AUI2601
OCTOBER/NOVEMBER 2015
INTERNAL AUDITING: THEORY AND PRINCIPLES

QUESTION 1 21 marks
REQUIRED

For each subsection of this question, select one alternative only that you consider
the most correct answer. Then, as your answer, write down the number of the
subsaction and the letter that indicates the alternative you have selected Answer the
subsections of this question 1in numerical sequence, for example

11 A

12 B

Each question counts 1z marks

1.1 The internal auditor prepares working papers primarily for the benefit of .

A the audit committee

B the executive management of the auditee
C the internal audit activity
D

ihe external auditor

1.2  Which of the following alteratives 15 not one of the four functions of
management?

A Reviewing

B. Organising.

C Directing

D Planning

1.3  Which one of the following alternatives 1s not an internal audit procedure?

A Recalculating the depreciation of fixed assets

B Venfying that there are two signatures of senior officials on all cheques
C Recommending improvements for the irternal control system.
D

Observing the daily clocking in of employees



14

1.5

The policies and procedures that help to ensure that management directives
are executed and actons are taken to address the nsks that threaten the
achievement of the argamisation's objectives describes

A, risk assessments

B. cantrol activities,

c control environments

D. monitonng.

The scope of an internal audit engagement encompasses a systematic,
disctphned approach to evaluate and improve the adequacy and effectiveness
of all the tollowing processas except for ...

A nsk management.

B control

Cc regulation

D governance

Which one of tha following 15 not an element of the Intermational Professional
Practices Framework (IPPF)?

A The defintion of internal auditing.

B The International Standards for the Professional Practice of Internal
Audriting

C The internal audit charter

D. The 1A Code of Ethics.

An nternal auditor who suspects fraud should ...
A determine whether a loss has been incurred
B. recommend an inveshgation if appropnate

c identrfy the employees who could be involved in the case

D interview those who have been involved in the control of asseats.



1.8

19

Internal audi’s working papers have the following characteristics

A

Thay are the property of the orgamisation and are avalabla to all the
company employees

Thay become the property of the indapendent axternal audtors when
compieled

Thay should be retained parmanently in the organisation's records

They document the auditing procedures performed, the information
obtained and the conclusions reached

According to the International Standards for the Professional Practice of
Internal Auditing (Standards), due professional care calls for ...

A,

infalibility and extraordinary audit performance when the system of
internal control 15 inadequate

detailed audits of all transactions related to a particular function

testing transactions in sufficient detail to give absolute assurance that
non-compliance does not exist

consideration of the possibiity of matenal errors and irregulanties
dunng an audit assignment

Which of the following best descnbes the purpose of the internal audit

activity?

A To add value and improve an organisation’s operations.

B To assist management with the design and implementation of nsk
management and control systems

C To examine and evaluate an orgamsabon’s accounting system as a
senvice to management.

D To monitor the orgarnisation’s internal control system for the external

auditors



1.11 Internal auditing standards assign the responsibility for providing appropnate
audit supervision to the

A chief audit executive.
B audit supennsor

C senior auditor
D

audit committee

1.12 The lIA Code of Elhics requires internal auditors to perform their work with ..,
A, knowledge, skills and competencies
B honesty, diigence and responsibility
C. punctuality, objectivity and respansibility
D tirmeliness, sobnety and clarty.

1.13 Risk management 1s the responsibility of management The role of the internal
audit actvity in the nsk management process may include which one of the
following?

A Evaluating the nsk management process as part of the engagement
plan

B.  Appointing consuliants to assist management with the risk
managem ent process

C. Managing the nsk management process.

D. All of the above

1.14 Which one of the following 18 an attnbute standard of the Internatonal
Professional Practices Framework (IPPF)?

A, Nature of work
B Independence and objectiity

C. Resolution of management's acceptance of nsks

D Performing the engagement



QUESTION 2 30 marks

Thabo Khumalo has been an extemnal auditor with an accounting firm for over 10
years Thabo 15 contemplating changing s career to internal auditing, since there
ara 30 many similarites between external and nternal auditing However, Thabo
approaches you for advice before making a final decision

REQUIRED Marks

In order to assist Thabo with his decision

21 List six (6) differences between internal and external audiing Your (12)
answer should be in the following format
i Factor Internal audit External audit

2.2  Lst ten (10) personal charactenstics that can assist an internal auditor {5)
to effectively discharge his or her internal auditing duties

2.3 Briefly descnbe the following concepts to Thabo {6)
a) nsk
b) control
¢) governance

2.4  Aninternal audior 15 also an adviser in the organisation Give seven {N
(7} examples of how internal audit can assist management.

QUESTION 3 13 marks

You have recently been appointed as the chief audit executve (CAE) of a newly
formed internal audit division at Data Magic (Pty) Limited The company specialises
in software training and has grown substantally over the last hive years Dunng your
review of the internal auditing documents, you see that the internal audt charter
states that the CAE reports to the audit committee.

REQUIRED

3.1

3.2

3.3

Discuss the advantages and disadvantages of reporting to the audt  (4)
committes

According the IIA Standards, recommend the type of reporting  (2)
preferred for ndependence purposes

List seven (7) practces that would enhance good relatonships  (7)
between the audit committee and the internal audit activity



QUESTION 4 16 marks

You have just been promoted to senior internal auditor, and your new responsibilites
include providing training to internal audit trainees. As you go through the traning file
that was used by your predecessor you come across a comprehensive hist of
possible control activiies that can be performed in an orgamisation The hst includes
the following control activibies, which are used to Illustrate the different types of
controls, namely preventive, detective and directive controls.

0 High-value stock tems are locked in a safe,

1 The line manager reviews and signs all leave forms before employees go on leave
2 The accounting clerk performs bank reconcihations monthly

3 Employees use passwords to log onto their computers

4 The finance department’s activites are guided by a comprehensive procedures
manual

REQUIRED Marks

41 For each of the control actvities isted in the scenano above, indicate  (10)
which type of control it represents and also for each control actvity,
descnbe an audit procedure {test of control) that may be used to
determine whether the control 1s working as intended.

Your answer should be structured as follows MNote: Number O above
is usad as an example of how you should answer this guestion and
does not carry any mark

Control Type of | Audit procedure
activity control {1 {1 % marks)
mark) B
0 Preventive Observe that high value stock
items are sfored in
a safe and the safe s locked at
alf imes
1 XXX XXX

42 Name and bnefly descrnbe the four (4) most common kinds of audit  {6)
evidence



QUESTION 5

20 marks

In the course of ther dutes, all internal auditors are required to adhere to the
elements of the International Professional Practices Framework (IPPF) established
by the Institute of Internal Auditors {IIA). You have come across the following ethical
1ssues while conducting various audits

REQUIRED

Marks

Conclude and explain, with reference ta the |IA Code of Ethics, whether each of the
scenanos below 1s permissible or not. Please prowide reasons for each of your
conclusions.

Your answer should be structured as follows;

Permissible/not permissible | Reference to IIA Code | Reasons (1 mark)
(1 mark) of Ethics (2 marks)

51

5.2

5.3

5.4

5.5

In response to a court order, an internal auditor 15 summoned to
court to dvulge conhidential, engagement-related information that is
potentially damaging to the orgamisahion The mntermal audtor
refuses to appear in court.

To save organisational costs, the chief audit executive has cancelled
all staff traiming for the next two years on the basis that all internal
audit staff are too new to benefit from such traning

John, an internal auditor has been assigned to audit the human
resources department which 1s managed by his uncle

Simon, the chief audt executve ([CAE), disagrees with the
angagement chent about the observations that have taken place in
and recommendations that have been made with regard to a
sensitive area Senior management has nevertheless accepted the
nsk and wants the findings removed trom the report. Simen does not
accept this and reports the matter to the board.

(4)

(4)

@

4

TR L e

The audit plan reguires an extensive evaluation of the integnty of the
information systems used by the orgamisation Owing to budget
constraints, the internal audit actvity cannot appoint someone with
the necessary experence to perform the required evaluaton and
nobody in the activty has proper expenence for this engagement

You then offer to conduct the audit to the best of your ability.

(4)



SUGGESTED SOLUTION (NOV 2015)

QUESTION 1
11 A 1.6 C 1.11
12 A 1.7 B 1.12
13 C 1.8 D 1.13
14 C 1.9 D 1.14
15 B 1.10 C 1.15
QUESTION 2
2.1
Factor Internal audit External audit

Organisational Structure

Internal audit can be an external
contractor or an in-house function.

External audit is an external
contractor, never an employee of
the company.

Objectives

Internal audit forms an opinion on
the adequacy and effectiveness of
systems of risk management and
internal control, many of which fall
outside many accounting system.

External audit seeks to provide
an opinion on whether the
accounts/financial statements
presents a true and fair view of
the organisation

Audit coverage

Internal audit covers all the
organisation’s operations.

External audit works primarily
with those financial systems that
have a bearing on the final

accounts.
Methodol Risk-based audits — assurance and | Vouching and verification and
ethodology consulting services. some use of risk-based systems
approach.
Legally required in the public . .
Legislation sector, encouraged in private Legally rgquwed forall rgglstered
sector. companies and the public sector

(small companies may have
exemptions).

Certification

Certified Internal Auditor (CIA)

Chartered Accountant (CA)




Audit timeframe

External audit tends to be a year-
end process, even though some
testing may be carried out during
the year.

Internal audit performs audits
throughout the year.

2.2

2.3

a)

b)

Vision & Instinct
Able to see big picture

Diligence and patience.
Decision making ability

Obijectivity and confidence.
Good Communication Skills

Independence and sound judgement.
Global mindset

Persuasiveness
Integrity

Risk-Risk is the possibility of an event occurring that will have an impact on the achievement
of objectives .1t is measured in terms of likelihood of & impact.

Control-Control is any action taken by management, the board and other parties to manage
risk & increase the likelihood that established objective & goals will be achieved.
Governance-It is the combination of process & structure implemented by the board to
inform, direct, manage, & monitor the activities of the organization toward the achievement of
its objectives.

2.4 Roles of an internal Auditor

Assisting indirectly with the prevention of fraud and error by recommending and
ensuring the proper function of controls.

Determining whether management policies are being complied with in all respects.
Determining whether all applicable statutory requirements are being complied
with.

Communicating in an authoritative manner with management by means of
reporting to improve and add value.

Determining whether procedures relating to reporting are being complied with.
Examining and evaluating the goals, policy, decisions, standards, procedures and
controls of management.

Identifying and recommending areas of improvement or change.



QUESTION 3

3.1 advantages
e This is an independent board-therefore organizational independence is
achieved.
o Enforces internal audit recommendation.

disadvantages

e TIME FACTOR-lack quality time to support the internal audit activity on a day-to-
day basis as an independent reporting facility. Audit committees meet on average
four times a year.

e Their functions are parallel-The audit committee is apart from the main stream
of business activities. As a result, the internal auditor does not always receive
necessary information and directives which might enable him to function
effectively.

3.2 Dual reporting (standard 1110)-Reporting functionally to the board and
administratively to the CEO.

3.3

e Dual-reporting by chief audit executive, that is, functionally to the audit committee
& administratively to the chief executive officer.

e The chief audit executive should have ready access to the audit committee.

e The chief audit executive should have direct and regular communication with the
audit committee.

e The chief audit executive should attend audit committee meetings.

e The chief audit executive should regularly meet privately with the audit committee
(without management's representatives in attendance).

e The audit committee should approve the appointment or removal of the chief audit
executive.

e The audit committee should be advised by the chief audit executive concerning his
or her relationship with the external auditors (and on how the internal and external
audits.



QUESTION 4

4.1
CONTROL ACTIVITY TYPE OF CONTROL AUDIT PROCEDURE
L Inspect leave forms to check for
1 Directive review & signatures of the line
manager.
2 Detective Re-perform bank reconciliations.
. Observe employees log onto
3 Preventive their computers/Check for
password on the computers.
4 Directive Inquire of Management about
the procedures.
4.2

e Physical evidence-It is obtained through the direct observation. It involves eye
witnessing a process or procedure being done e.g inventory counts e.tc.

e Oral evidence-abtained through oral communication e.g interviews, enquiries.

e Documentary evidence- Refers to the one written or the one in electronic form. It
can be internal(minutes) or external(bank statement, suppliers statement e.t.c).

e Evidence generated by the internal auditor-In this the auditor do some
calculations and analysis according to appropriate standards and principles.



QUESTION 5

Permissible/not
permissible

REF to IIA Code of Ethics

Reasons

5.1

Permissible

Confidentiality

There is a legal or professional
obligation.

5.2

Not permissible

Competency

Shall continually improve their
proficiency and the effectiveness
and quality of their services.

5.3

Not permissible

Objectivity

Shall not participate in any
activity or relationship that may
impair or be presumed impair
their unbiased assessment.

5.4

Not permissible

Integrity

Shall observe the law and make
disclosures expected by the law
and the profession.

5.5

Not permissible

Competency

Shall engage only in those
services for which they have the
necessary knowledge, skills, and

experience.




1.1

1.2

1.3

AUI2601
INTERNAL AUDITING: THEORY AND PRINCIPLES

Duration 2 Hours

EXAMINERS
FIRST MISS D SEBASTIAN
SECOND MRS BM VAN WYK

Independence permis mfemal auditors to render impartial and unbiased
judgements The best way to achieve independence 15 through

A a dual-reporting relahonship

B superviston within the organisation
c indwidual knowledge and skills
o

orgarisational knowledge and shlls

Indicate the option that completes the following sentence correctly
The position of the chief audit executive 1s correctly defined as the
A external provider of internal audit assurance services

B person employed by the orgamisation who 1s responsible for the internal
audit activity

c person responsible for approving the internal audit charter

auditor general

When assassing the risk associated with an activity, an internal auditor should

determine how the nsk should best be managed

MaylJune 2015

100 Marks



1.4

1.5

1.6

B update the nsk managemeant process based on risk exposures
c design contrals 1o rmitigate the identified nsks

o provide assurance on the management of the risk

Engagement infarmation s usually considered relavant when it 15

A denved through valid stabstical sampling
B consistent with the engagemeant objectives
c factual, adeguate and convincing

D objectve and unbiased

Coordination of the internal and external auditing serices can reduce overall
assurance costs and lead to improved assurance services According to the
Intarnational Standards for the Professional Praclice of internal Auditing, who
Is responsible for coordinating these assurance sernvices?

A The chief audit executive

B The board of directars

c Thea audit committea

D The external audit partner

A major reason for establishing an internal audit activity 15 to

A relieve overburdened management of the responsibility for establishing
effective controls

B ensure the rehabiity and integnty of financial and operational
information

c safeguard resources entrusted to the organisaton

D evaluate and improve the effectiveness of control processes



1.7 The proper organisational role of internal auditing 1s to

A

B

perform studies to assist in the attainment of more efficient operations

serve as an independent, objective assurance and consuiting actiity
that adds value to operations

serve as an investigative arm of the board

assist the external auditor to reduce external audit fees

1.8 Anadequately documented working paper should

A

B

C

D

follow a unique form and arrangement

contain examples of all forms and procedures used by the engagement
chent

not contaun copies of engagement chent records

be concise but complete

1.9  Which one of the following ophions 1s an example of a detective control?

A

B
C
D

Use of carbon paper
Personnel access cards
Procedure manuals

Physical stock counts

1.10 A recommendation in an audit finding should address which attribute?

A

B

Conditron
Critana
Cause

Effect



1.11  An mnternal audior's working papers should support the observations,
conclusions and recommendations fo be communicated One of the purposes
of this requirement 15 to

A faciitate quality assurance reviews

B provide control over working papers

c permit the audit commillee to review observations, conclusions and
recommendations

D provide support for the internal audit actiity's financial budget

1.12 Whech type of audit attempts to measure the accomplishment and relabive

success of an undertaking?
A Frogram-results audit
B Privacy audit

C Comphiance audi
D

Process audit

{Some guestions have been adapted from Gleim: CIA Exam Review)

QUESTION 2 30 marks

Part A

The Minister of Basic Educabon has decided to implement an awareness
programme focused on introducing different professions to Grade 10 lgarners The
tocus of the initative 15 to make learners aware of the different options availlable to
them after completion of their secondary education All the different dwisions in the
Department of Education {DoE) have been requested to make presentations on their
field of expertise The intermal audt department has chosen you to do ther
presentation, introducing internal auditing to a local secondary school

In your presentation you cover the following pomnts
+  Organisatonal objectves and how internal audiing can assist in achieving
them
*  Differences between internal auditing and external audibng
- Certain responsibiities of internal audiing



REQUIRED

21

2.2

Identity the type of orgamisational objective from the following

definitions

211

212

213

This type of organisational objective pertains to the
effectiveness and efficiency of the arganisation's
operations, including performance and profitability
goals and safeguarding resources against losses

This type of organisational objective pertains to tha
rehabilty of internal and external reporting of financial
and operatonal infformation

This type of organisatonal objechve periains to the
value creation choices management makes on hehalf
of the organisation

This type of orgamisational objective pertans to
adherence o applicable laws and regulations

Marks
(6}

Complete the following table regarding some of the dfferences (11)
between external and intarnal auditng The mark allocation 15 given in

brackets
Factor Internal audit | External audit |
Certification 221{1) Chartered Accountant
222(1) Institute of Internal South Afncan Institute of
Auditors Chartered Accountanis
Audit 223 (1%) 224(1%)
timeframe
Audit (225 (1%) External audit works
coverage | primarly with those
i financial systems that
! have a beanng on the
final accounts
| Orgarisational | 226 (11%) External audi 1s an
| structure external contractor,
‘ i never an employee of




23

24

PartB

the company

Legislation (227 (1%

List those achons that could be conducive to good cooperation and

)

228 (1%)

coordination between the external and intemal auditors

Descnbe the responsibilibes that the internal audit actvity 1s required
to perform to imprave the governance processes of an organisation

or the DoE by refernng to the |IA Standards

QUESTION 3

13 marks

At the Q&A session afler your presentation, one of the students enguires whether
internal auditing departments perform fraud audits

REQUIRED

3.1

There are commen fraud schemes Match column A (fraud scheme)
with 1its corresponding defimtion in column B Your answers should
be given in the following format 31 1 Skimming - e

No.

Column A - fraud
| scheme

T Column B - definition

311

| Skimming

la

This imvolves prowiding false
mformation, usually to those
outside the organmisation [t
usually involves fraudulent
financial statements, afthough
falsificaton of information
used as performance |
measures can also ocour

Acset
misappropriahon

This 15 the offenng, gving,
receving, orf soliching of
anytming of valug to influence
an outcome

Corruption

This  mvolves divering a
potentially profitable
transaction to an employes or |
outsider that would normally |

(7)

(9)

(4)



3.2

generate  profids  for  the
organisation
314 Bribery This 15 the misuse of

entrusted power for phvate
gain It 15 often an off-book
fraud, meaning that there is
httle financial-statement
evidence avalable to prove
that the cnme occurred

315 Diversion

This occurs  when  the
fraudster caUSes the
organisation to issue a
payment by making false
claims for compensation

316 Expanse
reimbursement
fraud

This involves stealing cash or
assels from the orgarisation

317 | Information
misreprasentation

This involves stealing cash
from an organisation before it
15 racorded an the
organisaton's  books and
records

This invelves an employee
being pad for fichtious or
inflated expenses

This involves misreprasenting
the financial statements, often
by overstatng asseis or
revenue  or  understating
hakhties and expenses

Descnbe the internal auditor's responsibilities regarding fraud when

conducting audit engagements



QUESTION 4 24 marks

Al internal auditors are reguired, in the course of their dubes, to adhers to the
elements of the International Professional Practices Framework (IPPF) established
by the Institute of Internal Auditors (1A}

Practi r,:rr:-. ;
S

y . “.‘ 'Guideﬁ_ F /
/Practil:&'\ 4 Y

Advisories . \ g

AREQUIRED Marks

4.1  According to the JIA Standards, the internal audit activity should have  (4)
an irmernal audit charter Define the intarnal charter and the elements
aof the charter

4.2 Conclude and explain, with reference to the [PPF, whether each of
the unrelated scenanos below 15 permissible or not Please prowide
reasons for each of your conclusions

Your answer should be structured as follows

! Permissible/not Reference to IPPF (2 | Reasons (
permissible (1 mark) marks) | mark)
(421 T

4.2.1  An internal audtor discovered some matenal inefficiencies in a  (4)
purchasing function The miternal auditor does not report the finding,
since the actvity was not llegal

4.2.2 The chief audit executive decides to delay an audit at a branch so  (4)
that the branch manager, will have time to “clean things up"



4.2.3

4.2.4

425

Dunng an audt, an internal auditor learmns that the Chief Finance  (4)
Officer (CFO} 15 going lo be dismissed Out of sympathy, the auditor
relays this information to the CFO

An internal auditor 1s included n the internal audit review of the  (4)
accounts payable sechon eighteen moenths after being the
supervisor of the accounts payable section

For the past three years, the internal audit reports prepared by an (4)
internal audt actvity (IAA} have always stated that their internal

audit actwites are concluded in accordance with the Standards for

the Professional Practce of Internal Auditng Regular internal
assessments have been performed and recorded and the 1AA was
subjected to an external assessment of s qualty improvement
programme three years ago

QUESTION 5 15 marks

You are currently involved in an audit of the payroll section of HugeFeeds [Pty) Lid,
a company with a large labour force The following controls have been implemented
at the company

[

Ll

For an employee to be successfully entered on the employee masterfile, a
valid income tax number and identity number for the new employee must be
entered in the designated held

The company has a computensed time-keeping system, every marming the
factory manager reviews an on-screen report which ists the name and secton
of any employee wha 1s absent from or late for work

Mr Radebe, the human resocurces manager, frequently reviews the log of
amendments to the employee master file

To effect any EFT payment, the transfer must be “authonsed” by a senior
employee and “released” by a second semor employee (the two signatories
principle)

Before the payroll 1s processed, the factory manager approves the schedule of
overtime hours recorded

To gan access to the company's local area network, an employee must enter
hisfher user 1D and password

REQUIRED Marks

5.1

5.1

Dunng the feldwork of an audt, the auditor performs audit (9)
procedures Explain the following types of audit procedures

1 Inspection

5.1.2  External confirmation
5.1.3 Reperformance
5.1.4 Analytical procedures

5.1.5 Inguiry
51.6 Tracing
52 In respect of each of the above-mentionad cantrols {1 to i), identify  (6)

whaether it 15 a preventive or detective control



SUGGESTED SOLUTION/ MAY JUNE 2015

QUESTION 1
11 A 1.6 D 1.11 A
12 B 1.7 B 1.12 A
13 B 1.8 D 1.13
14 B 1.9 C 1.14
15 A 1.10 C 1.15
QUESTION 2
21

2.1.1 Operations objectives
2.1.2 Reporting objectives
2.1.3 Strategic Objectives

2.1.4 Compliance objectives

2.2

Factor

Internal audit External audit

External audit is an external
contractor, never an employee of
the company.

Organisational
structure

External audit works primarily
with those financial systems that
have a bearing on the final
accounts.

Audit coverage

Legislation

Certification Certified Internal Auditor (CIA) Chartered Accountant (CA)




Audit timeframe

External audit tends to be a year-
end process, even though some
testing may be carried out during
the year.

Internal audit performs audits
throughout the year.

Membership South African Institute of
affiliation

Institute of Internal Auditors (I1A) Chartered Accountants (SAICA)

2.3
» A common audit methodology.
» Joint training programmes.
» Joint planning of audit work.
» Direct assistance with each other’s projects.
» Exchange of audit reports
» Direct support in that working papers are at each other's disposal.
» Periodic meetings
» A professional attitude
» The evaluation by internal and external auditors of the effectiveness of each
other's work and reporting on this to management
2.4 Standard 2110 ref
e Promoting appropriate ethics and values within the organisation;
e Ensuring effective organisational performance management and accountability;
e Communicating risk and control information to appropriate areas of the
organisation; and
e Coordinating the activities of and communicating information among the board,
external and internal auditors, and management.
QUESTION 3
3.1
No. Column A-term Column B-defination
3.1.1 Skimming g
3.1.2 Asset misappropriation f
3.2.3 corruption d
3.24 Bribery b
3.25 Diversion c
3.2.6 Expense reimbursement h
3.2.7 information mispresentation a




3.2

Consider fraud risks in the assessment of internal control design and
determination of audit steps to perform.

Document fraud risk in the working papers, as well as linkage of fraud risks to
specific audit work.

Have sufficient knowledge of fraud to identify red flags indicating fraud may have
been committed.

Be alert to opportunities that could allow fraud, such as control deficiencies.
Evaluate whether management is actively retaining responsibility for oversight of
the fraud risk management program, that timely and sufficient corrective measures
have been taken with respect to any noted control deficiencies or weaknesses,
and that the plan for monitoring the program continues to be adequate for the
program’s ongoing success.

Evaluate the indicators of fraud and decide whether any further action is
necessary or whether an investigation should be recommended.

Recommend investigation when appropriate.

QUESTION 4

4.1

The internal audit charter is a formal document that defines the internal audit activity's
purpose, authority, and responsibility.

Elements

The purpose of the Internal Audit Activity

The scope of the Internal Audit activities

The responsibilities of the Internal Audit Activity

The relationship and coordination with the External Auditor

The Audit Plan

The reporting

The Internal Audit Activity authority and its position within the Company to ensure
its independence.

The standards of audit practice.



4.2

Permissible/not
permissible

REF to IIA Code of Ethics

Reasons

421

Not Permissible

objectivity

Shall disclose all material facts
known to them that, if not
disclosed, may distort the

reporting of activities under
review.

4.2.2

Not permissible

Integrity

Shall respect and contribute to
the legitimate and ethical
objectives of the organization.

4.2.3

Not permissible

Confidentiality

Shall be prudent in the use and
protection of information
acquired in the course of their
duties.

424

Not permissible

Objectivity

Shall not participate in any
activity or relationship that may
impair or be presumed impair
their unbiased assessment.

4.2.5

Permissible

Competency

Shall continually improve their
proficiency and the effectiveness
and quality of their services.




QUESTION 5
5.1

5.1.1 Inspection-examinations of records or documents, whether internal or
external in paper form, electronic form or in the form of other media, or a physical
examination of an asset.

5.1.2 External Confirmation-Obtaining external confirmation entails receiving a
direct written response from a third party to a request from the auditor to that third

party.

5.1.3 Reperformance-The auditor independently execution of procedures (e.g
bank reconciliation).

5.1.4 Analytical procedures-Analytic procedures consist of evaluating financial
information through analysis of plausible relationships among financial and non-
financial information.

5.1.5 Inquiry-Inquiry entails seeking information, both financial and non-financial
from knowledgeable persons within or outside the entity.

5.1.6 Tracing-This involves the selection of documents for tracing to the relevant
entries recorded in the accounting records. It test for completeness.

5.2

i Preventive
ii. Detective
iii. Detective
iv. Preventive
V. Preventive
vi. Preventive



1.3
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1.5
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When an internal auditor 1dentifies multiple factors that have been inked to
possible fraudulent conditons and suspects that fraud has taken place, the
auditor should

A report immediately to senior management and the board

B recommend an investigation

C.  report immediately to the board.

D extend tesis to determine the extent of the fraud

Which one of the following statements best describes an internal audit
charter?

A A standard document to be used by all intemal audit departments

B Defines only assurance services provided to the organisation

c Defines the purpose, authonty and responsibility of the internal auds
activity

(M) An internal audit charter is optional.

Coordination of the internal and external audiing services can reduce overall
assurance costs and lead to improved assurance services According to the
International Standards for the Professional Practice of Internal Auditing, who
13 responsible for coordmating these assurance services?

A The chief audit exacutive

B The board of directors

c The audit committes
D

The external audit partner



1.3
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1.5

When an internal auditor 1dentifies mulhple factors that have been linked to
possible fraudulent conditons and suspects that fraud has taken place, the
auditor should

A

B
C.
D

report immediately to senior management and the board
recommend an investigation
report immediately to the board.

extend tests to determine the extent of the fraud

Which one of the following statements best describes an internal audit

charter?

A A standard document to be used by all intemal audit departments

B Defines only assurance services provided to the organisation

c Defines the purpose, authonty and responsibility of the internal auds
activity

(M) An internal audit charter is optional.

Coordination of the internal and external audiing services can reduce overall
assurance costs and lead to improved assurance services According to the
International Standards for the Professional Practice of Internal Auditing, who
13 responsible for coordmating these assurance services?

A

B
c
D

The chief audit exacutive
The board of directors
The audit commitiee

The external audit partner



1.6

1.7

1.8

Which one of the following altematwves forms part of the personal
charactenstcs reguired of an intermal auditor?

t  Practical approach

. Extrovert personality.

i Assertive

w. Good interpersonal relatons

A 1and n.
B 1 and v
c rand v
D 1nand m

Indicate the alternative which comrectly completes the following sentence
The mam purpose of an internal audit is to

A, review the means of sateguarding assets and as approprate, venfy the
existence of such assets
B review the rellability and integnty of financial and operating information
c appraise the effectiveness and efficiency of cperations
D assist management of the organisation in the effective discharge of
their responsibilities
Which of the following principles does not form part of the Institute of Internal
Auditors (1A} Code of Ethics?
A Inteqrity
B Confidentiality
C Competency

D Responsibility



1.9 Which one of the following options 1s an example of a directive control?
A. Review of exception reports
B Personnel access cards.
c Procedure manuals
D

Physical stock counts

1.10 The scope of an internal audit engagement encompasses a systermnabc,
disciplined approach to evaluate and improve the adequacy and effectiveness
of all the followmng processes except for .

A regulation
B nsk management,
C.  control.

o governance

(Soeme guestions have been adapted from Gleim: CIA Exam Review)

VIl Designing the nsk management process for the company
VIl Conducting a control self-assessment training for management of the
company

QUESTION 2 20 marks

You are an internal auditor at Prceless Memones Lid You have been working
together well as a team and management seems to be very supportive of the infernal
audit activity.

The Chief Executiva Officer (CEQ), Mr Douglas requests the internal audrt actity to
assist with the following tasks as other departments have too much work to dor

I.  Performing the monthly bank reconciliaions on the company's bank
account

Il. Evaluating the adequacy and effectiveness of the controls in the Sales,
Receivables and Cash Receipts cycle

lll. Performing nventory counts every month as part of the company's
internal contral over its perpetual inventory

IV. Searching for suitable financial staff.

V  Conducting a review of the extent to which the marketing department
complies with the policy and procedures laid down by the company



REQUIRED Marks

21 Indicate for each of the tasks (V1) above whether it should be (14)
petformed by the internal audt activity or not Give reasons for your
answer

2,2 The CEO has requested additional information on the types of audits  (B)
{such as fraud audits, |T audits, etc) that internal auditors can perform
Identfy the type of audit from the following definitions

221 This type of audit entails a systematic and independent
examination to determine whether quality-related
actwites are implemented effectively and are
complying with the quality systems and standards

222 In this type of auddt, the auditor looks for ewidence
relating to the relabidy and integnly of financial
infarmation

223 This type of audt involves firstly determiming
management's objectives, followed by establishing
whether the existing management controls will lead to
effectiveness, efficiency and economy

224 In this type of audit, a comprehensive examination of
the facility 15 conducted to determine whether it is
complying with environmental laws and regulations

QUESTION 3 18 marks

You act as a mentor to junior internal auditors in the internal audit department Your
responsibilities include assisting juror auditors with their studies and other aspacts
of their trairning as internal auditors

Answer the following quenes posed to you by a new junior internal audrtor during a
mentorng session

REQUIRED

3.1 The internal audit process consists of four (4) phases The third  (5)
phase is audit fieldwork List the benefits of compiling audit working
papers during ttus phase

3.2 According to [lA Standards 2420, communicalion must be accurate, (6)
objective, clear, concise, construchive, complete and timely Define
the terms-
321 clear
322 accurate
3.2.3 concise
324 constructive

33 There 15 a glossary of internal audiing terms  Match column A (7)
{term) with its corresponding defimtion n column B Your answer
should look as follows 331 Risk-e



Column A - term

Column B - definition

Risk

Any  acton  taken by
management, the board, and
other parties to manage nsk
and increase the Nkelhood
that estabhished obyectives
and goals will be achieved

332

Chief Audit
Executive

An objective exammation of
evidence for the purpose of
prowvidng an independent
assessment on govemance,
risk management, and control
processes for the
organisation

333

Consulting services

A process to identify, assess,
manage, and control potential
events or situations to prowvide
reasonable assurance
regarding the achievement of
the organisation's objectves

334

Control

A person In a senicr postian
responsible  for  effectively
managing the nternal audit
activity in accordance with the




intermal audit charter and the
Detintion of Internal Audrting,
the Code of Ethics, and the
Standards

335

Objectvity

Advisory and related chent
service activities, the nature
and scope of which are
agreed with the client, are
intended to add wvalue and
imprave an  organisation’s
governance, risk
management, and control
processes without the internal
auditor assuming
management responsibihity.

336

Independence

An unimased mental atbitude
that allows internal auditors to
perform engagements in such
a manner that they believe m
their work product and that no
qualty compromises are
made

337

Control processes

The poszibiity of an event
occurnng that will have an
impact on the achievement of
objectives.

The policies, procedures, and
activites that are part of a
control framework, designed
to ensure that nrsks are
contained within  the nsk
tolerances established by the
fisk management process.

The freedom from conditions
that threaten the abiity of the
internal audit activity to carry
out internal audt
responsibilities in an unmased
manner




QUESTION 4 25 marks

Al internal auditors are required, in the course of ther dubes, to adhere to the
elements of the International Professional Practices Framework (IPPF} established
by the Institute of Internal Auditors (IIA}

Papers / N, Guides
r,_.;"' Practice N §

The International Standards consists of Attribute, Performance and Implementation
Standards.
REQUIRED Marks

4.1  Identfy which Standard (Attnbute, Performance or Implementation} s (3)
being referred to from the following charactenstics

411 These Standards compnse the 1000 senes

412 These Standards descnbe the nature of internal audt
services and provide qualty crtena aganst which the
performance of these services can be measured

413 These Standards compgnse the 2000 senes

414 These Standards provide guidance applicable in specific
types of angagemants

415 These Standards address the charactenstics of the internal
audt actwity and the indwiduals performing the internal
audit activities



4.2

Conclude and explain, with reference to the IPPF, whether each of
the unrelated scenanos below 15 permissible or not. Please provide
reasons for each of your conclusions

Your answer should be structured as follows

Permissible/not Reference to IPPF (2 | Reasons
permissible (1 mark) marks) mark)

4]

(4.2.1

4.21

4.22

423

4.2.4

Some of the work on an audit engagement in the procurement
section 18 assigned to an internal auditor whose father 1s heading the
section

Dunng an audit, you overheard that the chief executive officer (CEQ)
of the company might be resigning due to fraud allegations against
tim. You know people who have shares in the company and you
decided to inform them about the possibility that the share price may
fall

During the planrng of an audit of engineenng projects, the auditor 1s
informed that the company'’s first project for a minng company 1s
amongst the projects completed for the pencd to be audited. The
auditor includes the audit in the audit scope and makes provision in
his planning to consult with miming sector specialists for the audit

An internal auditor accepts an excuse from a manufactunng site
manager for ignonng regulations on the treatment of hazardous
waste and mentions nothing in s final report

Owing to work and personal constraints, an internal auditor has not
attended any internal audit traiming for the past two years

4

(4)

(4

(4)

4




QUESTION 5 22 marks

The Chief Audt Executwve (CAE) requests a private meeting with the audit
committes to discuss the internal audt charter, the internal audit actiity's posiion in
Prceless Memones Lid and its contribution to the company

One of the audit committee members also wants to discuss the possibility of the CAE
reporting to the audit committee

5.1  Mention the five (5) necessary aspects that have to be included in the  (5)
internal audit charter to grant the internal audit actwity the necessary
authority.

52 Discuss the advantages and disadvantages of the CAE reporting to (3)
the audit commiites

5.3 According to the [IA Standards, recommend what type of reporing 15 {2)
preferred for Independence purposes

5.4 List seven (7) practices that would enhance a good relatonship  (7)
between the audi committee and the 1nternal audit activity

54 Explain the internal auditor's role in investigating fraud (5)



SUGGESTED SOLUTIONS OCT NOV 2014

QUESTION 1
11 B 1.6 C
1.2 B 1.7 C
13 B 1.8 D
14 C 1.9 C
15 A 1.10 A
QUESTION 2
2.1
Performed/not performed Reason
i Not performed Management's responsibility
Performed/not performed Evaluation/independent factor/Control
i measure
iii Not performed Management's responsibility
iv Not performed management organising
v performance Assurance services
Vi Performed Consulting service
2.2

2.2.1 Quality audit

2.2.2 Financial Audit

2.2.3 Performance Audit

2.2.4 Compliance Audit




3.1

o They provide an audit manager with a basis for reviewing the fieldwork of junior
members of staff.

o Audit working papers also serve as a guide in the performance of follow-up or
subsequent internal audits.

3.2.1 Clear- communications are easily understood and logical, avoiding unnecessary technical

language and providing all significant and relevant information

3.2.2 Accurate- communications are free from errors and distortions and are faithful to the

underlying facts.

3.2.3 Concise- communications are to the point and avoid unnecessary elaboration, superfluous

detail, redundancy, and wordiness

3.2.4 Constructive- communications are helpful to the engagement client and the organisation and

lead to improvements where needed.

3.3
No. Column A-term Column B-Defination
3.3.1 Risk g
3.3.2 CAE d
3.3.3 Consulting Services e
3.34 Control a
3.35 Objectivity f
3.3.6 Independence |
3.3.7 Control processes h




QUESTION 4

4.1

4.1.1 Attribute

4.1.2 Performance

4.1.3 Performance

4.1.4 Implementation

4.1.5 Attribute

4.2

Permissable/Not
permissible

REF to IPPF

REASONS

421

Not Permissible

Objective

Familiarity
interest/Relationship
impairs the auditors
assessments

4.2.2

Not Permissible

Confidentiality

Shall not disclose any
information contrary to
the law or profession

4.2.3

Permissible

Competency

Shall consult expert in
the industry to assist
them

4.2.4

Not Permissible

Intergrity

Shall observe the law and
make disclosures
expected by the law and
the profession

4.2.5

Not Permissible

Competency

Shall continually improve

their proficiency and the

effectiveness and quality
of their services.




QUESTION 5

51
e Access to the books, records, vouchers and accounts
e Obtaining information and explanations
e Attending meetings
e Believing trusted officials
¢ Independence of the internal auditor
5.2
advantages

This is an independent board-therefore organizational independence is
achieved.
Enforces internal audit recommendation.

disadvantages

5.3

Time factor-lack quality time to support the internal audit activity on a day-to-day
basis as an independent reporting facility. Audit committees meet on average four
times a year.

Their functions are parallel-The audit committee is apart from the main stream
of business activities. As a result, the internal auditor does not always receive
necessary information and directives which might enable him to function
effectively.

Dual reporting (standard 1110)-Reporting functionally to the board and
administratively to the CEO.

54

Dual-reporting by chief audit executive, that is, functionally to the audit committee
& administratively to the chief executive officer.

The chief audit executive should have ready access to the audit committee.

The chief audit executive should have direct and regular communication with the
audit committee.

The chief audit executive should attend audit committee meetings.

The chief audit executive should regularly meet privately with the audit committee
(without management's representatives in attendance).



54

The audit committee should approve the appointment or removal of the chief audit
executive.

The audit committee should be advised by the chief audit executive concerning his
or her relationship with the external auditors (and on how the internal and external
audits.)

Internal auditors can assist in deterring fraud by examining and evaluating the adequacy
and effectiveness of internal controls.

Monitoring the investigation process to help the organisation follow relevant
policies, procedures, and applicable laws and statutes (where internal auditing
was not responsible for conducting the investigation).

Locating and/or securing the misappropriated or related assets.

Supporting the organisation’s legal proceedings, insurance claims, or other
recovery actions.

Evaluating and monitoring the organisation’s internal and external post-
investigation reporting and communication plans and practices.

Monitoring the implementation of recommended control enhancement.



AUI2601
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The most important benefit that the audit committee provides fo the internal
auditor s to

A review annual audi plans and to monitor audit results

B protect the independence of the internal auditor from  undue
management influence

C approve audit plans and to schedule meetings with the intemal auditor
D review copies of the procedure manuals for selected company

operations and discuss such manuals with a company official

A working paper s complete when it

A complies with the internal audit activity’s format requirements
B 15 clear, concise and accurate

Cc contains all of the atiributes of an observation

D satishies the engagement objective for which it 1s developed

Coordination of intermal and external auditing can reduce overall costs Who s
responsible for actual coordination of internal and external auditing efforts?

A External auditar

B The board

c Chief Audit Executive

D Management



14

1.5

Which one of the following represents appropnate internal audit action n
rasponse to the risk assessment process?

n

A
B
c
(3]

The low nsk areas may be delegated to the extemal auditor, but the
hugh nsk areas should be audited by the internal audit function

The high nsk areas should be integrated nto an intarnal audit plan
along with the high pnonty requests of management and the audit
committee

The nsk analysis should be used i determuring an annual internal
audit work plan, tharafore the nsk analysis should be performed only on
an annual basis

| only

Il anly

I aniy

I and 11l only

Ounng an audit of the organisaton's accounts recewvables function, an
internal auditor plans to confirm balances with debtors What 15 the source of
authorty for such communication with parties outside the organisation?

A

B

The internal audit actiity charter
The llA Code of Ethics

The International Standards for the Professional Practce of Internal
Auditing

The intarnal audit activity policies and procedures



1.6

1.7

1.8

1.9

In an organisation with a separate division that is primarily responsible for the
prevention of fraud, the internal audit actraity 1s responsible for

A

B
c
D

establishuing and maintaining that division's system of internal conirol
controlling that division's fraud prevention actiwities
planning that dwvision's fraud prevention activities

gxamining and evaluating the adeguacy and effectiveness of that
division’s actions taken to prevent fraud

The proper organisational role of nternal auditing 1s to

A

B

assist the external auditor to reduce external audi fees
perform studies to assist in the attanment of more efficient operations

serve as an independent, objective assurance and consulting activity
that adds value to operations

serve as an investigative arm of the board

Which techrigue 1s most appropnate for determining whether mail room staff
Is fully used?

A

B
c
D

Inspecton of documents
Inguiry
Analyhical review

Observation

What atinbute should a recommendation in an internal audit report should

address?

A Condihion
B Cntera

C Cause

Effect



1.10 What doas due professional care call for?

A Consideration of the possibiity of matenal rregulartes dunng every

audt
B Detailed reviews of all transactions related to a partbcular function
C Infalhbility and extracrdinary performance when the system of internal

controls 1s known to be weak

D Testing i sufficient detal to giwve absolute assurance that
nancompliance does not exist

(Some questions were adapted from Gleim: CIA Exam Review)

QUESTION 2 24 marks
You are a manager for Creative Business, a short term insurance company

You have been invited 1o present a lecture for the internal auditing students at Urisa
The topic for your lecture 1s "The various roles of internal auditors”

REQUIRED Marks

In your lecture, discuss the following topics

21  Intemal auditing consists of assurance and consulting services For (5)
the following services to the auditee, dentty whether #t 15 an

assurance or consulting service

2 11 Assessing whether management's policies and procedures are
adhered to

2 1 2 Conducting control self-assessment traiming
21 3 Advising during the development of policies and procedures

214 Examining whether control procedures are migating the nsks
identified

215 Providing advice to management on certain enterprise nsk
management activities

2.2 Listten (10) personal charactenstics required of an internal avditor (5}

2.3 Orgamisational independence & effectve when the chief audit  (5)
execulive reporis funclionally to the board List five (5) responsibiities
of the board that would constitute funchonal reporting

2.4 Explain the roles of management and the internal auditor with regard (5)
to sk management

25 Describe the mternal auditor's responsibilibes regarding detection of  (4)
fraud



QUESTION 3

36 marks

You act as a mentor to jurior iInternal auditors 1n the nternal audit deparment Your
responsibiliies include assisting junior auditors with their studies and other aspects
regarding their training as intermal auditors

Answer the following quenes posed to you by a new junior internal auditor during a
mentonng sesstan

REQUIRED

3.1

3.2

The internal audit process consists of four (4) phases The second
phase 15 planning the internal audit (engagement planning) List the
fiva (5) planning steps that should be foliowed for each audnt

There are different kinds of audt evidence, namely physical, oral,
documentary and ewvidence generated by the internal auditor

Examine each of the following items and identfy each nem as
physical ewdence, oral evidence, documentary ewvidence or
evidence generated by the intemal auditor

a Recalculabon of audiee-prepared bank reconcilation to test
whether they wera completely correctly

b Attendance at a wage payout

c Wntten statements of auditees personnel mn response to

inquines or interview questions

d Letter of confirmaton from the bank in respect of a fixed
deposit held by the company (auditee)

& Inspection of selected assets to confirm their existence

Marks

(S)

(3)



3.3

3.4

3.5
3.6

The following data was gathered durng one of the recent audits of
the Cash Disbursements Sechion One of the findings was on the
outdated Delegation of Authanty policy In prepanng a report of the
findings, each of the tems should be classified as critena, cause,
condition and effect Examine the following items and stata each
tem as the Criteria, Condition, Cause and Effect Give reasons
for each classificabon {1 mark per classfication and 1 mark for
reason)

a The delegation of authonty 1s updated biannually and not
when changes in personnel or responsibiifies of auvthonsed
indmiduals ocour

b The delegation of authonty policy hst three indiiduals who
are no longer with the company Additionally, four indwiduals
were identified who are new in ther positions that should
have disbursement authonty, but are not hsted in the policy

¢ [hsbursements may be made that are not in accordance with
management's or board's direction

d Authonty over the disbursement of funds should only be
delegated to indwviduals whose responsibilities justfy such
authortty

Internal auditors have an obhgation toward their employer to act In
good faith in fulfilment of their dubes List the duties of an internal
auditor towards his or her employer?

Define the internal charter and also list its elements

List those actions that could be conducive to good cooperation and
coordination between external and internal auditors

(8)

(5)

(4)
(9)



QUESTION 4 25 marks

Read the following statement and the accompanying diagram below and answer the
questions that follow

All internal auditors are required, in the course of ther dutes, to adhere o the
elements of the Internatonal Professional Practices Framework (IPPF) estabhshed
by the Institute of internal Auditors (I1A)

IPFF {Internaticnal Professional
FPractices Framework)

411

L 1

1
Frachca
C-iun:le*.—'.] | 414 I 4.1.5

REQUIRED Marks

41  The figure above depicts the IPPF and its components Fill in all the  (5)
missing tems in it

4.2 Conclude and axplamn, with reference to the IPPF, whether sach of
the unrelated scenanos below 1s permissible or not Flease provide
reasons for each of your conclusions

Your answer should be structured as follows

' Permissible/not | Reference to IPPF (2 | Reasons (]
permissible (1 mark) marks}) | mark) '
2.1 j | ]




4.2.1

422

4.2.3

4.2.4

4.2.5

Simon, an internal auditor conducted an auddt on the procurement
processes of the organisation He confirmed that supphers that had
faled to deliver any goods to the orgarisation were shll pard The
procurement manager threatened to have hum fired 1f he reported on
this Because he could not afford to lose his job, he omited this
finding from the report

The audit plan requires an extensive avaluation of the integnty of the
information systems used by the organisaton Due to budget
constraints, the internal audit actvty cannot appoint somecne with
the necessary experience to perform the required evaluaton and
nobody in the actwity has proper experience for this engagement
You then, offered to conduct the audit to the best of your ability

Al the annual award funchion of your company, you were presented
with the “Employee of the year” award For this, you received a
trophy and a cash pnce of R2 000

John Khumalo, an nternal auditor at Skhumbuso (Pty) Lid,
infermed you that he purchased a new laptop for his own personal
use at great discount He used one of the approved company
supplers through his fnend who 1s the procurement manager at
Skhumbuso (Pty) Lid

An nternal auditor discloses confidential, engagement-related
information that 1s potentially damaging to the organisaton i
response to a court order

4)

(4)

()

(@)

&}



SUGGESTED SOLUTIONS MAY JUNE 2014

QUESTION 1
11 B 1.6 D
12 B 1.7 C
1.3 C 1.8 A
1.4 B 1.9 C
15 A 1.10 A

QUESTION 2

2.1

2.1.1 Assurance

2.1.2 Consulting

2.1.3 Consulting

2.1.4 Assurance

2.1.5 Consulting

2.2

Vision & Instict

Able to see big picture

Diligence and patience.

Decision making ability

Obijectivity and confidence.

Good Communication Skills
Independence and sound judgement.
Global mindset

Persuasiveness

Intergrity



2.3

e Approving the internal audit charter;

e Approving the risk based internal audit plan;
Receiving communications from the chief audit executive on the internal audit
activity's performance relative to its plan and other matters;

e Approving decisions regarding the appointment and removal of the chief audit
executive; and

e Making appropriate inquiries of management and the chief audit executive to
determine whether there are inappropriate scope or resource limitations.

2.4

Management is accountable to the board for designing, implementing and monitoring the
process of risk management, and for integrating it into the day-to-day activities of the

company.

The internal audit activity should assist the board, directors and management through

consultation and facilitation in identifying, evaluating and assessing significant risks and

By providing independent assurance as to the adequacy and effectiveness of related
internal controls and the risk management process as indicated by the applicable

Standards.

2.5

¢ Internal auditors evaluate risks faced by their organisations based on audit plans
with appropriate testing.

¢ Internal auditors need to be alert to the signs and possibilities of fraud within an
organisation.

e Specifically, internal auditors can assist in deterring fraud by examining and
evaluating the adequacy and effectiveness of internal controls.



¢ In addition, they may assist management in establishing effective fraud prevention
measures by knowing the organisation’s strengths and weaknesses and providing
consulting expertise.

QUESTION 3

3.1

. Obtain background information of the audit area. (preliminary survey).

Identify the engagement objective(s) to be achieved.
Consider the audit risk.

Determine the allocation of engagement resources.

oo oW e

Compile the detailed engagement (audit) programme.

3.2

a —Evidence generated by the auditor
b- Physical evidence

c- Oral evidence

d- Documentary

e- Evidence generated by the auditor

3.3

Classification Reason

This caused the

a Cause differences/Risk

Evidence the

b Congition auditor found




c Effect Risk/Exposure

Measurement for

d Criteria )
evaluation

3.4

e Duty not perform acts of dishonesty (fraud, theft) against their employer.

e Duty not to use confidential information obtained in the performance of their duties
for their own gain, or impart such knowledge to third parties.

e Duty to further the interests of their employer's business undertaking.

e Duty not to perform acts which are in competition with their employer.

e Duty not to perform acts of misconduct while performing their duties.

3.5

The internal audit charter is a formal document that defines the internal audit activity's
purpose, authority, and responsibility.

Elements
e The purpose of the Internal Audit Activity
The scope of the Internal Audit activities
The responsibilities of the Internal Audit Activity
The relationship and coordination with the External Auditor
The Audit Plan
The reporting
The Internal Audit Activity authority and its position within the Company to ensure
its independence.
e The standards of audit practice.

3.6

A common audit methodology.

Joint training programmes.

Joint planning of audit work.

Direct assistance with each other’s projects.

YVYVYYVY



VVVVY

Exchange of audit reports

Direct support in that working papers are at each other's disposal.

Periodic meetings
A professional attitude

The evaluation by internal and external auditors of the effectiveness of each

other's work and reporting on this to management

QUESTION 4

4.1

4.1.1Strongly recommended guidance
4.1.2 International standards
4.1.3 Defination

4.1.4 Practice advisories
4.1.5 Position papers

4.2

Permissible/not
permissible

REF to IIA Code of Ethics

Reasons

421

Not Permissible

objectivity

Shall disclose all material facts
known to them that, if not
disclosed, may distort the

reporting of activities under
review.

4.2.2

Not permissible

Competency

Shall engage only in those
services for which they have the
necessary knowledge, skills, and

experience

4.2.3

Not permissible

objectivity

Shall not accept anything that
may impair or be presumed to
impair their professional
judgment.

424

Not permissible

Objectivity

Shall not participate in any
activity or relationship that may
impair or be presumed impair
their unbiased assessment.

4.2.5

Permissible

Confidentiality

Disclose since this is required by
law/court






