Audit 15%

◼ Management Review 12%

◼ By Accident 5%

◼ Account Reconciliation 4%

◼ External Audit 4%

◼ Surveillance 3%

◼ IT Controls 2%

◼ Law Enforcement 2%

ACFE -Report to the Nations 2020



Fraud in the Education Sector

◼ Billing 30%

◼ Corruption 30%

◼ Expense Reimbursement 22%

◼ Skimming 22%

◼ Check & Payment Tampering 18%

◼ Non Cash 17%

◼ Cash on Hand 13%
ACFE -Report to the Nations 2020



Characteristics of Trustworthy 
People

◼ No arrest record

◼ Social conforming

◼ Educated beyond high school

◼ Likely to be married

◼ Not likely divorced

◼ Member of a church



Characteristics of Fraudster

◼ No arrest record

◼ Social conforming

◼ Educated beyond high school

◼ Likely to be married

◼ Not likely divorced

◼ Member of a church



Profile of a Fraudster

◼ Male

◼ Between the age of 36-45

◼ College degree

◼ Tenure with company 1-5 years

◼ Operations/Accounting



Fraud Triangle



Fraud in Schools



Fraud in Schools



Fraud in Schools



Fraud in Schools



Fraud in Schools



Myths vs Reality

◼ Myth - Most people will not commit fraud

◼ Reality – Under the right circumstances, 
anyone will commit fraud

◼ Myth – Fraud is usually not material

◼ Reality – Frauds typically exceed $100,000



Myths vs Reality

◼ Myth – Auditors find fraud

◼ Reality – Most fraud is discovered by accident

◼ Myth – Trusted employees do not commit 
fraud

◼ Reality – Trusted employees know the system



Myths vs Reality

◼ Myth – Fraud is well concealed

◼ Reality – They are usually relatively obvious 
and simple

◼ Myth – Prosecuting fraud deters others

◼ Reality – They believe they are smarter and 
will not be caught





Contact: Rob Terry
Huntsville City Schools

256-682-6457
robert.terry@hsv-k12.org


