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To assist both management and auditors in evaluating an entity’s internal controls, three 
organizations recently released the following publications: 

• Guidance on Monitoring Internal Control Systems, issued by the Committee of 
Sponsoring Organizations of the Treadway Commission (COSO).

• Staff Views — An Audit of Internal Control Over Financial Reporting That Is 
Integrated With an Audit of Financial Statements: Guidance for Auditors of Smaller 
Public Companies, finalized by the Public Company Accounting Oversight Board 
(PCAOB).

• CAQ Lessons Learned — Performing an Audit of Internal Control in an Integrated 
Audit, published by the Center for Audit Quality (CAQ).

Each publication is discussed below. 

Monitoring Internal Control Systems 
Issued on February 4, Guidance on Monitoring Internal Control Systems is COSO’s 
new three-volume series on the monitoring component of internal control. Detailed 
guidance and examples build on the foundational principles set out in two earlier COSO 
publications, Internal Control — Integrated Framework, first published in 1992, and 
Internal Control Over Financial Reporting — Guidance for Smaller Public Companies, 
published in 2006.

The new guidance is intended to (1) help organizations improve the effectiveness 
and efficiency of their internal control system, (2) illustrate how monitoring can be 
incorporated into an organization’s internal control processes, and (3) assist management 
and others in recognizing and building effective monitoring or identifying and correcting 
weaknesses when monitoring is ineffective. The publication consists of three volumes, 
organized as follows: 

• Volume I, the “guidance” volume, consists of an executive summary and presents the 
core concepts embodied in COSO’s monitoring concept. 

• Volume II, the “application” volume, describes the core concepts in detail and focuses 
on: 

o The role of monitoring.

o Establishing a foundation for monitoring through the “tone at the top” and 
organizational structure.

o Designing and executing effective and efficient monitoring procedures.

o Assessing and reporting results.

o Other considerations (such as using technology and outsourcing, documenting, 
and scaling monitoring activities).
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• Volume III, the “examples” volume, highlights organizations whose monitoring efforts 
are consistent with the publication’s guidance and illustrate each core concept. The 
examples are comprehensive, describing (1) a large retail organization’s monitoring of 
controls over store inventory, (2) a midsize manufacturing organization’s monitoring 
of controls over certain operational risks, (3) and an organization’s monitoring of 
controls over certain information technology activities.

The guidance does not change the previously issued COSO publications nor does it 
dictate any specific risks or controls to consider or mandate any specific monitoring 
procedures or documentation. 

Guidance for Auditors of Smaller Public Companies
On January 23, the PCAOB published the final version of Staff Views — An Audit of 
Internal Control Over Financial Reporting That Is Integrated With an Audit of Financial 
Statements: Guidance for Auditors of Smaller Public Companies. The guidance was 
developed to help auditors of smaller public companies apply the provisions of Auditing 
Standard No. 5, An Audit of Internal Control Over Financial Reporting That Is Integrated 
With an Audit of Financial Statements (AS 5). Originally drafted in October 2007, the 
guidance was exposed for public comment through December 2007. 

Editor’s Note: The final release neither establishes new requirements nor addresses all 
areas or issues auditors face in applying the provisions of AS 5 to smaller companies. 

The guidance in the final release addresses scaling an audit appropriately and identifies 
challenges auditors might face in auditing smaller companies. The guidance is not 
intended to assist management in establishing or evaluating internal controls over 
financial reporting.

See Appendix A for an overview of the guidance.

CAQ Lessons Learned
CAQ Lessons Learned — Performing an Audit of Internal Control in an Integrated 
Audit was released February 9 and offers practical advice based on the experiences of 
professionals performing integrated audits. Although it is intended for use as a reference 
for auditors of public companies who have not yet performed an audit of internal 
control over financial reporting that is integrated with an audit of financial statements, 
other readers may benefit from its suggestions and the experiences it describes. It is not 
intended to supplement or duplicate the standards of the PCAOB and it does not set 
standards for any purpose.

See Appendix B for a complete list of the publication’s 21 lessons learned.
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Appendix A — Summary of Chapters in PCAOB’s Publication

Key topics covered in each chapter of the PCAOB’s publication are summarized below. 

Chapter 1 — Scaling the Audit for Smaller, Less Complex Companies

• How the principles of AS 5 might apply to audits of smaller companies. 

• The importance of appropriately selecting controls to test the efficiency and effectiveness of an internal control audit.

• The auditor’s need to focus on whether the control addresses the assessed risk of misstatement and not necessarily on how the 
control is labeled (e.g., entity level control, transaction-level control) when selecting controls for the internal control audit. 

Chapter 2 — Evaluating Entity-Level Controls

• How identifying and evaluating entity-level controls is essential in planning and performing an audit of internal control.

• How entity-level controls can affect the nature, timing, and extent of the auditor’s procedures.  

Chapter 3 — Assessing the Risk of Management Override and Evaluating Mitigating Actions

• Risk of management override of controls and how extensive involvement of senior management in day-to-day operations can 
increase control override opportunities at smaller companies.

• How the auditor considers the risk of management override of internal control and evaluates companies’ actions to mitigate that 
risk.  

Chapter 4 — Evaluating Segregation of Duties and Alternative Controls

• Why opportunities for smaller companies, which typically have fewer employees, to implement controls over the segregation of 
duties may be limited and why, as a result, smaller companies might approach the control objectives relevant to segregation of 
duties in a different manner than larger companies.

• How the auditor evaluates a company’s method of achieving the objectives of segregation of duties. 

Chapter 5 — Auditing Information Technology Controls in a Less Complex IT Environment

• How an auditor evaluates IT controls in a smaller company with a less complex IT environment.

•  The process the auditor uses to decide which IT controls to evaluate and the means of evaluating those controls.

• Common characteristics of IT environments in smaller companies that can significantly affect the auditor’s approach.  

Chapter 6 — Considering Financial Reporting Competencies and Their Effects on Internal Controls 

• The challenges of smaller companies in acquiring and retaining individuals with adequate skills in accounting and financial 
reporting.

•  How the auditor considers financial reporting competencies at a smaller, less complex company, including when the company 
uses outside assistance.  

Chapter 7 — Obtaining Sufficient Competent Evidence When the Company Has Less Formal Documentation

• The documentation needs of smaller companies and how the nature of that documentation might differ from that of a larger or 
more complex organization.

• Ways in which the auditor could adapt the audit strategy to obtain sufficient competent evidence in an environment with less 
formal documentation.

Chapter 8 — Auditing Smaller, Less Complex Companies With Pervasive Control Deficiencies

• The identification of pervasive control deficiencies, particularly deficient entity level controls, that could result in the auditor 
determining that those deficiencies impair the effectiveness of other controls.

• Ways auditors can design their audit strategies when deficiencies are pervasive. 
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Appendix B — CAQ's 21 Lessons Learned 

The following are the 21 “Lessons Learned,” reprinted from the CAQ’s publication. See the publication itself for additional 
background and details on each lesson.

1. Take advantage of the company’s internal control evaluation process and documentation, where practical, in connection with 
financial statement audits performed in years prior to the first integrated audit.

2. Early and frequent communication and coordination between management and the external auditors create a more effective 
and efficient audit process.

3. Coordinate with management regarding the timing of its work to enable the auditor to utilize management’s work to the 
extent permitted by PCAOB standards.

4. Early in the process identify and assess those risks and controls that may have a pervasive impact on the assessment and 
effectiveness of ICFR.

5. Consider the implications of any unremediated deficiencies.

6. Plan the audit of ICFR and the audit of the financial statements as a single integrated audit.

7. Where appropriate, plan to employ a controls reliance approach in the first year of the required Section 404(b) audit of ICFR.

8. Consider what audit procedures could meet the objectives of both substantive testing and internal control testing. Where 
practical, perform the internal control tests in conjunction with the substantive tests in those areas.

9. Substantive tests, the risk assessment process, as well as knowledge obtained from prior audits or reviews of interim financial 
information inform the auditor with respect to the risks related to internal control (which can affect the nature, timing and 
extent of tests of controls) and the auditor’s conclusions related to the effectiveness of internal control.

10. Coordinate the planning and performance of the internal control tests and substantive tests among the persons performing the 
work.

11. Because of the additional complexities in planning and executing an integrated audit, it is important to have experienced 
members of the engagement team, including specialists, involved at an early stage and for such members to remain close to the 
engagement as it progresses.

12. Due to the learning curve associated with implementing the ICFR audit requirement, involve auditors with previous experience 
auditing internal control or auditors who have been trained specifically on performing integrated audits.

13. Apply the top-down, risk-based approach set forth in AS 5 by starting at the financial statement level to effectively and 
efficiently identify significant accounts and disclosures, and their relevant assertions.

14. The more refined the risk assessment is, the more the audit approach can be tailored based on the assessed risks.

15. Different combinations of procedures, including walkthroughs, can be performed to achieve the required objectives discussed in 
AS 5 paragraph 34 in an effective and efficient manner.

16. The significance, extent, and complexity of IT applications, and their supporting general IT control environment, influence the 
identification of material risks to reliable financial reporting.

17. Apply a top-down approach, beginning with the identification of entity-level controls, to identify the controls that are necessary 
to sufficiently address the assessed risk of misstatement to each relevant assertion (i.e., controls that are important to the audit).

18. Maximize the opportunities for using the work of others.

19. Vary the nature, timing, and extent of testing of identified controls based upon the risk associated with a control.

20. Testing controls at an interim date may improve the effectiveness and efficiency of the integrated audit by spreading the 
auditor’s effort out over the fiscal year and increasing the opportunity to identify control deficiencies at an earlier date.

21. When a control’s design is determined to be ineffective, it is not necessary to test the operating effectiveness of the control. 
Similarly, once the auditor has sufficient evidence to conclude an effectively designed control did not operate effectively, the 
auditor may cease testing that control. 
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