Assessing the
system of internal
control
Audit Committee Questions
Audit Committee Institute part of
KPMG Board Leadership Centre

Audit committees play an important role in overseeing an organization’s internal control
processes. Effective audit committees perform their oversight by demanding relevant, timely
and accurate information from management, the internal auditor and the external auditor, and
by asking direct and challenging questions.
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Audit committee oversight essentials …
Management is responsible to establish and maintain an
effective system of internal control. The audit
committee is to oversee these controls and to review
the effectiveness of the system as a whole. An effective
internal control system provides reasonable assurance
that policies, processes, tasks, behaviours and other
aspects of an organisation, taken together, facilitate its
effective and efficient operation, help to ensure the
quality of internal and external reporting, and help to
ensure compliance with applicable laws and regulations.
Internal controls should be used to maintain the risks
facing the company within the defined risk tolerance
levels set by the board, bearing cost-benefit
considerations in mind. The audit committee should be
satisfied that proper control policies, procedures and
activities have been established and are operating as
intended. An effective system of internal controls hinges
on the right tone set at the top of the company
– the board and audit committee should send out a clear
message that internal control responsibilities must be
taken seriously.
The performance of the system of internal control
should be assessed through ongoing monitoring
activities, separate evaluations such as internal audit, or
a combination of the two. Procedures for monitoring the
appropriateness and effectiveness of the identified
controls should be embedded within the normal
operations of the organisation. Although monitoring

procedures are part of the overall system of control,
such procedures are largely independent of the
elements they are checking. While effective monitoring
throughout the organisation is an essential component
of a sound system of internal control, the board cannot
rely solely on embedded monitoring processes to
discharge its responsibilities. The board, with the
assistance of the audit committee, should regularly
receive and review reports on internal control and be
informed about how the reviews giving rise to the
reports have been undertaken.
The reports from management should provide a
balanced assessment of the effectiveness of the
system of internal control in the areas covered. Any
significant control failings or weaknesses identified
should be discussed in the reports, including the impact
they have had, could have had, or may have on the
organisation, and the actions being taken to rectify
them. It is essential to have a frank, open dialogue
between management and the audit committee on
matters of risk and controls.
The audit committee should define the process to be
adopted for its (annual) review of the effectiveness of
internal control and risk management systems. The
annual review exercise should consider the issues dealt
with in the reports reviewed during the year, together
with additional information necessary to ensure that the
board has taken account of all significant aspects of
internal control.
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Indications that internal control isn’t working as intended …
Executive and business teams are not engaged in the risk and control processes
-

Formal risk and control discussions are regularly postponed
Risk and control processes are disconnected from ‘business as usual’
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Key questions for audit committees to consider:
-
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