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Strategic thinking for Internal Audit Outsourcing 
Outsourcing of Internal Audit, as an alternative, has 
not been reviewed seriously by the business enterpris-
es due to various facts over the past decades. Ever 
since the inception of this activity, it was felt that it 
needs to be kept as close to the  business organization 
as possible to achieve success. 

However, a detailed understanding of each of the de-
ciding factors for Internal Audit structuring on a 
more beneficial line of thought is brought into review 
and light for the readers perspective re-alignment.  

1. Effectiveness 

The term implies the maximum coverage of all poten-
tial risks and controls in the organization.  

a. Our research and audit activity conducted in vari-
ous organizations has revealed that repeated audit by 
the same team tends to override the relevance provid-
ed to specific areas which is not in line with the devel-
opment of risk, control lapses, and fraud attempts.  

b. The volatility of various factors coming to play in 
an organization does not allow for such reservations 
to be advocated by the audit management.  90% of 
the organizations do not resort to cover test based on 
a risk register duly understood and approved for the 
activity.  

c. Further, updation of the risk register seldom hap-
pens in those organizations, which do have them re-
sulting in the new risks arising in the business not get-
ting covered in the review process. 

Solutions from Outsourcing 

A. In Professional Consulting organizations (PCO’s), 
the rotation of staff applied by the consulting organi-
zation on the clients business activity, ensures that 
stereotyped  approach is not adopted but out of box 
review process to enhance the competitiveness in the 
activity gets applied. 

b. PCO’s have accumulated the knowledge base for es-
tablishing a risk register pertinent to the industry in which 
their client engages in business.  

c. New risk scenarios get addressed in each audit cycle 
enlarging the risk register and review coverage. 

2. Cost Impact 

Internal Audit activity with in-house department requires 
a departmental structure to be developed to ensure over-
sight, supervision, quality review and rotation of audit 
activity with multiple auditors. This enhances the cost per 
activity under review. The time utilized for the audit ac-
tivity becomes less resulting in unutilized time of various 
personnel in the department. Due to lack of efficiency 
KPI’s the time for audits gets enlarged without proper 
governance into the activity. This has resulted in many 
organizations being laden with high cost audit activity 
infrastructure. Further, Primary Corporate cost allocation 
to Internal Audit is also increases cost. 

Solutions from Outsourcing 

A self imposed competitive scenario for successful bid-
ding requires the consulting firms to ensure highly effi-
cient and quick assimilation attributes with its workforce. 
A timeline based incentive schemes and supervision on 
phased levels of audit activity ensures reduced applied 
time in execution. Further, a part of the ongoing internal 
review process on the internal audit division of the con-
sulting firm requires each audit to pass profitability re-
view. A quality review from an independent team on the 
coverage and reporting ensures that all risk and control 
lapses gets audit coverage for the client.  

Corporate cost allocation being unwarranted for an out-
sourced activity, the cost of audit is lowered. A net im-
pact ranging from 25% to 50% on the cost can be ex-
pected through outsourcing. 
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3. Sustenance 
Sustenance reflects the capability of the audit process 
to ensure that, all steps required to be completed for 
the successful assimilation, information processing, 
and analysis to be done for each activity. The process 
of supervision ensures that all areas where audit pro-
cess needs to be implemented for specific audit do-
main gets completed, irrespective of the repetitive na-
ture of the work. Complacency, closeness to entity per-
sonnel, repeated interaction of front end auditor with 
unit management tends to overlook essential factors 
contributing to risk or lack of controls. An auditor 
who needs to be on the lookout for clues for risks and 
control lapses gets his focus sidelined during the 
course of the repeated audit activity of the same entity. 

Solutions from Outsourcing 

A consulting firm ensures that there is a rotation of 
activity between the various personnel keeping the line 
of supervision intact. There is a level of independence 
and conflict of interest repulsed in this process thereby 
gaining on the point of contention declared above. 

4. Synergy 

The process of synergy works out when areas of con-
flicts towards risk and control lapses existing in variety 
of industry could be applied with customization to 
each other, thereby benefitting from cross industry 
knowledge of audit activity. An inhouse department 
seldom has the opportunity to exercise this capability 
as the audit repeatedly get executed to the units of 
business belonging to the same group. This has been 
one of the key backdrops of in-house departmental 
activity for audit. The opportunity to learn and expand 
the operational process of other industries to one’s 
own entities becomes lost. 

Solutions from Outsourcing 

A consulting firms having clients under multiple indus-
tries benefits with such associations as its internal audit 
process gets expanded. Each audit activity expands its 
boundaries of potential to achieve highly efficient and 
effective audit coverage.  

 

The increased oversight of potential risks due to con-
trol lapses, frauds of various themes, different ap-
proaches to control a specific activity based on cost 
effectiveness, etc. enables the consultant to stitch out 
the most appropriate process for the client. This would 
also support cost reduction for the client. 

5. Industrial Knowledge 

In-house audit department personnels extent of aware-
ness of audit process is dependent on the aspiration of 
its audit personnel. As there is lower competitiveness 
generated in the department the chances of inquisitive 
nature, research mindedness, need for enhanced quality 
of review, depth of operational, IT, personnel controls 
executed for the business activity, is left to the growth 
aspiration of the audit personnel This dries down due 
to lack of compulsions driven from competitiveness 
which is not applied for in-house deptartments.  

Solutions from Outsourcing 

A consulting firm ensures that its auditors are provided 
with the infrastructure to conduct research, apply inno-
vative audit methodologies, operational efficiency re-
view, to enlarge their capabilities to achieve the KPI’s 
set out for them.   

Moreover, the competitiveness between various audit 
personnel is sustained by the consulting firms manage-
ment to generate the best out of its personnel, thereby 
enhancing the scope of success for its clients audit 
functions. 

6. Value Addition 

The concept of value addition from Internal Audit ac-
tivity needs to be looked upon from different perspec-
tives like 

a. Coverage of Risks  

b. Cost of audit activity 

c. Quality of Audit process 
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d. Expertise to see through lapses in existing controls 

e. Cost reduction recommendations 

a. Revenue enhancement potentials  

g. Process improvements 

h. Policy and developments supported from activity,  

i. Assurance on areas where controls are working as 
intended, etc. 

In-house Internal Audit seldom keeps value addition as 
a KPI for its activities in the organization to the extent 
enumerated above. There would be objections when 
this is spoken out, but the truth gets revealed when 
you ask the KPI’s for the department, the review and 
documentation of the same during the conduct of the 
internal audit activity. Such documentation normally 
never exist on a sustained manner. 

Solutions from Outsourcing 

PCO’s have the uncanny capability and enthusiasm to 
add value to the clients business during the course of 
their audit process. This is mainly due to the fact that 
the renewal of the  

contract depends on the value benefit they are able to 
provide and convince the client. Hence, the pressure of 
client retention falls on the audit team, to put in extra 
efforts to add value for the client, and therby maintain 
their relationship with them continuously. Each mem-
ber of the audit team conducts themselves with the 
purpose of value addition in the midst of quality, cov-
erage, efficiency, and professional development aspira-
tions due to the competitive nature of employment in 
the consulting firms. Value addition to clients have 
been one of the most successful attributes for PCO’s 
to flourish among their clientele. 

7. Professionalism 
Inhouse Internal Audit departments has the tendency 
to recruit personnel through internal promotions from 
other departments. This has happened in many organi-
zations and resulted in failure of the Internal audit ac-
tivity.  

 

However, the realization sets in very late to the top 
management which results in the risks and fraud po-
tentials in the organizations getting extended. Further, 
there is no demands on the employer for the audit per-
sonnel to grow in terms of qualifications, skills, values 
etc as the demand for professional sustenance for the 
personnel is seldom required to be met. 

Solutions from Outsourcing 

PCO’s demand from its personnel, the requisite pro-
fessional education, sustenance through continued ed-
ucation, demands for incrementing knowledge through 
research, quality reviews, supervised audit activity, etc. 
These processes augments the professionalism re-
quired to be executed and promoted for the internal 
audit activity. The professional certifications for which 
the personnel in the consultancy firm works towards, 
ensure the professional standards required to meet the 
demands of the audit activity. 

8. Diversified Personnel 

In-house internal audit activity does not have the po-
tential to house its department with personnel with 
diversified strengths like accounting and reporting, op-
erational knowledge competence, internal audit pro-
cess, IT, HR, management structuring, corporate gov-
ernance, project management, feasibility review, Fraud 
expertise, etc. They are restricted to maintain personnel 
to meet their primary objective viz. Internal Audit. 
This defeats the capability requirements to execute the 
internal audit activity from all perspectives of an organ-
ization. 

Solutions from Outsourcing 

As a PCO is involves in multiple activity in its income 
streams they ensure requisite personnel for housing the 
requisite knowledge in the firm, to provide it the ability 
to consider executing all types of services  They ensure 
that the required personnel gets involved in specific 
areas of the audit to extract the best possible outcome 
to represent the clients beneficial growth through 
their association. 4 
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Further, due to sub contracting activity of their ser-
vices to other consultants and vice versa, there is a 
global wealth of capability which is sourceable by the 
PCO’s within its reach to benefit the clients at a com-
petitive value. 

9. Accelerated Reporting 

The pressure to submit reports to the owners are sel-
dom applied due to the requirement of independence 
and the lavishness in which the attribute is made 
availed to the department.  Further, the lack of need 
from the unit management of the group also ensures 
that the report delivery is not demanded on a timely 
manner. Further, the audit department normally opens 
up domain based audit instead of entity based audit   

which creates ambiguities in the time reporting made 
for each entity. One additional factor is the develop-
ment of special audits for the organization which takes 
off the need to adhere to timelines for planned audits. 
Hence there is no strong adherence to the audit plan 
which in most instances does not get completed as 
planned and overlaps to the subsequent year.  

Solutions from Outsourcing 

PCO’s being contracted on a yearly basis are expected 
to provide all the reports stipulated in the scope of the 
engagement.  Further, the need to execute the billings 
on a timely manner to keep the activity profitable for 
the consulting firm ensure that the reports are submit-
ted to the client on a timely manner with the least need 
for extension of time. 

Special assignments are generally treated as separate 
scope and is not expected to damage the reporting re-
sponsibilities of the original contract.   

 

Conclusion 

In our practice of the profession spanning various in-
dustries and PCO’s, we have seen that outsourcing of 
the activity has more benefits than having an internally 
developed audit department. We would recommend 
the business owners, CEO, CFO’s, Audit Committee, 
to revisit their approach towards internal audit in their 
respective organization. . 
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I. Potential frauds in Hospitality 
 
Institute of  Certified Fraud Examiners, the premier agency involved in global fraud research and audit process, has 
released its Report to the Nations, 2018. This report informs on the following aspects relating to risk of  fraud and 
existing level of  fraud in the Hospitality Industry, based on detailed investigations and analysis of  over 100 construc-
tion entities globally and in specific regions across the globe. This report lays out the specific frauds and details pres-
ently prevalent in the hospitality sector. Specific areas of  excerpts from the report is given hereunder. 
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The above report reveals the following facts related to hospitality industries 
a. All fraud schemes were seen prevalent with medium and high occurrence conditions. 
b. The median loss for construction sector was fifth largest in all industries of  critical nature. 
The above facts, certifies the grave need to commit a risk review, in hospitality based organisations 
 

II. Past success stories 
Our consultants have been able to provide direct value benefit of  more than AED20 million through Internal 
Risk Audits to its clients till date in various industries. Further, the implementation of  control process to elimi-
nate risk has contributed multiple time in prevention of  potential losses from procurement process and reve-
nue potential identification on timely basis. Our research into practices in various industries, reveals that the 
potential to repeat these value adding audit review, exist in most of  the organisations in the UAE. 
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Hospitality Audit - Key Questions to ask yourself. 
 
· Could you be losing out on your peak performance.  

· Are you focusing on the right channels  

· Is your MIS based on the appropriate segments  

· Is your loyalty program generating revenue  

· Is your Revenue Management strategy enhancing yield  

· Do you have the right skills placed in your facility  

· Is the Front Office orientation to customer service effective  

· Does the advertising strategy target for specific consumers ca-
tering their prices, amenities  

· Do you manage your cost effectively and efficiently.  

· Is there a proper safeguard of  your assets / investments  

· Does the hotel facilities cover all possible amenities sought by  
the guests.  

· Is the internal marketing executed to identify further possibili-
ties of  the Hospitality operations.  

· Have you connected with the relevant B2B service provider for 
online booking  

· Is there sufficient efforts for enlarging direct bookings poten-
tial  

· Is the Hotel blog generated to enhance Hotels value. 
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A. Strategic Review 

1. Pricing Strategy 

a. Pricing under High Occupancy 

b. Lean Periods pricing 

c. Pricing for Value added scenarios 

d. Promotional Pricing strategy 

2. Distribution  

a. Channel Management - GDS associa-
tion and Contract 

b. Market Segmentation 

c. Marketing Strategy 

d. Technology Solutions adopted 

3. Facility wrapping 

a. USP enhancements and communica-
tions thereof 

b. Exercise of Hospitality Attribute 

c. Locational aspects 

d. Blogging 
 

B. Accounting and Reporting 
a. Income – Long Term and Short Term 

b. Accounts Receivable – Tour Operators, Cor-

porates, etc 

c. Accounts Payable, Loans commitments etc 

d. Inventory – House-packs, Linen, Bakery, 

Fresh vegetables and Fruits, Meat and Fish 

etc. 

e. Fixed Assets – Capitalization, Cost/profit 

center Allocation, Depreciation, Sale pro-

ceeds etc. 

f. Capital account movements 

g. Accruals and Deferrals 

h. Cash and Bank – Treasury functions 

C. IT Facilitations 

a. Room setups – Daily rental allocation, Out of in-

ventory rooms,  

b. Package schemes – Spa, Wellness, Ayurveda  

c. Housekeeping integration  

d. Telephone integration 

e. Night Audit reports and revenue generation activity 

f. Daily back up – Dedicated and non-dedicated save 

g. Restoration and Testing process  

h. Loyalty Program and Promotion setups 

i. Food revenue re-allocations 

j. POS at Restaurants and Billings – Integration to 

Room folios 

k. IT security  

 

D. Operations 

a. Front Office Operation 

b. Cashier Functions 

c. Housekeeping Services 

d. Security 

e. Night Audit Activities 

f. Restaurant Functions 

g. Repairs and Maintenance 

h. Business Continuity Planning 

 

 
 
 
 
 
 

Affility Internal Audit Activity Scope Coverage 
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E. Mystery Guest Functions 
 
Mystery guest functions include response assessment and monitoring on over 1200 check points with 2 food outlets 
in the facility. The standards applied range from 3 to 5 star facility structuring. The objective of the activity is to 
provide the management and owners with a deeper insight into the potentials of quality perspectives and value en-
hancement potentials in the operations and customer feedback value. 
 
1. Reservations 

2. Concierge - Arrivals 

3. Front Office – Arrivals 

4. Room Orientation 

5. Housekeeping – Arrival 

6. Guest Service – Concierge 

7. Laundry Requests 

8. Pool side facility 

9. Wake up Call 

10. Dinner 

11. Room Service 

12. Technical Service Request 

13. Bar  

14. Housekeeping Services 

15. SPA treatment 

16. Lunch 

17. Health Club – Gym 

18. Turndown 

19. Breakfast 

20. Concierge Departure 

21. Front Office Departure 

22. Product Room- 

23. Product – Room facilities 

24. Public Area 
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S Þ Integrated Modular Internal Audit 
 
Þ Business Management Advisory 
 
Þ Strategic Hotel Management Audit 
 
Þ Strategic Construction Audits 
 
Þ Cost Control Audits for Restaurants 
 
Þ Strategic Audit for Healthcare 
 
Þ Car Rental Management Audit 
 
Þ Strategic Control Audits for  Retail 
 
Þ Supplier Audits 
 
Þ Procurement Audit 
 
Þ Fixed Asset Management Audit 
 
Þ Mystery Guest Reviews 
 
Þ Policy and Procedure Development 
 
Þ Revenue Management Audit 
 
Þ Inventory Audit 
 
Þ Yield Management Audits 
 
Þ Pre-Audit Management 

Þ ERP Software Evaluations 
 
Þ ERP Vendor Assessment 
 
Þ ERP Project Administration 
 
Þ Treasury Management Audit 
 
Þ HR / Labor Audits 
 
Þ Technology based Controls for  
 

Þ Time Management 
 
Þ Tyre Management Systems 



PO Box: 124601, 110, Sobha Sapphire, Business Bay, Dubai, UAE 
Phone: +971 4 4211330 Mob: 050-1405339 

Our Services  
 
IT Audit 
 
IT Project Advisory 
 
Internal Audit 
 
Feasibility Studies 
 
Due Diligence 
 
Business Valuations 
 
M & A Advisory 
 
Standard Operating Policy 
& Procedures development 

Disclaimer: The above article does not in any manner reflect the prac-
tices identified in any organization. This is only intended to be a source 
for knowledge for business owners, CEO’s, CFO’s, Audit Committee 
members, and few others to support them in their corporate governance 
practices. If in any manner the material reflect similar transcripts from 
other honorable authors, it is purely coincidental and not intended to be 
an violation of any copyrights. 


