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Abstract
This dissertation was written as part of the MSc in International Accounting
Auditing and Financial Management at the International Hellenic University.
The purpose of this paper is to highlight the contribution of the Internal Auditor to
the work of the Foreign Minister as well as the level of cooperation between them. In
addition, the perceptions of the Greek Certified Auditors are investigated for a number
of factors that may influence their decision to rely on the work of Internal Auditors.
These factors are the ability, objectivity and appropriate professional attention of
Internal Auditors (SAS 65). In the framework of its implementation, a survey was
carried out with a questionnaire distributed to a sample of 45 Greek Certified Auditors.
The questionnaire used was to examine a) the socio - demographic characteristics of
the participants, b) their views on whether there is a correlation between their
remuneration and their dependence, the Internal Auditors, c) whether there is
cooperation with the Internal Auditors and (d) the factors that are expected to
influence their decision to rely on the work of the Internal Auditors. The findings of the
survey reveal that external auditors do not trust the internal audit findings due to the
lack of independence of internal auditors and the small size of internal audit services
and they are convinced that there can be a constructive cooperation with internal
auditors, since they are independent from management and more professional.
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Introduction
The globalized economy creates the need for reliable business information. The
provision of accurate information, which corresponds to the actual situation of the
entity, is the task of the Audit Committee. In particular, it is the responsibility of the
Audit Firm to verify the reliability and significance of financial statements. Events and
situations such as international financial scandals and bankruptcy of large businesses
have an impact not only on the same companies and their participants (such as
suppliers, creditors, owners and employees), but also affect the trust of investors. That
is why, through the Corporate Governance Principles, internal control assumes
responsibility for ensuring that the board is in a position to operate smoothly and
efficiently. This role extends to the provision of advisory services both to the General
Management and to the organic units themselves. Essentially, internal control is a
service to all levels of management that evaluates the effectiveness of systems and
processes and control the various tasks within the organization. It is in charge of
management and has detailed knowledge of how the organization works. Even though
some internal control work helps external auditors, its primary responsibility is to help
management and ensure that the organization's internal control systems are adequate
and effective. It also tries to minimize the fraud risk by identifying weaknesses in
procedures and control systems that can help generate fraud. Businesses are trying to
become more flexible in a highly competitive environment, so they aim at properly
managing risk and avoiding unpleasant results. In order to achieve this purpose, it
operates in an auxiliary or auditory manner, which provides distinctive services
through the Internal Audit.
The purpose of this research is to highlight the contribution of Internal Auditor
to the work of External Auditor as well as the level of cooperation between them. In
addition, the perceptions of the Greek Certified Auditors are investigated for a number
of factors that may influence their decision to rely on the work of Internal Auditors.
These factors are the ability, objectivity and appropriate professional attention of
internal Auditors (SAS 65). In particular, the study will analyze how the auditors
combine the information for the three abovementioned factors in order to assess the
internal control as well as the degree of importance of
-1-

each factor.

This study is comprised by six chapters through which an attempt is made to briefly
develop the meaning and purpose of internal and external control as well as the
degree of effectiveness of internal control in the work of the external auditor. The first
chapter is the introduction which presents the use and effectiveness of internal control
in the work of external auditors. The second chapter seeks to give a definition of
internal and external control, to understand the need for their existence and to justify
the need to confirm the effectiveness of internal audit work by the external auditor
giving emphasis and analyzing the situation in Greece. The third chapter presents the
literature review. The fourth chapter is about the empirical part of the study. It shows
the methodology for the statistical analysis of the questionnaire. The fifth chapter
presents the results of the survey and their statistical analysis using E-views. The sixth
chapter presents the findings and recommendations.

Internal and External Audit
Internal Audit
The meaning and objectives of Internal Auditing
Auditing is defined as "a distinct professional field of administrative and economic
science dealing with the general rules, terms and conditions for carrying out an audit in
each economic entity, which aims at the preservation and proper management of
financial resources, as well as the development and evaluation of human resources
"(Papastathis P., 2003). The issues examined by the audit both in internal and external
control are primarily (Walter B., Meighs- E. John Larsen-Robert F. Meighs, Translation
Th. Diamantopoulos I. Talarugas, "Auditory", Papastathis P., , 2003, p. 25):
 The subject of audit, for example what is controlled, whether the audit is
necessary and what is sought through the audit. The management, the
shareholders, the creditors and the various traders are directly interested in
conducting the audit and its results.
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 The subject of audit. It has to do with the auditor, in particular, which ones
have taken control, what are their specifications and qualifications and
whether they can respond to their audit tasks.
 The audit procedures, e.g. the scientific techniques and methods used in the
audit.
Internal Audit Objectives are to safeguard the assets of the business unit (from
misappropriation, waste, e.t.c), make better use of human resources, promote the
accuracy and reliability of accounting records, encourage measurement of production
and promote the efficiency of its operations.
According to Bounton and KellWalter (1996), the objective of Internal Audit is to
provide specialized and high-level services to the administration, achieved through the
assessment of the internal control system, as well as assisting the members of the
economic unit in matters of effective exercise of the tasks, achieved through scientific
analyses, evaluations and advisory services. In addition, Baumgartner and Angela
(2004) report that the purpose of the Internal Audit is to report the findings of the
audit to management and propose measures for the correction and improvement of
functions and procedures. In addition, according to D. Watters and J. Dunn (2001), the
purpose of internal control is that everything in the business operates in the way it is
predicted, as well as the achievement of the expected performance of the firm.
In particular, Internal Audit examines and evaluates the following: (Whitley J.,
2005, pp.17-18; Baumgartner Grant D., Hamilton Angela, 2004, pp. 34-36; Dittenhofer
M.

2001,

pp.

446,

Christos

I.

Kazantzis,

2006,

pp.

391-392).

• The existence of a system of organization and adequacy of this at all hierarchical
levels, as well as the existence of procedures and authorizations that regulate the
relations

of

transactions

and

cooperation

with

third

parties.

• The periodic confirmation and certification of the way the company operates and the
comparison

of

the

objectives

with

the

result.

• Measuring the management performance of all departments involved in the
production

process.

• The systematic monitoring and evaluation of the business risk, as well as its effective
management.
• Respecting staff policy, promotions policy, ratings and utilization of executives, as
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well as respecting the rules of professional behavior, legislation and procedures and
assigning

responsibilities

and

rewards.

• Profitable and non-profitable activities, through analyses and identifying the points
that

can

be

improved

by

quickly

producing

positive

results.

• The results of the organization in relation to the standards set by the administration
and at the same time appreciates the effectiveness of these standards and the policy
that
•

dictates
Assess

the

return

on

them.

investment

based

on

initial

planning.

• The way and effectiveness of supervision exercised by executives of all levels and the
whole

behavior

of

employees.

• The degree of compliance of employees with any management decisions, operating
rules and authorizations granted to third parties
• The total and individual costs of the departments and their comparison with the
budget,

as

well

as

the

cost-benefit

ratio.

• To avoid misconduct, abuse, theft, damage, concealment, and indifference of
decision

makers.

• Finding out whether the individual sections have a clear understanding of the
mission and the responsibilities assigned to them. If they are properly staffed and if
the

human

•

Ensuring

•

The

the

process

resources
reliability
of

of

are

properly

financial

complying

with

statements
quality

utilized.
and

control

books.
standards.

• Protection means to adequately guard assets from theft, loss and damage.
• The utilization of the means of production and its efficiency, the maintenance of the
machinery, the production programs, the height and the management of the stocks as
well

as

the

distribution

of

the

products.

• Providing co-operation between the auditees and the Internal Audit.
• Keeping sales and earnings policy. Treasury management, returns, borrowing and
payment

terms,

and

the

evaluation

of

financial

results.

• The environment that the business operates, the dynamics of the environment and
the measures it is required to take to be able to stand and compete.
• The way of communication and cooperation of employees at department level as
well as between departments. Weaknesses and staffing problems (eg loss of morale,
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continuous

withdrawals,

etc.)

that

lead

to

unpleasant

results.

• Ensuring a good external image of the business.
• Formulating an opinion on the quality of work performance and recommending to
the administration to improve weaknesses.

Types of Auditing
There are two categories of internal control, "administrative control" that aims to
comply with the company's strategy and policy and to measure and evaluate the
effectiveness of its procedures, methods and control systems, and "accounting and
auditing" examining the various accounting processes and methods, as provided by the
company's mechanisms and aimed at protecting its assets.
Internal Audit evaluates the adequacy of the internal control system, controls and
examines all functions without being limited to an object. For this reason, there are
several kinds of controls depending on the functions such as:
 Financial Controls
 Administrative Controls
 Functional Control
 Production controls
 Compliance checks
 Information Systems Controls
 Social Responsibility Controls

Other Audits including: quality controls, computerized controls, inventory
management controls, employee health and safety audits, site security checks,
physical

environment

controls,

behavioral

controls,

etc.

Broadly speaking, Internal Audits are distinct in financial, administrative and
operational terms, provided that all functions are grouped accordingly into one of
these categories.
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Internal Control System

By the Internal Control System, we describe "the company's business plan and all
methods and procedures followed by the management to ensure the most efficient
operation of business, the security of capital, the prevention and detection of fraud
and error, accuracy and completion of accounting records and timely preparation of all
financial statements "(Meigs, 1984).
Τhe objectives of Internal Audit System are the preparation and implementation of
the business plan, the systematic monitoring and management of market risks and the
ability to determine the financial position of the company .
In order an Internal Audit System to be effective, it must meet certain criteria to
guarantee the success of an enterprise's internal control system (Weizhong &
Shourong, 1997, pp. 197). Specifically:


Independence



Authoritativeness



Effectiveness

The objectives of an Internal Control System analytically should be:

1. Be a management tool to enable some strategic goals to be achieved, enable users
to evaluate and measure the result and compare it with the goals originally set.
2. Operate in an organizational and operational manner and have the basic aim of
meeting vital needs as well as being effective and adaptable to any situation and
change in order to ensure the future operation of the business in a competitive
environment.
3. To contribute to the exploitation and proper management of financial resources,
productive means and human resources, as well as the preservation of the assets of
the economic unit. Let's still look for better service with businessmen.
4. Operate on the basis of business conduct rules to ensure the smooth development
and

sustainability

of

entity.

5. Include in its structure the Internal Audit in order to be able to assess the
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effectiveness

of

the

internal

control

system.

6. Distribute in the best possible way the responsibilities between departments and
employees. Also, regulate the relations between them and ensure excellent
cooperation

among

the

employees.

7. Check whether the executives are aware of all sorts of decisions and authorizations
and

whether

the

hierarchy

pyramid

is

applied.

8. To provide the opportunity to develop an initiative and not to impose binding
restrictions.
9. Its purpose is to establish control loops in the system itself, which will contribute to
coordination and harmonious coexistence between its functions.

Some Basic Principles of an Internal Audit System are the appropriate recruitment,
decentralization of the administration, segregation of duties, provision of
authorizations, securing transactions, surveillance and inspection of work, timely and
regular updates, extent of risk-based controls, establishment of an Internal Audit
department

Internal Control in Greece
In Greece, in 1833, the audit conference was inspired by the ideas of the ancient Greek
philosophers, an institution similar to that established in Napoleon in 1807 by France
in

order

to

monitor

state

expenditure,

namely:

1. It processes the accounts, checks whether the principles of the financial system are
respected and whether the state is managed by this system. Its purpose is to check
whether the administrative bodies perform their duties properly if there are legal
justifications of income and expenditure and whether the money was used to meet the
needs

for

which

they

were

originally

given.

2. Considers, based on the results of the management, what changes should be made
to

achieve

any

objective.

When the audit conference was established, four auditors (consultants), one secretary,
two

sub-contractors

and

eleven

accountants

were

sworn

in.

The idea for an organized body of auditors began in 1931 with Law 5076 and was

-8-

implemented in 1955 with the ND. 3329/1955, which established the body of
chartered accountants dealing with external auditors who carry out audits to inform
shareholders, as opposed to internal auditors acting on behalf of management (S.
Owusu-Ansah

et

al.,

2010,

pp.

140-141).

Law 2477 established an independent administrative authority called the "citizen's
advocate", an out-of-court mechanism that controls, mediates and resolves disputes.
According to Article 1 of this Law, it is stipulated that "an independent administrative
authority, called a citizen's advocate, has the task of mediating between the citizens
and the public services, the local authorities, and public utilities as defined in Article 3
(1) of the present Convention on the Protection of Citizens' Rights, Combating
Maladministration and Compliance with Legitimacy, an institution that has its roots in
Ancient

Greece

"(Papastathis

P.,

2003).

By the end of the 1970s and early 1980s, Internal Control began to appear in Greece.
More specifically, in 1985, the Hellenic Institute of Internal Auditors (EIEE), a
competent body responsible for the Internal Audit, was established by the Court of
First Instance of Athens (1457 / 7.6.85). It consists of a seven-member board of
directors and its members are university graduates who have proven the profession of
internal

auditor.

The concept of Internal Audit began to be disseminated and made known by the
visibility of this institute and by the organization of two European conferences in
Greece in 1994 and 1997. The recognition of the work of internal auditors also
contributed to the association of the Greek institute with the corresponding Institute
of America (IIA) and the European Federation of Internal Audit Institutes (ECIIA). The
decisive rise and upgrading, however, occurred following some reorganizations in the
business sector, for example mergers of companies, the listing of companies on the
Athens Stock Exchange, and after the complete accession of Greece to the European
Union.
The Bank of Greece refers to Resolution 2438 / 6.8.1998 to the Audit Committee and
to the independence of the inspection. A year later, on June 15, 1999, the Cyprus
Securities and Exchange Commission under circular 6 emphasizes to the Companies
Receiving and Transmitting Instructions (ELLs) that it is necessary to have an Internal
Audit Service, which will monitor compliance with the rules of law and the Code of
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Conduct for Investment Firms (IFs) and will inform the management of ELDs at regular
intervals or extraordinary ones when required. In addition, two other decisions of the
Cyprus Securities and Exchange Commission (5/204 / 14-11-2000 and the law
3016/2002) on corporate governance require that those companies listed on the stock
exchange

have

an

Internal

Audit

Department.

In accordance with the applicable law of the Greek Stock Exchange (article 24, Law
3371/05), listed companies, in addition to the establishment of an internal audit
department, are required to form a three-member audit committee elected by the
company's Board of Directors. Typically, its constituents are non-executive members of
the Board of Directors and refer to it (e.g. the Board of Directors) through regular
reports. The Audit Committee and the Internal Audit Department have close cooperation. In this way, it is intended to ensure optimum conditions necessary for the
effective exercise of internal control. It is also worth mentioning that the Blue Ribbon
Committee, in a program to improve audit committees, proposed that the audit
committees should consist of at least one member who has sufficient financial and
accounting knowledge and experience. The aim of this proposal was to improve the
work of the audit committees and, by extension, the internal control system
(Raghunandan

et

al

2001,

pp.

110).

The role of the three-member committee is to monitor the performance of the
Internal Audit Department's duties and hence the latter refers to it (Stock Exchange,
2001).

A

fact

confirmed

by

DeZoort

T.

(1997)

In addition, according to Law 3429/2005 in Article 4 on Public Enterprises and
Organizations (PPC), the need for internal control in the wider Public Sector, since all
public enterprises have the obligation to draw up a new Internal Operating Regulation.
More recently, Law 3601/2007 in Article 26 (No. 178) refers to the corporate
governance framework, highlighting the role of internal control in credit institutions. In
particular, it is stated that each credit institution based in Greece must have a sound
and efficient corporate governance system that includes a clear organizational
structure with clear, transparent and consistent lines of responsibility, effective
procedures for identifying, managing, monitoring and reporting the risks it undertook
or/and adequate internal control mechanisms, including appropriate administrative
and

accounting
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procedures.

All the above events have contributed significantly to both the recognition and the
introduction of the concept of Internal Audit, a concept that, when implemented,
helped virtually all business units.

Internal Auditor

What determines the position of Internal Control at an organizational level in the
business is primarily the way and the degree of organization of the economic unit, but
also its size. The higher the internal control in the company's hierarchy, the higher its
importance and significance. When it is in the upper hierarchical levels, then high-level
services are provided. It is also taken seriously by the auditees and is considered useful
in making strategic and political decisions. It is more acceptable and at the same time
highly supported by the administration. In any case, internal control is not at the
management level, because in order to be able to operate objectively and impartially,
it must have a high position to ensure its independence and recognition. Another
factor that determines the position of the Internal Audit may be the management's
perception of the concept of control and its function as well as whether the company
is listed or not on the Athens Stock Exchange. The Capital Market Commission states
that the Internal Audit should be appointed by the board of directors, subject to it and
be under the control of a three-member audit committee, which will be responsible
for the final results and reports and regularly informs the administration.
Internal Audit should be independent and thus enable the auditor to perform his
duties in a manner that ensures objectivity and impartiality in making professional
decisions. Auditors are independent when they operate freely and without any
interference, which is achieved when there is adequate support from the board.
Achieving the highest level of independence also requires that the following two
conditions are met: (a) the internal audit function should report to a higher level,
which will have the power to ensure a wider range of activities for internal control, and
which will function effectively using the results and recommendations of internal
auditors; and (b) since objectivity is important for the effectiveness of internal control
-11-

work , internal auditors should develop procedures, install systems, prepare files, or
perform any activity they are expected to review and evaluate. According to
Chambers, the notion of independence varies according to the type of control carried
out. Adequate independence is achieved when adjustments are made to the nature of
the business and to the purposes of the internal control function and when a control
committee has been established in the enterprise (Vinten G., 1999, pp. 408-43).
As far as the social role of Internal Audit is to provide proper information to
management so that the latter can take the best possible measures.

External Audit
The meaning and objectives of External Auditing
External Audit is a well-organized function, run by independent, experienced and
qualified auditors, with the ultimate goal of collecting and objectively evaluating
evidence and data. These data, in turn, make it possible to formulate a correct view of
the accuracy and reliability of the presentation of financial statements. The external
auditor carries out audit-based auditing while he/she has no employee relationship
with the audited entity (Carnero C. & Delgado S. 2008). The task of external auditors is
to determine using specific audit procedures whether the firm's claims to the quality,
completeness and legality of the accounting information provided to users are true.
The procedures used each time vary according to the complexity of business, the
efficiency of organization's accounting, the knowledge and level of professional
training of the auditor. When the audit is completed, the auditor's opinion on whether
or not the financial statements are reliable both in the audit report submitted to the
company's Board of Directors, which is of a confidential nature, and in the audit
certificate submitted to the Board of Directors and the Shareholders' Meeting, which is
published together with the financial statements to which it refers. Financial
statements do not always accurately capture the real image of the business, whether
due to errors or omissions, or due to irregularities. The level of complexity of an
enterprise may well lead to the inappropriate choice of the appropriate valuation
method, but also the whole tax reform often makes the consistent application of
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accounting principles and standards difficult. The purpose of the external auditor is to
determine whether the company's data are reliably presented and whether they are
realistic. In particular, Article 37 of Law No 2190 provides that the purpose of the
external auditor is to verify whether the balance sheet reflects the financial position of
the undertaking on the day of the end of the audited financial year and the profit and
loss account and the results thereon. On the other hand, Article 16 of PD 226 of 1992
states that the regular audit of the financial statements is ultimately intended to verify
whether the audited financial statements present fairly the financial condition of the
firm at the balance sheet date and its operating results during the period under
review. The distinctive features of the independent, external audit are the following
(Kantzos Konstantinos, 2006, Auditing: Theory and Practice, Stamoulis Publications, pp.
41-45):
• The main purpose is to support the auditor's opinion on the correct or nonpresentation of the financial units of the controlled entity in the audited financial
statements
• The adequacy and reliability of the books and records and other sources of
information on which the financial statements are based must be verified
• The external auditor is responsible to the stakeholders for their financial standing
and effectiveness, including shareholders, of course, outside of the operational and
business environment of the third party unit.

The external audit includes the following steps:
1. Sampling control of company books and records to assess its accounting system
2. Assess the level of internal control to determine whether it is capable of achieving in
maximum the objectives of the enterprise, safeguarding its assets.
3. Comparison with previous years in order to assess the changes that have occurred
and whether they are in line with the general trend of the domestic and international
economic environment.

Although the cost of external audit is particularly high due mainly to the remuneration
of external auditors and to the services provided by the firm to the auditors, the
process of controlling is not very beneficial. The external audit serves to reduce the
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asymmetry of information between investors and the management (Schauer P., 2001,
Differences in Quality Among Auditing Firms, Vol. 192 No.1, pp. 85). It also improves
both the company's accounting system and the level of internal control efficiency. In
addition, the financial statements are generally legalized and the published statements
are valid and reliable as they are accompanied by the audit certificate. Tax audit of
books is also facilitated.

The PD. 226 of 1992 states in detail the duties and obligations of a statutory auditor
(Papas A., 1999, pp. 55-56):
(a) to audit the auditing standards and rules of the audit profession
(b) the audit must be complete and cover the entire range of accounts
(c) to assess whether the accounting systems and the internal control system are
effective
(d) to submit to the Governing Board a report on the audit findings and
recommendations
e) to act according to laws, rules of ethics of the SEE and regulatory provisions
(g) to behave in a manner consistent with its competence.

It is under no obligation to keep the books, to carry out the balance sheet or to
draw up the accounts.

External Auditing in Greece
Professionally trained and accredited external auditors did not exist in Greece
before 1955 and the audits of the annual financial statements did not have the
prestige and effectiveness they currently have. Law 2190 of 1920 requires regular
auditing of the accounts of public limited companies by two statutory auditors. In
1930, the necessity for the auditing profession established for the country's economic
development. More specifically, Law 5076/1931 on Societes Anonymes and Banks
provides for the establishment and operation of the College of Greek Certified
Accountants. In 1932, the necessary legislative decrees were adopted to regulate the
composition of the board of SOL. A number of factors, however, mainly with the
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general economic crisis and political instability, acted as a hindrance to the operation
of the College of Greek Certified Accountants. In 1955, Law 3329 on the
"Establishment of a Chartered Accountant" (SOEL) was adopted, which specifies the
purpose of establishing this body, its way of functioning and supervision and specifying
the necessary qualifications, duties, obligations and the rights of chartered
accountants. The primary concern of the accountants is the regular control of the
financial statements of public limited companies and the management audit of all
kinds of financial organizations in the country in a systematic and non-discriminatory
way, while the second is the taking of an expert opinion or a study of the accounting
organization of the financial organizations. In 1956, the Statute of Chartered
Accountants under the oversight of the State, with a strict control over the work of its
members became a monopolistic professional organization. The purpose of this body
is to monitor the financial management of all types of public and private organizations
and enterprises irrespective of their legal form (foundation, company or other person
governed by private or public law) by persons with vocational training, acting in a
transparent and responsible manner, in order to ensure the validity and reliability of
the audit results on the basis of the internationally recognized Standards of Auditing,
the Community and national law. In order to achieve this aim, the statutory auditors
enjoy personal and functional independence.
There are four limitations in the exercise of the profession of auditing in order to
improve the quality of an auditor's work and secure his independence. :
(a) must not hire a statutory auditor from a company that controls it
(b) must not assign control to a previously advised firm
(c) a list of advisory services may be provided by the company to which the Statutory
Auditor belongs
(d) the number of successive uses to which the same auditor may be used is limited.

The independence of the Statutory Auditor has a very important role in the
external audit process and is among the basic principles of this. Τhe independence has
been characterized by many as the "cornerstone of external control" (Levitt A., 2000,
Renewing the Covenant with Investors). The International Federation of Accountants
through International Standards on Auditing has set up appropriate audit standards to
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strengthen the jurisprudence of each country to ensure the independence of statutory
auditors. Thus, there are International Standards of Auditing 220 and 260 (ISA 220 and
ISA 260) dealing with the independence of statutory auditors.

Auditing Standards
The way of work of an external auditor and the assurance of the correctness and
legitimacy of his work are determined by the Standards of Auditing, which are
established through the professional organizations of external auditors in each country
and international organizations. Generally Accepted Auditing Standards (GAAS), ten of
them in their entirety and developed in 1947, should be harmonized with the audit
process as they are the component of assurance of the quality of audit work. They
describe the institutional framework of the audit and specify the criteria required for
completing the audit and publishing the results. They do not refer to specific
accounting problems, but to a general context of the economic audit process.
Reference to specific topics is done through special reports/directives from the
Auditing Standards Board, reports known as Statements on Auditing Standards (SASs).
The General Standards are the following:
• The external auditor must be scientifically and professionally trained and have the
necessary experience.
• The auditor must be independent. His judgment should not be affected by matters
concerning the correctness of his work.
• Professional care during both the audit and the audit report is a necessary feature of
the auditor.

The Standards of Fieldwork are the following:
• There must be rational planning of the audit work and effective oversight of the
audit entity.
• The internal control system must be studied and evaluated to be a measure to
determine the extent of documentary control.
• Evidence must be sufficient to be used as a presumption of opinion by the controller.
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The Standards of Reporting are the following:
• The audit certificate should state that the preparation and presentation of the
financial statements of the controlled entity is governed by GAAPs.
• The auditor should state in the audit certificate that the company has followed the
same accounting principles in both the present and the previous year, which makes it
possible to compare the accounting periods.
• The explanatory footnotes in the financial statements and the notes must be
considered satisfactory unless the auditor has a different opinion.
• The report should contain either the auditor's opinion on the reliability of the
balance sheet as a whole or the reasons for not expressing an opinion.

Interaction of internal and external auditing
The need for internal auditors to exist and operate in an enterprise is not directly
related to whether the firm is regularly audited by external auditors. Internal auditors
do not cease to be part of the firm's internal control system. The internal auditors are
constantly present in the company and therefore are able to collect data in a short
time to serve the work of external auditors, which favors constructive cooperation
between internal and external auditors (A. Schneider, 2010, pp. 101 James, 2003). In
order to be able to carry out an integrated and objective audit, the external auditor
must initially study and assess the adequacy of the company's internal control both in
terms of organization and implementation. Internal auditors contribute to the
accomplishment of this work, which must explain to the chartered members how the
system is set up before any work or substantive control begins (Haron et al., 2004, pp.
1152-53). According to Audit Standard 500.2 (PCAOB, 2007), (B.Arel, 2010, pp.170172), "external auditors must understand the internal control activities in a satisfactory
manner, which helps to plan the audit and developing an effective audit process ". In
order to decide whether to use the work of internal auditors, the external auditor
should determine (S. Ho and M. Hutchinson, 2010, pp. 124, A. Schneider, 2010, pp. 101
and ISA 610):
(a) if the work of the internal auditors is likely to be sufficient for the purposes of the
audit, and
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(b) If so, the planned impact of internal auditors' work on the nature, timing or extent
of the external auditor's procedures.

The factors that may influence the judgment of the external auditor as to whether
the work of internal auditors is likely to be adequate for audit purposes include:
a) Objectivity
b) Technical capacity
c) Professionalism
d) Communication.

As soon as the external auditor decides to rely on internal control, he will have to
look after the following issues (Gray I., Manson G., 2000, pp. 233, ISA 610):
1. Planning the process of control, supervision and review.
2. Comparing the results between the work of internal and external audit in similar
areas.
3. Whether exceptions or unusual issues recorded in the internal audit reports have
been resolved.
4. If the management's response to the internal audit reports is satisfactory.
5. Whether the program of the internal audit department can be completed within the
available time frame.
6. If the work of the Internal Audit Department is carried out in the light of economy,
effectiveness and efficiency.

Generally, the relationship between internal and external control has been a
matter of concern to writers in recent years. The most important similarities presented
by internal and external auditors are the following (Eden D. & Moriah L., 1996):
• Both departments have the task of conducting audits, including the examination and
analysis of business transactions, often using common techniques and procedures.
• Interested in complying with the company's defined policies and procedures.
• They follow strictly professional standards and rules.
• They are business consultants.
• They are looking for co-operation and co-ordination between them.
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• Examine and care about the adequacy of the company's internal systems.
• Interested in the existence of errors or irregularities that affect the financial
statements.
• Draw up and report on the findings of their activities.
• The independence of the auditor is equally important for both.
• Operational risk is an important element affecting both internal and external
auditors (Sawyer, 2003).
• They tend to use information systems as they are a key component of administrative
controls and are a fundamental tool in the process of preparing financial statements
(Pickett K.H. Spencer, 2003, pp.140).
The main differences between internal and external control, as derived from the
literature review, are the following:
• Internal control is an internal operation of the enterprise and is carried out by full
and exclusive employees in it (Cheung and Qiang, 1997; Carmichael and Willingham,
1987; 2007). External audit is carried out by external auditors who have no employee
relationship with the controlling firm (Woolf et al., 1988; Eden and Moriah, 1996).
• Internal auditors are subject to and reported directly to the board of directors, while
external auditors are leased and acting on behalf of shareholders (Dan M. et al, 1996,
pp. 11).
• The responsibilities of internal auditors are administrative, while external auditors
are legal.
• The purpose of the internal audit is to check by sampling the correct application of
the procedures observed, as well as their evaluation for the proper and orderly
functioning of company, while the objective of the external audit is to formulate an
opinion on the annual financial statements, and the results of the use and whether the
above are prepared in accordance with the established international accounting
standards and principles.
• Internal auditors cover the full range of business activity by performing accounting
and operational controls while external auditors are primarily engaged in audits to
verify the fairness of financial statements.
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• Internal control is designed to effectively manage all types of business risk in the
entity, as opposed to external control that only approaches the financial risks that may
affect the financial statements (Colbert, J.L., 1995).
• Internal auditors are a kind of management consultant and because they are
employees of the business and work on the same premises as other employees, they
are well aware of the environment they control as opposed to external auditors from
the outside environment of the business.
• Internal auditors have longer timeframes, which enables them to act in a more
comprehensive way than external auditors.
• Internal audit evaluates and controls internal control system to help the
management improve its effectiveness. On the other hand, the external audit's
interest in the adequacy of the internal control system of the audited entity is
intended to form an opinion that will determine the intensity of audits of external
auditors.
• External control is mandatory in most countries, as opposed to the domestic one
imposed in a smaller number of countries (Pickett K.H. Spencer, 1997, pp.142)
• The division of labor into the internal control is done according to the operational
cycles and the levels of administrative responsibilities, while in the external control the
allocation is based on the main groups of accounts in the balance sheet and the results
of the financial year (Filos L. Ioannis, 2004, Athens, p. 182)
• Finally, the frequency of the two tests is different. The work of internal auditors is
ongoing and takes place throughout the year, while external auditing is usually carried
out on an annual basis, always based on the country's legislation.

Internal auditors should assist and cooperate with statutory auditors, as the
contribution of the former helps reduce the cost of external audits (S. Ho and M.
Hutchinson, 2010; Krishnamoorthy, 2001, 2002; Morrill and Morrill, 2003; Mihret
2010; Mihret, James and Mula 2010).
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Literature review
The use or not of the results of the internal audit, as well as the degree of its
efficiency, has occasionally been used by several scholars who are trying to find a
practical answer (Rusak and Johnson, 2007; Gramling et al., 2004; Whittington and
Margheim, 1993; Schneider, 1985; Clark et al., 1980). The opinion of the internal
auditors is, of course, the most important (Hasnah Haron, Andrew Chambers, Rozaldy
Ramsi and Ishak Ismail, 2004). In order for the external auditor to be able to rely on
internal results, he should be able to assess the capacity, effectiveness and objectivity
of the internal audit work (A. Schneider, 2010, pp 97; Gramling et al, 2004).
In his research, Paul R. Brown (1983) focuses on the factors that the external
auditor considers important for assessing the degree of confidence and suitability of
internal control. It also examines the continued or non-use of these factors by the
independent auditor. It concludes that independence and multiannual audit work are
the primary factors for which external auditors are concerned. The importance of the
actors implies that the persons responsible for company policy design should
emphasize the development of precise and functional criteria for these factors when
designing the controls.
Rashad Abdel-Khalik, Doug Snowball and John Wragge wish in 1983, using two
experiments, to assess how external auditors take decisions when designing their audit
programs. According to the researchers, the external auditor has to study and evaluate
the internal audit, an assessment that will be influenced by the quality and level of
internal audit staff. The extent of this impact should be reflected in the external
auditor's assessments of the technical capacity and independence of the members of
the internal audit department.
In each of the two experiments, two groups of auditors were created, which had to
make repeated decisions regarding the internal control system. The results of the
survey showed that the person to whom the head of internal control is addressed is an
important factor and that particular importance is given to the level of organizational
independence of the internal control staff.
Arnold Schneider (1984), in turn, argues that various government actions have led
to an increase in the number of firms with an internal audit function, which has an
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impact on the audit performed by external auditors. The latter rely heavily on the work
of internal control. The external auditors believe that the internal control function
should be considered an integral part of the internal control system and that the costs
of external auditors should be reduced when they are based on internal control. In
order for the external auditor to decide to what extent he can trust the internal audit,
the power and the strength of the internal control function should be assessed. In his
research, Schneider is trying to identify how external auditors combine and give
importance to the competence, objectivity and work of internal auditors. It tries to
analyze how the auditors combine the information on the three factors mentioned
above in order to assess the internal control and the importance of each factor. It
concludes that the work of the internal auditor is the most important factor with the
ability and objectivity to follow.
In 1985, the same researcher, based on the Auditing Standard 9, tries to
determine the degree of confidence that an external auditor shows in the functioning
of internal control and the relationship between trust decisions in internal control and
the assessment of its strength operation of the internal control. According to this
Standard, "the external auditor must understand the functioning of the internal audit.
The Internal Auditor's work may be an important factor in determining the nature,
timing and extent of the audit process of an independent auditor. " It is found in the
survey that the external auditors in their audit work rely heavily on the results of the
internal audit in order to limit their own audit work. They place greater emphasis on
the work and the capacity of internal control and less on objectivity.
Mario J. Maletta and Thomas Kida (1993) examine the role of environmental risk
and the structure of control in audit decisions. More specifically, the assumptions in
their research have first to do with the impact of the risk on the choice of the external
auditor to rely on the functioning of the internal audit to reduce the planned audit
work and secondly on the degree of impact of the environmental factors to the three
elements of internal control quality (competence, objectivity and the project being
offered). External auditors are more reliant on the work of internal auditors when
there is a strong internal audit structure and a reduced risk. The degree of risk affects
not only planning decisions of auditors, but also decisions that deal with support or not
in the internal audit work.

-22-

Although internal and external auditors have different roles, many are of the view
that a cooperation can efficiently cover the whole field of control. Greater cooperation
means more involvement of internal control in external control but also a reduction in
dual work. Engle (1999) strongly suggests that internal auditors should work more
intensely and often with external auditors, which will increase confidence in internal
control and help develop a more effective strategy for cooperation. In their research,
Burnaby and Klein (2000) report that internal auditors are increasingly contributing to
the work of external auditors.
On the other hand, some scholars, such as Gaston (2000), are of the view that
internal control should in no way be a substitute for external control. It also adds that
internal auditors should not focus on those areas of financial control for which they are
also interested in external auditors. External auditors should be particularly attentive
to the degree of confidence they show to the Internal Audit Department. If this section
is of dubious quality, there will be direct effects on the effectiveness of the external
audit work.
The contribution of internal control to a more effective external audit was
investigated by Felix et al. (2001). The main conclusion of the survey was the impact of
the internal control contribution on the cost of external control. It also emerged that
the external audit contribution is influenced by the quality of internal control. Finally, it
was concluded that the stronger relationship between internal and external control
and the more direct availability of data from the management side could help reduce
the cost of external control.
According to Hasnah Haron, Andrew Chambers, Rozaldy Ramsi and Ishak Ismail
(2004), external auditors often rely on the opinion of others professionals, paying
particular attention to the comments and results of internal auditors. The confidence
they show has as a consequence the reduced control hours as well as the reduced cost
to the work of the external auditors. Internal auditors contribute to this work by
helping them to understand the internal control system. Assistance to external
auditors is also provided when the sample to be tested is selected, but also when
confirmation letters are sent to creditors and bankers. External auditors may refer to
the internal auditor's reports for comments on the internal control system and the
overall operation of the firm.
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By trying to investigate the criteria used by external auditors to evaluate the work of
internal audit, they found that the most important criteria are the technical capacity
and the purpose of the internal audit function. The company's management should
emphasize the development of functional and effective criteria when choosing internal
auditors and identifying the type of work the latter will perform. When the above
criteria are met, external auditors can trust internal auditors to a greater extent,
resulting in more effective external control.

Quantitative analysis
The first part concerns the sample data. For the sake of easier understanding of the
results, the frequency distribution table and then the circular diagram will be given
first.
PART 1 PERSONAL DATA

Question
1

GENDER

Cumulative
Frequency Percent
Percent

Answers
MALE
FEMALE
total

1
2

30
15
45

66,67
33,33
100,00

66,67
100,00

2Gender

39 Gender

The first question looks at what percentage of the sample were men and which
women. For men, the variable 1 corresponds, while for women the variable 2. As

-24-

shown in the table below, of the 45 Scholars who completed the questionnaire, 30
were men and 15 were women. Therefore, we can say that the majority of them were
men at 67%.
3 Age

Question

2

AGE

Cumulative
Frequency Percent
Percent

Answers
18-30
30-40
40-50
50-60
60+
total

1
2
3
4
5

7
10
15
10
3
45

15,56
22,22
33,33
22,22
6,67
100,00

15,56
37,78
71,11
93,33
100,00

40 Age

In the second question, the Chartered Auditors are asked to answer which age
category they belong to. From the table below it is observed that the majority of
respondents belong to age classes 40-50. The groups 30-40 and 50-60 seem to be
equal in the sample.
4 Education

Question

3

EDUCATION

Cumulative
Frequency Percent
Percent

Answers
HIGH
SCHOOL
BSc
MSc
PhD
total

1
2
3
4
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0
13
27
5
45

0,00
28,89
60,00
11,11
100,00

0,00
28,89
88,89
100,00

41 Education

Thereafter, the level of education is asked to be defined. The majority of
respondents have a master. High percentage, however have undergraduate studies
and a small one hold a Ph.D.
5 Field of studies

Question
4

FIELD OF STUDIES

Cumulative
Frequency Percent
Percent

Answers
ACCOUNTING
FINANCE
MANAGEMENT
ECONOMICS
total

1
2
3
4

12
5
18
10
45

26,67
11,11
40,00
22,22
100,00

26,67
37,78
77,78
100,00

42 Field of studies

The fourth question refers to the subject of studies of the Certified Auditors. From
the answers arise that the 40% of the respondents studied Management, followed by
Accounting and Economics with 27% and 22% respectively.
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6 Years of working as a chartered accountant

Question

5

YEARS OF WORKING
AS A CHARTERED
ACCOUNTANT

Cumulative
Frequency Percent
Percent

Answers

0 TO 3
4 TO 6
7 TO 10
>10
total

1
2
3
4

1
3
10
31
45

2,22
6,67
22,22
68,89
100,00

2,22
8,89
31,11
100,00

43Years of working as a chartered accountant

Respondents are then asked to answer how many years they have practiced the
profession of Certified Auditor. From the answers given, the overwhelming majority
(69%) have a more than 10-year experience. A large percentage (22%), also, has 7-10
years of working experience.

7 Work in an international audit firm

Question
6

HAVE YOU WORKED
IN AN
INTERNATIONAL
AUDITING FIRM?

Cumulative
Frequency Percent
Percent

Answers
YES

1

31

68,89

68,89

NO

0

14

31,11

100,00

45

100,00

total
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44 Work in an international audit firm

Finally, on the above question, the majority of respondents (69%) responded
positively, while only 31% said that they have has never worked in an international
audit firm.
PART 2 LEVEL OF DEPENDENCE OF EXTERNAL AUDITOR TO INTERNAL

8 Reliance on internal audit department

Question

7

HOW MUCH DOES
YOUR WORK RELY ON
THE WORK OF
INTERNAL AUDIT
DEPARTMENT?

Cumulative
Frequency Percent
Percent

Answers
0%
1% TO
30%
31% TO
70%
71% TO
100%
total

1

0

0,00

0,00

2

28

62,22

62,22

3

14

31,11

93,33

4

3
45

6,67
100,00

100,00

45 Reliance on internal audit department
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From the seventh question, it is obvious that most external auditors rely a little
(1-30%) on the work of the internal audit department. Just the 31% of the asked
auditors answered that they rely on internal auditors’ work.
9 Remuneration

Question

8

DO YOU BELIEVE THAT
YOUR REMUNERATION
IS DIRECTLY RELATED
TO YOUR DECISION TO
RELY ON THE WORK OF
THE INTERNAL AUDIT
DEPARTMENT?

Cumulative
Frequency Percent
Percent

Answers
YES
NO

1
0

total

12
33

26,67
73,33

45

100,00

26,67
100,00

46 Remuneration

The overwhelming majority of Auditors (73%) responded negatively, while only 27%
believe that its remuneration is related to its decision to rely on the Internal Audit
function.

PART 3 COOPERATION BETWEEN INTERNAL AND EXTERNAL AUDITOR
10 Cooperation with internal auditor

Question

9

DO YOU COOPERATE
WITH THE INTERNAL
AUDITOR AT YOUR
PREVIOUS AUDITS?

Cumulative
Frequency Percent
Percent

Answers
NEVER
RARELY
SOMETIMES
OFTEN
ALWAYS
total

1
2
3
4
5
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1
12
16
9
7
45

2,22
26,67
35,56
20,00
15,56
100,00

2,22
28,89
64,44
84,44
100,00

47 Cooperation with internal auditor

In the next question about whether there was cooperation with Internal Auditors
in previous external audits, "Sometimes" answered 36% of the respondents, while
"Rarely" claims 27%. It is remarkable that the percentage of 2% claims that in the
previous external audits there was "Never" cooperation with the Internal Auditors.
11 Use of audit reports

Question

Cumulative
Frequency Percent
Percent

Answers

NEVER
RARELY
DO YOU USE THE AUDIT
SOMETIMES
REPORTS OF THE
10
INTERNAL AUDIT
OFTEN
DEPARTMENT?
ALWAYS
total

1
2
3
4
5

0
0
8
11
26
45

0,00
0,00
17,78
24,44
57,78
100,00

0,00
0,00
17,78
42,22
100,00

48 Use of audit reports

In the question above, all the external auditors responded positively. It is worth
mentioning that nobody answered "Never" of “Rarely”.

-30-

12 Risk evaluation & Audit plan

Question

11

DO YOU BASE ON THE
WORK OF INTERNAL
AUDITOR TO IDENTIFY
AND EVALUATE RISKS
AND ACCORDINGLY DO
YOUR AUDIT PLAN?

Cumulative
Frequency Percent
Percent

Answers
NEVER
RARELY
SOMETIMES
OFTEN
ALWAYS
total

1
2
3
4
5

0
4
18
15
8
45

0,00
8,89
40,00
33,33
17,78
100,00

0,00
8,89
48,89
82,22
100,00

49 Risk evaluation & Audit plan

In this question, the respondents were asked to answer whether they take into
account the work of the Internal Auditors for the identification and evaluation of risks
and the corresponding planning of their audit work. It is clear that the biggest part
(40%, 33% and 18%) of the Auditors takes it seriously, while a negligible percentage
(9%) claims that it rarely takes it into account.
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PART 4 FACTORS THAT MAY AFFECT EXTERNAL AUDITOR'S DECISION TO RELY ON
INTERNAL AUDITOR'S WORK
A

OBJECTIVITY
13 Mission statement

Question

12

HOW IMPORTANT IS
THE MISSION
STATEMENT OF
INTERNAL AUDIT
DEPARTMENT TO
YOUR WORK?

Cumulative
Frequency Percent
Percent

Answers
NOT AT ALL
A LITTLE
ENOUGH
MUCH
VERY
MUCH
total

1
2
3
4

0
5
15
24

0%
11%
33%
53%

0,00
0,11
0,44
0,98

5

1
45

2%
100,00

1,00

50 Mission statement

The existence of a mission statement clearly indicating the purpose and
responsibilities of the Internal Audit Department appears to be an important factor
only for almost half of the sample (53% and 2%). On the other hand, the 33% think that
it affects its decision “enough” and the 11% “a little”.

Question

13

HAS THE INTERNAL
AUDIT DEPARTMENT
FREE ACCESS TO ALL THE
OTHERS DEPARTMENTS
OF THE COMPANY?

Cumulative
Frequency Percent
Percent

Answers
NOT AT ALL
A LITTLE
ENOUGH
MUCH
VERY MUCH
total

-32-

1
2
3
4
5

0
0
9
24
12
45

0%
0%
20%
53%
27%
100,00

0,00
0,00
0,20
0,73
1,00

14 Free access to other departments

51 Free access to other departments

The free access of the Internal Auditors to all departments of the company appears
to affect the decision of the Auditors to rely on the work of the Internal Auditor as 80%
of the respondents responded positively (53% answered “much” and 27% “very
much”. Only 20% answered "Enough".

15 Report to audit committee

Question

14

DOES THE HEAD OF
INTERNAL AUDIT
DEPARTMENT
REPORTS TO AUDIT
COMMITTEE?

Cumulative
Frequency Percent
Percent

Answers
NOT AT
ALL
A LITTLE
ENOUGH
MUCH
VERY
MUCH
total

1
2
3
4

0
0
9
17

0%
0%
20%
38%

0,00
0,00
0,20
0,58

5

19
45

42%
100,00

1,00

52 Report to audit committee
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This factor appears to highly affect the decision of the Chartered auditors, as the
majority of respondents (80% cumulatively) responded positively. However, 20% of the
participants appeared cautious.
B

COMPETENCE
16 Professional certification

Question

15

HOW IMPORTANT IS
THE PROFFESSIONAL
CERTIFICATION OF
INTERNAL AUDITOR
(CPA, CMA, CIA…)

Cumulative
Frequency Percent
Percent

Answers
NOT AT ALL
A LITTLE
ENOUGH
MUCH
VERY
MUCH
total

1
2
3
4

0
0
5
19

0%
0%
11%
42%

0,00
0,00
0,11
0,53

5

21
45

47%
100,00

1,00

53 Professional certification

The professional certification of the Internal Auditor appears to be an important
factor in whether they will ultimately rely on his work, with 89% responding positively.
A percentage of 11% seems to hold a neutral stance, answering "Enough", while no
one of the respondents gave negative answers.
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17 Knowledge of audit standards and procedures

Question

16

Cumulative
Frequency Percent
Percent

Answers

HOW IMPORTANT IS
THE INTERNAL
AUDITOR'S
KNOWLEDGE OF AUDIT
STANDARDS AND
PROCEDURES?

NOT AT ALL
A LITTLE
ENOUGH
MUCH
VERY
MUCH
total

1
2
3
4

0
0
7
17

0%
0%
16%
38%

0,00
0,00
0,16
0,53

5

21
45

47%
100,00

1,00

54 Knowledge of audit standards and procedures

The Internal Auditor's knowledge of internal control standards and procedures is
an important factor for 85% of the respondents (Very much 47%, Much 17%).
However, despite the negligible percentage of 16%, a neutral stance was maintained.

18 Auditor's academic background

Question

17

HOW IMPORTANT
IS THE INTERNAL
AUDITOR'S
ACADEMIC
BACKGROUND?

Cumulative
Frequency Percent
Percent

Answers
NOT AT ALL
A LITTLE
ENOUGH
MUCH
VERY
MUCH
total

1
2
3
4

0
0
11
25

0%
0%
24%
56%

0,00
0,00
0,24
0,80

5

9
45

20%
100,00

1,00
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55 Auditor's academic background

The academic background of the Internal Auditor is an important factor for 76% of
the respondents (Very much 20% & Much 56%), while 24% answer just "Enough".

C

WORK PERFORMANCE
19 Independent of the controlled activities

Question

Answers

INTERNAL AUDITORS
ARE INDEPENDENT OF
18
THE ACTIVITIES THEY
CONTROL?

NOT AT
ALL
A LITTLE
ENOUGH
MUCH
VERY
MUCH
total

Cumulative
Frequency Percent
Percent
1
2
3
4

0
0
5
18

0%
0%
11%
40%

0,00
0,00
0,11
0,51

5

22
45

49%
100,00

1,00

56 Independent of the controlled activities

From the diagram above, it is obvious that the majority of respondents consider
the independence of internal auditors to be a very important factor. Specifically, "Very
much" claims 49%, "Much" 40%, while neutral stance seems to hold 11%.
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20 Audit manuals or documents

Question

19

HOW IMPORTANT IS
THE EXISTENCE AND
SUFFICIENCY OF
AUDIT MANUALS OR
OTHER SIMILAR
DOCUMENTS, WORK
PROGRAMS AND
INTERNAL AUDIT
DOCUMENTATION?

Cumulative
Frequency Percent
Percent

Answers
NOT AT
ALL
A LITTLE
ENOUGH
MUCH
VERY
MUCH

1
2
3
4

0
0
12
14

0%
0%
27%
31%

0,00
0,00
0,27
0,58

5

19

42%

1,00

45

100,00

total

57 Audit manuals or documents

From the frequency table above, it is quite clear that the majority of respondents
believe that the existence and sufficiency of audit manuals or other similar documents,
work programs and internal audit documentation greatly affects their decision (Very
much 42%, Much 31%), while a smaller but noticeable percentage of 27%, considers
that it affects "Enough".
21 Appropriate design, supervision, review and documentation of control function

Question

20

HOW IMPORTANT IS
THE INTERNAL
CONTROL FUNCTION
TO BE DESIGNED,
SUPERVISED,
REVIEWED AND
DOCUMENTED
APPROPRIATELY?

Cumulative
Frequency Percent
Percent

Answers
NOT AT
ALL
A LITTLE
ENOUGH
MUCH
VERY
MUCH
total

1
2
3
4

0
0
7
21

0%
0%
16%
47%

0,00
0,00
0,16
0,62

5

17
45

38%
100,00

1,00
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58 Appropriate design, supervision, review and documentation of control function

The overwhelming majority (85%) of respondents appear willing to rely on the
work of the Internal Auditor, since the internal audit function is designed, supervised,
reviewed and documented appropriately. Specifically, "Very much" answered 38%, and
“Much” 47% while the 16% answered "Enough".

DATA ANALYSIS & DISCUSSION

The selected method & dependent variable
In this chapter, a regression analysis is preferred to be performed by an OLS
method on the econometric software tool Eviews 10 in order to detect whether the
independent variables are related to the dependent variable.
More specifically, as far as the OLS method is concerned, it must be clarified that it
is a statistical method that measures the goodness of fit of the sample regression line
to the data. It is the line of “best fit” which is a straight line that minimizes the distance
between the data points and the estimated residuals (sum of squared errors). The type
of regression is cross sectional. It suits to this study because it examines the
association of all the predictor variables in the cooperation with the internal auditor in
a specific point of time, which is the current date of conducting the research. Support
to the view that OLS method is an appropriate method to be used gives the fact that
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this method is usually efficient when the cross-sectional data is relatively consistent
something that has achieved in the completion of the questionnaire.
Regarding the selection of the dependent variable, it was relied mostly upon which
question of the questionnaire has the highest significance and relationship with the
research question, that is whether internal auditor contributes to the work of the
external auditor. Therefore, from the Part 3, the question 9 is considered to be the
most relevant one, which is the cooperation of external auditors with internal auditors
at their previous works.

Descriptive statistics
The following figure present basic demographic information for respondentsexternal auditors (Part 1 of the questionnaire).

16

Series: AGE__X2_
Sample 1 45
Observations 45

14
12
10
8
6
4
2
0
1.0

1.5

2.0

2.5

3.0

3.5

4.0

4.5

Mean
Median
Maximum
Minimum
Std. Dev.
Skewness
Kurtosis

2.822222
3.000000
5.000000
1.000000
1.153825
-0.007566
2.209602

Jarque-Bera
Probability

1.171796
0.556606

5.0

The mean for the external auditors’ ages is 2.82, that is between 40-50 years old
while the median is 3, that is also 40-50 years old based on the categorization of the
questionnaire. The diagram shows that the distribution tends to the normal as the
skewness is almost zero and the kurtosis is somehow close to 3 (2.20). Based on the
theory, a variable is normally distributed when the skewness coefficient (a measure of
symmetry) is 0 and the kurtosis coefficient (a measure of how tall or flat the normal
distribution is) is 3. The Jarque – Bera (JB) statistic, which is a popular test for
normality, is based on the skewness and kurtosis. It should be noticed that for a
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normally distributed variable the value of the JB statistic is expected to be zero. In this
variable of Age, the JB statistic is 1.17 which quite close to zero.
28

Series: EDUCATION__X3_
Sample 1 45
Observations 45

24
20
16
12
8

Mean
Median
Maximum
Minimum
Std. Dev.
Skewness
Kurtosis

2.822222
3.000000
4.000000
2.000000
0.613814
0.108758
2.552671

Jarque-Bera
Probability

0.463907
0.792983

4
0
2.0

2.2

2.4

2.6

2.8

3.0

3.2

3.4

3.6

3.8

4.0

When it comes to the mean for the external auditors’ education is 2.82 again, that
is between BSc and MSc while the median is 3, that is also BSc and MSc based on the
categorization of the questionnaire. The diagram shows that the distribution tends to
the normal as the skewness is almost zero and the kurtosis is somehow close to 3
(2.20). The JB statistic is 0.46 which is close to zero and to normality.

20

Series: STUDIES__X4_
Sample 1 45
Observations 45

16

4

Mean
Median
Maximum
Minimum
Std. Dev.
Skewness
Kurtosis

2.577778
3.000000
4.000000
1.000000
1.117808
-0.295786
1.733080

0

Jarque-Bera
Probability

3.665707
0.159956

12

8

1.0

1.5

2.0

2.5

3.0

3.5
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4.0

Regarding the mean for the external auditors’ field of studies is 2.58, that is
comprised of Finance and Management while the median is 3, that is also Finance and
Management based on the categorization of the questionnaire. The JB statistic is 3.66.
32

Series: WORK_YEARS__X5_
Sample 1 45
Observations 45

28
24
20
16
12
8

Mean
Median
Maximum
Minimum
Std. Dev.
Skewness
Kurtosis

3.577778
4.000000
4.000000
1.000000
0.722649
-1.736224
5.526866

Jarque-Bera
Probability

34.58052
0.000000

4
0
1.0

1.5

2.0

2.5

3.0

3.5

4.0

Finally, the mean for the external auditors’ years of working as a chartered
accountant is 3.58, that is equal 10 years or more while the median is 4, that is also 10
years or more based on the categorization of the questionnaire. The JB statistic is
34.58 which is far from normality. The diagram shows that it is left-skewed so it reveals
also that is not normally distributed.

Regression analysis
The estimation outputs of the executed regression analysis are presented below in the
table 21 in order to determine the influence of the independent variables. The
independent variables are the personal data (Part 1), the level of dependence of
external auditor to internal (Part 2), factors that may affect external auditor’s decision
to rely on internal auditor’s work (Part 4), that is all the other questions except
question 9 “Cooperation with the internal auditor at previous audits” which is the
regressand. Therefore, it will be examined whether the Chartered Auditor’s work rely
on the work of the Internal Audit Department depends on several factors.
Ho: There is no correlation between these variables - they are independent.
H1: There is a relationship between the variables (there is an effect).
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22 Regression analysis output
Dependent Variable: COOPERATION__X9_
Method: Least Squares
Date: 12/28/18 Time: 19:57
Sample: 1 45
Included observations: 45
Variable

Coefficient

Std. Error

t-Statistic

Prob.

GENDER__X1_
AGE__X2_
EDUCATION__X3_
STUDIES__X4_
WORK_YEARS__X5_
INTERNATIONAL_WORK__X6_
INTERNAL_WORK__X7_
REMUNARATION__X8_
REPORTS__X10_
EVALUATE_RISKS__X11_
MISSION_STATEMENT___X12_
FREE_ACCESS__X13_
REPORT_TO_COMMITTEE__X14_
CERTIFICATION__X15_
STANDARDS__X16_
BACKGROUND__X17_
INDEPENDENCE__X18_
MANUALS__X19_
CONTROL_FUNCTION__X20_
C

-0.430038
0.014037
0.195663
-0.384908
0.105986
1.165684
0.207645
-1.091790
-0.373309
0.262739
0.324186
-0.350784
-0.122199
0.917962
-0.142913
-0.074405
0.154459
-0.365947
0.472942
-0.370188

0.460838
0.174388
0.328147
0.203704
0.291931
0.445769
0.325248
0.476647
0.305882
0.239873
0.234471
0.392538
0.366156
0.344576
0.340118
0.308964
0.317704
0.289367
0.475153
2.541569

-0.933165
0.080493
0.596266
-1.889549
0.363053
2.614996
0.638423
-2.290562
-1.220436
1.095327
1.382625
-0.893631
-0.333734
2.664032
-0.420185
-0.240822
0.486172
-1.264645
0.995347
-0.145653

0.3597
0.9365
0.5564
0.0705
0.7196
0.0149
0.5290
0.0307
0.2337
0.2838
0.1790
0.3800
0.7414
0.0133
0.6779
0.8117
0.6311
0.2177
0.3291
0.8854

R-squared
Adjusted R-squared
S.E. of regression
Sum squared resid
Log likelihood
F-statistic
Prob(F-statistic)

0.541505
0.193048
0.969019
23.47496
-49.21085
1.554010
0.149556

Mean dependent var
S.D. dependent var
Akaike info criterion
Schwarz criterion
Hannan-Quinn criter.
Durbin-Watson stat

3.200000
1.078720
3.076038
3.878999
3.375374
1.761464

Describing the results of the regression, the value of R-squared(an indication of
the goodness of fit of the model), which means that 54% of the variability of the
dependent variable is explained by the independent variables. This is good for the
model but adjusted R-squared would be a better a measure especially for a multiple
regression analysis as it takes into account apart from the number of regressors, the
sample size also. In that case, the adjusted R-squared is equal to 0.19 which means
that 19% of the variation in the dependent variable is explained by the multiple
regression model, adjusted for the number of independent variables and sample size.
Examining the statistical significance for each independent variable by checking
the p-value for each one (p-value must be less than 0.05, then the variable is
statistically significant at the 95% significance level), it is observed that only three
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independent variables are statistical significant at 95% significance level and one at
90%. These are the work in an international auditing firm (p-value 0.0149) with a
positive sign, the remuneration (p-value 0.0307) with a negative sign, the professional
certification (p-value 0.0133) with a positive sign and the field of studies (p-value
0.0705) with a negative sign. The interpretation of the positive/negative sign of the
coefficients is that there is a positive/negative relationship between the cooperation of
external auditor with the internal and each of the factors (independent variables).

Conclusions
This work has attempted to clarify and understand the concepts of internal and
external control. The constantly and rapidly changing economic situation at Greek
level, as well as events that significantly affect economic balances such as
bankruptcies, mergers, legislative reforms and financial crises, have made Auditing a
very important and integral tool of today's business entity.
Numerous are the benefits of using an effective and efficient internal control,
some of which are:
1. Confirmation that the controls and procedures that are generally and specifically
applied are satisfactory.
2. Adopting improvements in financial controls that prevent or detect problems and
protect employees from undue accountability.
3. Limiting unnecessary bureaucratic work.
4. The collection of lost revenues.
5. Early detection of problems before they come to third parties.
6. Identify opportunities for automating processes.
7. To avoid unreasonable costs.
8. Identify deviations from the specifications and expectations of the company's
management.
9. The company's financial and administrative problems are controlled and treated in
an independent and therefore objective manner.
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10. Ensuring to the extent possible the interests of investors / shareholders of the
company.
11. Enhance the transparency and smooth operation of the stock market.

External auditors can make their audits more efficient by using the internal
auditors' work in an appropriate way to avoid duplication of work and duplicate audits.
If an internal audit review shows that the internal auditors have made all the necessary
controls and made the appropriate recommendations for improvement, the external
auditors will use this information after they have checked the capability and objectivity
of the internal auditors. Capacity is examined by obtaining data on the training and
experience of internal auditors, while objectivity is controlled by the degree of
accountability shown by internal auditors in the execution of their work. Whatever
data the external auditor uses from internal control, he does not cease to be solely
responsible for the audit decisions. Of course, as extensive and meticulous as control,
nothing can guarantee the reliability of the accounting statements and the information
they provide.
More specifically, regarding the results of the regression analysis, it worth
mentioning that their remuneration is not related to their decision to rely on the work
of the Internal Audit. This is because they consider that a good internal control
department significantly reduces their costs, so they increase their profits, but they do
not affect their remuneration. Consequently, trust in internal control means, among
other things, cost savings or more services at the same cost. Additionally, it is
remarkable the fact that the studies of the external auditor are negatively related with
its cooperation with internal auditor, when at the same time internal auditor’s
professional certification is important. That reveals that it is crucial for external
auditors, the internal auditors to prove that are trustworthy with certifications while
for external auditors, it is enough to prove their value and capability maybe just with
their experience in an international firm.
To sum up this research, the following conclusions may be extracted:


External auditors do not trust the internal audit findings due to the lack of
independence of internal auditors and the small size of internal audit services,
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External auditors are convinced that there can be constructive cooperation
with internal auditors, since they are independent from management and
become more professional.

The generalization of the above conclusions is not possible due to the small size
of the sample being studied. However, these data should be taken seriously and
further investigations should be made to improve relations between internal and
external auditors in order to increase the use and effectiveness of internal control in
the work of the external auditor.
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Appendix
Questionnaire

PART 1 PERSONAL DATA
1

GENDER

2

AGE

3

EDUCATION

4

FIELD OF STUDIES

5

YEARS OF WORKING AS A CHARTERED ACCOUNTANT

6

HAVE YOU WORKED IN AN INTERNATIONAL AUDITING
FIRM?

MALE
FEMALE
18-30
30-40
40-50
50-60
60+
HIGH SCHOOL
BSc
MSc
PhD
ACCOUNTING
FINANCE
MANAGEMENT
ECONOMICS

0 TO 3
4 TO 6
7 TO 10
>10

YES
NO

PART 2 LEVEL OF DEPENDENCE OF EXTERNAL AUDITOR TO INTERNAL
7

HOW MUCH DOES YOUR WORK RELY ON THE WORK OF
INTERNAL AUDIT DEPARTMENT?

8

DO YOU BELIEVE THAT YOUR REMUNERATION IS DIRECTLY
RELATED TO YOUR DECISION TO RELY ON THE WORK OF
THE INTERNAL AUDIT DEPARTMENT?
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0%
1% TO 30%
31% TO 70%
71% TO 100%

YES
NO

PART 3 COOPERATION BETWEEN INTERNAL AND EXTERNAL AUDITOR
8

DO YOU COOPERATE WITH THE INTERNAL AUDITOR AT
YOUR PREVIOUS AUDITS?

9

DO YOU USE THE AUDIT REPORTS OF THE INTERNAL AUDIT
DEPARTMENT?

10

DO YOU CONSIDER THE WORK OF INTERNAL AUDITOR TO
IDENTIFY AND EVALUATE RISKS AND ACORDINGLY DO
YOUR AUDIT PLAN?

NEVER
RARELY
SOMETIMES
OFTEN
ALWAYS
NEVER
RARELY
SOMETIMES
OFTEN
ALWAYS

NEVER
RARELY
SOMETIMES
OFTEN
ALWAYS

PART 4 FACTORS THAT MAY AFFECT EXTERNAL AUDITOR'S DECISION
TO RELY ON INTERNAL AUDITOR'S WORK
A

OBJECTIVITY

11

HOW IMPORTANT IS THE MISSION STATEMENT OF
INTERNAL AUDIT DEPARTMENT TO YOUR WORK?

12

HAS THE INTERNAL AUDIT DEPARTMENT FRE ACCESS TO
ALL THE OTHERS DEPARTMENTS OF THE COMPANY?

13

DOES THE HEAD OF INTERNAL AUDIT DEPARTMENT
REPORTS TO AUDIT COMMITTEE?
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NOT AT ALL
A LITTLE
ENOUGH
MUCH
VERY MUCH

NOT AT ALL
A LITTLE
ENOUGH
MUCH
VERY MUCH

NOT AT ALL
A LITTLE
ENOUGH
MUCH

VERY MUCH
B

COMPETENCE

14

HOW IMPORTANT IS THE PROFFESSIONAL CERTIFICATION
OF INTERNAL AUDITOR (CPA, CMA, CIA…)

15

HOW IMPORTANT IS THE INTERNAL AUDITOR'S
KNOWLEDGE OF AUDIT STANDARDS AND PROCEDURES?

16

HOW IMPORTANT IS THE INTERNAL AUDITOR'S
ACADEMIC BACKGROUND?

C

NOT AT ALL
A LITTLE
ENOUGH
MUCH
VERY MUCH

NOT AT ALL
A LITTLE
ENOUGH
MUCH
VERY MUCH
NOT AT ALL
A LITTLE
ENOUGH
MUCH
VERY MUCH

WORK PERFORMANCE

17

INERNAL AUDITORS ARE INDEPENDENT OF THE ACTIVITIES
THEY CONTROL?

18

HOW IMPORTANT IS THE EXISTENCE AND SUFFICIENCY OF
AUDIT MANUALS OR OTHER SIMILAR DOCUMENTS, WORK
PROGRAMS AND INTERNAL AUDIT DOCUMENTATION?

19

HOW IMPORTANT IS THE INERNAL CONTROL FUNCTION
TO BE DESIGNED, SUPERVISED, REVIEWED AND
DOCUMENTED APPROPRIATELY?
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NOT AT ALL
A LITTLE
ENOUGH
MUCH
VERY MUCH

NOT AT ALL
A LITTLE
ENOUGH
MUCH
VERY MUCH

NOT AT ALL
A LITTLE
ENOUGH
MUCH

VERY MUCH

THANK YOU FOR YOUR TIME!
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