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1. INTRODUCTION

Audit failures and governance breakdowns have
repeatedly been at the center of major financial
crises, leaving permanent impacts on corporate
stability and investor confidence. Despite the vital
role that auditors and proactive boards play in
safeguarding against financial risks, deficiencies in
both audit practices and governance oversight
continue to lead to costly failures. This article
argues that the combination of audit failures,
governance breakdowns, and the silence of key
gatekeepers significantly contributes to systemic
risk. It offers practical recommendations for boards
to mitigate these risks and enhance corporate
resilience.

Drawing upon the seminal studies of Dechow
etal. (1995) and Becker et al. (1998), examining
auditors’  difficulties in  detecting earnings
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management, this study broadens the discussion by
focusing on how governance breakdowns,
aggravated by audit failures and the silence of key
gatekeepers like independent directors, escalate
systemic risk. As Bar-Hava et al. (2021) noted,
independent directors frequently resign without

revealing crucial governance issues, thereby
sustaining organizational risk and weakening
transparency.

The State of Israel, much like a global
corporation fortified with cutting-edge technology
and sophisticated defence mechanisms, appeared
impervious to threats. However, as the events of
October 7, 2023, showed, even the most well-
protected systems can fail catastrophically if early
warning signs are ignored. This case study provides
a unique lens through which we can view corporate
governance failures. Just as Israel’s advanced
security apparatus faltered, large corporations with
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strong internal controls and advanced technologies
are vulnerable to collapse when human oversight
and proactive risk management are lacking.

In addition, this article provides practical

recommendations for boards, auditors, and
regulators. By drawing parallels between
the intelligence failure of October 7,2023, and

common audit failures, this article demonstrates
the need for a more proactive and vigilant approach
to risk management. Both domains reveal how
overreliance on technology and a failure to act on
early warning signs can lead to disastrous outcomes.
By addressing these issues, this research provides
a framework for strengthening corporate governance
and preventing future financial crises.

As Rasmussen and Svedung (2000) argue,
proactive risk management is essential in today’s
complex and dynamic environment. By anticipating
and addressing potential risks before they
materialize, organizations can enhance their
resilience and mitigate the negative impacts of
unexpected events. This paper explores
the implications of proactive risk management for
corporate governance, focusing on the roles of
auditors and boards in identifying, assessing, and
mitigating risks.

The remainder of this article is structured as
follows. Section 2 provides an overview of
the auditor’s role and the importance of effective
corporate governance. Section 3 describes audit
failures and internal control weaknesses. Section 4
presents the October 7, 2023, intelligence failure as
acase study. Section5 analyses the parallels
between intelligence and audit failures. Section 6
offers a discussion, including recommendations and
limitations. Finally, Section 7 concludes the study.

2. LITERATURE  REVIEW:  AUDITOR
EFFECTIVE CORPORATE GOVERNANCE

AND

This article examines procedures that necessitate
cooperation between several safeguards, focusing on
the leadership of the board and its interactions with
auditors and other safeguards. Effective corporate
governance depends not only on auditors’ oversight
but also on the active engagement of boards, audit
committees, and external mechanisms. Each plays
acrucial role in ensuring financial stability,
transparency, and accountability. This section
reviews the relevant literature on these key
controllers, examining their individual roles as well
as their collective contributions to corporate
governance.
Auditors are central to safeguarding
a company’s financial integrity. They serve as
acritical line of defense against financial
misstatements and fraud, enhancing transparency
through risk assessment and internal control
evaluations (Sapiri, 2024). Dechow et al. (1995)
highlights the challenges auditors face in detecting
earnings management, which is a common form of
financial misstatement aimed at manipulating
reported earnings. Their findings underscore
the importance of robust auditing procedures to
prevent audit failures. Similarly, Becker et al. (1998)
find that larger audit firms, often referred to as
the Big Six (since 2001, the Big Four: Deloitte, Ernst &
Young, KPMG, PwC), provided higher quality audits
due to their access to more resources and greater
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expertise, further demonstrating the importance of
audit firm size in maintaining audit integrity.

2.1. Responsibilities of auditors
The primary responsibility of auditors is to evaluate

the quality of a company’s internal control systems,
which enables them to plan and perform audit work

effectively (Gaumnitz et al, 1982). Auditors
meticulously examine financial records and
supporting documentation to ensure that

a company’s financial statements accurately reflect
its financial position (Hirst, 1994). This verification
process helps identify discrepancies that may signal
intentional misstatements or errors. Independence
and objectivity are critical for auditors, who must
avoid conflicts of interest to maintain the integrity
of their assessments. Auditors must approach their
work neutrally, basing their conclusions on
the evidence they gather and not being influenced by
external pressures or personal biases.

2.2. Assessing the effectiveness of internal controls

A robust internal control system, evaluated by
auditors, provides protection against fraud and
errors. Auditors assess the design and
implementation of these controls to ensure they are
adequate to prevent fraud, protect assets, and
promote regulatory compliance. The literature
consistently emphasizes the importance of internal
controls in maintaining the integrity of financial
statements (Gaumnitz et al., 1982). Strong internal
controls help to minimize the risk of financial
misstatements and ensure the effective functioning
of corporate governance.

2.3. Identifying potential risks of fraud or errors

While management has the primary responsibility
for preventing and detecting fraud, auditors
contribute to this effort by identifying potential
risks through their assessments (Bunget, 2009).
Auditors evaluate areas within an organization that
may be particularly vulnerable to financial
misstatements due to fraud or errors. Ramos (2003)
argues that risk assessment procedures allow
auditors to focus their efforts on areas with
the greatest potential for problems to arise, ensuring
that resources are allocated efficiently during
the audit process.

2.4. The rise of artificial intelligence in auditing

The integration of artificial intelligence (AI) into
the audit process has introduced both opportunities
and challenges for the profession. Al tools, such as
Computer Assisted Audit Techniques (CAATS),
support auditors by enhancing the speed and
efficiency of audit tasks (Braun & Davis, 2003).
These tools allow auditors to analyse large datasets,
identifying patterns and anomalies that might
otherwise go undetected (Sayana & Cisa, 2003).
As technology advances, auditors increasingly rely
on Al to support their work. Aksoy and Gurol (2021)
note that digital transformation, particularly the use
of Al, has revolutionized the audit profession by
providing auditors with new tools to improve
the accuracy and efficiency of their audits.
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Despite the advantages of Al, some researchers
express concerns about the potential for
overreliance on these technologies, which could
reduce the role of professional judgment. Kokina
and Davenport (2017) emphasize that while AI can
enhance audit quality, human oversight remains
essential. Auditors must continue to exercise
professional scepticism and critical thinking to
interpret Al-generated insights correctly. Fedyk et al.
(2022) found that investment in Al has resulted in
improved audit quality and lower fees, although
the full impact of these technologies on the audit
labour market and practice may take years to be
realized.

2.5. Audit expectation gap

Lin and Chen (2004) discuss the audit expectation
gap, which refers to the difference between what
the public expects from auditors and the actual
scope of their responsibilities. While the public may
expect audits to guarantee the absence of errors or
fraud, auditors provide only reasonable assurance
through extensive testing procedures. This gap
highlights the importance of clear communication
between auditors and the board of directors, who
play a key role in managing expectations and
promoting transparency regarding the limitations of
the audit.

2.6. Board oversight and the audit committee

The effectiveness of the audit process depends not
only on the auditors, but also on the quality of
the board of directors and the audit committee.
Beasley (1996) demonstrates that boards with
a higher proportion of independent outside
directors are less likely to experience financial
statement fraud. These independent directors bring

objectivity and independence to the board’s
oversight role, which is essential for effective
corporate  governance. The audit committee,

appointed by the board, is tasked with supervising
the auditors and ensuring their independence
(U.S. Securities and Exchange Commission, 1934,

Section 10A; U.S.  Securities and  Exchange
Commission, 2022, Section 301).
Al-Shaer and Zaman (2021) underscore

the importance of the communication role of
the audit committee. Their research indicates that
the tone and content of communication between
auditors and the audit committee can significantly
affect the quality of financial statements.
Transparent communication fosters an environment
in which auditors can freely raise concerns,
contributing to a more effective audit process.

2.7. The silence of the safeguards in financial crises

The silence of key safeguards, including auditors
and independent directors, during financial crises
can have severe implications for corporate
governance. Sikka (2009) examines how auditors’
failure to raise red flags during critical moments of
financial distress contributed to several governance
breakdowns. This silence, whether due to conflicts
of interest, overconfidence, or passive compliance,
exacerbates corporate failures by allowing financial
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misstatements and risky behaviours to go
unchecked. Similarly, Bar-Hava et al. (2021) highlight
that independent director, who play a pivotal role in
corporate oversight, often resign without disclosing
the governance issues they  encountered,
perpetuating the risks within the organization.
The combined silence of both auditors and
independent directors weakens the corporate
governance structure and emphasizes the need for
proactive risk management, transparency, and
stronger safeguards to prevent financial crises.

3.AUDIT FAILURE AND INTERNAL CONTROL
WEAKNESSES

This article analyzes the multifaceted nature of
audit failure, focusing on the various internal
control deficiencies that can contribute to such
breakdowns. Auditors serve a critical function in
ensuring the integrity of a company’s financial
reporting and governance structures, with internal
controls being fundamental to this process. Internal
control is designed to provide reasonable assurance
regarding the reliability of financial reporting,
compliance with applicable laws and regulations,
and the effectiveness of operations (Kinney, 2000).
However, when auditors fail to execute their
responsibilities with due professional care,
the likelihood of internal control weaknesses
increases substantially. Such weaknesses can
undermine a firm’s ability to detect and prevent
financial misstatements or operational inefficiencies,
ultimately compromising both its financial health
and reputation (Ge & McVay, 2005). Audit failures
often stem from a combination of factors, including:

e Inadequate risk assessment. Auditors may fail
to adequately identify and assess inherent and
control risks in an organization. This can result in
the misallocation of audit resources and an inability
to  detect significant control = weaknesses.
Professional skepticism is a cornerstone of effective
auditing, yet auditors sometimes fall short of this
standard, whether due to cognitive biases such as
confirmation or optimism bias, or organizational
pressures (Nelson, 2009). Risk misassessment
frequently leads to audit failures, as demonstrated
by Bell and Solomon (2002), who emphasize
the need for a systematic approach to identifying
risks early in the audit process.

e Confirmation bias and cognitive biases.
Auditors may exhibit confirmation bias, leading
them to disregard or downplay red flags that
contradict  their  initial risk  assessments.
Additionally, optimism bias can prevent them from
acknowledging the potential severity of control
deficiencies. When auditors are overly optimistic,
they may fail to recognize early warning signs of
deeper control issues, allowing problems to persist
undetected (Tversky & Kahneman, 1974).
The tendency to succumb to such biases is well
documented in the auditing literature, and steps to
mitigate these biases are necessary for improving
audit quality (Knechel & Salterio, 2016).

e Communication silos. Ineffective communication
between management, internal audit functions, and
external auditors can hinder the timely identification
and escalation of control weaknesses. Internal
control weaknesses arise from a confluence of
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factors, including failures in communication among
key stakeholders. Without open, structured
communication channels, crucial information about
control deficiencies may not reach decision-makers
in time to prevent significant failures (DeZoort et al.,
2002). Cohen et al. (2002) further explore
the importance of audit committee involvement in
fostering effective communication and governance,
highlighting that communication failures exacerbate
internal control deficiencies.

e Systemic design flaws. Internal control
systems themselves may be inherently flawed,
lacking the necessary robustness to detect and
prevent fraud or errors. Poorly designed or outdated
systems can severely limit an organization’s ability
to maintain an effective control environment. This is
especially true in cases where companies have failed
to invest in their control systems, leading to
vulnerabilities that can be exploited by internal or
external parties (Ashbaugh-Skaife et al, 2006).
Ge and McVay (2005) note that firms with complex
operations and weak internal systems are
particularly susceptible to material weaknesses,
emphasizing the need for ongoing investment in
internal control structures.

e Organizational inertia. A reluctance to adapt
or challenge existing processes can create
an environment where control weaknesses persist.
This can be exacerbated by a culture that
discourages questioning or dissent. When companies
are resistant to change, or when management does
not encourage continuous improvement of internal
controls, even obvious deficiencies may remain
unresolved for extended periods (Hannan &
Freeman, 1984). Organizational inertia, driven by
deeply ingrained behaviors and structural resistance,
can prevent timely responses to emerging risks and
weaknesses, making the organization vulnerable to
prolonged control issues.

The failure of auditors to adequately fulfill
their oversight responsibilities can have far-reaching
implications for the organization. Weaknesses in
internal controls not only increase the risk of
financial  misstatements  but also expose
the company to regulatory sanctions, legal liabilities,
and reputational damage (DeAngelo, 1981).
The long-term consequences of audit failures can be
severe, eroding investor confidence and
undermining the firm’s market position. Therefore,
ensuring that auditors adhere to rigorous
professional standards is critical in maintaining
the effectiveness of the internal control environment
and safeguarding the company’s financial stability
(Kinney, 2000).

By recognizing these interrelated factors,
auditors can enhance their risk assessment
procedures, improve communication channels, and
advocate for the implementation of robust internal
controls. This multifaceted approach can help
reduce the risk of audit failure and enhance
the effectiveness of  the internal control
environment. Auditors, by improving their risk
assessment processes, maintaining professional
skepticism (Nelson, 2009), and facilitating open lines
of communication, play a pivotal role in identifying
and addressing control deficiencies. This, in turn,
strengthens the internal control environment and
reduces the likelihood of audit failure.
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4. THE CASE STUDY OF OCTOBER 7, 2023,
FAILURE

The horrific massacre was carried out by Hamas on
October 7, 2023. The most advanced technologies
were used at the Israeli border on October 6, 2023.
Hamas’s infiltration into Israel was made possible by
a series of security failures.

Frantzman (2023) states that there were
observation towers and soldiers monitoring Gaza.
Israel also has drones and observation balloons.
However, no one knew that Hamas had thousands of
terrorists ready to leave the line at around 6am and
attack more than 29 points along the border fence.
Videos show that Hamas used drones to attack
various observation towers and observation points.
They also attacked armored vehicles. This made it
harder to contend with the attack.

o Intelligence officers failed to monitor key
communication channels used by Palestinian
attackers.

e Overreliance on border surveillance
equipment that was easily shut down by attackers,
allowing them to raid military bases and slay
soldiers in their beds.

e Concentration of commanders in one border
base that was captured early in the invasion,
preventing communication with the rest of
the military.

o Willingness to accept at face value claims by
Gazan military leaders, made through private
channels that the Palestinians knew were monitored
by Israel, that they were not preparing for battle.

Salhani (2023) documents that an over-reliance
on technology by Israel’s intelligence agencies and
military has continued to shape the current conflict
in Gaza, while also being partially responsible for
the failure to detect the Hamas attack on
October 7, 2023. Israeli security services are believed
to have collected more than enough data to
anticipate an imminent Hamas attack. Indeed,
according to Bergman and Goldman (2023), Israeli
intelligence knew about the impending Hamas attack
plans a year in advance. Billions of US dollars
invested in high-tech defenses such as border walls
and closed-circuit television cameras around Gaza
were thought to be sufficient to stop any attack. But
technological reliance has led to a false sense of
security. Comprehensive intelligence gathering
requires arange of sources: open-source code,
intercepted communications, satellite imagery, and
tracking. All of these are critical factors in gathering
intelligence before producing an analysis, but
the human intelligence aspect is also critical to
critical thinking.

5. ANALYSIS

The intelligence failure on October 7, 2023, provides
a stark example of how failure to respond to early
warning signs can have disastrous consequences.
This failure mirrors similar governance breakdowns
in the corporate world, where audit processes and
board oversight fail to address significant risks due
to miscommunication, poor leadership, or
a dysfunctional board culture. Drawing parallels
between intelligence failures and audit failures
reveals several critical areas of overlap: 1) risk
@
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misassessment, 2) communication silos, 3) systemic
design flaws, and 4) organizational inertia.

A significant parallel is in misjudgement of
risks. Israeli intelligence underestimated the threat
posed by Hamas, just as auditors often miss
significant risks due to confirmation bias or
overconfidence (Tversky & Kahneman, 1974; Nelson,
2009). In both contexts, there is an overreliance on
technology and established processes that create
blind spots. Auditors, like intelligence officers, may
fail to challenge their initial conclusions, leading to
overlooked red flags within the organization (Bell &
Solomon, 2002). This underscores the critical role
that boards of directors must play in promoting
accountability and critical oversight. Boards should
lead by ensuring that auditors adopt a dynamic,
questioning approach to risk assessment,
continuously re-examining potential threats and
refusing to settle for superficial analyses (Brown &
Peterson, 2022).

Another critical reason for the failure of
the October 7, 2023, attack was the breakdown in
communication between intelligence and military
branches. Failure to share important information in
a timely manner has allowed attackers to exploit
vulnerabilities (Frantzman, 2023; Bergman &
Kingsley, 2023). Similarly, communication silos
within corporations, whether between management,
internal auditors, or the board, delay
the identification of governance risks (Cohen et al.,
2002). Dysfunctional cultures often  stifle
communication, especially when power imbalances
prevent the free flow of information (Brown &
Peterson, 2022). To mitigate these risks, boards
must take proactive steps to remove communication

barriers by creating an environment where
stakeholders are encouraged to speak up and raise
concerns freely. Regular and transparent

communication between auditors, management, and
the board is critical to identifying governance risks
early and preventing organizational failure (Al-Shaer
& Zaman, 2021).

Another parallel is the reliance on flawed
internal systems. Israeli forces depended on
technologies that were easily disabled by attackers,
just as many organizations rely on internal control
frameworks that fail to detect significant risks
(Salhani, 2023). Silence, particularly the reluctance to
question flawed systems, perpetuates these systemic
flaws (Perlow & Williams, 2003). In corporate
governance, boards of directors must take the lead
in regularly reviewing and updating internal controls
to reflect the evolving risks facing the organization.
A culture of continuous improvement, driven by
board leadership, is necessary to avoid governance
failures on a large scale (Kinney, 2000).

Organizational inertia, or resistance to change
in the face of clear risks, was another critical factor
in the intelligence failure. Israeli commanders were
slow to adapt to the evolving threat, reflecting
the challenges corporate boards face in recognizing
and addressing governance deficiencies (Hannan &
Freeman, 1984). Dysfunctional cultures, particularly

those characterized by power dynamics that
discourage questioning, exacerbate this inertia
(Brown &  Peterson, 2022). Boards have

a responsibility to counteract inertia by promoting
a culture where critical oversight and questioning
are valued. Governance frameworks must remain
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flexible and adaptable to changing risks and
challenges, requiring regular reassessment and
renewal (Rasmussen & Svedung, 2000).

Finally, failure to respond to early warning
signs, whether in national security or corporate
governance, is often compounded by a culture of
silence. As Perlow and Williams (2003) note, silence
driven by fear or complacency prevents necessary
interventions. In corporate governance,
dysfunctional board cultures characterized by
passive compliance or fear of retaliation allow risks
to grow unchecked (Brown & Peterson, 2022).
To break this cycle, boards must foster a culture of
openness and proactive oversight. Auditors need to
feel empowered to raise red flags without fear of
retaliation, and board members must lead
by example, promoting transparency and
accountability. By challenging the status quo and
encouraging open dialogue, boards can prevent
governance failures from escalating into larger crises
(Sikka, 2009). For a comparative analysis between
the October 7, 2023, case study and the corporate
governance audit failures, see Table A.l
(in the Appendix).

6. DISCUSSION

In the context of corporate governance, critical
thinking and professional scepticism are essential
components of an effective audit. Auditors must go
beyond simply analysing the financial data provided
and take a broader risk assessment approach.
By applying strong critical thinking, auditors can
assess the broader context of an organization’s
operations and identify risks that may not be readily
apparent. This approach is especially important
when assessing complex governance issues, where
surface-level data may obscure deeper problems
within the organization.

Moreover, reliance on a single source of data
can create blind spots that allow risks to go
undetected. Overreliance on technology in auditing
parallels the problems that arose from
the October 7, 2023, intelligence failure, where
overreliance on surveillance technology led to
critical oversights. Therefore, auditors must adopt
a multi-source approach, using a wide range of
information, including internal audit reports,
industry publications, and direct discussions with
management. By synthesizing diverse sources of
information, auditors can develop a more holistic
understanding of the company’s risk profile.

Open communication is another critical aspect
of governance that should be a priority during
the audit  process. The  parallels between
communication breakdowns in intelligence failure
and corporate governance failures highlight
the importance of fostering clear, direct channels for
sharing information. Auditors should maintain
strong communication with management, the audit
committee, board members, and other key
stakeholders to ensure that concerns are addressed
promptly and effectively. The ability to raise red
flags early can mitigate potential governance risks
before they escalate.

The role of collaboration between the audit
committee and external auditors is fundamental in
strengthening auditing practices and preventing
financial disasters such as insolvency. An audit
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committee that promotes open communication and

transparency creates an environment in which
external auditors are empowered to provide
objective assessments. This collaborative

environment ensures that auditors have unfettered
access to necessary information and are encouraged
to maintain professional scepticism throughout
the audit process. Healthy scepticism allows
auditors to critically review financial reports and
detect potential risks that may otherwise go
unnoticed. The effectiveness of this collaboration
can determine whether governance issues are
resolved in time to avoid significant financial
consequences.

A Kkey problem in corporate governance is
the widespread perception that auditors and other
safeguards are a burden rather than a source of
value. This conception needs to change. Just as
a company invests in research and development to
drive innovation, it should invest in the insights and
oversight provided by auditors, compliance teams,
and risk managers to protect and enhance corporate
integrity. By repositioning these functions
as essential contributors to strategic success, boards
can not only enhance governance but also leverage
these teams to create sustainable, long-term value.

As the October 7, 2023, incident demonstrates,
failure to respond to early warning signs can have
disastrous results. In the context of corporate
governance, the board’s responsibility to foster
an environment that prioritizes transparency,
critical thinking, and proactive risk management is
essential to mitigating these risks. Synergy between
auditors, audit committees, and the board is crucial
to ensuring that risks are identified and addressed
proactively.

7. CONCLUSION

The “Control Failures” of October 7, 2023, provide
a stark illustration of the critical role that
independent auditors with integrity and professional
expertise play in the modern economy. Auditors
must remain constantly vigilant, employing a robust
set of critical thinking skills to not only analyze
the financial data presented, but also to assess
the broader context and identify potential risks that
may not be readily apparent. Furthermore, while
audit firms are investing billions of dollars in
developing AI systems to help auditors perform
complex tasks, the October 7, 2023, event highlights
the dangers of over-reliance on technology.
It highlights the need for a balance between human
expertise and technology. It suggests that both are
critical to an effective audit. Human expertise is
critical to interpreting data and identifying potential
risks that may be missed by technology alone

While this article highlights the indispensable
role of human auditors, it is important to
acknowledge the research by Fedyk et al. (2022) that
suggests advances in Al could transform the audit
landscape in the future. AI has the potential to
improve audit quality and efficiency. However, even
in a technology-driven future, strong human
expertise will remain essential for critical thinking,
interpreting data, and identifying risks that might be
missed by automation alone.

Additionally, boards of directors must be
proactive in creating a strong internal control
VIRTLS
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culture. By prioritizing preventative measures and
understanding the immense value of disaster
prevention, companies can significantly improve
their overall risk management and financial stability.

To prevent governance disasters, corporate
boards and audit committees must take a proactive
and integrated approach to oversight, particularly in
their interactions with internal and external
auditors. Here are several key actions boards need to
take:

e Strengthening auditor independence. Boards
of directors should take a more active role in
ensuring the independence of internal and external
auditors. This includes reviewing and approving
audit hours, resources, and audit plans with genuine
diligence, rather than as a mere formality. By doing
so, boards demonstrate their commitment to
thorough and independent auditing processes. Best
practice dictates that the internal auditor should be
subordinate to the chairman of the board, or ideally,
the chair of the audit committee — an independent
board member. This ensures that the auditor reports
to a truly independent authority, rather than
the chief executive officer (CEO), and is not viewed
as just another employee. This structure enhances
objectivity, reduces conflicts of interest, and
improves the integrity of the audit process.

e Listening and paying attention to auditors.
Auditors should be seen as vital partners in
safeguarding the organization, not just as technical
advisors. Boards must ensure that auditors’
concerns are duly considered, especially when they
raise red flags or express concerns. Regular, direct
communication between auditors, the audit
committee, and the board can ensure that critical
issues are heard and addressed promptly.

e Audit plan evaluation. The board should
carefully discuss and evaluate the audit plan to
ensure it aligns with the company’s most pressing
risks. Boards need to move beyond surface-level
approval and engage in detailed discussions with
auditors about the rationale behind the audit plan,
areas of concern, and potential blind spots.

e Encouraging transparency and open
communication. Boards should create
an environment where auditors feel empowered to
speak freely and raise concerns. This can be
supported by regularly scheduling sessions where
auditors provide updates, even outside of formal
board meetings, ensuring open communication
throughout the year.

e Monitoring and adjusting audit focus.
Governance risks evolve, and so should audit plans.
Boards must regularly reassess and adjust audit
plans based on emerging risks or changes in
the organization. This dynamic approach ensures

that audits remain relevant and effective in
mitigating risks.
e Changing the perception of safeguards.

Boards need to lead a cultural shift in how
safeguards such as auditors, compliance officers,
and risk management teams are viewed within
the organization. Rather than viewing them as
obstacles or a necessary evil, these key roles should
be valued for the critical insights and protections
they offer. By framing these functions as integral to
the long-term success of the company, boards can
foster a more collaborative relationship with these
teams. This shift in perception encourages the view
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that safeguards add value by protecting
the organization’s reputation, ensuring compliance,
and preventing costly failures.

e Integrating safeguards into strategic decision-
making. Safeguards should not be siloed away from
strategic decision-making but should have a seat at
the table when key corporate risks and opportunities
are discussed. Their expertise in risk management
and compliance can help the board make more
informed, balanced decisions. By involving auditors
and other oversight bodies in strategic discussions,
boards can demonstrate the value they add beyond
traditional financial or compliance roles. For key
recommendations for improving board oversight
and audit practices, see Table A.2 (in the Appendix).

This study primarily draws parallels between
the October 7, 2023, intelligence failure and audit
failures on corporation, focusing on the role of
auditors and boards in mitigating risks. While
the comparison offers valuable insights into
governance breakdowns, the scope of the analysis is

The lessons of intelligence failure provide a useful
framework, but broader conclusions should be made
with caution, as organizational dynamics in national
security may differ in key respects from corporate
governance structures.

Additionally, while the study discusses
the increasing role of technology in auditing,
particularly the use of Al, it does not explore in
depth the long-term implications of these
technological advancements. Future research could
focus on the evolving role of AI in auditing, its
impact on audit quality, and the balance between
human oversight and technological tools.

Furthermore, the focus on independent
directors and auditors as key safeguards in
governance may not capture the full spectrum of
governance failures, particularly those stemming
from management practices and internal politics.
Expanding the scope to include these dimensions
could offer a more comprehensive understanding of
governance breakdowns.

limited by its reliance on a single case study.
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APPENDIX

Table A.1. Parallels between the October 7, 2023, case study and audit failures in corporate governance

Aspect of October 7, 2023,

case study Audit failures Comparative analysis

Both cases show that excessive trust in technology, without human

Over-reliance on oversight, can lead to critical blind spots. Auditors, like intelligence
automated audit tools agencies, must blend technological tools with professional scepticism
to catch risks that automated systems may miss.

Over-reliance on technology

In both intelligence and auditing, early signs of risk were present but
ignored. In auditing, red flags may come from internal audits or minor
discrepancies and ignoring them can lead to larger failures.

Failure to respond to early Ignoring red flags in
warning signals audits

Just as intelligence agencies failed to communicate, auditors and
boards often operate in silos, preventing critical information from
being shared. Open communication is vital to catching and addressing
risks early.

Disconnect between
auditors, management
and the board

Breaking communication
between agencies

The intelligence community’s misassessment of the threat posed by

Systemic failures in Misjudgments in risk Hamas is similar to auditors underestimating the risk of financial
assessing threat levels assessment misstatements. Both highlight the need for better risk evaluation
processes.

In both cases, organizational inertia delayed necessary responses.
Boards and auditors must be vigilant and flexible enough to adapt
quickly to emerging risks and governance challenges.

Resistance to addressing

Organizational inertia -
governance issues

Table A.2. Key recommendations for board oversight

Recommendation Description Expected outcome

Review and approve audit resource and plan

Strengthen auditor independence with genuine diligence

Enhanced audit quality and objectivity

Create an environment where auditors can

Foster open communication Early identification of potential risks

speak freely
Dynamic audit planning Regularly reassess and adjust audit plans Audits remain relevant to evolving risks
Integrate safeguards in strategy Involve auditors in strategic discussions More informed, risk-aware decision making
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