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Comprehensive and Detailed Explanation:

An engagement proceeds in stages: planning # risk/control assessment # fieldwork (testing) # evaluation and reporting. After completing the
risk and control assessment, the next logical step is to perform testing (D) of selected ESG activities. Testing provides evidence to support
conclusions about program effectiveness.

* Option A (concluding) and Option C (developing recommendations) are premature without testing.

* Option B (communicating results) happens only after testing and reporting.

Thus, the most appropriate next step is Option D, aligning with llA's systematic approach to engagement execution (Standard 2200).
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Structured interviews involve the internal auditor holding individual meetings with different people, asking them the same set of questions,
and then aggregating the results. This method ensures consistency in the information gathered across multiple respondents, allowing for an
effective comparison and analysis of the data collected.

[IA References:
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* IIA Standard 2310: Identifying Information suggests that information gathered during an audit must be reliable and relevant. Structured
interviews help achieve this by ensuring that each interviewee is asked the same questions, thus providing comparable data across the
board.

* The Practice Guide on Interviewing Techniques emphasizes the use of structured interviews for consistency and comprehensiveness in
data collection.
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* Conflict of Interest: For both assurance and consulting engagements, it is crucial to avoid conflicts of interest. An auditor assessing
processes they were previously responsible for can compromise objectivity and independence.

* IIA Standards: The IIA ' s Code of Ethics and standards emphasize maintaining objectivity and avoiding conflicts of interest. This is
particularly important in consulting engagements where the auditor ' s recommendations could be influenced by prior roles.

* Appropriate Action:

* Assurance Engagements: For assurance engagements, prior knowledge might be beneficial but still raises concerns about independence.
Declining the consulting engagement due to previous responsibilities ensures objectivity.

[IA Standard 1130 - Impairment to Independence or Objectivity.
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When an internal audit team leader encounters difficulties due to the lack of a system of internal controls, the most appropriate course of
action is to add a consulting component to the scheduled assurance engagement.

This approach allows the internal audit team to provide advice and recommendations on establishing internal controls while still fulfilling their
assurance responsibilities. By integrating consulting activities, the auditors can help the business unit improve its control environment, which
can then be assessed in the assurance engagement.

The Institute of Internal Auditors (IIA) Practice Guide: Consulting Engagements ||A Standard 1130 - Impairment to Independence or
Objectivity
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When facilitating a risk and control self-assessment (RCSA) workshop, the internal auditor ' s most appropriate role is to provide the
necessary techniques and guidelines for conducting the exercise. This involves guiding participants on the methodology and framework for
identifying and assessing risks and controls without influencing their inputs or conclusions, thereby ensuring an objective and effective self-
assessment process. References: = IIA Practice Guide: " Facilitation Skills for Auditors " .
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Preliminary communication with HR management is essential to ensure a smooth audit process. According to IlA guidance, the auditor in
charge (AIC) should notify HR management before the planning stage begins to facilitate cooperation and alignment. Additionally, scheduling
formal status meetings at the start of the engagement helps in setting expectations, clarifying the scope, and ensuring ongoing
communication throughout the audit process. These steps foster transparency and collaboration. References:

* IIA Standards - 2200: Engagement Planning

* IIA Practice Advisory - 2200-1: Engagement Planning
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[IA guidance emphasizes considering risk, impact, and root cause in audit findings (Standard 2410 - Criteria for Communicating). In this
case, brakes are safety-critical products. Even if the company discards failed items, testing in conditions not reflecting real-world use is a
major deficiency, since it creates risk that unsafe products could pass the test and reach customers.

Therefore, Option C is correct: testing conditions must simulate real-world operating environments, especially where human life is at stake.
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According to the International Professional Practices Framework (IPPF), issuing an interim report is appropriate for keeping management
informed of audit progress, especially when audit engagements extend over a long period of time, and for communicating any significant
changes in the scope of the engagement.

Interim reports serve as a means of maintaining transparency with management and ensuring that any adjustments to the audit plan are
communicated promptly.

IIA References:

* [IA Standard 2440: Disseminating Results allows for interim reporting when there is a need to communicate significant findings or changes
in scope before the final report is issued. This ensures that management remains informed of critical issues that may impact the audit or the
organization.

* The Practice Guide on Communicating Interim Results suggests that interim reports are useful for providing updates during long
engagements or when there are significant changes in the engagement's scope that management needs to be aware of.
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* Impairment of Independence: The organizational independence of the internal audit activity can be impaired if the CAE has had significant
roles in management, such as managing the finance department. This prior involvement may create a conflict of interest or perceived bias.
* [IA Standards on Independence: The IIA emphasizes the importance of independence and objectivity in internal auditing. Any prior
management role, especially in the department being audited, can compromise the CAE's objectivity.

* Examples of Impairment:

* Administrative Reporting: While reporting administratively to the CFO (option A) or functionally to the CEO (option C) does not inherently
impair independence, managing the finance department previously (option D) creates a direct conflict.

* Overseeing Risk Management: Overseeing the risk management function (option B) is part of the CAE's responsibilities and does not
impair independence if handled properly.

[IA Standard 1100 - Independence and Objectivity.
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Comprehensive and Detailed Explanation:

The three-way match (A) is the most effective control to ensure that services have been received and align with both requisition and
invoicing. For temporary employees, this means verifying that hours worked or services provided match the purchase requisition and that an
invoice is only paid if supported by documentation of services received.

* Option B (management approval) ensures authorization but not service completion.

* Option C provides clarity but is not a control for verifying actual work.

* Option D ensures budgetary compliance but does not prevent overpayment for unperformed services.

Thus, the strongest control is Option A, ensuring validity, accuracy, and completeness of vendor payments.
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The focus of the effect section of the preliminary observations document should be on residual risk. Residual risk is the remaining risk after
management has taken action to mitigate the inherent risk with controls and other risk responses. Documenting the effect in terms of residual
risk helps in understanding the potential impact of the observed issues on the organization if not addressed.

[IA Standards: 2310 - Identifying Information

[IA Practice Guide: Communicating the Results of an Audit
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The most important group or individual for the CAE to consult to determine the scope of the audit regarding compliance with new
environmental regulations is the environmental, health, and safety manager. This individual or group has specialized knowledge about the
organization's operations, regulatory requirements, and existing controls related to environmental compliance. Consulting with the
environmental, health, and safety manager ensures that the audit scope is comprehensive and accurately addresses the pertinent risks and
compliance requirements. References: IIA Standard 2201 - Planning Considerations, IlA Practice Advisory

2210.A1-1
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Retained earnings represent the cumulative profits reinvested in the organization rather than distributed as dividends. They reflect the
organization's ability to generate resources internally, supporting working capital, expansion, and long-term sustainability.

* Option A is incorrect: retained earnings are not the same as dividends.

* Option B is incorrect: retained earnings are not equal to excess cash.

* Option D is incorrect: rating agencies use broader financial measures, not retained earnings alone.

Thus, the best explanation is Option C: retained earnings show that the organization has been able to generate and reinvest resources from
its own operations.
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* Descriptive analytics explains what happened.

* Diagnostic analytics explains why it happened.

* Predictive analytics forecasts what may happen in the future using historical patterns.

* Prescriptive analytics suggests actions to take.

Since the goal is to forecast potentially fraudulent behavior before it occurs, this is predictive analytics (D).
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The observation provided in the final engagement communication includes the criteria (competitive bidding requirements), condition (three of

OoO w >

the 10 contracts reviewed did not meet these requirements), and cause (senior management deemed these purchases critical and awarded
them as sole-source). However, it lacks the effect, which would explain the potential consequences or impact of not meeting the competitive
bidding requirements, such as increased costs, lack of transparency, or potential for favoritism. References:

* The llA's International Standards for the Professional Practice of Internal Auditing (Standards), Standard 2410 - Criteria for Communicating.
* The llA's Practice Guide on Communicating Results.
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Verification of Controls: The auditor should verify that the new IT system addresses the previously identified risks. This involves reviewing
the system documentation and ensuring that the controls in the new system effectively mitigate the risks.

[IA Standard 2500 - Monitoring Progress, which emphasizes the need for auditors to follow up on management's corrective actions.


https://www.jpnshiken.com/q/68772-6419091/
https://www.jpnshiken.com/q/68772-6419092/
https://www.jpnshiken.com/q/68772-6419093/

Reporting: Once the auditor has confirmed that the new system controls address the risks, they can report to senior management and close
the outstanding issue, ensuring that all audit recommendations are appropriately resolved.

Other Options:

Accepting Management's Explanation: Without verification (option B) is not appropriate as it may leave risks unmitigated.

Escalating Without Verification: Advising management and escalating (option C) is premature if the new system may already address the
issues.

Detailed Process Evaluation: Requiring additional details about the process (option D) may be unnecessary if the auditor can verify the
controls directly.
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Interim communications are used when urgent issues require immediate attention by management before the final audit report is issued
(Standard 2440 - Disseminating Results).

* Option A involves follow-up but does not require an interim report.

* Option C is a whistleblower concern that would be investigated confidentially, not reported as an interim memo.

* Option D reflects incomplete fieldwork, not a reporting need.

* Option B, a material variance in inventory, represents a significant and immediate issue that requires prompt communication to
management before the audit concludes.

Thus, the most appropriate situation for issuing an interim report is Option B.
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The primary determinant of the objectives and scope of assurance engagements is the preliminary risk assessment performed by internal
auditors. This assessment identifies the key risks associated with the area under review and helps prioritize the audit efforts based on the
significance and likelihood of these risks. This approach ensures that the engagement focuses on the most critical areas, thereby adding
value to the organization.

The International Standards for the Professional Practice of Internal Auditing (Standards) emphasize the importance of risk-based planning
in determining the scope and objectives of audit engagements. Standard

2200 (Engagement Planning) and Standard 2210 (Engagement Objectives) provide guidance on this process.
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Narrative memoranda are used in internal auditing to describe processes in a clear and detailed manner, especially when the process is
simple. This method is effective for documenting straightforward processes where a flowchart or other visual representation might be
unnecessary or overly complex.

* [IA Standard 2330 - Documenting Information:

* This standard requires that internal auditors document relevant information to support engagement conclusions and recommendations.
Narrative memoranda are one way to document processes, particularly when the process is simple and can be easily described in text.

* Use of Narrative Memoranda:

* Narrative memoranda provide a written account of a process, outlining each step in a sequential manner. This method is particularly useful
for simple processes where the key points can be easily captured in a narrative form, without the need for complex diagrams.

* Efficiency in Documentation:

* For simple processes, a narrative memorandum is more efficient than a detailed flowchart. It allows the auditor to explain the process
clearly and concisely, ensuring that all necessary information is captured without unnecessary detail.

* Option A (Detailed risk assessment): A narrative memorandum is not typically used for risk assessments, which require more detailed
analysis and often visual aids.

* Option B (Identify key roles): While a narrative can mention roles, this is not its primary purpose.

* Option D (Document outputs): Documenting outputs that support other activities typically requires more detailed mapping, such as
flowcharts or tables.

Detailed Explanation:Why Not Other Options?Conclusion: Option C is correct because narrative memoranda are best suited for explaining
simple processes in a clear and concise manner, in line with [IA documentation standards.
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When recalculating exchange losses from foreign currency purchases, the internal auditor needs to validate the spot exchange rate on the
transaction date (2) and the terms of the forward contract (3). These details are crucial to accurately assess the financial impact and ensure
that the hedge is effectively mitigating the exchange rate risk. References: = llA's Practice Guide: "Auditing Derivatives" and IIA Standard
1220 - Due Professional Care.
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Understanding Staffing Models: Internal audit activity staffing models vary in structure and approach, each with its advantages and
disadvantages. The rotational model involves assigning employees from various departments to the internal audit activity for a fixed period
before they rotate back to their original or new roles within the organization.

Rotational Model Disadvantages:

* Continuous Training: A key disadvantage of the rotational model is that auditors are often new and in training. This model means that there
is a constant influx of new staff who may lack extensive audit experience, requiring continuous training and development efforts.

* Consistency and Expertise: This can impact the consistency and depth of audit expertise within the internal audit activity, as the auditors
are frequently changing.

Comparison with Other Models:

* Career Model: Auditors build long-term careers within the internal audit activity, leading to high levels of expertise and consistency.

* Center of Competence Model: This model involves a centralized team of audit professionals who provide specialized audit services across
the organization, ensuring high levels of competence.

* Hybrid Model: Combines elements of multiple models to balance the benefits and mitigate the drawbacks of each approach.

References:

* The rotational model's major drawback of auditors always being new and in training highlights the challenges in maintaining a stable and
highly skilled audit team. Continuous training efforts are required to ensure the effectiveness of this staffing model.
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* Introduction:

* Developing professional competencies requires a structured approach to identify gaps and plan for targeted improvements.

* Commitment to Development:

* Conducting a skills assessment and creating a development plan demonstrates a proactive and strategic approach to professional growth.
* Options Analysis:

* Option A: Requesting to be part of all engagements shows enthusiasm but does not ensure targeted competency development.

* Option B: Attending training courses is beneficial but without a targeted plan, it may not address specific needs.

* Option C: Completing a skills assessment and development plan directly addresses individual training needs and sets a clear path for
professional growth.

* Option D: Attending webinars is useful but should be part of a broader development strategy.

* Conclusion:

* The best demonstration of an internal auditor ' s commitment to developing professional competencies is completing a skills assessment
and development plan for targeted training needs.

Internal Audit Standards and Practice Guides
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The appropriate conclusion that can be drawn from the findings is that the internal controls guiding contract management are not operating
effectively. The listed findings, such as noncompliance with contract provisions, lack of monitoring compliance with contract obligations and
deliverables, and absence of contract agreements with key vendors, indicate significant control deficiencies in the contract management
process.

These deficiencies suggest that the controls intended to ensure compliance and effective management of contracts are either inadequate or
not functioning as intended.

[IA"'s Guide on Internal Controls and Audit Findings.
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In a consulting engagement agreement, it is crucial to clearly define the duties and responsibilities needed from management. This ensures
that both the internal audit team and the management are aligned on their roles and what is expected from each party. Clear delineation of
responsibilities helps prevent misunderstandings and sets a solid foundation for the engagement's success. References:

* [IA Standards - 2201: Planning Considerations

* [IA Practice Guide - Consulting Services
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Authority Source: The internal audit charter is a formal document that defines the internal audit activity ' s purpose, authority, and
responsibility. It grants internal auditors the right to access all records, personnel, and physical properties relevant to the performance of
engagements.

Facilities Maintenance Reports: When an engagement supervisor contacts a third-party contractor for maintenance reports, the authority is
derived from the internal audit charter, which ensures auditors have the necessary access to perform their duties.

Importance of the Charter: This ensures the independence and objectivity of the internal audit activity, providing a clear mandate for auditors
to obtain information from external parties as needed.
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* Stratification groups numeric values into categories.

* Gap testing identifies missing values in sequences.

* Duplicate testing identifies repeated identical entries within a dataset.

* Joining different data sources allows matching of information across disparate systems (e.g., comparing vendor names in accounts payable
vs. vendor master records).
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Since the question refers to identifying inconsistencies across different systems, the correct technique is joining different data sources
(Option C).
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When auditing an organization ' s cash-handling activities, the most reliable form of testimonial evidence comes from a knowledgeable
person who is independent of the cashiering duty. This independence ensures that the testimonial evidence is unbiased and not influenced
by those directly involved in the processes being reviewed. Such evidence is considered more reliable as it is less likely to be affected by
personal interests or biases.

The Institute of Internal Auditors (IIA) Practice Guide: Evaluating Evidence IIA Standard 2310 - Identifying Information
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Comprehensive and Detailed Explanation:
Risk-and-control questionnaires are structured tools used to quickly determine whether specific control activities are formally in place. They
are efficient (D) because they provide management's input on whether defined controls exist, helping auditors identify gaps before fieldwork.
However, they are not the most effective way to understand processes (C) since questionnaires rely on management's responses, which
may be biased or incomplete. Instead, walkthroughs and direct observation provide more depth. Options A and B are incorrect since
questionnaires are efficient and do not prevent team involvement. Therefore, the correct view is that such questionnaires are an efficient tool
for confirming control existence, not for complete process understanding.
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Audit workpaper preparation is an essential aspect of an internal auditor's work that contributes significantly to their professional
development. Preparing workpapers helps auditors develop their skills in documenting audit evidence, supporting audit conclusions, and
enhancing their understanding of the audit process. This process ensures that the auditor gains a thorough understanding of the
engagement and strengthens their analytical and documentation skills.

IIA References:

* [IA Standard 2330: Documenting Information requires internal auditors to prepare workpapers that document relevant information to
support the conclusions and engagement results. This process is integral to their professional development, as it hones their ability to
capture and organize audit evidence effectively.

* The Practice Guide on Audit Documentation emphasizes that workpaper preparation helps auditors develop critical thinking and ensures
that they can justify their findings and conclusions based on documented evidence.
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The llA's International Standards for the Professional Practice of Internal Auditing (Standards) provide guidance on the reporting
requirements of the quality assurance and improvement program. According to Standard 1320, "The chief audit executive must communicate
the results of the quality assurance and improvement program to senior management and the board." This communication must include the
results of both internal and external assessments and ongoing monitoring. Specifically, the results of ongoing monitoring of the internal audit
activity's performance should be reported to senior management and the board at least annually. This ensures that the internal audit activity
maintains its proficiency, enhances its effectiveness, and complies with the Standards.

Reference: IIA Standard 1320

Eﬁ:ﬁ: 31

JADEIFEDVRAVFREDEVWZRLLKCHBALTLELDERDSEENTI M,

A.VRVEFEIRHREDEHRICERSINFTN, VURAVHBREITHEBO YRV 5 —BRUGEBRZHELET,

B.JXAVEFLIE BEDEMICHTHIRIZBEDESEVNEIEL, YRIVHFBRERFIVRIVEEDIDOT7TO—FTH B,

C. VRV EFITHBD—MHWEZBELANILEZREL, VRAVHBRERIYERHNTRENLGHZTHD,

D. 20D RAEDAEICIFEEEE G L

EffE: (EfEZRTLET)

* Definition of Risk Appetite: Risk appetite is the amount and type of risk an organization is willing to pursue or retain to achieve its
objectives. It reflects the organization's overall approach to risk-taking and is typically articulated at the highest level of the organization.
Reference: COSO's Enterprise Risk Management Framework.

Definition of Risk Tolerance: Risk tolerance refers to the acceptable variation relative to the achievement of specific objectives. It is more
granular and specific than risk appetite, detailing the levels of risk that are acceptable within the parameters set by the organization's risk
appetite.

Reference: IlA's Practice Guide on Risk Management.
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Distinguishing the Two Concepts: Risk appetite is broad and sets the overall boundaries for risk-taking, while risk tolerance is more specific,
outlining acceptable risk levels for particular objectives within the broader risk appetite framework.

Practical Example: An organization may have a high risk appetite, accepting significant risks to achieve growth, but its risk tolerance for
operational risks (such as system failures) may be low, indicating minimal acceptable deviations from expected performance.

Conclusion: The correct answer is C, as risk appetite represents the organization's general level of risk acceptance, whereas risk tolerance is
more specific and detailed, falling under the broader scope of risk appetite.
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Confirmation letters are generally considered the most reliable source of documentary evidence because they involve direct verification of
information with an independent third party. This type of evidence is less prone to bias or manipulation compared to internal documents like
policy statements or remittance advices.

IIA References:

* IIA Standard 2310: Identifying Information requires that internal auditors gather sufficient, reliable, relevant, and useful information to
support engagement results. Third-party confirmations, such as confirmation letters, are considered highly reliable because they come from
independent sources.

* The Practice Guide on Audit Evidence highlights that external confirmations provide strong evidence of the accuracy of the information
being audited.
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Outsourcing the whistleblowing process is acceptable if proper controls are established to maintain confidentiality and effectiveness. I1A
Standard 2600 requires auditors to monitor the implementation of recommendations and assess changes. Reviewing the third-party
agreement ensures compliance with the original recommendation's intent. Insisting on an internal process (Option A) or escalating the issue
(Option C) may not be necessary if outsourcing meets objectives. Taking no action (Option D) overlooks the auditor's responsibility for
follow-up.
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A periodic report from the chief audit executive (CAE) to the board typically includes information about the internal audit activity ' s purpose,
authority, responsibility, and performance relative to the audit plan. This report ensures that the board is kept informed about the internal
audit activity's alignment with organizational goals, its independence, and any significant issues or deviations from the plan.

[IA References:

* [IA Standard 2060: Reporting to Senior Management and the Board requires the CAE to report periodically to the board on the internal
audit activity's purpose, authority, responsibility, and performance relative to its plan. This standard ensures that the board has a clear
understanding of how the internal audit activity is fulfilling its role.

* The Practice Guide on Effective Communication with the Board recommends that the CAE provide regular updates on the internal audit
activity's progress against its plan and any significant issues that require the board's attention.
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Strengthening password policies and ensuring unique passwords are used within a specified period are key measures in preventing

unauthorized access and reducing the risk of fraud. Password management is a critical aspect of IT security and can significantly mitigate

the risk of cyber fraud. The other recommendations (Options B, C, and D) address operational issues but do not directly impact fraud

prevention as effectively as enhancing password security does.

[IA Standard 2110: Governance.

[IA Practice Guide on IT Controls and Cybersecurity.
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Internal control questionnaires (ICQs) are useful tools for internal auditors to guide interviews with auditees.
They help ensure that all relevant aspects of internal controls are covered systematically during the interview process. While ICQs can help
in evaluating the design and existence of controls, they primarily provide a structured format for gathering information from auditees about
controls in place, rather than serving as direct audit evidence themselves. Therefore, they aid in the interview process by ensuring
comprehensive coverage of control-related inquiries.
The llA's International Standards for the Professional Practice of Internal Auditing, Standard 2201 - Planning Considerations.
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An internal control questionnaire (ICQ) is a tool used by auditors to gather detailed information about the internal control system of an
audited area. The primary purpose of an ICQ is to identify and assess risks that could prevent the area from achieving its objectives. By
systematically covering various control points, the questionnaire helps the auditor evaluate the adequacy and effectiveness of controls in
place and identify areas where controls may be lacking or need improvement.

The Institute of Internal Auditors (IIA) - Practice Guide: Internal Control Questionnaire
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Incentive-based compensation can increase the risk of unethical behavior or fraudulent activities as employees might be tempted to
manipulate results to achieve their performance targets.

This could undermine the control environment and lead to significant risks if not managed properly
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Evaluating management ' s risk assessment and the internal audit activity's risk assessment ensures that audit objectives align with
organizational risks and priorities. This step is crucial for identifying high-risk areas and designing a focused audit approach.

* Reviewing organizational structure, roles, and procedures (A) is important but does not directly establish engagement objectives.
* Assessing process flow and control documents (C) is useful for control evaluation but not the primary planning step.

* Reviewing meeting notes (D) may provide background information but is not the key step in establishing engagement objectives.
Reference:llA's Standard 2200 - Engagement Planning and Practice Guide: Engagement Planning:

Establishing Objectives and Scope.
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* Understanding Quality Assessments: Quality assessments in internal audit activities are designed to evaluate various aspects such as the
structure of the internal audit activity, relationships with stakeholders, compliance with the IIA Standards, and the proficiency of internal audit
staff.

* Internal Assessments: These include ongoing monitoring of the performance of the internal audit activity and periodic self-assessments or
assessments by other persons within the organization with sufficient knowledge of internal audit practices.

* External Assessments: External assessments should be conducted at least once every five years by a qualified, independent assessor or
assessment team from outside the organization to ensure objectivity and comprehensiveness.

* Focus Areas: Quality assessments should focus on compliance with the IIA Standards, the effectiveness of the internal audit activity ' s
structure, the quality of relationships with stakeholders, and the proficiency and continuous professional development of internal audit staff.
* Continuous Improvement: The quality assurance and improvement program (QAIP) should be designed to enable the internal audit activity
to add value and improve an organization ' s operations. It helps ensure that the internal audit activity is in compliance with the IIA Standards
and Code of Ethics and continuously improves.

References:

[IA Standard 1300 - Quality Assurance and Improvement Program .
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* 1. The internal audit activity's time constraints: Time constraints are important when allocating resources for efficiency.

* 2. The nature and complexity of the area to be audited: This directly affects the level of expertise and resources required.

* 3. The period of time since the area was last audited:While relevant, this is not critical for determining staff requirements.

* 4. The auditors' preference to audit the area:Preferences should not determine staffing; decisions should be based on the organization's
needs.

* 5. The results of a preliminary risk assessment of the activity under review:High-risk areas may require more experienced auditors or
additional staff.

CIA Exam Syllabus Reference:

Domain IV: Managing the Internal Audit Function - Staffing and Resource Allocation.
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When assigning tasks to audit team members, the auditor in charge primarily considers factors that directly affect the quality and efficiency of
the audit, such as the auditors' experience and availability, as well as the need for outside resources. While the sufficiency of budgeted hours
is important for overall audit planning, it is not a direct factor in the assignment of specific tasks to team members. The assignment is more
focused on ensuring that the right skills are matched to the tasks and that resources are properly coordinated with client availability.
References:

* [IA Standards - 1200: Proficiency and Due Professional Care

* [IA Practice Guide - Coordination and Reliance: Developing an Assurance Map
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A scatter diagram plots two variables on a graph to examine whether there is a correlation or relationship.
Here, electricity price and wind speed can be plotted to test if changes in one relate to changes in the other.
* A Gantt chart (A) is for project scheduling.

* A RACI chart (C) clarifies roles and responsibilities.

* A SIPOC diagram (D) maps processes.

Therefore, the best analytical tool for correlation analysis is the scatter diagram.
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* Tracing starts with source documents (e.g., receiving reports) and follows them forward through invoices and accounting entries to ensure
completeness.

* Vouching starts with recorded entries and looks backward to supporting documents, testing validity.

* Independent confirmation involves external verification (e.g., with vendors).

* Reperformance involves redoing a control activity.

Here, the test begins with receiving documents and traces forward to invoices and postings, making tracing the correct procedure (Option B).
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When an internal auditor is asked to join a project team to help design controls in a software application, the most appropriate action is to
advise the project team on how to develop effective controls. This advisory role ensures that the internal auditor provides expert guidance on
control design without becoming directly responsible for implementation, maintaining their independence and obijectivity. This approach
allows the internal auditor to contribute valuable insights while ensuring that controls are properly integrated into the application.

[IA Standard 2120: Risk Management

[IA Practice Guide: Information Technology Controls
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* Consulting Engagements: Consulting engagements are advisory in nature and are intended to add value and improve an organization's
governance, risk management, and control processes.

* Role of Internal Auditor: In a consulting role, an internal auditor provides advice, facilitates risk management, and helps enhance the
efficiency and effectiveness of operations.

* Briefing Managers: By briefing department managers on how to implement risk management processes into their daily operations, the
internal auditor is providing valuable advice that can help improve the organization's risk management framework.

* IIA Standards: The lIA's standards emphasize that consulting activities should aim at improving governance, risk management, and control
processes without taking on management responsibilities.

References:

[IA Standard 2010 - Planning .
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Comprehensive and Detailed Explanation:

The most significant concern is the replacement of auditor judgment with Al outputs (C). Per the Global Internal Audit Standards, auditors
must exercise professional judgment in planning, evaluating evidence, and forming conclusions. While Al can enhance efficiency and flag
anomalies, final risk assessments must remain the responsibility of auditors. Option A (variations in answers) and Option D (acceptance
issues) are secondary operational risks. Option B is incorrect - generative Al can interpret free-text responses, though with limitations. The
core issue is ensuring that Al supports, but does not replace, human professional judgment. Therefore, the correct answer is Option C.
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The engagement objective is to assess consistency of quality control practices across multiple factories. The best test is direct, real-time
observation (B) of how employees actually perform checks, as this provides reliable, first-hand evidence of whether procedures are followed
consistently.

* Option A (policies) and D (flowcharts) only show how processes should work.

* Option C (interviews) gives management's perspective but not actual practice.Thus, Option B provides the most valid evidence.
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In a compliance audit, the objective is to assess adherence to laws, regulations, or regulatory requirements.

For banking compliance, this means verifying whether business continuity plans comply with mandatory regulations (Option B). Options A, C,
and D relate to efficiency, best practices, or operations - not compliance.
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Competitive Strategies: Recognized competitive strategies include cost leadership, differentiation, focus, and innovation. Each strategy
emphasizes different aspects of competitive advantage.

Cost Leadership Strategy:

* Efficiency Focus: Cost leadership focuses on gaining efficiencies and reducing costs to offer products or services at a lower price than
competitors. This strategy aims to achieve the lowest operational costs and prices in the industry.
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* Economies of Scale: It involves optimizing production processes, achieving economies of scale, and minimizing expenses to maintain
competitive pricing.

Comparison with Other Strategies:

* Focus Strategy: Concentrates on serving a particular market niche with specialized products or services.

* Innovation Strategy: Emphasizes creating unique products or services through innovation and technological advancement.

* Differentiation Strategy: Focuses on offering unique and superior products or services that stand out from competitors.

[IA Guidance and References:

* Cost leadership as a competitive strategy centers on achieving cost efficiencies to gain a competitive edge in pricing, making it a strategic
choice for organizations looking to compete on price rather than product differentiation.
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According to IIA guidance, interim reports are typically produced during lengthy audit engagements that involve several organizational units.
These reports help keep management informed about the progress of the audit, highlight any significant issues identified early on, and allow
for timely corrective actions. Interim reports facilitate communication between the internal audit activity and management, ensuring that any
critical issues are addressed promptly rather than waiting for the final report.

The Institute of Internal Auditors (II1A) Practice Guide on " Audit Reports " [IA Standard 2410 - Criteria for Communicating: " Interim reports
may be used to communicate information and issues that require immediate attention. "

Eﬁ:ﬁ: 52

IVF—DA0 MEET O S LEERT DI, ZROFEHNIEAL T—RMICETEIFELIDEFRDENRTT D,

A. ZREBIZSODVTIEREI VS —DA D MEET OV S LEZ KT 2RELRH D,

B. _REEDAMMERILT L TR T HBEFLRL

C. XBIEEINF-ZREEHILX BEFZIDEVMEICFARTHIEALGEINET,

D. —_REEHFIFTEEHLRLEHZH-ILENHYET

IEfZ: (EffZzRTLET)

Comprehensive and Detailed Explanation:

Secondary controls are not primary risk mitigations but provide backup support if key controls fail. When preparing the work program,
auditors generally focus on key controls, since they directly address significant risks. Secondary controls may not require testing unless they
provide meaningful risk reduction where primary controls are weak or absent. Option A is inefficient; a separate work program for secondary
controls is not required. Option C is incorrect - documentation alone does not make them essential. Option D is misleading because
secondary controls are not subject to the same level of testing rigor as key controls.

Therefore, Option B is correct: secondary controls do not always need to be tested.
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External benchmarking using trend analysis involves comparing a company ' s performance metrics with industry standards or averages over
a certain period to identify trends and areas for improvement. Comparing common-size financial statements of the subsidiary with the
averages of the industry for the last two periods allows for a normalized comparison by expressing financial statement items as a percentage
of a common base figure (e.g., total assets or sales). This method highlights the subsidiary ' s financial structure and performance trends in
relation to industry norms, facilitating a comprehensive analysis. References:

* " Internal Auditing: Assurance & Advisory Services " (The Institute of Internal Auditors)

* " Benchmarking: An Essential Tool for Assessment, Improvement, and Market Leadership " (Michael

J. Spendolini)

B 54

AEBEANLE a—REHOEBELFHOII 2 =r—2a 0 FT5FHRBRAIIRDS EENTTH?

ABN-7ODxY) FERETRT-H

B. 8RN A L) —ERETIRMET 578

C. NNEEZENEMEZRLT 5=

D. UHTICERENBERD I+ O—T v TD1=8

IEfE: (EfEZRRLET)

The primary reason for internal auditors to conduct interim communications with management of the area under review is to provide timely
discussion of results. This allows management to be informed of preliminary findings and issues as they arise, enabling quicker corrective
actions and avoiding surprises in the final report. Interim communications help ensure that audit results are relevant and actionable.
References:

* The llA's International Standards for the Professional Practice of Internal Auditing (Standards), Standard 2410 - Criteria for Communicating.
* The llA's Practice Guide on Communicating Results.
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Discovery sampling is typically used when testing for fraud, especially when the expected deviation rate is very low. This method is designed
to detect at least one occurrence of a specific characteristic (such as fraud) within a given sample size, making it effective for identifying rare
but critical issues. It is particularly useful when the auditor suspects that fraud may exist but expects it to be infrequent.

Institute of Internal Auditors (l1A), Practice Guide - Auditing for Fraud.
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The five-attribute approach to documenting deficiencies typically includes the following attributes: condition (the current state or issue
identified), cause (the reason for the condition), effect (the impact or potential impact of the condition), and recommendation (suggested
actions to address the deficiency). These attributes provide a comprehensive framework for understanding the deficiency, its implications,
and the steps needed to rectify it, ensuring clear and actionable audit findings.

The Institute of Internal Auditors (Il1A) - Practice Guide: Documenting Information
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* A. Determine whether the purchasing department complies with policy by examining a random selection of purchase orders:Correct.
Reviewing a random sample of purchase orders is a standard procedure for evaluating compliance with purchasing policies, such as
approval requirements, vendor selection, and adherence to budget constraints.

* B. Evaluate whether purchasing requests are properly approved by authorized staff by obtaining independent verification from the
vendors:Vendor verification is not typically used to evaluate internal approvals as this information is available within the organization's
records.

* C. Ascertain whether material receipts are recorded on a timely basis by reviewing physical inventory stock counts:Physical inventory
reviews focus on inventory management and reconciliation, not specifically on the timeliness of receipts.

* D. Determine whether prices charged for goods received are correct by reviewing the appropriate accounts payable record by vendor:While
reviewing accounts payable records helps verify the accuracy of pricing, it does not directly evaluate the purchasing department's adherence
to procedures.

CIA Exam Syllabus Reference:

Domain V: Performing Internal Audit Services - Audit Engagement Objectives and Procedures.
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Comprehensive and Detailed Explanation:

To evaluate the project manager's effectiveness at controlling costs, the auditor should verify whether payments are properly authorized,
valid, and consistent with agreements. The most direct test is to track a sample of project payments (B) from accounts payable back to
contracts and authorizations. This demonstrates whether project expenditures were controlled and aligned with agreements. Bank
reconciliations (A) are unrelated to project-level cost control. Validating feasibility model assumptions (C) relates to project planning, not
ongoing cost control. Checking budget approval timing (D) relates to compliance but not cost management effectiveness. Therefore, Option
B best aligns with the engagement objective.
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During the planning stage of an assurance engagement, internal auditors should focus their attention on identifying and assessing inherent
risks. Inherent risk is the risk of a material misstatement or noncompliance due to error or fraud that could occur before any controls are
applied. Understanding inherent risk is crucial as it helps auditors identify areas that may need more extensive testing and ensures that audit
resources are appropriately allocated to the highest risk areas.

The Institute of Internal Auditors (Il1A) Practice Guide: Assessing the Adequacy of Risk Management Using ISO 31000 IIA Standard 2010 -
Planning
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Professional skepticism is an essential attitude for internal auditors, particularly when assessing the risk of fraud. According to the [IA' s
Practice Guide " Internal Auditing and Fraud " , one of the red flags that may heighten an internal auditor's professional skepticism is the
presence of employees whose qualifications or credentials do not match the requirements of their positions. In this case, a procurement
manager lacking the expected academic credentials raises concerns because it could indicate potential fraudulent activities such as
unqualified decision-making or manipulation of procurement processes.

Reference: IIA Practice Guide " Internal Auditing and Fraud "


https://www.jpnshiken.com/q/68772-6419135/
https://www.jpnshiken.com/q/68772-6419136/
https://www.jpnshiken.com/q/68772-6419137/

B 61

BHOEETF—LAERICEBEERT 2ARRGCARERZETHEZTORBICES VT EBX—/N—N\AF—H2FH L VEF OB TIT
SHEEENARLEVDIE, RDSEENTITH?

AIVT—DA MRICRET HFAIREMEDHHMEBHREICET 2EMRDHMDENERRT SFRZEZHILET,

B. 7O SLNRI U =AY FEBEERTALSICHRIA SN TS L ERERT DI T UF—DA MEET OIS LEREL
9,

C.TRMERRNI VT =AU MOBREBHBERM T TLEINE SHETET S

D. SINDH > TIL TR MEREHRLET,

IEf#: (EfEZRTLET)

During the planning phase of a new engagement, an engagement supervisor is responsible for ensuring that the engagement is designed
effectively to meet its objectives. One of the critical tasks involves approving the engagement work program. The work program outlines the
detailed steps and procedures that the audit team will follow during the engagement. By approving this program, the supervisor ensures that
it is comprehensive, aligned with the engagement objectives, and capable of addressing identified risks and controls effectively. This step is
essential to ensure that the engagement is conducted systematically and covers all necessary areas.

The Institute of Internal Auditors (IIA) Standard 2200: Engagement Planning IlA Practice Advisory 2200-1: Engagement Planning
Considerations
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When addressing excessive overtime being paid to employees in an organization's customer service call center, the most relevant
techniques for the internal auditor to use would be trend analysis, external benchmarking, and internal benchmarking. Trend analysis helps
in identifying patterns over time, which can highlight the causes of excessive overtime. External benchmarking compares the organization's
overtime data with industry standards to identify discrepancies. Internal benchmarking compares overtime across different departments or


https://www.jpnshiken.com/q/68772-6419138/
https://www.jpntest.com/shiken/IIA-CIA-Part2-JPN-mondaishu
https://www.jpnshiken.com/q/68772-6419139/

similar call centers within the organization to identify best practices and areas needing improvement. Confirmation is not as relevant in this
context as it is primarily used to verify the accuracy of information through direct verification. References:

* The llA's Practice Guide on Data Analytics.

* The llA's International Standards for the Professional Practice of Internal Auditing (Standards), Standard 2320 - Analysis and Evaluation.
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According to IIA guidance, the internal audit activity (IAA) can evaluate risk management processes without the need for safeguards. This
activity aligns with the internal auditors' role in providing assurance on the effectiveness of the risk management process. Coaching
management (Option A) and developing risk management strategies (Option B) involve direct participation in management functions, which
could impair objectivity and require safeguards. Facilitating the identification and evaluation of risks (Option C) might also involve a degree of
management participation that could compromise independence without proper safeguards. References: IIA Standard 2120 - Risk
Management, IIA Practice Guide - Assessing the Adequacy of Risk Management Processes
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Inherent Risk: Inherent risk refers to the exposure to risk in its natural state, without considering any controls or mitigation measures. It is the
risk that exists before any action is taken to manage it.

* Example: In the scenario of a snow removal company, the significant reduction in annual snowfall represents an inherent risk as it is a
natural condition that affects the company's operations.

Other Risk Types:

* Residual Risk: This is the risk that remains after controls and mitigation strategies have been applied.

* Net Risk: Similar to residual risk, it is the risk that remains after considering existing controls.

* Accepted Risk: This is the risk that the organization knowingly accepts after evaluating its impact and likelihood.

Scenario Planning: The exercise of considering the impacts of reduced snowfall helps the company understand its inherent risks and prepare
for potential adverse outcomes.
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The sections of the workpapers most likely to require changes after considering an important compensating control would include the effect
of the control weakness, the conclusion on the control weakness, and the recommendation for the control weakness. The effect might be
mitigated by the compensating control, leading to a different conclusion and potentially altering the recommendation.

[IA References:

* IIA Standard 2310: Identifying Information requires that sufficient, reliable, relevant, and useful information must be obtained to support the
engagement results. If a compensating control was not adequately considered, the conclusion and recommendations related to the control
weakness might need to be revised to reflect a more accurate assessment.

* The Practice Guide on Evaluating Internal Controls suggests that all relevant controls, including compensating controls, should be
considered when forming conclusions and making recommendations.
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A decentralized structure allows decision-making authority to be pushed closer to operations, enabling flexibility and rapid adaptation to
technological change.

* Traditional (A) and centralized (C) structures are slower and more rigid.

* Customer-centric (D) focuses on service orientation but does not directly address adaptability to technology.

Thus, the best fit is decentralized (B).
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Ownership of property is established through government-registered legal documents (title or deed records).

While board minutes, management confirmation, or title company evidence may be useful, they are secondary. The most reliable and direct
evidence is registered ownership documents (A).
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When determining the level of staff and resources to dedicate to an assurance engagement, the most critical factor for the chief audit
executive (CAE) is ensuring that the available resources possess the specific skill sets required for the engagement. This ensures that the
internal audit team can effectively address the unique challenges and risks associated with the audit.

* Skill Set Relevance: The CAE must match the skills and knowledge of the audit team to the specific requirements of the audit engagement.
This includes technical expertise, industry knowledge, and any specialized skills needed for the audit.

* Resource Allocation: Effective allocation involves not just the number of auditors but ensuring they have the right competencies to perform
the audit tasks proficiently.

* Impact on Audit Quality: Allocating resources with the appropriate skill set ensures the audit is thorough and of high quality, reducing the
risk of overlooking critical issues.

References:

" Managing Internal Audit Activities, " which discusses the importance of aligning audit resources with the necessary skills for specific
engagements .
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If management accepts the issue identified by the internal audit team but takes no remedial action, the next step for the chief audit executive
(CAE) is to escalate the issue to senior management. This ensures that senior management is aware of the unresolved significant issue and
can take appropriate action to address it.

Escalation is a critical step in ensuring that risks are managed effectively and that necessary corrective actions are implemented.

The Institute of Internal Auditors (I1A) Standard 2600
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An engagement work program is of greatest value to audit management when it helps ensure the achievement of the engagement
objectives. The work program outlines the audit procedures and tests that need to be performed to gather sufficient and appropriate
evidence to support the audit findings and conclusions. By aligning the work program with the engagement objectives, auditors can focus
their efforts on the most critical areas, ensure that all necessary steps are taken, and ultimately achieve the intended outcomes of the audit.
Institute of Internal Auditors (l1A), International Standards for the Professional Practice of Internal Auditing (Standards), Standard 2240 -
Engagement Work Program.

Eﬁ:ﬁ: 71

HAHRITORMEEAN T, BEREOETENVELGIERL L TREZTOTVADTREELMNER>TVWET ROV T U ITFEDS
L5 EBEBEAODRVWEHETIDICRIIEMEBDIEIENTTH?

A EBOYLT) YT

B. FILEfEOHY LT Yy

C.¥lgry>Jy vy

D. T4 RANY—H2TYy

IEfR: (EffzRRLET)

Discovery sampling is most effective for investigating the auditor's suspicion that the head of commercial lending has been granting loans
without the required collateral. This sampling technique is designed to detect at least one occurrence of a specific characteristic (in this case,
loans without collateral) within a population.

It is particularly useful for identifying fraud or non-compliance with specific policies and procedures.

Discovery sampling focuses on finding exceptions, making it suitable for the auditor's investigation into potential misconduct.

The llA's Global Technology Audit Guide (GTAG) and The IlIA's International Standards for the Professional Practice of Internal Auditing.
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A gap analysis is used to assess the completeness of sales invoices by identifying any missing records within a sequence. This technique
helps in pinpointing any sales that might have been omitted or unrecorded during the invoicing process. By comparing expected sequences
with actual recorded transactions, the auditor can identify discrepancies and ensure all sales are accounted for.

The Institute of Internal Auditors (IIA) Practice Guide: Data Analytics IIA Standard 2320 - Analysis and Evaluation
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Role of Internal Audit Charter: The internal audit charter is a formal document that defines the purpose, authority, and responsibility of the
internal audit activity. It establishes the internal audit activity's position within the organization, including the nature of the chief audit
executive's functional reporting relationship with the board.

CEOQ's Decision Justification: According to IIA guidance, the internal audit activity can take on responsibilities related to risk management
and investigation if it is defined within the internal audit charter.

The charter must outline the scope of the internal audit activity, which can include risk management functions if approved by the board and
senior management.

Authority and Proficiency: While the CEO has the authority to assign responsibilities, the decision must align with the provisions of the
internal audit charter. The level of proficiency of the CAE and the recommendation of external auditors can support the decision but are not
primary justifications.

[IA Standards: Standard 1000 - Purpose, Authority, and Responsibility - requires that the internal audit activity's purpose, authority, and
responsibility be formally defined in an internal audit charter, consistent with the Mission of Internal Audit and the mandatory elements of the
International Professional Practices Framework.

References:

* The internal audit charter is the primary document that justifies the scope and responsibilities of the internal audit activity, including risk
management and investigation roles. It ensures that such roles are formally acknowledged and authorized by the board and senior
management.
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* Introduction:

* Inherent risk refers to the susceptibility of an assertion to a material misstatement, assuming no related controls.
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* IPO Risks:

* Initial Public Offerings (IPOs) inherently carry a high level of risk due to the uncertainty and complexity involved in the process, the lack of
historical data, and market volatility.

* Options Analysis:

* Option A: Residual risk is the risk remaining after controls are applied.

* Option B: Net risk is not a standard term in audit risk assessments.

* Option C: Inherent risk is the appropriate term for the risks associated with an IPO, which exist before considering any controls.
* Option D: Underlying risk is not a standard audit term.

* Conclusion:

* The risk associated with an IPO for a new stock is best described as inherent risk due to the nature of the uncertainties involved.
Audit Standards and Securities Regulation Guidelines
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In the scenario provided, the bakery chain's statistical model predicts that daily sales should have an inverse relationship with rainy days,
meaning that on rainy days, sales are generally expected to be lower. However, if an auditor notices that on a rainy day, total sales are
greater than expected when compared to the cost of ingredients used, this could indicate potential employee theft of food. The reasoning is
that if sales are unusually high despite weather conditions that typically depress sales, it may be that the reported sales are inflated or that
ingredients are being used without corresponding sales being recorded, which could suggest theft.

IIA References:

* [IA Standard 1220: Due Professional Care implies that auditors should consider the likelihood of significant errors, fraud, or noncompliance
when assessing risks and performing audit procedures.

Unusual patterns or deviations from expected results, as seen in this scenario, should raise red flags for potential fraudulent activity, such as
theft.
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Objectives fall into three categories per COSO:

* Operations objectives: relate to efficiency, effectiveness, and safeguarding of resources.

* Compliance objectives: adherence to laws and regulations.

* Financial reporting objectives: reliability of reporting.

Verifying timely delivery of raw materials relates to operational efficiency, so the correct answer is Operations (A).

A3 ENA-CIA-Part2-JPNRZESE [ JPNTest.comizfit =11 IIA-CIA-Part2-JPNERER [C &9 5 Z & IZ&RIZIL B E S ! JPNTest.com(E S
& #IIA-CIA-Part2-JPN:RERSIRESE #1244t L =9, JPNTest.com IIA-CIA-Part2-JPNEERRIREE LY S EFH S FE L=, Z Z THA-CIA-
Part2-JPNRIREED TR FI VD U HEFICANT T, REMRD 7 Y £ X _ https://www.jpntest.com/shiken/IIA-CIA-Part2-JPN-mondaishu

793/, 30%r 4 RAH > b $AI4EI5Ia— K: JPNshiken|

B 77

Jaoz ) FEBICELT 7RSI MDY Z YV AICETARDEBRDSBELVHDIFENTTM?

A. VR DEMIZOEAY ZLDFEPYELIBEIZLEY FT,

B. 70T 4 ET 4 ZIBHICTIHAGLLMEINICETT d&BEILFETT,

C. 7B z ¥ FOEKVCHEEOBEHENEENET,

D.)V—XR#%#TJAT Y MIEMT HEMEMTT

Ef#: (EfEZRTLET)

Project crashing is a schedule compression technique used in project management to shorten the project duration without changing the
project scope. It involves adding additional resources to critical path activities to complete them faster. This method can lead to increased
costs but aims to reduce the project timeline effectively. Crashing is often used when project deadlines are tight and time is more critical than
budget.

Project Management Institute (PMI) defines project crashing as a technique used to shorten the schedule duration for the least incremental
cost by adding resources. This is detailed in the PMBOK Guide (Project Management Body of Knowledge).
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A consulting engagement involves providing advice and recommendations to improve processes, controls, and efficiency.

* Option A: Reviewing journal entries for accuracy and completeness.

* This task is typically performed during assurance engagements, not consulting engagements, where the focus is on evaluating and
verifying records.

* Option B: Comparing the policies and procedures to regulatory collections guidance.

* This is more aligned with compliance auditing or assurance engagements, ensuring that practices align with regulatory requirements.
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* Option C: Advising management on streamlining the recording of accounts receivable.

* This action is typical of a consulting engagement, where the auditor provides advice and recommendations to improve business processes
and efficiency.

* Option D: Performing a walk-through of the debt collections process to determine whether proper segregation of duties exists.

* This is an activity more typical of an assurance engagement, where the auditor evaluates the effectiveness of controls.

Reference:

Consulting engagements, as defined by the IlA, involve activities where internal auditors provide advisory services to help an organization
improve its governance, risk management, and control processes. This often includes providing insights and recommendations for process
improvements, such as streamlining accounts receivable recording, which aligns with the role described in Option C.

By referencing these principles and guidelines, the answers and explanations provided are validated and grounded in established internal
audit standards and accounting practices.
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When a manager reviews a staff auditor's workpapers, the primary goal is to ensure the accuracy and completeness of the audit
documentation and to provide feedback for professional development. Discussing the workpaper review results with the staff auditor helps
identify any areas for improvement and reinforces best practices, making it a valuable learning opportunity. This collaborative approach
promotes continuous improvement and sKkill development within the audit team.

The Institute of Internal Auditors (IIA) - Standards for the Professional Practice of Internal Auditing, Standard

2340 - Engagement Supervision
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According to internal auditing standards and best practices, the distribution of audit reports, especially those involving third-party service
providers, must be handled with caution. The CAE should consult with legal counsel and the chief compliance officer before distributing the
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audit report to ensure that the organization's legal and compliance obligations are met. This ensures that any sensitive information is
protected and that the distribution is aligned with the organization's policies and contractual agreements with the service provider.
References:

The Institute of Internal Auditors (IIA) Standards

Internal Audit Guidelines on Confidentiality and Distribution of Audit Reports
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When developing a workpaper preparation policy, it is essential to ensure that all workpapers are directly related to the engagement
objectives. The term "relevant” in this context means that the workpapers must be pertinent and appropriate to the audit engagement's
objectives, ensuring that they support the findings, conclusions, and recommendations.

* [IA Standard 2330 - Documenting Information:

* This standard requires that internal auditors document relevant information to support engagement conclusions and recommendations.
Relevance is key because it ensures that the documentation directly pertains to the objectives of the audit engagement.

* Relevance of Workpapers:

* Relevant workpapers are those that provide evidence and information that directly supports the audit's objectives. This relevance ensures
that the audit's findings and conclusions are based on information that is applicable and directly related to the scope of the audit.

* lIA Practice Advisory 2330-1:

* The advisory suggests that workpapers should be organized and structured in a way that clearly relates to the audit objectives. Including a
requirement for relevance in the workpaper policy helps ensure that all documented evidence is pertinent to the audit's goals.

* Option A (Understandable): While workpapers should be understandable, this does not directly address the need for workpapers to relate
to the engagement objectives.

* Option C (Economical): Workpapers being economical refers to their efficiency in documentation, not their relevance to objectives.

* Option D (Complete): Completeness is important but refers to the extent of documentation rather than its relevance to specific objectives.
Detailed Explanation:Why Not Other Options?Conclusion: Option B is correct because including the requirement that workpapers be relevant
ensures that they directly relate to the engagement objectives, aligning with |IA standards on documentation.
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Corporate Policy Statement: Having the president and the board issue a statement stressing the importance of accurate management
reporting and the negative consequences of intentional misreporting can help set a tone at the top. This reinforces the significance of ethical
behavior and compliance with reporting policies across the organization.

Strong tone at the top is critical for fostering an ethical culture and compliance within an organization (IIA Standard 2110 - Governance).
Business Process Indicators: Assisting the controller in developing and monitoring business process indicators that are historically correlated
with, but independent of, sales can provide an objective means to validate sales reports. This reduces the opportunity for management to
exaggerate sales figures as these indicators can act as a control mechanism.

Reference: Implementing independent checks or process indicators is a common practice to ensure data integrity and prevent manipulation
(COSO Internal Control Framework).

Other Options:

Internal Audit Engagements: While announcing a series of internal audit engagements (option 1) might deter some misreporting, it might not
be as effective as a strong policy statement combined with objective monitoring indicators.

Hotline for Reporting Fraud: Setting up a hotline (option 3) is useful for detecting fraud but might not directly prevent exaggeration in sales
reports as effectively as business process indicators.
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When creating a risk and control matrix to understand a complex manufacturing process, the internal auditor should start by conducting a
walk-through of all related activities. This approach allows the auditor to observe the processes in action, understand the flow of transactions,
and identify key controls and risks. A walk- through provides a comprehensive understanding of the operational context, which is essential
for developing an accurate and effective risk and control matrix.

The Institute of Internal Auditors (II1A) Practice Guide: Auditing the Control Environment IIA Standard 2210 - Engagement Objectives
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Comprehensive and Detailed Explanation:

Completeness in invoicing means that all services delivered (electricity consumed) are properly billed.

Therefore, the most effective approach is directly comparing consumption data with billed amounts (D) to identify unbilled usage. Options A
and C provide insight into payment behavior or consumption trends but do not test billing completeness. Option B (ratio analysis) could
provide high-level patterns but would not pinpoint specific missing invoices. The most reliable procedure is a one-to-one reconciliation
between metered consumption and invoicing data, as it ensures every unit of electricity delivered is accounted for in billing. This method
aligns with IIA Standard 2310 - Identifying Information, which requires sufficient, relevant, and reliable evidence to support audit conclusions.
By directly comparing inputs (consumption) and outputs (invoices), the auditor can identify systemic gaps, errors, or fraud in the billing
process.
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Comprehensive and Detailed Explanation:

The governing body (board of directors) is responsible for strategic oversight. The most relevant evidence of their involvement in strategic
social media decisions would be board meeting minutes (A), as these formally document discussions, approvals, and resolutions on strategic
topics. Budget reports (B) reflect financial allocations but not governance involvement. Marketing plans (C) and procedures manuals (D)
reflect management's role in execution, not the board's strategic oversight. According to IIA guidance on governance assessments (Standard
2110), auditors should look at evidence of board-level involvement in significant strategic initiatives. Thus, meeting minutes are the strongest
and most direct evidence of governance participation in strategic decisions on social media use.
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Highly centralized organizations concentrate decision-making at the top. This often results in micromanagement (B).
* Option A (rapid change) and C (empowerment) are more aligned with decentralized structures.

* Option D contradicts centralization, since authority is not pushed downward.
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According to IIA guidance, the internal audit plan should be based on an assessment of risks to the organization (1), designed to determine
the effectiveness of the organization's risk management process (2), and aligned with the organization's goals (4). The development of the
audit plan is typically the responsibility of the chief audit executive, often with input from senior management and the audit committee, rather
than being solely developed by senior management (3). References: IIA Standard 2010 - Planning, IIA Practice Guide - Developing the
Internal Audit Plan
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A conservative working capital policy means maintaining higher current assets relative to current liabilities (e.

g., higher cash balances, larger inventories). This increases liquidity but reduces profitability because funds are tied up in low-yield assets.
Therefore, the expected result is high liquidity (Option C).
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The CAE has a responsibility to communicate significant risks to the board, particularly when the residual risk exceeds the organization's risk
appetite. By communicating with the board, the CAE ensures that the highest level of governance is aware of the risk and can make
informed decisions about how to address it.
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Ignoring the risk, assuming responsibility without authority, or only ensuring senior management's acknowledgment without further action
would be insufficient and not in line with the CAE's duties.

References:

The Institute of Internal Auditors (IIA) Standards

Internal Audit's Role in Risk Management
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According to IIA guidance, a draft work program prepared by the engagement supervisor after concluding a preliminary assessment would
test the process controls. The work program outlines the specific procedures and steps the internal audit team will take to evaluate the
effectiveness of the controls in place to mitigate identified risks.

[IA Standards: 2240 - Engagement Work Program

[IA Practice Guide: Engagement Planning
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To investigate unusually high employee turnover at the organization ' s primary manufacturing plant, the internal auditor is likely to use
benchmarking. Benchmarking involves comparing the organization's turnover rates with those of similar organizations or industry standards
to identify deviations and potential issues. This approach helps in understanding whether the turnover rate is indeed unusually high and what
factors may be contributing to it.

[IA Practice Guide: Benchmarking in Internal Audit

[IA Standards: 1220 - Due Professional Care
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Internal auditors generally determine the priority of the areas within the engagement scope by assessing the risk of those areas. This
involves estimating the likelihood of a risk occurring and the potential impact of that risk on the organization. High-risk areas with a high
likelihood of occurrence and significant impact are prioritized to ensure that critical risks are addressed promptly. This risk-based approach to
prioritization helps ensure that the audit resources are focused on the most significant areas, enhancing the effectiveness and efficiency of
the audit.

The Institute of Internal Auditors (II1A) - Standards for the Professional Practice of Internal Auditing, Standard

2010 - Planning
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Once an internal auditor has identified a business process, the next step is to understand the specific activities involved in that process. This
includes mapping out each step or action taken within the process to gain a detailed understanding of how it operates. Identifying process
activities helps in evaluating the efficiency, effectiveness, and potential risks associated with the process
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Bank Reconciliation Process
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The flowchart indicates that different individuals are responsible for various stages of the bank reconciliation process. The Treasury
Accountant posts payments and performs reconciliations, while the Senior Treasury Accountant obtains and uploads bank statements, and
the Treasury Supervisor approves/reviews the reconciliations. This segregation of duties ensures that no single individual has control over all
aspects of the financial transaction process, which helps in preventing errors and fraud.

The Institute of Internal Auditors (II1A), International Standards for the Professional Practice of Internal Auditing (Standards)

" Auditing and Assurance Services " by Alvin A. Arens, Randal J. Elder, and Mark S. Beasley
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Probability-proportional-to-size (PPS) sampling is a technique used to reach conclusions regarding monetary amounts in a population. It is
designed to handle variable sampling by focusing on monetary units, making it appropriate for testing account balances. On the other hand,
attribute sampling is used to assess the rate of occurrence of a specific characteristic or attribute in a population, such as compliance with a
control procedure, and does not focus on monetary amounts.

The Institute of Internal Auditors (IIA) Practice Guide on "Audit Sampling" Generally Accepted Auditing Standards (GAAS)
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According to the IIA Standards, particularly Standard 2500 - Monitoring Progress, internal auditors are responsible for monitoring the
disposition of results communicated to management. They need to assess whether management has taken appropriate action to address
audit findings or has consciously accepted the risk of not taking action. The follow-up process is crucial to ensure that identified risks are
managed effectively. References: = IIA's Standard 2500 - Monitoring Progress and Practice Guide on Follow-up Processes.
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Given the situation where a system error prevents the engagement supervisor from adding her electronic signature to the workpapers, the
most appropriate response to provide evidence of supervisory review is to print, sign, and date each workpaper after the review is complete,
and then scan the document into the database as evidence of review. This ensures that there is a clear and traceable record of the
supervisory review process, which is crucial for maintaining the integrity and reliability of the audit documentation.

* Printed Documentation: Printing the workpapers provides a physical copy that can be signed and dated, serving as a tangible record of the
review.

* Signature and Date: The supervisor ' s signature and date indicate the completion of the review process and provide accountability.

* Scanning into Database: Scanning the signed documents back into the electronic workpaper database ensures that the evidence of review
is stored in the system of record, maintaining consistency and accessibility.
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This method upholds the standards of documentation and supervisory review, ensuring compliance with internal audit policies and
procedures.

The Institute of Internal Auditors (IIA) Standards

[IA Practice Advisory: Documenting Information
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Sorting the customer information is the most effective method for identifying duplicate accounts in a database of 100,000 customers. By
sorting the database based on key identifiers such as customer name, address, or email, an internal auditor can quickly identify and review
records that appear consecutively and have similar details, which is indicative of potential duplicates. This method is efficient and practical
for handling large datasets.

References:

* Internal Audit Data Analytics Techniques

* Database Management Best Practices
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Management's use of judgment in designing, implementing, and conducting internal control is crucial for adapting to unique circumstances
and complexities within an organization.

* Enhanced Decision-Making: Judgment allows management to tailor controls to the specific risks and operational realities of the
organization, improving overall effectiveness.

* Limitations: While judgment improves decision-making, it cannot eliminate all risks or guarantee perfect outcomes due to inherent
uncertainties and limitations in predicting all possible scenarios.

* Appropriate Use: It is appropriate for management to use judgment in applying accounting principles and assessing internal controls'
presence and functioning.

* Inappropriateness: It would be incorrect to say that judgment diminishes decision-making capabilities or is inappropriate for assessing
internal control components.

References:
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"Internal Control - Integrated Framework" by COSO, which highlights the importance and limitations of judgment in internal control
processes.
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The balanced scorecard, introduced by Robert Kaplan and David Norton, includes four main components that provide a comprehensive view
of an organization's performance. These components are:

* Financial Measures - to track financial success and shareholder value.

* Learning and Growth - to foster an environment of continuous improvement and innovation.

* Customers - to measure customer satisfaction and market share goals.

* Internal Processes - to ensure that critical operations and business processes are running efficiently.
These elements together help an organization balance short-term objectives with long-term goals.
References:

* Kaplan, R.S., & Norton, D.P. (1996). The Balanced Scorecard: Translating Strategy into Action.
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* A. A plan that focuses on furthering the independence of the internal audit activity:While independence is essential, it is not directly related
to professional development planning, which addresses skill enhancement.

* B. A plan that ensures internal auditors collectively possess expertise in various fields to avoid outsourcing:This may be a benefit of
professional development but is not its primary objective.

* C. A plan based on individual preferences and proposals, which helps internal auditors achieve greater success:This option emphasizes
individual goals rather than aligning professional development with organizational needs.

* D. A plan that focuses on filling gaps in the current skills needed to complete audit objectives:Correct.

Professional development should address skill gaps to enhance the internal audit activity's ability to meet its objectives effectively.

CIA Exam Syllabus Reference:

Domain IV: Managing the Internal Audit Function - Professional Development and Resource Management.
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When an internal auditor identifies a potential control deficiency based on a preliminary survey, such as the lack of established procedures
for adding and approving new vendors, the next appropriate step is to gather more detailed information. Interviewing personnel involved in
the accounts payable function allows the auditor to understand the context, confirm the accuracy of the questionnaire responses, and gain
insights into the potential risks and impacts associated with the observed deficiency. This step is crucial before documenting the issue or
planning further audit procedures to ensure the information is accurate and complete.
The lIIA ' s International Standards for the Professional Practice of Internal Auditing, Standard 2201 - Planning Considerations.
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If an organization pays one of its liabilities twice, its assets (cash) would be reduced more than necessary.
This results in an understatement of net income and owners' equity because the additional payment is an expense that should not have been
recorded. Liabilities would be overstated because the duplicate payment does not reduce the liability correctly.
References:

" Financial Accounting Principles, " which discusses the impact of errors on financial statements.
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When communicating the results of the quality assurance and improvement program (QAIP) to the board of a large organization, the chief
audit executive (CAE) should explain the rating conclusions and the impact of the results from the external assessment. This ensures
transparency and helps the board understand the effectiveness and areas for improvement in the internal audit function.

* Rating Conclusions: These provide a summary of the overall quality and performance of the internal audit function.

* Impact Explanation: Discussing the impact helps the board understand how the results affect the internal audit's ability to fulfill its
responsibilities and improve its processes.
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* Transparency: Clear communication of these aspects helps build trust and provides a basis for informed decision-making by the board.
References:

"Internal Audit Quality Assurance and Improvement Program," which emphasizes the importance of explaining rating conclusions and
impacts to the board .
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Workpapers from prior engagements provide context and background, especially regarding management's corrective actions and follow-up
of past issues. They should inform planning, not dictate tests, scope, or risk assessment. Thus, the best benefit is understanding how prior
issues were addressed, as stated in Option A.
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Best practices for assurance engagement communication activities include defining the methods and timing of engagement communications
during the "communicate" phase. This ensures that all stakeholders are aware of how and when they will receive information about the
engagement, facilitating clear and effective communication. While it is important to communicate significant observations to relevant parties,
including the audit committee if necessary, and to escalate issues as appropriate, the method and timing of these communications are
crucial for maintaining clarity and coordination throughout the engagement. References:

* The llA's International Standards for the Professional Practice of Internal Auditing (Standards), specifically Standard 2420 - Quality of
Communications.

* The llA's Practice Guide on Communicating Assurance Engagement Results.
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Residual risk is the risk that remains after management has taken steps to mitigate or control the inherent risks. The chief audit executive
(CAE) performs residual risk assessment to determine the effectiveness of management's actions and whether the remaining risk is
acceptable.

* IIA Standard 2120 - Risk Management:

* The standard emphasizes that the CAE should evaluate the residual risks faced by the organization. This involves assessing whether
management's risk responses are adequate and whether any unmitigated risks (residual risks) remain within the organization's risk
tolerance.

* Cost-Benefit Analysis:

* Conducting a cost-benefit analysis of management's decision not to implement a recommendation directly relates to assessing residual
risk. This analysis helps determine whether the residual risk is acceptable compared to the cost of implementing the recommendation.

* [IA Practice Guide on Assessing Residual Risk:

* This guide outlines that assessing residual risk involves evaluating the impact of management's controls and the risks that remain. A cost-
benefit analysis is a method to quantify the impact of not addressing a recommendation, thereby evaluating the residual risk.

* Option B (Inquiry of corrective action to be completed): This is more about monitoring follow-up actions rather than assessing residual risk.
* Option C (Reporting status of every observation): While important, this is related to tracking audit issues, not specifically assessing residual
risk.

* Option D (Soliciting management's feedback): While valuable for engagement quality, this does not directly relate to residual risk
assessment.

Detailed Explanation:Why Not Other Options?Conclusion: Option A is correct as it reflects the CAE's role in assessing residual risk through
cost-benefit analysis, in line with IIA standards.
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An organic organizational structure is more flexible and adaptive compared to a mechanistic structure. It is characterized by less
formalization, decentralized decision-making, and a greater reliance on lateral communication. This type of structure is beneficial in
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environments that are dynamic and uncertain, such as when an organization faces strong political and social pressures. The flexibility of an
organic structure allows the organization to respond more effectively to external changes and pressures.

This concept is supported by organizational theory literature, which suggests that organic structures are better suited for turbulent and
changing environments where quick adaptation is necessary.
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When the CAE determines whether the internal audit activity has confirmed the status of all management's corrective actions, it helps in
assessing residual risk. Residual risk is the risk that remains after management's actions to mitigate inherent risk. By confirming the status of
corrective actions, the CAE can evaluate whether the risks identified during the audit have been adequately addressed and what level of risk
still exists, ensuring that the internal control environment is effective and that management's risk responses are appropriate.

COSO's Enterprise Risk Management Framework and The IlA's International Standards for the Professional Practice of Internal Auditing.
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The board manages several key processes to ensure adequate governance within an organization, one of which is the development,
approval, and execution of the strategic plan. This process is critical because it defines the organization ' s direction, goals, and the actions
required to achieve these goals.

* Strategic Planning: The board plays a pivotal role in setting the organization ' s strategic direction, which includes establishing long-term
goals and defining the means to achieve them.

* Performance Measurement: While the board may establish and measure performance objectives for the internal audit activity, this is part of
a broader governance framework.

* Risk Management: The board also develops strategies to mitigate risks, ensuring that the organization can achieve its objectives
effectively.

Thus, the most comprehensive governance-related process managed by the board involves strategic planning
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* Introduction:

* Continuing Professional Development (CPD) is essential for internal auditors to maintain and enhance their skills and knowledge.
* Responsibility for CPD:

* While the organization and CAE provide support and resources, the primary responsibility for ensuring CPD rests with the individual
internal auditors.

* Options Analysis:

* Option A: Individual internal auditors are responsible for their own CPD.

* Option B: The CAE facilitates opportunities for CPD but is not solely responsible.

* Option C: The board oversees overall governance and strategy but not individual CPD.

* Option D: Engagement supervisors support auditors in their roles but do not manage their CPD.

* Conclusion:

* Individual internal auditors are responsible for ensuring their own continuing professional development.

[IA' s Continuing Professional Education Requirements
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In the five-attribute approach to documenting deficiencies, the attribute that answers the question " What should be in place? " is Criteria.
Criteria represent the standards, measures, or expectations used in making an evaluation and/or verification (what should be). It defines
what the process or control should achieve, serving as a benchmark against which the actual condition (what is) is compared. The criteria
are essential for identifying deviations and determining the nature and significance of deficiencies.

[IA" s International Standards for the Professional Practice of Internal Auditing, Standard 2410 - Criteria for Communicating.
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Role of CAE as Consultant: The chief audit executive (CAE) can act as a consultant to help management establish a risk management
system. Their role should be facilitative rather than directive, ensuring that management owns the risk management process.
Appropriate Tasks:

* Risk Workshops: Coordinating and facilitating risk workshops (option A) helps management identify and assess risks, allowing them to
develop appropriate responses. This is a suitable task for the CAE.

* Risk Appetite and Indicators: Establishing risk appetite (option B) and setting risk indicators and mitigation plans (option C) are
management's responsibilities.

* Reporting Risks: Determining the number of significant risks to report (option D) should also be a management function.
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When setting the scope for identifying and assessing key risks and controls in a process, developing the scope of the audit based on a
bottom-up perspective is the least appropriate approach. A bottom-up perspective typically focuses on individual controls and processes
without necessarily aligning with the organization's critical business objectives and risk appetite. Effective risk assessment should begin with
a top-down approach, identifying key business objectives and the associated risks, and then determining the necessary controls to manage
these risks. References: IIA Practice Guide - Auditing Key Risk Management, IIA Standard 2200 - Engagement Planning

B 115

NEEEANE EBOBET TV r—2 a3 VOHELRIIT 5-OICEIYVATOoNFET , TR MDY FELT NBEEAIEBEEY—
LWEFERALT TRAMNHADO RS UYL 30522 3aL— b ARENHYFET, COEBMTRLBEVIFERAINLIDEIRDIEENTT
wn?

A —BiEEh-BE&ZVI b0z 7,

B.aA—7«4JT4V7Fh

C. AR

D.EEEIXRAN—F VRT LA

EfE: (EfEZRRLET)

Generalized audit software (GAS) is a type of automated audit tool commonly used by internal auditors to perform a wide range of audit
tests, including the validation of calculations and the simulation of transactions.

GAS allows auditors to analyze large volumes of data, perform complex calculations, and create simulations to test the accuracy and
completeness of the transactions. This makes it the most appropriate tool for validating calculations in the organization's building application.
References:

* The llA's Global Technology Audit Guide (GTAG) on Data Analytics and Generalized Audit Software.
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Omitting advance client notice when planning an audit engagement is justifiable if the engagement includes audit assurance procedures that
involve sensitive or restricted assets. Providing advance notice in such cases could compromise the integrity of the audit, as it may give
management an opportunity to conceal or alter the status of these assets. The goal is to ensure that the auditors can observe the actual
condition and handling of sensitive assets without any prior alteration. References: |IA Standard 2201 - Planning Considerations, |IA Practice
Advisory 2201-1
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According to IIA guidance, the chief audit executive (CAE) is directly responsible for establishing the objectives, scope, and plan for each
engagement. This responsibility ensures that each audit is properly focused and aligned with the overall goals and risk areas of the
organization. While maintaining a quality assurance program and providing professional development opportunities are important, they are
not solely the CAE's responsibility without management support. Periodic review and approval of the internal audit charter is typically a joint
responsibility with senior management and the board. References:

* The llA's International Standards for the Professional Practice of Internal Auditing (Standards), Standard 2010 - Planning.

* The llA's Practice Guide on Developing the Internal Audit Plan.
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When a significant risk is identified during a consulting engagement, the most appropriate response is to report the risk to senior
management. Even if the engagement is consulting in nature, it is still crucial for the internal audit activity to ensure that significant risks are
communicated to those responsible for managing them.

[IA References:
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* [IA Standard 2120: Risk Management requires that internal auditors evaluate the effectiveness of risk management processes and
communicate significant risks to senior management. This applies regardless of whether the engagement is assurance or consulting.

* The Practice Guide on Consulting Services advises that internal auditors must ensure that significant risks identified during consulting
engagements are brought to the attention of senior management so that they can take appropriate action.
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When performing a consulting project to assist in making a decision on a new software system, the engagement objectives would be
determined by understanding the engagement client ' s expectations. This ensures that the consulting engagement is aligned with what the
client needs and expects, leading to more relevant and useful recommendations.

[IA Standards: 2010 - Planning

[IA Practice Guide: Consulting Services
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When a client decides not to implement recommended process improvements from a consulting engagement, the internal audit activity
should confirm the decision with management and document it in the audit file. This approach ensures that the audit trail is complete and that
there is a record of management's acceptance of the associated risks. Escalating the issue to the board (Option A) or initiating an assurance
engagement (Option D) might be necessary if the risks are significant, but these actions are not the immediate next steps.

Continuous follow-up (Option C) is more relevant to assurance engagements rather than consulting engagements.

[IA Standard 2500: Monitoring Progress.

[IA Practice Guide on Consulting Engagements.
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When developing the scope of an audit engagement, the internal auditor typically considers factors that directly impact the audit's objectives,
risks, and execution. This includes the potential impact of key risks (Option B), the expected outcomes and deliverables (Option C), and the
operational and geographic boundaries (Option D). While the need and availability of automated support (Option A) may be a practical
consideration for how the audit is conducted, it is not fundamental to defining the scope of the audit engagement itself. The scope is primarily
concerned with what is to be audited and why, rather than how the audit will be performed.

[IA Standard 2200: Engagement Planning.

[IA Practice Guide on Audit Engagement Planning.
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* Purpose of Whistleblowing: Whistleblowing is a mechanism that allows employees to report unethical or illegal activities within the
organization. It is a vital part of an organization's ethical framework, providing a structured way for concerns to be raised and addressed.
Reference: IlA's Practice Guide on Whistleblowing Programs.

Encouraging Ethical Behavior: By having a whistleblowing program, an organization encourages employees to come forward with concerns,
which helps in maintaining ethical standards and preventing misconduct.

Practical Example: Employees who notice financial discrepancies can report these through the whistleblowing system without fear of
retaliation, supporting a culture of transparency and accountability.

Other Options Considered:

Option B: While whistleblowing programs can support ethical behavior, they are primarily designed for reporting issues rather than instilling
values.

Option C: This is a misconception; whistleblowers often report genuine concerns rather than acting out of retaliation.

Option D: Whistleblowers can report suspected unethical or illegal activities, which may not always be criminal but are still significant for
organizational integrity.

Conclusion: The correct answer is A, as whistleblowing is one of several ethical structures that organizations can adopt to encourage
reporting of unethical behavior and maintain high ethical standards.
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According to IIA guidance, the auditor in charge should consider the number, experience, and availability of audit staff as well as the nature,
complexity, and time constraints of the engagement when determining resource requirements. These factors ensure that the engagement is
staffed appropriately and that the audit team has the necessary skills and time to perform the audit effectively.

[IA Standards: 2230 - Engagement Resource Allocation

[IA Practice Guide: Coordination and Reliance: Developing an Assurance Map
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When proposing interim changes to the annual audit plan due to emerging risks, the most appropriate action for the CAE is to communicate
with the CEO and present the revised audit plan to the board for approval.

This ensures that senior management is informed and supportive of the changes, and that the board, which holds the ultimate oversight
responsibility, formally approves the revised plan. References:

* The llA's International Standards for the Professional Practice of Internal Auditing (Standards), Standard 2020 - Communication and
Approval.

* The IIA's Practice Guide on Engagement Planning.
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Standard 2030 - Resource Management requires the CAE to ensure that audit engagements are staffed with competent and qualified
auditors. In this case, the auditors lacked sufficient knowledge of derivatives, which wasted management's time and reduced audit
effectiveness. Therefore, the CAE should have considered auditors' qualifications more thoroughly before assigning them.
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Entity-level controls provide the foundation for effective process controls. If these controls are poorly designed, they can undermine the
effectiveness of process-level controls (COSO Framework, 2013). Internal auditors assess entity-level controls during risk assessments, as
emphasized in CIA Part 2 (Section Il). Option A is incorrect as auditors prioritize high-risk controls rather than all controls. Options C and D
contradict best practices in engagement planning (Standard 2200), which encourage transparency and comprehensive evaluation of key
risks.
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Comprehensive and Detailed Explanation:

Audit conclusions must be backed by sufficient, relevant, and reliable evidence (Standard 2330). In construction audits, the most reliable
evidence of cost overruns and delays comes from payment records and milestone documentation (A), which clearly show the financial
impact tied to project performance. While photos (B) may illustrate delays, they are not sufficient proof of cost impact. Sprint planning (C) is
not relevant to construction projects and does not provide financial evidence. Internal rate of return (D) is a performance metric, not evidence
of actual cost overruns. Therefore, the appropriate evidence for workpapers must be the payment and work milestone documents that
support the $10 million loss conclusion.
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* A. The policy for granting, modifying, and deleting user access:Correct. Understanding the policy ensures the auditor knows the framework
and controls in place.

* B. A sample of change request forms:Useful for testing but not as foundational as reviewing the policy.

* C. User access reports reviewed by management:This evaluates monitoring but does not establish a baseline understanding of controls.

* D. A current listing of system users and employees:Important for reconciliation but secondary to understanding the control framework.

CIA Exam Syllabus Reference:

Domain V: Performing Internal Audit Services - Preliminary Surveys.
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According to IlA guidance, when assembling an engagement team to audit a vendor, it is crucial to include internal auditors who have
expertise in investigating vendor fraud. This expertise is essential for identifying and assessing fraud risks associated with the vendor and
ensuring a thorough and effective audit. While proficiency in financial statement analysis and local accounting principles is valuable, the
specific context of vendor fraud requires specialized knowledge in that area.

[IA Standards: 1210.A2 - Proficiency

[IA Practice Guide: Auditing Third-Party Risk Management
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According to IlA guidance, if the internal audit team lacks the necessary skills and knowledge to perform an audit, the CAE should consider

obtaining external expertise. Accepting the engagement and hiring an external expert allows the internal audit activity to leverage specialized

knowledge while fulfilling the audit request.
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This approach ensures that the audit is conducted effectively and meets the required standards, while also addressing any competency gaps
within the internal audit team.

Institute of Internal Auditors (IIA) Standards: Attribute Standards 1210: Proficiency IIA Practice Guide: Obtaining External Assistance in the
Conduct of Internal Auditing
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Internal auditors must corroborate employee testimonials with tangible evidence to ensure the reliability and validity of the findings. Relying
solely on testimonials without supporting evidence can lead to inaccurate conclusions. Standard 2310 - Identifying Information of the
International Standards for the Professional Practice of Internal Auditing emphasizes that sufficient, reliable, relevant, and useful information
should be obtained to achieve the engagement's objectives.

Institute of Internal Auditors (l1A), International Standards for the Professional Practice of Internal Auditing (Standards), Standard 2310 -
Identifying Information.
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The statistical model indicates that daily sales have a direct relationship with the cost of ingredients used and an inverse relationship with
rainy days.

* Option A: On a rainy day, if total sales are greater than expected compared to the cost of ingredients used, it may indicate discrepancies
that could be a sign of employee theft. For instance, if ingredients are used but not reflected in the sales, it suggests that items might be
missing (stolen).

* Option B: On a sunny day, lower-than-expected sales compared to the cost of ingredients could indicate wastage but not necessarily theft.
* Option C and D: Both scenarios where total sales and the cost of ingredients are higher or lower than expected do not specifically point to
theft without additional context.
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Understanding the Engagement Scope: The primary area of interest in an assurance engagement focused on the adequacy of organization-
wide risk management practices is to ensure that risk management is effectively integrated into the organization's decision-making
processes. This involves evaluating whether management decisions are aligned with the organization's risk appetite, which is the amount of
risk the organization is willing to accept in pursuit of its objectives.

Key Considerations:

* Effectiveness of Risk Management Framework: Ensuring that the risk management framework is robust and effectively implemented across
the organization.

* Risk Appetite Alignment: Assessing if the decisions made by management are within the boundaries set by the organization's risk appetite
statement.

* Strategic Objectives: Evaluating if the risk management practices support the achievement of the organization's strategic objectives.

[IA Standards: According to the IIA's International Standards for the Professional Practice of Internal Auditing, internal auditors must evaluate
the effectiveness and contribute to the improvement of risk management processes (Standard 2120 - Risk Management).

References:

* The alignment of management decisions with the level of risk the organization is willing to accept ensures that the organization does not
take on more risk than it is prepared to handle, thereby protecting its assets and ensuring long-term sustainability.

* Effective risk management practices help in identifying, assessing, and mitigating risks, which is crucial for the overall governance and
operational effectiveness of the organization
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The primary reason for an internal auditor to use a risk and control questionnaire when auditing financial processes is to gain an
understanding of the control environment. These questionnaires help auditors identify and evaluate the presence and effectiveness of
controls within the financial processes. They provide a structured way to gather information about the control environment, helping auditors
understand the organization ' s risk management and control practices before conducting detailed testing.

[IA Standards: 2201 - Planning Considerations

[IA Practice Guide: Internal Auditing and Fraud
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According to Standard 2210 - Engagement Objectives, objectives must be established for each engagement and should reflect a preliminary
risk assessment. Findings (A) come after testing, resources (B) are allocated later, and the audit plan (D) applies at the annual activity level.
Thus, the correct answer is audit objectives (C).
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Facilitated team workshops are the method of examining entity-level controls that involve gathering information from work groups that
represent different levels in an organization. These workshops encourage interactive discussion and collaboration among participants from
various departments and hierarchical levels, providing a comprehensive view of entity-level controls and promoting a better understanding of
control processes and issues.

[IA Standards: 2210 - Engagement Objectives

[IA Practice Guide: Assessing the Adequacy of Risk Management Processes
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Nonsampling risk refers to the risk that the auditor reaches an incorrect conclusion due to errors not related to the sample itself but to other
factors such as misinterpretation of data, incorrect application of procedures, or human error.

* [IA Practice Advisory 2320-3:

* This advisory explains that nonsampling risk occurs when an auditor misinterprets results or applies the wrong audit procedure. It differs
from sampling risk, which is the risk that a sample is not representative of the population.
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* Misinterpretation of Sampling Results:

* In this case, the senior IT auditor misinterprets the sampling results during the audit of inventory valuation. This is a classic example of
nonsampling risk, where the error is due to the auditor's misunderstanding or misapplication of the data, rather than an issue with the
sampling process itself.

* [IA Standard 2320 - Analysis and Evaluation:

* This standard requires that auditors apply sufficient care and skill in analyzing and interpreting audit evidence. Nonsampling risk can occur
if this standard is not met, resulting in incorrect conclusions.

* Option A (Sampling risk): This refers to the risk that the sample does not accurately represent the population, which is not the issue here.
* Option B (Control risk): This refers to the risk that a control will fail to prevent or detect errors or fraud, unrelated to this situation.

* Option D (Residual risk): This refers to the risk that remains after controls are implemented, also unrelated to this scenario.

Detailed Explanation:Why Not Other Options?Conclusion: Option C is correct as it accurately describes the situation where the auditor
misinterprets the sampling results, which is a form of nonsampling risk, according to IIA guidance.
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An internal auditor would consider the need to outsource competencies and skills during the inspection of a wind turbine if they notice

|

discrepancies that require specialized knowledge. For example, if an auditor observes that replaced parts are used despite purchase
documents indicating a longer lifespan, this situation may necessitate expertise in wind turbine technology and maintenance to assess the
issue accurately.

Outsourcing ensures that the audit is conducted with the necessary technical proficiency.

[IA Standards: 1210 - Proficiency

[IA Practice Guide: Outsourcing Internal Audit Activities
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To determine which situation best applies to an organization that uses a project, rather than a process, to accomplish its business activities,
it' s important to understand the fundamental difference between a project and a process. A project is a temporary endeavor undertaken to
create a unique product, service, or result. It has a defined beginning and end and is often constrained by time, budget, and resources. In
contrast, a process is ongoing and repetitive, focusing on sustaining and improving existing operations.

* Option A: A clothing company designs, makes, and sells a new item.

* This scenario represents a combination of both project and process elements. The design and creation of a new item can be considered a
project, but the ongoing making and selling of the item are part of a process. Hence, this does not exclusively apply to a project-based
approach.

* Option B: A commercial construction company is hired to build a warehouse.

* This is a classic example of a project. The construction of a warehouse is a temporary endeavor with a specific goal, defined start and end
dates, and constraints on time, cost, and resources.

Once the warehouse is built, the project is complete.

* Option C: A city department sets up a new firefighter training program.

* Setting up a new training program could be seen as a project due to its temporary nature and specific goal. However, once the program is
established, the training activities themselves will be ongoing, making this more aligned with a process.

* Option D: A manufacturing organization acquires component parts from a contracted vendor.

* This is part of the organization's regular procurement process and does not constitute a temporary, unique project.

Reference:

This analysis aligns with project management principles and definitions, such as those found in the Project Management Institute ' s (PMI)
PMBOK Guide, which defines a project as a temporary endeavor undertaken to create a unique product, service, or result.
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The initial step the CAE should take is to discuss the issue with the members of management responsible for the risk area. This discussion
allows the CAE to understand the reasons for the lack of action, provide an opportunity for management to explain their position, and
encourage them to implement the necessary mitigation measures. If this discussion does not lead to satisfactory action, the CAE would then
escalate the issue to senior management or the board as appropriate.

The Institute of Internal Auditors (IlA), International Standards for the Professional Practice of Internal Auditing (Standards)

"Internal Auditing: Assurance and Advisory Services" by Urton L. Anderson et al.
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In internal auditing, when assessing the accuracy and completeness of employee time reporting, auditors often use sampling to determine
the overall compliance of the process. In this scenario, the internal auditor sampled

30 employee time reports and found 5 incorrect and 4 unsupported reports. This indicates that a majority (21 out of 30) were accurate,
suggesting that the organization generally ensures accurate reporting. However, the presence of incorrect and unsupported reports indicates
deficiencies that need to be addressed, but do not point to systemic fraud or abuse. Thus, option D accurately reflects the findings by
acknowledging both the general accuracy and the instances of errors.

The Institute of Internal Auditors (IIA) - Standards for the Professional Practice of Internal Auditing COSO Framework - Control Activities and
Monitoring
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Per Standard 2340 - Engagement Supervision, supervision ensures objectives are achieved, quality is maintained, and staff are developed.
Regular discussions between supervisors and team members (D) represent proper, ongoing supervision. Options A, B, and C are either
impractical or irrelevant.
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When using benchmarking to test the employee turnover rate, the internal auditor should compare the organization's turnover rate to the
published turnover rates of peer organizations. This method provides a relevant standard or point of reference to evaluate the organization's
performance relative to similar entities.

By using external benchmarks, the auditor can identify whether the turnover rate is above or below industry norms, which helps in assessing
the effectiveness of the organization's HR practices.

The Institute of Internal Auditors (I1A) Practice Guide: Internal Audit and Organizational Performance 1A Standard 1220 - Due Professional
Care
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* Current ratio (A) measures general liquidity (Current Assets + Current Liabilities).

* Quick ratio (C) (Quick Assets + Current Liabilities) excludes inventory and prepaid expenses, giving a more immediate liquidity measure.
* Profit margin (B) measures profitability, and times interest earned (D) measures solvency.
Thus, the best measure of immediate liquidity is the quick ratio (C).
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Key performance indicator (KPI) reports are essential tools for tracking and evaluating the performance of various processes and activities
within an organization. By reviewing these reports in detail during monthly staff meetings, operational management in the IT department aims
to identify any discrepancies or issues promptly. This continuous monitoring helps to prevent a "monitoring gap," which is the failure to
adequately oversee and assess operations, potentially leading to undetected problems or inefficiencies
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If a significant error or omission is found in the final audit report, it is crucial for the internal audit activity to correct the information and
redistribute the corrected report to all original recipients. This ensures that all stakeholders are informed of the accurate findings and can
take appropriate actions based on correct information.

IIA References:

* [IA Standard 2440: Disseminating Results requires that the internal audit activity communicate accurate and complete results. If an error or
omission is identified, the corrected information must be promptly communicated to all relevant parties to maintain the integrity of the audit
process.

* The Practice Guide on Communicating Results emphasizes that errors in audit reports should be corrected and the revised report should
be distributed to ensure stakeholders are acting on accurate information.
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Herzberg ' s Two-Factor Theory, also known as the Motivation-Hygiene Theory, distinguishes between motivators and hygiene factors.
Motivators, which are related to job content, lead to higher job satisfaction and are intrinsic factors such as achievement, recognition,
responsibility, and advancement. In contrast, hygiene factors, which are related to job context (e.g., salary, status, work conditions), do not
lead to higher satisfaction but can cause dissatisfaction if missing.

Herzberg ' s research indicated that motivators like responsibility and advancement are more frequently mentioned by employees as sources
of job satisfaction compared to hygiene factors like salary and status.
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* Introduction:

* Due professional care requires auditors to plan, execute, and document their work meticulously, ensuring that their findings and
conclusions are based on a thorough and objective assessment.

* Application of Due Professional Care:

* It involves following a structured approach to audit engagements to ensure that all necessary steps are taken to gather sufficient and
appropriate evidence.

* Options Analysis:

* Option A: Detecting irregularities and noncompliance instances are outcomes of the engagement but do not inherently demonstrate due
professional care.
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* Option B: Lack of significant comments from the supervisor suggests quality but does not demonstrate the systematic approach needed for
due professional care.

* Option C: Systematically planning, executing, and documenting audit procedures directly reflects the auditor's adherence to due
professional care principles.

* Option D: While important, designing engagement objectives to assist the client does not cover the comprehensive nature of due
professional care.

* Conclusion:

* The best demonstration of due professional care during an assurance engagement is the systematic planning, execution, and
documentation of audit procedures.

Internal Audit Standards and Practice Guides
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by a grantee that received a charitable contribution, the most effective method is to visit the grantee and directly assess whether the project
execution aligns with the scope defined in the grant. This method provides firsthand evidence of the grantee's activities and ensures that the
charitable contributions are used as intended.

* [IA Standard 2310 - Identifying Information:

* This standard requires that internal auditors gather sufficient, reliable, relevant, and useful information to achieve the engagement
objectives. Visiting the grantee allows auditors to observe and verify the actual execution of the project, which provides the most direct and
reliable evidence.

* Field Visits:

* Conducting a site visit enables auditors to see the project in action, interview relevant personnel, and compare actual activities to what was
promised in the grant proposal. This method helps ensure that the grantee is fulfilling its obligations and that the organization's charitable
funds are being used effectively.

* Direct Evidence:

* Direct observation of the grantee's activities provides the highest level of assurance regarding the validity of the reported activities. This
aligns with l1lA's emphasis on obtaining the best available evidence to support audit findings.

* Option B (Verifying final report vs. initial budget): This only compares reports, which might not accurately reflect the actual activities
conducted by the grantee.

* Option C (Reconciling general ledger accounts): This focuses on financial records, which may not provide sufficient detail about the actual
activities conducted.

* Option D (Interviewing corporate affairs employees): While informative, this method only provides secondhand information and does not
directly verify the grantee's activities.
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Detailed Explanation:Why Not Other Options?Conclusion: Option A is correct because visiting the grantee provides the most reliable and
direct evidence that the activities are in line with the grant's defined scope, ensuring the validity of the grantee's reported activities.
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The chief audit executive should give the most consideration to the organization's risk management policy when communicating an identified
unacceptable risk to management. The risk management policy outlines the organization's approach to managing risk, including risk
tolerance levels, risk appetite, and the procedures for identifying, assessing, and mitigating risks. By aligning the communication with the risk
management policy, the CAE ensures that the discussion about unacceptable risk is framed within the context of the organization's
established risk management framework, facilitating a more structured and effective response from management.

The IlA's International Standards for the Professional Practice of Internal Auditing, Standard 2010 - Planning and COSO's Enterprise Risk
Management Framework.
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In the preliminary audit communication, the condition is the most useful item for management to formulate action plans in response to audit
recommendations. The condition describes the existing state or issue identified during the audit. It provides a clear and specific description of
what is wrong or what needs improvement, which is essential for management to understand the problem and take appropriate corrective
actions. While audit objectives, scope, and observation ratings are important, the condition directly points to the area that needs attention
and improvement.

The Institute of Internal Auditors (IIA) Standard 2410 - Criteria for Communicating: "Communications must include the engagement's
objectives and scope as well as applicable conclusions, recommendations, and action plans." lIA Practice Guide on "Communicating Audit
Results"
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Internal control questionnaires (ICQs) are used to gather information about the presence and effectiveness of controls within an organization.
One of the limitations of ICQs is that the answers provided by respondents can be easily misinterpreted. This misinterpretation can occur due
to unclear questions, differences in understanding terminology, or respondents not fully comprehending the context of the questions.
Therefore, while ICQs are useful tools for identifying control issues, they require careful interpretation and often necessitate follow-up for
clarification to ensure accurate understanding and assessment of the controls.

The Institute of Internal Auditors (I1A) Practice Guide: " Internal Control Questionnaires " [IA Standard 2310: Identifying Information
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In the initial risk assessment phase, it is critical for the internal auditor to understand the current policies and procedures in place. By
obtaining the most current approved copies of the organization ' s privacy policy, the auditor can assess whether these policies are in
compliance with privacy laws and are effectively implemented. This approach provides a solid foundation for understanding the existing
controls and identifying areas where there may be gaps or weaknesses. Consulting with legal counsel or a specialist can be subsequent
steps if further expertise is needed, but understanding the internal policies is the primary and essential first step.

Institute of Internal Auditors (l1A), International Standards for the Professional Practice of Internal Auditing (Standards), Standard 2210 -
Engagement Objectives.

B f: 154

HIATAZVRIZEDE NHEEZFZICEHT HIRODEBBDIBELVDLDIFENTTM?

A JVHILTA 0T H—EADOHERFRE BEEICEFNATLELEA,

B. xmBAERE IV L LLFICIEREREZERICRESGTNIEAE S0,

C. BN MOUAEBICRHINIRIADHEIL, BE BEEICEEFNLFTEA,

D. EETHER BN TORNMBERTHOMNEMTIERSINFT,

IEfR: (EffzRnLET)

The internal audit charter outlines the internal audit activity's purpose, authority, and responsibility within the organization.

It defines the internal audit activity's position within the organization, including reporting lines, independence, and access to records,
personnel, and physical properties relevant to the performance of engagements.
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This clarity helps ensure that the internal audit activity can operate independently and effectively
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In flat organizational structures, there are fewer hierarchical levels, which can create challenges with career progression and promotion
opportunities (B).

* Option A applies to hierarchical structures.

* Option C is associated with centralized structures.

* Option D contradicts flat structures, where employees typically have more autonomy.

Thus, the key risk is unclear career and promotion paths.

Eﬁ:ﬁ: 156

RAFFOERET, AMEEAIBESNEVRVDEEZDEREZFTFME I WIRRT H-HICROENZFERALFTTH?

A. hH RV R—FK

B. Bl EE

C.e—hkvv7

D. JRULPRA—

EfE:C(AAVFEHKT D)

A heat map is a visual tool used to present risk severity by plotting likelihood versus impact. It helps communicate which risks are most
significant. A risk register (D) lists risks but does not visually present severity. Control self-assessment (B) is a participatory tool to evaluate
controls, while Kanban boards (A) are project management tools. The best choice for assessing and presenting severity is a heat map.
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Facilitated team workshops are a risk assessment approach that involves gathering data from work teams representing different levels of an
organization. This method encourages collaboration and open discussion among team members, allowing for a comprehensive identification
and evaluation of risks from various perspectives within the organization. It helps in capturing a wide range of insights and facilitates
consensus on risk priorities, making it a valuable tool for effective risk assessment.
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The Institute of Internal Auditors (IIA) Practice Guide on " Risk Assessment in Audit Planning " COSO Enterprise Risk Management
Framework
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To gather relevant feedback on the newly implemented software used by 3,000 employees in South America and Europe, distributing
surveys to the software users in both regions is the best approach. Surveys can reach a large number of users quickly and can provide
comprehensive feedback on various aspects of the software, including usability, functionality, and user satisfaction. This method allows for
the collection of a wide range of opinions and experiences, which can be analyzed to identify common issues and areas for improvement.
The Institute of Internal Auditors (I1A) Practice Guide: Auditing IT Projects IIA Standard 2310 - Identifying Information
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For effective coordination of assurance coverage, the chief audit executive (CAE) should consider creating an assurance map. An assurance
map provides a visual representation of the assurance activities across the organization, showing who is providing assurance, the areas
covered, and the level of assurance provided.
This helps to identify gaps and overlaps in assurance coverage, enabling better coordination and optimization of resources. This approach is
recommended by best practices in internal auditing as it aligns assurance activities with organizational risk and ensures comprehensive
coverage.
The Institute of Internal Auditors (II1A) Practice Guide: Coordinating Risk Management and Assurance.
[IA Standard 2050 - Coordination and Reliance
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When developing the work program for an engagement reviewing an organization's small contracting services, the chief audit executive
(CAE) should consider the organization ' s recent changes to how it processes payments. Changes in payment processing can significantly
impact the control environment and may introduce new risks or control gaps. Understanding these changes will help the CAE design
appropriate audit procedures to evaluate the effectiveness of the controls over the new processes.

The Institute of Internal Auditors (IIA) Practice Guide: Developing the Internal Audit Strategic Plan IIA Standard 2200 - Engagement Planning
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Checklists are helpful tools to ensure systematic coverage of procedures. However, one drawback noted in the CIA study materials is the
risk of over-reliance, which can create a false sense of security. Auditors may feel that completing the checklist ensures engagement
sufficiency, while overlooking important deviations outside the checklist. In this case, the auditor ignored procurement deviations because
they were not on the checklist

- demonstrating the risk of over-reliance.
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The guidelines for preparing audit engagement workpapers emphasize clarity, completeness, and accuracy to ensure that they can be easily
understood and used by others within the auditing function.

* Option A: Workpapers should be understandable to the auditor in charge and the chief audit executive.

* While workpapers must indeed be clear to the auditor in charge and the chief audit executive, this guideline does not fully capture the
broader requirement for understandability to other auditors.

* Option B: Workpapers should be understandable to the audit client and the board.

* Although transparency with the audit client and the board is important, workpapers are primarily internal documents used to support the
audit process and conclusions.

* Option C: Workpapers should be understandable to another internal auditor who was not involved in the engagement.
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* This is the most comprehensive requirement, ensuring that any internal auditor, even if not originally involved, can review the workpapers,
understand the procedures performed, and the conclusions reached. This is crucial for maintaining continuity, quality control, and facilitating
reviews or future audits.

* Option D: Workpapers should be understandable to external auditors and regulatory agencies.

* While external auditors and regulatory agencies may review workpapers, the primary audience is internal auditors, who need to ensure the
workpapers are detailed and clear enough for effective internal use and review.

Reference:

According to the Institute of Internal Auditors (I1A) International Standards for the Professional Practice of Internal Auditing (Standards),
Standard 2330 - " Documenting Information, " internal auditors must document relevant information to support the conclusions and
engagement results. The documentation must be sufficiently detailed to allow another internal auditor with no previous connection to the
engagement to understand the work performed, evidence obtained, and conclusions reached.
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According to the International Standards for the Professional Practice of Internal Auditing, the Chief Audit Executive (CAE) has a
responsibility to ensure that the results of both assurance and consulting engagements are communicated to the appropriate parties. This
ensures that the observations and recommendations are acknowledged and acted upon by those who have the authority to implement
necessary changes or take corrective actions. This communication is crucial for ensuring that the findings of the internal audit are effectively
utilized to improve governance, risk management, and control processes.

The Institute of Internal Auditors (IIA) Standard 2440 - Disseminating Results: "The chief audit executive must communicate results to the
appropriate parties." llA Practice Guide on "Communicating Results"
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According to IIA guidance, a common assurance service performed by the internal audit activity is validating whether employees are
following established policies and procedures in various departments, such as procurement. Assurance services involve assessing evidence
and providing conclusions regarding the effectiveness of governance, risk management, and control processes. Ensuring compliance with
established policies and procedures is a fundamental assurance activity that helps organizations maintain control and mitigate risks.


https://www.jpnshiken.com/q/68772-6419240/
https://www.jpnshiken.com/q/68772-6419241/

The Institute of Internal Auditors (IIA) Standard 2130 - Control: " The internal audit activity must assist the organization in maintaining
effective controls by evaluating their effectiveness and efficiency and by promoting continuous improvement. " lIA Practice Guide on "
Assurance Engagements "
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CSR Policy Development: In developing a Corporate Social Responsibility (CSR) policy, it is important that the principles of CSR are
communicated and understood throughout the organization.

Integration into Decision-Making: Management's responsibility includes ensuring that CSR principles are not only communicated but also
integrated into the organization's decision-making processes at all levels. This ensures that CSR is part of the organizational culture and
operational strategies.

Board's Role: While the board has a role in overseeing and ensuring that CSR objectives are established and risks are managed, the day-to-
day responsibility for integrating CSR into business operations lies with management.

IIA Guidance: According to IIA guidance, internal auditors should evaluate the design, implementation, and effectiveness of the
organization's ethics-related objectives, programs, and activities, which include CSR initiatives (Standard 2110 - Governance).

References:

* Effective communication and integration of CSR principles ensure that the organization operates in a socially responsible manner, aligning
its business practices with societal expectations and contributing to sustainable development.
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The results show widespread violations of conflict-of-interest policies, which exposes the organization to significant fraud and abuse risks
(Option A). While B, C, and D might be possible implications, they go beyond what the evidence directly supports. Auditors must avoid
overstating conclusions and should stick to what the evidence demonstrates - in this case, exposure to major fraud and abuse risk.
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If senior management decides to accept risks, such as doing business with a questionable vendor, and the chief audit executive (CAE)
believes this poses a significant risk to the organization, the CAE should escalate the issue to the board. The board has the ultimate
responsibility for overseeing risk management and can decide on the appropriate action to take in response to the risk.

IIA References:

* [IA Standard 2600: Communicating the Acceptance of Risks states that when the CAE believes that senior management has accepted a
level of residual risk that may be unacceptable to the organization, the CAE must discuss the matter with senior management. If the decision
regarding risk remains unchanged, the CAE must inform the board.

* The Practice Guide on Risk Management highlights the importance of the CAE keeping the board informed of significant risks that
management has chosen to accept, particularly when these risks could have a material impact on the organization.
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The primary objectives of engagement supervision in internal auditing, according to IIA guidance, involve several key activities: identifying
engagement objectives, assigning responsibilities to individual auditors, and approving the engagement program. These steps are essential
to ensure that the audit is conducted effectively and that the objectives are met.

* [IA Standard 2340 - Engagement Supervision:

* This standard outlines the responsibilities of those supervising audit engagements. Supervisors must ensure that the audit is properly
planned, that objectives are clearly defined, that the right personnel are assigned, and that the engagement program is appropriate for
achieving the objectives.

* Key Activities in Supervision:
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* |dentifying Engagement Objectives: This is the first step in ensuring that the audit addresses the most important risks and areas of concern.
The supervisor must ensure that these objectives are clear and aligned with the organization's goals.

* Assigning Responsibilities: Supervisors must ensure that tasks are allocated to auditors who have the appropriate skills and experience to
carry them out effectively.

* Approving the Engagement Program: The engagement program outlines the procedures and steps that will be taken to achieve the audit
objectives. The supervisor's approval ensures that the program is comprehensive and aligned with the audit's goals.

* 1IA Practice Advisory 2340-1:

* The advisory emphasizes the role of the auditor in charge in providing guidance, ensuring that objectives are met, and that the audit is
conducted efficiently and effectively.

* Option A (Enable training and development): While important, training and development are secondary objectives and not the primary focus
of engagement supervision.

* Option C (Training and development): Again, while important, these are supportive activities rather than the core focus of engagement
supervision.

* Option D (Training, development, and objectives): This option combines important activities but does not include assigning responsibilities,
which is crucial in supervision.

Detailed Explanation:Why Not Other Options?
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Discovery sampling is typically used when an internal auditor wants to test a large sample for fraud. This technique is particularly effective for
identifying instances of fraud or other irregularities in a population.

Discovery sampling is designed to detect at least one occurrence of an attribute, such as fraud, within the sampled population if it exists. It is
particularly useful when the occurrence rate of the fraud is expected to be low.

[IA Practice Guide: Sampling in Internal Auditing

[IA Standards: 2320 - Analysis and Evaluation
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Application controls are specific to software applications and ensure that transactions are processed correctly and accurately. They include
controls over input, processing, and output. In this scenario, examining application controls will help determine if sales staff can modify
orders after shipping, as these controls directly impact how data is handled within the system.

References:

" Information Technology Auditing, " which explains the role of application controls in maintaining data integrity and security.
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When determining the audit universe, the CAE should consider components of the organization's strategic plan (Option 1), inputs from senior
management and the board (Option 2), and results of exit interviews with departing employees (Option 4). These factors provide a
comprehensive understanding of the organization's objectives, risks, and areas needing attention. Views of competitors and business
associates (Option 3) are not typically a direct consideration for the audit universe, as the focus is primarily on internal factors and direct
stakeholder inputs.

[IA Standard 2010: Planning.

[IA Practice Guide on Developing the Audit Plan.
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When the internal audit activity lacks the necessary IT expertise to review the information security function, the chief audit executive (CAE)
should contract an external service provider with the required experience.

This ensures that the audit is conducted effectively and in accordance with the Standards, which require internal auditors to have or acquire
the necessary skills to perform their work.

[IA References:
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* [IA Standard 1210: Proficiency requires internal auditors to possess the knowledge, skills, and other competencies needed to perform their
responsibilities. When the necessary expertise is not available within the internal audit activity, the CAE must obtain competent advice and
assistance by either contracting external experts or outsourcing the audit.

* The Practice Guide on Engaging External Service Providers suggests that when specialized skills are required, engaging an external
service provider is a practical solution to ensure the audit's quality and effectiveness.
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When establishing the objectives of an assurance engagement, it is crucial for internal auditors to align the engagement objectives with the
concerns and priorities of operational management. By meeting with operational management, the internal auditor can gain insights into any
specific areas of concern, operational challenges, and potential risks. This collaborative approach ensures that the engagement objectives
are relevant and focused on areas that provide the most value to the organization, facilitating a more effective and targeted audit process.
The Institute of Internal Auditors (IIA) - Standards for the Professional Practice of Internal Auditing, Standard

2201 - Planning Considerations
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* Skill Gap ldentification: Internal auditors lack the necessary expertise in chemical waste disposal.

* Consulting Experts: Engaging an external nonaudit expert ensures that the internal audit team receives the necessary technical knowledge
to conduct an effective review.

* Team Assembly: By assembling a team of internal auditors and consulting an external expert, the organization leverages both internal audit
capabilities and external technical expertise.

* Ensuring Competence: This approach ensures that the internal audit activity complies with the IIA Standards, specifically Standard 1210 -
Proficiency, which requires internal auditors to possess the knowledge, skills, and other competencies needed to perform their
responsibilities.

References:

[IA Standard 1210 - Proficiency .
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The chief audit executive (CAE) can best illustrate the value of the internal audit activity by reporting the overall performance resulting from
the internal audit balanced scorecard. The balanced scorecard includes metrics that measure the effectiveness, efficiency, and impact of the
internal audit function, providing a comprehensive view of its contributions to the organization. This approach demonstrates how internal
audit activities align with and support the organization's strategic objectives. References:

* The llA's Practice Guide on Measuring Internal Audit Performance.

* The IIA's Practice Guide on Internal Audit Effectiveness.
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Bank confirmations are the most reliable source for verifying the current year-end bank balances. These confirmations are direct responses
from the bank to the auditor, providing independent verification of the account balances as of the end of the year. This external confirmation
is considered more reliable than internal documents like bank statements, reconciliations, or general ledger balances because it comes
directly from a third-party source, ensuring its accuracy and completeness.

The Institute of Internal Auditors (IlA) - Practice Guide: External Confirmations Auditing Standards (e.g., ISA 505 - External Confirmations)
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According to the International Standards for the Professional Practice of Internal Auditing (Standards) issued by The Institute of Internal
Auditors (l1A), the Chief Audit Executive (CAE) must communicate and obtain approval from the board for significant changes to the audit
plan. A corporate merger is a significant event that introduces emerging risks, necessitating an interim adjustment to the audit plan. The CAE
' s responsibility includes ensuring that the board is informed and approves the revised audit plan to address these new risks adequately.
The Institute of Internal Auditors (I1A) Standard 2020 - Communication and Approval: " The chief audit executive must communicate the
internal audit activity's plans and resource requirements, including significant interim changes, to senior management and the board for
review and approval. "
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According to IIA guidance, the chief audit executive (CAE) is responsible for evaluating and verifying management's response to audit
recommendations. The CAE must also determine the need and scope for additional work based on the adequacy and timeliness of
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management's corrective actions. This ensures that the audit recommendations are effectively implemented and that any residual risks are
appropriately managed.
References: IIA Standard 2500 - Monitoring Progress, |IA Practice Advisory 2500.A1-1
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The IIA Standards emphasize that the chief audit executive (CAE) should develop the internal audit plan based on a thorough assessment of
risks facing the organization. This risk-based approach ensures that the most significant and relevant areas are prioritized. While input from
senior management and regulatory requirements are also important, the primary driver should be the most recent and comprehensive risk
assessment. References:

* IIA Standards - 2010: Planning

* [IA Practice Guide - Developing the Risk-based Internal Audit Plan
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According to IIA guidance on fraud investigations, investigative audits require specialized skills such as interviewing, forensic analysis, and
fraud detection. The most important requirement is that at least one team member possesses these competencies. Objectivity (C) does not
require exclusion of the original team unless bias exists. Neither A nor B is mandated by standards. The correct answer is Option D.
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When dealing with the communication of audit results to external parties, the internal auditor must adhere to IIA standards regarding
confidentiality, approval processes, and the appropriate handling of sensitive information.

* [IA Standard 2440 - Disseminating Results:

* This standard outlines that the chief audit executive (CAE) must approve the communication of engagement results to parties outside the
organization. The CAE is responsible for ensuring that the distribution of audit findings is appropriate and does not compromise
confidentiality or integrity.

* Confidentiality and Authorization:

* The internal auditor must protect the confidentiality of the information obtained during the audit.

Sharing this information with external parties, such as an advertising agency, should only occur with proper authorization, typically from the
CAE.

* [IA Code of Ethics - Confidentiality:

* The Code of Ethics requires auditors to respect the value and ownership of information they receive and to not disclose information without
appropriate authority. In this case, if the audit client requests the report to be shared with an external party, the internal auditor must first
obtain approval from the CAE to ensure this disclosure is appropriate.

* Option B (May not communicate results): While confidentiality is crucial, the CAE can authorize the sharing of information with external
parties if it is deemed appropriate.

* Option C (Include instructions for limited distribution): While limiting further distribution is a good practice, the initial sharing still requires the
CAE's approval.

* Option D (Verbal communication only): This restricts the auditor unnecessarily. The key is obtaining proper authorization, not limiting the
form of communication.

Detailed Explanation:Why Not Other Options?Conclusion: Option A is correct as it ensures that the results can be communicated to the
external party with the appropriate approval from the CAE, in line with IIA standards on dissemination and confidentiality.
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To measure the performance related to the quality of audit recommendations, the internal audit activity should focus on whether the audit
findings were relevant and useful to management. This directly assesses the practical impact and value of the audit recommendations,
ensuring that they address significant issues and assist management in improving operations and controls. References: = lIA's Practice
Guide on Measuring Internal Audit Effectiveness and Efficiency.
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Due diligence engagements are crucial when planning an acquisition, as they evaluate the financial, operational, and legal aspects of the
target entity. This ensures informed decision-making and minimizes acquisition risks. Performance engagements (Option A) focus on
efficiency and effectiveness of operations, while system security engagements (Option B) and compliance engagements (Option D) do not
address the comprehensive assessment required for acquisitions. The CIA syllabus emphasizes due diligence as a specialized type of
consulting engagement (Part 2: Section II).
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An The top-down approach to understanding business processes is conducted from a broad organizational perspective, beginning with the
overall objectives and strategic goals of the organization and then drilling down into the specific processes that support these goals. While
this approach ensures alignment with the organization's objectives, it has the greatest risk of overlooking critical processes at the lower
levels, especially those that might be operationally significant but not directly linked to top-level objectives.

[IA References:

* [IA Standard 2010: Planning suggests that internal auditors should understand the organization's business processes in relation to its
objectives. The top-down approach aligns with this but can risk missing important operational details that might be captured through a more
granular (e.g., bottom-up) approach.
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According to IlA guidance, if the internal audit activity does not have sufficient time to complete its usual root cause analysis, the chief audit
executive (CAE) may recommend that management conduct further work to identify the root cause and address the issue. This approach
ensures that the root cause is still identified and addressed without delaying the audit report, maintaining the integrity and usefulness of the
audit findings while leveraging management's resources.

[IA Standards: 2410.A1 - Criteria for Communicating

[IA Practice Guide: Root Cause Analysis
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* Introduction:

* When verifying the validity of activities reported by a grantee, it is essential to gather evidence that the project was executed as intended
and within the defined scope.

* Effective Verification Methods:

* A site visit allows the auditor to observe firsthand the activities and projects funded by the grant, ensuring they align with the grant's
objectives and scope.

* Options Analysis:

* Option A: Visiting the grantee provides direct evidence of the project execution and alignment with the grant scope.
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* Option B: Verifying the final report against the initial budget request ensures financial compliance but does not confirm actual project
activities.

* Option C: Reconciling general ledger accounts verifies financial records but not the execution of activities.

* Option D: Interviewing corporate affairs employees provides insight but not direct evidence of project execution.

* Conclusion:

* The best method to confirm the validity of the activities reported by a grantee is to visit the grantee and assess whether the project
execution aligns with the defined grant scope.

Internal Audit Standards and Practice Guides .
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The chief audit executive (CAE) is responsible for the approval of the engagement objectives and scope.

While the head of customer service and other stakeholders may provide input, it is ultimately the CAE's responsibility to ensure that the
engagement aligns with the internal audit plan and meets the organization's overall objectives. The CAE's approval ensures the
independence and objectivity of the internal audit function.

The Institute of Internal Auditors (IIA) Standard 2010 - Planning

[IA Standard 2200 - Engagement Planning
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Proficiency in internal auditing is not only about technical skills but also involves continuous education and staying updated with the latest
practices and standards in the field.

Option D reflects the commitment to ongoing professional development, ensuring that internal auditors maintain and enhance their
proficiency over time.

The Institute of Internal Auditors (IIA) emphasizes the importance of continuing professional development as a means to ensure auditors
remain competent in their roles
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Trend analysis is the analytics procedure that an internal auditor would use to compare performance information from one quarter to another.
This technique involves analyzing data over a specific period to identify patterns, trends, and changes in performance metrics. Trend
analysis helps auditors understand the direction of key performance indicators and assess whether performance is improving, declining, or
remaining stable.

References:

* The Institute of Internal Auditors (IIA) Standards

* Data Analytics Techniques in Internal Auditing
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* Introduction:

* Assurance engagements require internal auditors to maintain objectivity and avoid conflicts of interest.

* Role of Internal Auditors in Assurance Engagements:

* They must remain independent and not take on roles that could compromise their impartiality.

* Options Analysis:

* Option A: Determining the objectives, scope, and techniques can be part of their role but does not define an assurance engagement
specifically.

* Option B: The CAE obtaining skills or competencies personally is not a standard requirement for assurance engagements.

* Option C: Not assuming management responsibilities is crucial to maintain independence and objectivity during assurance engagements.
* Option D: While maintaining objectivity is important, it is not the distinguishing feature of being assigned to an assurance engagement.

* Conclusion:

* The key requirement indicating an internal auditor was assigned to an assurance engagement is that they must not assume management
responsibilities during the engagement.

Internal Audit Standards and Practice Guides
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According to the International Standards for the Professional Practice of Internal Auditing, the final audit report should be distributed to those
responsible for the functions being audited (audit client management) and to those who oversee or are accountable for the audit function
(executive management). Additionally, the chief audit executive (CAE) can approve distribution to other relevant stakeholders as necessary.
This ensures that all relevant parties are informed and can take appropriate action based on the audit findings. References:

* [IA Standards - 2410: Criteria for Communicating

* [IA Practice Guide - Communication with the Board
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When reviewing the board of directors, internal auditors should consider testing the presence of an independent critical mass. This refers to
the existence of a sufficient number of independent directors who can provide unbiased judgment and oversight. Independence is a
cornerstone of effective governance, ensuring that decisions are made in the best interest of the organization without undue influence from
management.

This attribute is crucial for maintaining the integrity and objectivity of the board's decisions and actions.

[IA's Practice Guide on Assessing Organizational Governance.
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The most likely reason the chief risk officer (CRO) chose the workshop approach is that it allows workshop participants to learn while
contributing ideas toward the objectives. Workshops facilitate an interactive and collaborative environment where participants can share their
insights and experiences. This approach helps in generating innovative solutions and fosters a sense of ownership among participants. It
also enables participants to gain a better understanding of the issues at hand and the potential improvements that can be made. References:
[IA Practice Guide - Facilitation and Collaboration Techniques, COSO Framework on Risk Management
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Comprehensive and Detailed Explanation:

Even though this is an advisory engagement, internal auditors must still evaluate significant control gaps discovered during the engagement
(Standard 2120 - Risk Management). Since a key procurement control is missing, the auditor should not ignore the risk (D). Expanding the
advisory engagement scope (C) would be outside the engagement mandate unless approved. Deferring review to next year's plan (A) delays
needed assurance. The most appropriate step is to perform a root cause analysis and test whether the approved workaround is effective (B).
This ensures that risks are mitigated in the interim until a permanent control is implemented, providing management with actionable
feedback.
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Implementing environmental and social safeguards aligns with the broader organizational goal of achieving sustainable development.
These safeguards ensure that the organization operates in a manner that is environmentally responsible and socially conscious, which is
crucial for long-term sustainability
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If the branch manager decides not to act on a significant risk that was previously acknowledged, the CAE should escalate the issue to the
board. The board has ultimate responsibility for risk management and needs to be informed about significant risks and the decisions made
by management regarding these risks. This ensures transparency and allows the board to take appropriate action if necessary.
References:

* The Institute of Internal Auditors (I1A) Standards

* Risk Management Frameworks and Reporting
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To prevent the situation where discrepancies identified by the auditor are corrected after being noted, it is essential to preserve the audit
evidence. Taking screenshots or extracting tender documents would provide a permanent record of the discrepancies, ensuring that any
subsequent changes do not invalidate the auditor's findings. This practice is crucial for maintaining the integrity of the audit evidence and
supporting the audit conclusions. Option B is related but not as direct as preserving primary evidence. Options C and D do not address the
preservation of evidence effectively.

The llA's International Standards for the Professional Practice of Internal Auditing, Standard 2310 - Identifying Information.
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According to Standard 2240 - Engagement Work Program, work programs must be developed to achieve engagement objectives. The
primary purpose is to guide the audit team in understanding the tasks, procedures, and testing steps necessary to accomplish objectives.
While supervision and communication are secondary benefits, the main reason is to help auditors understand and execute their
responsibilities (Option B).
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The chief audit executive (CAE) should prioritize risks to be used for the audit plan. Although the CAE is not accountable for managing risks,
he is responsible for ensuring that the internal audit activity provides assurance on the effectiveness of the risk management processes. The
CAE must understand the organization's risk landscape and determine which areas require audit attention based on their significance and
potential impact. References: [IA Standard 2010 - Planning, IIA Practice Guide - Coordinating Risk Management and Assurance

Eﬁ:ﬁ: 204

IADHA T VRICENIE BRTREBEZRET S2NBEEAOTLEMERDENTTM?
ABZWISATUOREDERZRELET,

B.BMARI VS —U AV a3 a2y—2 3V ERBRLET,

C.FRNEEXHFICEHIIBITFEHEZRELET,

D.IV7—CH A0 FDERDERIEZHERLETS,

EfE:D(QAAV FEHKT D)

The primary objective of an internal auditor during an exit conference is to ensure that the engagement conclusions are accurate and that the
facts presented in the audit report are correct. This involves discussing the audit findings with the engagement client, clarifying any
misunderstandings, and ensuring that the conclusions are based on accurate and complete information.

[IA References:

* [IA Standard 2440: Disseminating Results emphasizes the importance of accurate and clear communication of audit results. The exit
conference is a key part of this process, ensuring that any discrepancies or concerns are addressed before finalizing the report.

* The Practice Guide on Conducting Exit Conferences highlights the importance of using the exit conference to verify that the auditor's
conclusions are well-founded and that the client understands and agrees with the findings.
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According to IIA guidance, one of the best practices for enhancing the organizational independence of the internal audit activity is for the
chief audit executive (CAE) to meet privately with the board at least annually.

This practice reinforces the independence of the internal audit function by ensuring direct and unfiltered communication with the board.

* Direct Communication: Private meetings with the board allow the CAE to discuss audit findings, concerns, and other important matters
without management ' s influence, thereby preserving the objectivity and independence of the internal audit function.

* Board Support: This direct line of communication helps to secure the board's support for the internal audit activity, which is critical for its
effective functioning.

* Independence: Such meetings underscore the independence of the internal audit activity from management, reinforcing its role in providing
unbiased assurance.

References:

" 1IA Standards for the Professional Practice of Internal Auditing, " which recommends private meetings between the CAE and the board to
support independence .
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Performing an entity-level controls analysis helps the auditor understand the overarching framework of activities and subprocesses within the

O 0w

accounts payable function. This approach provides a high-level view of the control environment and how different processes interrelate and
contribute to the overall control objectives. By understanding the framework, the auditor can identify key controls, assess their design and
implementation, and determine areas of potential risk. This foundational understanding is crucial before delving into more detailed,
transaction-level testing.

Institute of Internal Auditors (l1A), International Standards for the Professional Practice of Internal Auditing (Standards), Standard 2130 -
Control.
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If operational management has not implemented effective actions to address a significant control breach, the most appropriate next step for
the chief audit executive is to discuss the matter with senior management. This step involves escalating the issue to a higher level of
authority to ensure that the risks associated with the control breach are properly understood and addressed. If senior management fails to
take appropriate action, the CAE may then escalate the issue to the board.

[IA Standard 2500: Monitoring Progress

[IA Practice Guide: Auditing Organizational Governance
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When using the balanced scorecard approach to assess the performance of the internal audit activity, a key performance indicator relevant
to the audit client is the percentage of recommendations implemented by the corrective action date. This KPI measures the effectiveness
and impact of the audit activity by tracking how well the audit recommendations are being acted upon within the agreed-upon timeframe. It
reflects the responsiveness and commitment of the organization to address identified issues and improve its control environment, which is
directly relevant to the interests and concerns of the audit clients.

The Institute of Internal Auditors (II1A) Practice Guide: "Measuring Internal Audit Performance" Kaplan, R.S. & Norton, D.P. (1996). "The
Balanced Scorecard: Translating Strategy into Action"
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* Introduction:

* The engagement scope outlines the boundaries of the audit activities, specifying the methods and techniques to be employed during the
engagement.

* Scope Definition:

* The scope includes the areas to be reviewed, the nature and extent of testing, and the specific objectives and criteria to be used.

* Options Analysis:

* Option A: Specifying compliance targets is part of planning but too specific for the overall engagement scope.

* Option B: Detailing the use of both random and judgmental samplings defines the methodology clearly, which is appropriate for the
engagement scope.

&
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* Option C: Considering the probability of significant errors is part of the risk assessment process, not the scope itself.

* Option D: Analyzing wire transfers is a specific audit test rather than a definition of the engagement scope.

* Conclusion:

* Specifying both random and judgmental samplings as part of the engagement scope provides a clear and comprehensive methodology for
the audit, making it the most appropriate choice.

Internal Audit Standards and Practice Guides
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Definition of Management by Objectives (MBO): Management by Objectives is a performance management approach where managers and
employees work together to identify, plan, organize, and communicate objectives. This method involves setting clear, measurable goals with
defined timelines.

Key Benefits:

* Employee Motivation: MBO aligns individual goals with organizational objectives, fostering a sense of ownership and engagement among
employees. By participating in goal-setting, employees are more motivated to achieve these objectives, as they see a direct link between
their efforts and organizational success.

* Performance Measurement: Clear objectives allow for effective performance measurement and provide a basis for performance appraisals
and feedback.

Comparison with Other Options:

* Rapid Changes: Option A is incorrect because MBO is not necessarily best suited for environments with rapid changes, as it relies on
predefined objectives that may quickly become outdated.

* Mechanistic Organizations: Option B is incorrect because MBO is more effective in flexible, dynamic organizations rather than rigid,
mechanistic ones.

* Strategic vs. Operational Goals: Option D is incorrect because MBO does not inherently distinguish between strategic and operational
goals; it focuses on achieving specific measurable objectives.

References:

* MBO helps in increasing employee motivation by involving them in the goal-setting process and aligning their objectives with the
organization's goals, which enhances engagement and performance.
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The organization and content of workpapers should be based on the professional judgment of the internal auditor. Workpapers should
provide sufficient detail to support the audit findings and conclusions but do not need to answer every conceivable question. Standard 2330 -
Documenting Information states that internal auditors must document relevant information to support the conclusions and engagement
results. This allows for flexibility and professional judgment in determining what is necessary and appropriate to include.

Institute of Internal Auditors (lIA), International Standards for the Professional Practice of Internal Auditing (Standards), Standard 2330 -
Documenting Information.
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In this scenario, the most appropriate action for the internal auditor is to verify that the risk highlighted by the previous audit has indeed been
addressed by the new IT system. This involves a detailed examination of the system documentation and possibly testing the controls within
the new system. Once the auditor confirms that the new system adequately addresses the identified risk, they should report this finding to
senior management and close the issue.

This approach ensures that the internal audit activity adheres to the IIA Standards regarding follow-up on audit findings, which requires
auditors to ensure that agreed-upon actions have been implemented effectively.

IIA References:

* IIA Standard 2500: Monitoring Progress mandates that the chief audit executive must establish and maintain a system to monitor the
disposition of results communicated to management. This includes ensuring that the risks identified are appropriately addressed.

* The Practice Advisory 2500.A1-1: Follow-up Process advises that follow-up is a critical part of the audit process, and it is essential to
confirm that management actions address the risks identified during the audit.
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Given these considerations, the correct answer is A. The auditor examines the system documentation of the new system to verify that the
risk has been addressed in the new system, then reports to senior management the closure of the issue.
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* Introduction:

OO0 w >

* When duplicate payments are identified and corrected, the management's response typically addresses the immediate impact or effect of
the issue.

* Types of Action Plans:

* Condition-Based: Addresses the condition or the issue itself.

* Cause-Based: Focuses on the underlying cause of the issue.

* Root Cause-Based: Delves deeper to identify and address the fundamental reason for the issue.

* Effect-Based: Focuses on addressing the consequences or the effects of the issue.

* Options Analysis:

* Option A: A condition-based action plan would involve identifying and rectifying the condition that led to the duplicate payments.

* Option B: A cause-based action plan would address the immediate causes of the duplicate payments.

* Option C: A root cause-based action plan would investigate and mitigate the fundamental reasons behind the duplicate payments.

* Option D: An effect-based action plan addresses the consequences of the duplicate payments, such as recouping the funds, which is what
management did in this scenario.

* Conclusion:

* Management's action in recouping the duplicate payments is an effect-based action plan as it focuses on addressing the impact of the
error.

Internal Audit Standards and Practice Guides .
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Contracts are typically drafted during the development phase of the contracting process. This phase follows the initiation and bidding phases
and involves detailed negotiations and the preparation of formal agreements that outline the terms and conditions of the proposed business
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activity. This ensures that both parties have a clear understanding of their obligations and expectations before the contract is finalized and
executed
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A reasonableness test involves comparing data against logical expectations or constraints to identify anomalies. In this case, the comparison
of warehouse size to inventory levels represents a reasonableness test.

Conducting a fraud investigation (Option B) would require stronger evidence of wrongdoing. Trend analysis (Option C) examines patterns
over time, which is not the auditor's approach here. Option D is irrelevant, as the auditor's actions do not impair objectivity.
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To efficiently gather input from a large, geographically dispersed group, a structured survey with scaled responses (B) is most effective. This
allows for easy comparison and aggregation of results. Options A and C are less efficient due to open-ended responses, while D is too
narrow.
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* A. Increased completeness:Correct. Coordination ensures comprehensive risk identification across diverse categories.

* B. Business managers can identify and assess risks:While true, this is not a primary advantage for internal audit coordination.
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* C. The internal audit activity can rely on management's risk assessment:Internal audit should validate, not solely rely on management's
assessment.

* D. Organizationwide audits are required:Misrepresents the purpose of risk universe coordination.

CIA Exam Syllabus Reference:

Domain II: Risk Management and Control - Risk Universe.
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* A. Vouching vendor invoices to payments made:This verifies payment accuracy but does not confirm whether purchases were authorized.
* B. Sorting invoices by purchase orders and comparing for successive duplicate invoices:This approach focuses on detecting duplicate
invoices, not authorization.

* C. Comparing a random sample of vendor invoices to purchase orders:Correct. This method directly matches invoices to purchase orders,
confirming that purchases were authorized and appropriately documented.

* D. Sorting payments by invoice to detect successive duplicate invoices:Similar to option B, this approach focuses on detecting duplicates
rather than verifying authorization.

CIA Exam Syllabus Reference:

Domain V: Performing Internal Audit Services - Testing for Authorization and Validity.
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According to the International Standards for the Professional Practice of Internal Auditing (Standards) set by the Institute of Internal Auditors
(II1A), internal audit functions are allowed flexibility in including consulting engagements in their annual plans. Standard 2010 - Planning
states that " the chief audit executive must establish a risk-based plan to determine the priorities of the internal audit activity, consistent with
the organization's goals. " This risk-based plan should consider the potential value-add of consulting engagements. Consulting engagements
that are expected to add significant value or align with strategic objectives are often included, but not all requests need to be automatically
included unless they meet these criteria.

Institute of Internal Auditors (l1A), International Standards for the Professional Practice of Internal Auditing (Standards), Standard 2010 -
Planning.
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Given the time constraint and the need for specialized knowledge in financial markets, inviting a guest auditor from one of the organization 's
affiliates who has the required expertise is the most appropriate solution. This approach leverages existing internal resources with the
necessary skills, which can be more efficient and cost- effective than hiring new staff or outsourcing the engagement. Additionally, it
facilitates knowledge sharing and can help build internal audit capacity for future engagements.

The Institute of Internal Auditors (IIA) - Standards for the Professional Practice of Internal Auditing, Standard

1210 - Proficiency
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Integrated Test Facilities (ITF) are the most appropriate choice for simulating transactions for testing in an automated audit tool. ITF involves
embedding fictitious transactions into the normal processing environment of the billing application without the knowledge of operational staff.
This allows the internal auditor to assess transaction processing integrity, validation, and system calculations under real-time conditions.

* Generalized audit software (GAS) is mainly used for data extraction and analysis but does not embed test transactions within live systems.
* Utility software includes tools for system maintenance but is not designed for auditing transactions.

* Audit expert systems provide decision-making support rather than transaction simulation.

Reference:llA Global Technology Audit Guide (GTAG) - Continuous Auditing: Implications for Assurance, Monitoring, and Risk Assessment.
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At the planning stage, auditors must organize and structure their work to ensure all necessary steps are covered. A checklist is the
appropriate tool, as it provides a systematic list of tasks, reduces oversight, and helps manage workload. A control questionnaire (C) is used
for assessing controls, and a fishbone diagram (D) is used for root cause analysis, not task management. Option A is irrelevant to planning
execution.
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* Introduction:

* The independence and objectivity of the internal audit function are paramount, especially when the CAE has had prior involvement in the
area under review.

* Scenario Analysis:

* Option A: Previous consulting assignments may raise concerns but do not inherently impair independence if managed correctly.

* Option B: A historical role in accounting functions is less problematic if sufficient time has passed and there is no ongoing influence.

* Option C: Having been the payroll manager presents a direct conflict of interest, compromising the CAE ' s objectivity.

* Option D: Reviews following consulting assignments are common practice and do not necessarily indicate a conflict.

* Conclusion:

* It is problematic for the CAE to provide assurance over payroll functions if they were previously the payroll manager, as this creates a clear
conflict of interest and threatens audit objectivity.

[IA's International Standards for the Professional Practice of Internal Auditing, Standard 1130: Impairment to Independence or Objectivity.
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Best practices for engagement planning involve setting objectives that align with the business objectives of the audit client. This ensures that
the audit is relevant and provides valuable insights to the organization.

~
k

Planning should also be systematic and documented, ensuring that specific testing procedures and expected outcomes are outlined and
communicated. References: = IIA Standard 2200 - Engagement Planning and IIA Practice Guide: "Planning the Engagement".
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According to IIA Standard 2600: Communicating the Acceptance of Risks, the CAE must inform senior management and the board if
management decides to accept a risk that may exceed the organization's risk appetite. The branch manager's unilateral decision without
consulting senior management constitutes a governance issue. Escalating the matter ensures proper oversight and adherence to the
organization's risk management framework. Options B, C, and D do not fulfill the CAE's responsibility to ensure appropriate communication
and accountability at the senior management level.
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According to the Institute of Internal Auditors (I1A) guidance, internal audit activities can encompass several aspects of evaluating corporate
social responsibility (CSR) programs.

* Consulting on Design and Implementation: Internal auditors can provide valuable insights into the design and implementation of CSR
programs to ensure they are well-structured and aligned with organizational objectives.

* Advising on Governance and Risk Management: Serving as advisors, internal auditors can help in establishing effective governance
structures and identifying and managing risks associated with CSR initiatives.

* Mitigating Risks: By identifying and mitigating risks, internal auditors support the achievement of CSR program objectives, ensuring these
initiatives are both effective and sustainable.

* Reviewing Third Parties: While internal auditors may review third parties for contractual compliance with CSR terms, this activity is more
often part of broader compliance audits rather than a specific focus area for CSR evaluations.

References:

"llA Practice Guide: Auditing Corporate Social Responsibility," which outlines the role of internal auditors in CSR-related activities.
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For a one-person audit function, the primary focus is on ensuring that there is a clear understanding of the audit policies and procedures
without the need for extensive documentation. According to the IIA' s guidance, a memorandum stating the policies and procedures would
suffice for a one-person audit function, providing a concise yet comprehensive outline of the necessary protocols to follow. This approach
ensures that the sole auditor has clear directives while avoiding the administrative burden of maintaining a more extensive manual that might
be necessary for larger audit teams.

The Institute of Internal Auditors (IIA) - Practice Advisory 2040-1: Policies and Procedures
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Ensuring that risks to the timely completion of the engagement are assessed should be performed first during engagement supervision
activities. This initial step is crucial as it sets the foundation for the entire audit process. By identifying and assessing risks early, the audit
supervisor can develop appropriate plans and strategies to mitigate these risks, ensuring that the engagement stays on track and is
completed within the allocated time frame. Addressing this aspect first helps in prioritizing tasks, allocating resources effectively, and
managing any potential obstacles that might delay the audit process.

References:

The Institute of Internal Auditors (IIA) Standards

Internal Audit Engagement Planning and Risk Assessment Procedures
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When estimating the impact of an inherent risk, internal auditors should consider both financial and nonfinancial factors. Financial factors
include direct monetary impacts, while nonfinancial factors may include reputational damage, operational disruptions, and compliance
issues. Considering a broad range of factors provides a comprehensive understanding of the potential impact of the risk, which is essential
for effective risk assessment and management.

Institute of Internal Auditors (IIA) Standards: Performance Standards 2120: Risk Management COSO Enterprise Risk Management (ERM)
Framework: Risk Assessment and Risk Response Components
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During planning, auditors gather information about processes and controls. While management (A) provides oversight and external auditors
(C) focus on financial reporting controls, employees who perform the daily tasks (B) have the most accurate, detailed, and current knowledge
of how processes and controls actually operate. The board (D) provides governance, not operational detail.
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Assessing the effectiveness of management's self-assessment activities in the context of risk management requires a thorough examination
of the processes that management uses to monitor and control risks. The most effective way to evaluate these activities is to observe and
test the control and monitoring procedures in place.

* IIA Standard 2130 - Control:

* This standard highlights the internal audit activity's responsibility to assess whether the organization's controls are adequate to manage
risks. Observing and testing controls directly is the most effective way to determine their operational effectiveness.

* [IA Practice Advisory 2130-1:

* The advisory recommends that internal auditors should focus on the design and effectiveness of control activities. Observing and testing
controls ensures that the auditor can verify whether management's self-assessments accurately reflect the risk environment.

* Effectiveness of Risk Management Processes:
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* To assess the effectiveness of self-assessment, internal auditors need to ensure that the procedures for identifying, assessing, and
monitoring risks are robust. Direct observation and testing provide tangible evidence of how these processes are functioning.

* Option A (Reviewing corporate policies and board minutes): This provides context but does not directly assess the effectiveness of control
procedures.

* Option B (Conducting interviews): Interviews can provide insights but are subjective and may not reflect actual control effectiveness.

* Option C (Researching industry information): This helps in understanding risks but does not assess how well the organization manages
those risks.

Detailed Explanation:Why Not Other Options?Conclusion: Option D is correct as it involves the direct evaluation of the effectiveness of
control and monitoring procedures, aligning with 11A's guidance on assessing risk management processes.
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Per Standard 2030 - Resource Management, the CAE must ensure appropriate resources are available for engagements. While budgets and
IT tools matter, the most critical and challenging resource to allocate is qualified human resources. Skilled auditors with appropriate expertise
are essential to meet objectives, and talent shortages often make this the hardest resource to secure.
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According to Maslow's hierarchy of needs theory, self-fulfillment or self-actualization represents the highest level of human motivation, where
an individual seeks to achieve personal growth, professional development, and realization of their potential. Offering an assignment to a
subordinate to support their professional growth and future advancement aligns with this concept, as it helps the individual achieve a sense
of self-fulfillment.

Reference: Maslow's Hierarchy of Needs Theory
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When documenting findings from a nonstatistical sample, internal auditors should record the factual observations and quantify the results
where possible. In this case, the auditor should document that 17% of the sampled accounts receivable balances exceeded the approved
unsecured credit limit. This provides a clear, quantifiable basis for the finding, which is critical for accurate reporting and for management to
understand the scope of the issue. Documenting this percentage also supports the auditor's conclusions and recommendations for corrective
actions.

The Institute of Internal Auditors (IIA) Practice Guide: Audit Sampling.

[IA Standard 2310 - Identifying Information
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Risk Management Evaluation: During an audit engagement examining the effectiveness of risk management processes, the internal audit
activity should focus on evaluating how the organization manages various types of risks, including fraud risk.

Fraud Risk Management: This involves assessing the organization's mechanisms for identifying, assessing, and responding to fraud risks. It
also includes reviewing the effectiveness of controls in place to prevent and detect fraudulent activities.

[IA Standards: Standard 2120 - Risk Management emphasizes that internal auditors must evaluate the potential for the occurrence of fraud
and how the organization manages fraud risk.

Comprehensive Approach:

* Risk Assessment: Ensuring that the organization conducts thorough risk assessments to identify potential fraud risks.

* Control Environment: Evaluating the control environment to ensure it supports ethical behavior and reduces opportunities for fraud.

* Fraud Prevention and Detection: Reviewing the policies and procedures in place to prevent and detect fraud, including whistleblower
mechanisms and fraud response plans.

References:

* Internal auditors play a crucial role in assessing the adequacy of fraud risk management, which is integral to the overall risk management
process. By evaluating fraud risk management, auditors can provide assurance that the organization is effectively mitigating fraud risks.
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Internal audit activities include evaluating the effectiveness and efficiency of internal controls, and part of this process involves analyzing and
advising on the cost-benefit relationship of control activities.
This function helps ensure that the internal controls in place are not only effective in mitigating risks but are also economically justified
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An internal auditor ' s primary role is to evaluate and improve the effectiveness of risk management, control, and governance processes. To
test the reliability of a customer database, the auditor would focus on identifying potential issues that could affect the accuracy and
completeness of the data. This involves reviewing records, reports, and conducting data analysis to identify anomalies, inconsistencies, or
patterns that suggest problems with the data. This step directly assesses the reliability of the database, which is crucial for ensuring that the
information is accurate and reliable.

Institute of Internal Auditors (II1A) Standards: Performance Standards 2320: Analysis and Evaluation Internal Audit Manual: Data Integrity and
Database Auditing Techniques
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Root cause analysis identifies underlying reasons for control deficiencies or inefficiencies, enabling organizations to address systemic issues
and enhance controls. IIA Practice Guide: Root Cause Analysis (2018) highlights its role in promoting continuous improvement.
Reperformance (Option A) and vouching (Option B) are audit techniques to verify accuracy but do not diagnose systemic issues.
Independent confirmation (Option C) corroborates evidence but does not uncover root causes. Root cause analysis aligns with the CIA Part
2 objective of enhancing organizational efficiency.
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* Understanding the GRI: The Global Reporting Initiative (GRI) provides a comprehensive framework for reporting on sustainability
performance, including social responsibility aspects.

* Framework and Standards: GRI standards are widely used and recognized globally, which helps organizations benchmark their
performance against other entities using the same framework.

* Stakeholder Communication: The GRI framework emphasizes transparency and accountability in reporting, making it an effective tool for
informing stakeholders about an organization's social responsibility performance.

* Comprehensive Coverage: GRI covers various aspects of social responsibility, including economic, environmental, and social impacts,
providing a holistic view of an organization's performance.

References:

The Global Reporting Initiative (GRI) .
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Assigning a junior auditor to a complex part of an audit engagement is often a strategic decision aimed at developing the auditor's skills and
experience. This approach is consistent with the [IA's emphasis on professional development and competency building within the audit team.
* IIA Standard 1210 - Proficiency:

* This standard requires that internal auditors possess the necessary knowledge, skills, and competencies to perform their duties.
Developing these competencies often involves assigning junior auditors to increasingly complex tasks under supervision.

* Professional Development:

* Assigning a junior auditor to a complex task helps them gain valuable experience, enhances their understanding of complex audit
processes, and prepares them for future responsibilities. This aligns with the 1lA's focus on continuous learning and professional
development.

* Supervised Learning:

* Under the guidance of more experienced auditors, junior auditors can learn how to handle complex audit tasks. This on-the-job training is
essential for building proficiency and confidence.

* Option A (Senior auditors unavailable): This might be true, but it's not the best explanation for assigning a complex task to a junior auditor.
* Option C (Tight deadline): While deadlines are important, the focus should be on matching the task with the auditor's development needs.
* Option D (Unable to identify skilled staff): This suggests a lack of planning or resources, which is not the optimal reason for such an
assignment.

Detailed Explanation:Why Not Other Options?

B 241
NEEEANE, FIENBYICEKB SN -BEERECL>THR—FESATVENEINZTAMLELE, BEXIBEXEOBEHZY
DTV L BEERENMNRELTVWAEHFER/RELELE ROVRVIE, COKREERLBEVICHRBALTLETH?


https://www.jpnshiken.com/q/68772-6419316/
https://www.jpnshiken.com/q/68772-6419317/

A/ oY TYoT YRY

B. Y2 JULTURY

C.EEDJRY

D. 7a—TUYTVRDYRY

IEfR: (EffZzRnLET)

Nonsampling risk is the risk that the auditor may reach incorrect conclusions for reasons not related to the sampling process, such as failure
to recognize exceptions or misinterpretation of audit results. In this case, the internal auditor did not notice that some purchase requisitions
were approved by unauthorized persons, which is an oversight unrelated to the sample size or selection process. This is distinct from
sampling risk, which is the risk that the sample selected does not represent the population. References:

* The llA's International Standards for the Professional Practice of Internal Auditing (Standards), Standard 2320 - Analysis and Evaluation.
* The llA's Practice Guide on Audit Sampling.
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Adding invoices to the computer program to assess the reliability and effectiveness of the review process and whether controls work best
describes an internal auditor ' s use of test data. This approach involves introducing test data into the system to evaluate how well the
system processes invoices and whether it effectively identifies and prevents questionable invoices from being processed for payment.

[IA Standards: 1220.A2 - Proficiency and Due Professional Care

[IA Practice Guide: Use of Technology in Auditin
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An internal audit procedures manual typically includes detailed information on the methodologies, tools, and techniques used during audits. It
also outlines the protocols and guidelines for auditors to follow, including their authority and the scope of their work. Clearly defining the
extent of the auditor ' s authority to collect data from management ensures that auditors understand their rights and limitations, which is
essential for carrying out effective and efficient audits.

The Institute of Internal Auditors (IIA), Practice Guide on Developing the Internal Audit Manual

" Internal Auditing: Assurance and Advisory Services " by Urton L. Anderson, Michael J. Head, Sridhar Ramamoorti, Chris A. Bailey, and
David A. Sarens
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When developing the objectives for an assurance engagement in a newly acquired subsidiary, the most critical items to consider are the
organizational strategy, objectives, risks, control framework, and the expectations of stakeholders regarding the audit. This holistic approach
ensures that the internal audit aligns with the broader goals and risk management processes of the organization, providing a comprehensive
evaluation of the subsidiary's operations within the context of the entire entity.

* Organizational Strategy and Objectives: Understanding the overarching goals and strategic direction of the organization helps to align the
audit objectives with business priorities and ensures that the subsidiary's operations are evaluated in the context of their contribution to these
goals.

* Risks: ldentifying and assessing the risks associated with the subsidiary is essential for focusing audit efforts on areas that could
significantly impact the organization. This involves understanding both inherent and residual risks.

* Control Framework: Evaluating the existing control framework within the subsidiary helps determine the adequacy and effectiveness of
controls in mitigating identified risks.

* Stakeholder Expectations: Considering what stakeholders expect from the audit helps in shaping objectives that address key concerns and
provide valuable insights, fostering greater acceptance and implementation of audit recommendations.

This comprehensive approach ensures the audit is relevant, targeted, and capable of adding significant value to the organization by
addressing key risk areas and strategic objectives.

The Institute of Internal Auditors (IIA) Standards

[IA Practice Guide: Formulating and Expressing Internal Audit Opinions
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Non-assurance engagements, such as consulting activities, involve providing advisory services that add value to management without the
auditor expressing a formal opinion or providing assurance on the effectiveness of controls or processes.

* [IA Definition of Non-Assurance (Consulting) Services:

* Non-assurance services, as defined by the IIA, are advisory and related client service activities.

These activities are intended to provide advice and insight into specific issues, such as potential risks in new initiatives, without the internal
audit function expressing an assurance opinion.

* Consulting Engagements:

* In a consulting engagement, the internal audit activity provides information and recommendations to management, allowing them to make
informed decisions. In this case, informing management about potential risks of moving the data warehouse to a cloud server is an advisory
role, typical of a non-assurance engagement.

* [IA Standard 2120 - Risk Management:

* While this standard relates to risk management assurance, in a consulting role, the internal audit activity would inform management of
risks, allowing them to manage these risks proactively.

* Option A (Assessing effects of changes in maintenance strategy): This is more aligned with an assurance engagement where the auditor
evaluates the impact of changes.

* Option C (Ascertaining data center security compliance): This is an assurance activity focused on compliance.

* Option D (Ensuring equipment downtime risks are managed): This implies an assurance role, as it involves verifying compliance with
internal policy.

Detailed Explanation:Why Not Other Options?Conclusion: Option B is correct as it reflects a typical non- assurance engagement where the
internal audit function provides advisory services on risk without providing formal assurance.
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Administering control questionnaires to individuals with primary responsibilities in the process can yield valuable information about processes
and controls. However, one significant drawback is that the information gathered may be limited regarding the actual functionality of the
controls. This approach relies on the respondents ' knowledge and perceptions, which may not accurately reflect the effectiveness of the
controls in practice. Moreover, respondents might not fully understand the auditor's intentions or may provide biased or incomplete
information, thereby limiting the depth of insights into how controls function in real-world scenarios.

[IA Standard 2201: Planning Considerations

[IA Practice Guide: Assessing the Adequacy of Risk Management Processes
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Depreciation methods allocate the cost of an asset over its useful life. Different methods impact the depreciation expense reported each
year.

* Option A: Sum of the years' digits.

* This is an accelerated depreciation method, which results in higher depreciation expense in the early years but not as high as the double-
declining balance method.

* Option B: Declining balance.

* This method also results in higher depreciation expenses in the early years but is less accelerated compared to the double-declining
balance method.

* Option C: Double-declining balance.

* This is the most accelerated method of depreciation among the options listed. It results in the highest depreciation expense in the early
years of the asset ' s life. After the mid-service point of the asset, the double-declining balance method will still produce higher depreciation
expenses compared to other methods.

* Option D: Straight line.

* This method results in equal depreciation expenses each year over the asset ' s useful life, leading to lower depreciation expenses in the
later years compared to accelerated methods.

Reference:

As per accounting principles and guidelines (e.g., GAAP and IFRS), the double-declining balance method is a form of accelerated
depreciation that provides higher depreciation expenses earlier in the life of an asset. This method applies a constant rate of depreciation to
the declining book value of the asset each year, which is why it results in the highest depreciation expense after the mid-service point.
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Understanding Confidentiality: According to the IIA Code of Ethics, internal auditors are required to respect the value and ownership of
information they receive and not disclose information without appropriate authority unless there is a legal or professional obligation to do so.
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Presentation Details: In this scenario, the internal auditor presented sample data derived from audit engagements performed for the
organization. Even though the travel costs were covered by the conference organizers and the trip was approved by the CAE, neither the
CAE nor management was aware of the specific content of the presentation.

Violation of Confidentiality: By disclosing information related to the organization's audit engagements without prior approval from
management or the CAE, the auditor breached the confidentiality principle. The auditor should have sought permission before using and
presenting any material related to the organization's internal operations.

[IA Standards: Standard 1310 - Requirements of the Quality Assurance and Improvement Program - states that internal auditors must
adhere to the lIA's Code of Ethics and Standards. This includes maintaining confidentiality and obtaining necessary approvals before
disclosing any organizational information.

References:

* The principle of confidentiality is clearly violated when information is shared without proper authorization, regardless of the perceived
impact on the organization. The IIA Code of Ethics emphasizes the importance of obtaining appropriate permissions to prevent unauthorized
disclosures.
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To identify a personal conflict-of-interest situation affecting an organization's procurement function, inspecting documents is the most
effective engagement technique. This involves reviewing relevant documentation such as procurement records, conflict of interest
disclosures, vendor contracts, and employee relationships with vendors. This technique provides concrete evidence and can reveal
discrepancies or relationships that suggest a conflict of interest, offering a clear and objective basis for any findings.

The Institute of Internal Auditors (IIA) - Standards for the Professional Practice of Internal Auditing, Standard

2310 - Identifying Information
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Given the urgency and the lack of internal expertise in forensic investigation, the most effective and immediate solution is to outsource the
investigation to independent professional consultants. This approach ensures that the investigation is conducted by individuals with the
necessary skills and experience, thereby maintaining the integrity and quality of the investigation. Training internal staff or recruiting new
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auditors would take time and may not address the immediate need, while declining the engagement would not fulfill the audit committee's
request. References:

* "Internal Auditing: Assurance & Advisory Services" (The Institute of Internal Auditors)

* "Forensic Accounting and Fraud Investigation for Non-Experts" (Howard Silverstone and Michael Sheetz)

B 251

ITEEADY HBOKHT7ITIVT—2a 07 2RGEHELEA—LTOWET BEBEANE, SR TLICEDAEFNHESIEZEZTR ML
T WHEIIGELTREEDT IV EADNHFAIN TS LZHERT IDICRILDV—IEZERTSFETYT, COBMEERT HDITHKILD
DERDSBLENTITH?

Al—T4Y)T4VI+0x7

B. —MHLGEEYI VT

C.IXAN—F YRATLEEELEY,

D. & BRI ER

EfE:B(AA Y FEHKT D)

Generalized audit software (GAS) is designed to assist auditors in performing data analysis and testing the logical controls embedded within
information systems. This type of software can help an IT auditor review access controls by analyzing user permissions, access logs, and
other relevant data to ensure that access is granted according to the principle of least privilege and organizational policies. GAS tools are
versatile and can handle large volumes of data, making them suitable for testing logical controls in an accounting application.

The Institute of Internal Auditors (IIA) - Global Technology Audit Guide (GTAG) 1: Information Technology Controls
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Internal control questionnaires are used to determine whether specific control procedures are in place within an organization. They help
auditors identify the existence and implementation of controls designed to mitigate risks. These questionnaires can provide a preliminary
understanding of the control environment and identify areas that may require further detailed testing.

The Institute of Internal Auditors (I1A) Practice Guide: Using Internal Control Questionnaires to Assess Risk IIA Standard 2130 - Control

BM: 253

FEHFADFHAEDIC ANEEEFIHEBOR IS L UZETORRIZEHT2ERGEEBLOBAICRMAEELZ NADHA T URIZEK
5L NBETEIMARNERILBEULT I3 vERODENTT H,

A EREBERBICHLT, AV FA—ILOBRICEAT IR BEEERTLET,

B. fl{HlDBRE= O XAMAEFITEATHRRLET,

CHRTI—T4V/HhOBRBTIHEDOHERITEEL TS,

D. BN S D -HICEELOBEDABTEZERLET,

EfR: (EfEZzRTLET)


https://www.jpnshiken.com/q/68772-6419328/
https://www.jpnshiken.com/q/68772-6419329/
https://www.jpnshiken.com/q/68772-6419330/

When an internal auditor identifies a major control weakness during a preliminary survey, the appropriate response is to bring it to the
attention of the process owner for resolution. This approach aligns with the standards and guidelines provided by the Institute of Internal
Auditors (l1A), particularly under the International Standards for the Professional Practice of Internal Auditing (Standards).

* [IA Standard 2120 - Risk Management:

* According to Standard 2120, the internal auditor must evaluate the effectiveness of the organization's risk management processes.
Identifying and reporting control weaknesses is a key aspect of this evaluation. By bringing the issue to the attention of the process owner,
the internal auditor ensures that those responsible for managing the process are aware of the risk and can take appropriate corrective
actions.

* [IA Standard 2060 - Reporting to Senior Management and the Board:

* While it might seem logical to report directly to senior management (as option A suggests), the IIA recommends that the process owner be
given the opportunity to address the issue first.

Standard 2060 emphasizes that significant risk exposures and control issues should be reported to senior management and the board, but
only after they have been discussed with the appropriate process owners.

* [IA Standard 2440 - Disseminating Results:

* According to Standard 2440, the communication of audit results should be consistent with the objectives of the audit engagement. It is good
practice to inform the process owner promptly so they can address the issue before the audit report is finalized. This approach helps in
mitigating the risk at an early stage and ensures that the control weaknesses are appropriately managed.

* Ethical Considerations:

* The llA's Code of Ethics requires internal auditors to act with integrity and to ensure that their communications are honest and constructive.
Notifying the process owner immediately reflects a proactive and ethical approach to audit findings. It allows for timely corrective actions and
demonstrates the auditor's commitment to improving the organization's control environment.

* Option A (Issue a final report to senior management): This step is premature at this stage of the audit.

Issuing a final report without allowing the process owner to address the issue could lead to unnecessary escalation and may undermine the
collaborative nature of the audit process.

* Option C (Note the control weakness for discussion during the exit meeting): While discussing the issue during the exit meeting is part of
the process, it is more effective to address the control weakness immediately rather than waiting until the exit meeting, where valuable time
might be lost.

* Option D (Carry out an investigation for disciplinary action): This is beyond the internal auditor's scope unless the situation specifically
warrants an investigation. The focus of the auditor should be on control improvements rather than disciplinary measures, which are typically
managed by HR or legal departments.

Detailed Explanation:Why Not Other Options?
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One of the primary drawbacks of using internal control questionnaires is the risk that management may not provide honest or accurate
answers. This can occur due to a variety of reasons, including a lack of knowledge, intentional deception, or a misunderstanding of the
questions. As a result, the responses may not accurately reflect the true state of the controls, leading to incomplete or misleading audit
conclusions.

The Institute of Internal Auditors (I1A) Practice Guide: Assessing the Adequacy of Risk Management Using ISO 31000 IIA Standard 2310 -
Identifying Information
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An operational audit is the most appropriate type of audit engagement to determine how an organization could be more profitable in the long
term. Operational audits focus on the efficiency and effectiveness of an organization ' s operations, processes, and procedures. They assess
whether resources are being used optimally to achieve business objectives and identify opportunities for cost savings, process
improvements, and enhanced productivity. This type of audit is designed to provide insights and recommendations that can help an
organization improve its profitability over the long term by streamlining operations and eliminating inefficiencies.

The Institute of Internal Auditors (IIA) Practice Guide: Operational Auditing: A Guide for Internal Auditors IIA Standard 2110 - Governance
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Phishing exploits human weaknesses by tricking users into revealing sensitive information. While technical defenses (IDS, firewalls,
hardening) help, the most effective prevention is regular security awareness training that educates employees on recognizing and avoiding
phishing attempts. Therefore, the best preventive measure is Option C.
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The CIA exam emphasizes the importance of aligning performance measures with stakeholder expectations.

A customer-oriented provider should focus not just on internal metrics (time, cost, budget) but on what customers and stakeholders expect in
terms of service levels, reliability, and responsiveness. Option D reflects the best criterion for a customer-driven organization.
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When preparing a detailed risk assessment during engagement planning, the internal auditor should collaborate with the management of the
function being reviewed. Management has the most in-depth knowledge of their business objectives, processes, and the associated risks.
This cooperation ensures that the risk assessment is comprehensive, accurate, and relevant to the specific context of the function under
review.

It also helps in identifying any potential areas of concern that might not be evident to external parties.

[IA Standard 2201: " Planning Considerations "

[IA Practice Guide: " Assessing the Adequacy of Risk Management Processes "
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An internal control questionnaire (ICQ) is best used to assess whether different subsidiaries apply centrally established procurement rules in
the same manner because it helps gather structured responses from different units regarding their compliance with established policies.
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* Receiving mid-level management insight on hiring practices (A) is better suited for interviews or surveys.

* Verifying adherence to approval matrices (B) requires observation and transactional testing rather than a questionnaire.

* Gaining assurance on inventory counts (C) would involve direct observation and reconciliation rather than an 1CQ.
Reference:llA's Practice Guide: Internal Audit and Fraud Risk Management - Use of Questionnaires in Control Assessments.
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One disadvantage of using flowcharts during a risk assessment is that they may not capture serious risks that are not part of the linear
process flow. Flowcharts are excellent tools for visualizing processes and identifying control points within a structured workflow. However,
they might overlook risks that arise from non-linear interactions, external factors, or complex interdependencies that are not easily
represented in a flowchart format. This limitation can result in an incomplete risk assessment if the auditor relies solely on flowcharts without
considering other methods to identify all potential risks.

Institute of Internal Auditors (lIA), Practice Guide - Auditing the Control Environment.
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Per IIA Standard 2020: Communication and Approval, the CAE must inform senior management and the board if the audit plan cannot be
executed as approved due to resource constraints. This allows senior leaders to decide whether to provide additional resources or adjust the
plan. Option A would bypass the necessary approval process. Option C shifts responsibility without addressing the root issue, while Option D
may not adequately resolve resource constraints.
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Standard 2340 - Engagement Supervision requires supervisors to review work performed and provide feedback to ensure sufficiency and
appropriateness. The first step when finding insufficient information is to discuss the issue with the auditor who prepared the workpapers,
clarify what was done, and guide improvements. Training material adjustments may follow later, but the immediate supervisory responsibility
is to resolve the issue directly with the assigned auditor.
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Successful change management requires prompt decision-making and actions, as well as ensuring that changes lead to improvement or
reform. Respecting the traditions of the organization and controlling internal and external communications are important, but not as critical to
the success of change management as the necessity for timely actions and positive outcomes. References:

* [IA Practice Guide - Change Management: Facilitating Organizational Change

* [IA Standards - 2210: Engagement Objectives
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Training new hires on fraud and employee misconduct is a proactive measure that raises awareness and educates employees about the
organization's policies and the consequences of fraudulent behavior.

Such training helps create a culture of integrity and compliance, making employees less likely to engage in or tolerate fraud.
Continuous education and reinforcement of ethical behavior are essential components of an effective fraud prevention strategy
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When internal controls are weak, it is important for the auditor to rely less on the internal controls and instead perform more substantive
testing. Detail testing involves examining a larger number of individual transactions or balances to gather sufficient evidence about the
accuracy and completeness of financial records. This method is appropriate because it does not rely on the effectiveness of internal controls,
which are known to be weak in this scenario. References:

* The llA's Standards and Practice Advisories, specifically focusing on audit procedures and responses to weak internal controls.
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Developing a tracking system to monitor the status of engagement recommendations ensures that the chief audit executive (CAE) can
systematically track the progress and implementation of corrective actions. This approach provides continuous assurance that
recommendations are being acted upon and allows the CAE to identify and address any delays or issues in the implementation process. It is
a proactive strategy that enables regular follow-ups and reporting to senior management, thus maintaining accountability and transparency.
The Institute of Internal Auditors (IIA) - Standards for the Professional Practice of Internal Auditing, Standard

2500 - Monitoring Progress
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The most critical situation for the chief audit executive (CAE) to report to the board is the disagreement with the business unit manager's
initial decision to accept a particular risk, which was only addressed after discussion with senior management. This situation is critical
because it involves a risk that was initially accepted without proper mitigation, which could have significant implications for the organization.
Reporting this to the board ensures that they are aware of potential disagreements regarding risk acceptance and management's approach
to risk mitigation.

[IA Standards: 2060 - Reporting to Senior Management and the Board

[IA Practice Guide: Reporting to the Board and Senior Management
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According to IIA guidance, curiosity is a key attribute that indicates a candidate's ability to probe further when reviewing incidents that have
the appearance of misbehavior. Curiosity drives the auditor to ask deeper questions, seek out underlying causes, and thoroughly investigate
anomalies. While integrity (Option A), flexibility (Option B), and initiative (Option C) are important qualities for an internal auditor, curiosity
specifically relates to the propensity to investigate and uncover the truth behind incidents.

[IA Standard 1200: Proficiency and Due Professional Care.

[IA Practice Guide on Competency Framework for Internal Auditing.
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In internal auditing, evidence must meet certain criteria to support conclusions and recommendations.

According to IlA guidance, evidence should be sufficient, reliable, relevant, and useful. In this scenario, the internal auditor concludes that
additional staff are needed to fully utilize a fraud surveillance system based on an employee's statement. However, the conclusion may lack
sufficient evidence to support it.

* IIA Standard 2310 - Identifying Information:

* This standard requires that internal auditors identify sufficient, reliable, relevant, and useful information to achieve the engagement's
objectives. "Sufficiency" refers to the quantity of evidence necessary to convince an informed person of the validity of the auditor's findings
and recommendations.

* Sufficiency of Evidence:

* The auditor's conclusion about the need for additional staff is based on a single employee's remark, which is not sufficient evidence. The
auditor would need to gather more evidence, such as analyzing workload data, reviewing system logs, or assessing staff capacity, to support
the conclusion fully.

* IlA Practice Advisory 2310-1:

* This advisory emphasizes the need for auditors to obtain enough factual evidence to support their findings. Relying solely on anecdotal
evidence from one employee does not meet the standard for sufficiency.
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* Option B (Reliability): Reliability refers to the accuracy and credibility of the evidence. The employee's statement might be credible but still
insufficient in quantity.

* Option C (Relevancy): The employee's comment is relevant to the issue, but relevancy alone does not make the evidence sufficient.

* Option D (Usefulness): The information could be useful, but it lacks the sufficiency needed to justify the auditor's conclusion.

Detailed Explanation:Why Not Other Options?
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Per Standard 2330 - Documenting Information, workpapers must contain sufficient, reliable, relevant, and useful information to provide
evidence of work performed and support conclusions. They do not all need to result in findings, fraud conclusions, or client approval. The
correct criterion is reasonable evidence of work conducted (Option A).
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If a control is found to be poorly designed during the planning stage, testing its operating effectiveness becomes redundant because even a
well-implemented but poorly designed control will not achieve its intended objectives. The primary focus should be on redesigning the control
to ensure it is effective in mitigating risks. Therefore, the auditor should not have proceeded to test the operational effectiveness of a control
that was already deemed poorly designed.

The Institute of Internal Auditors (II1A), International Standards for the Professional Practice of Internal Auditing (Standards)

"Auditing: A Risk-Based Approach to Conducting a Quality Audit" by Karla M. Johnstone et al.
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Metadata is data about data - it describes the content, context, and structure of information. In big data environments, metadata allows
organizations to classify, label, organize, and make large datasets searchable.

Data security (B) protects information, a business application (C) uses data, and a data owner (D) assigns accountability. Only metadata
enables the required classification and search functionality.
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To address the risk of fraud in the cash receipts process, it is essential to ensure that the accounts payable department reconciles all
purchasing documents (purchase requisitions, purchase orders, packing slips, and invoices) before making payments. This step helps to
detect discrepancies and prevent fraudulent activities, ensuring that payments are made only for legitimate and verified transactions.
References:

* IIA Standards - 1220: Due Professional Care

* [IA Practice Guide - Auditing Accounts Payable: Reducing the Risk of Fraud
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The risk assessment process in planning begins with identifying inherent risks (risks without considering controls). The next logical step is to
identify and map existing controls to those inherent risks to determine whether they mitigate them effectively. Only after this step can residual
risk be assessed. Detecting actual fraud (Option B) is not part of planning. Risk appetite (C) is a management responsibility, not audit's.
Option D occurs later after evaluating controls.
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The Chief Audit Executive (CAE) would be justified in reporting the situation to the organization ' s board if, in the opinion of the CAE, the
level of residual risk assumed by senior management is too high (1). Even though the new process of obtaining written approval by the vice
president of sales addresses the issue, if the CAE believes that the residual risk remains too high, it is their duty to report it to the board. The
cost of implementing a preventive control or the compliance with the new process does not change the responsibility of the CAE to report
significant residual risks to the board.

The Institute of Internal Auditors (IIA) Standard 2600 - Communicating the Acceptance of Risks: " When the chief audit executive believes
that senior management has accepted a level of residual risk that may be unacceptable to the organization, the chief audit executive must
discuss the matter with senior management. If the decision regarding residual risk is not resolved, the chief audit executive must report the
matter to the board for resolution. " IIA Practice Guide on " Communicating Risk Acceptance to the Board "
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According to IlIA guidance, the CAE has the ultimate responsibility for the internal audit activity but may delegate tasks such as reviewing,
approving, and signing engagement reports to qualified internal audit staff.
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This delegation helps in managing workload and leveraging expertise within the team. However, the CAE should still periodically review the
reports to maintain oversight and ensure quality. References: = IIA Standard 2060 - Reporting to Senior Management and the Board, and
Standard 2400 - Communicating Results.
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The planning memorandum serves as a comprehensive blueprint for an audit engagement, outlining the specific steps, procedures, and
strategies that will be employed to carry out the audit. According to IIA guidance, the purpose of this document is to ensure that the audit
team is well-prepared and that the audit process is systematic and thorough.

* Documentation of Audit Steps and Procedures: The primary purpose of a planning memorandum is to detail the steps and procedures that
the audit team will follow. This ensures consistency and clarity throughout the audit process and provides a clear framework for team
members to follow.

Reference: IIA's International Standards for the Professional Practice of Internal Auditing (Standards), Standard 2201 - Planning
Considerations, which states that the internal auditor must develop and document a plan for each engagement, including the engagement's
objectives, scope, timing, and resource allocations.

Preparation and Coordination: It serves as a preparatory document that helps in coordinating the activities of the audit team, ensuring that
everyone is aware of their roles and responsibilities.

Practical Example: If an audit is being conducted on the financial reporting processes, the planning memorandum would include specific
procedures for testing internal controls over financial reporting, timelines for each phase of the audit, and responsibilities assigned to each
team member.

Risk Management: While it includes information on preliminary risks, its main focus is on documenting the audit steps rather than managing
risks or existing measures, which would be covered in other documents or sections of the audit plan.

Clarification: Options B, C, and D may include elements found within broader audit planning, but the planning memorandum specifically
focuses on the procedural roadmap.

Conclusion: The correct answer is A, as the planning memorandum's primary function is to document the audit steps and procedures to be
performed, ensuring a structured and organized approach to the audit engagement.
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The internal audit activity's role in regard to the organization's risk management program includes ensuring that a proper and effective risk
management process is in place. This involves evaluating the risk management processes and providing assurance that risks are identified
and managed effectively. The internal audit activity should not be responsible for managing risks (Option A), but should ensure there is a
systematic process (Option B). Attaining an adequate understanding of key mitigation strategies (Option C) and identifying appropriate
controls (Option D) are part of the audit process, but ensuring the existence of a proper process is the primary responsibility. References: IIA
Standard 2120 - Risk Management
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* |dentifying the Anomaly: The internal auditor has identified a discrepancy in the travel expenses of the department head, who frequently
travels yet reports minimal expenses. This raises a red flag that needs further investigation.

* Understanding the Context: It is important to determine if there are legitimate reasons for the discrepancy, such as special arrangements
made for senior management travel, which could explain the absence of typical travel expenses like hotels, meals, and transportation.

* Appropriate Next Step: Investigating whether there are any special arrangements for senior management travel (Option C) is the most
logical next step. This helps in understanding the context and validating whether the discrepancy is justified or indicative of potential issues
such as fraud or misreporting.

Reference: Internal auditing standards emphasize the need for auditors to understand the environment and context of the organization's
operations when anomalies are detected.

Other Options Considered:

Option A: Making a note for future follow-up is not proactive and delays addressing a potential issue.

Option B: Analyzing supplier trends, while useful, does not directly address the travel expense anomaly.

Option D: Estimating costs based on destinations can provide insights but does not explain potential legitimate arrangements made by the
organization.

Conclusion: Investigating special arrangements regarding senior management travel (Option C) is the most appropriate step to understand
the discrepancy and ensure there are no irregularities.
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Per Standard 2240 - Engagement Work Program, changes to the audit program must be reviewed and approved by the engagement
supervisor to ensure they remain consistent with objectives. Therefore, the correct next step is to refer suggested changes to the supervisor
for approval (Option A).
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Demonstrating due professional care involves using appropriate technology and data analysis techniques to enhance the audit' s
effectiveness and efficiency. These tools help auditors identify anomalies, trends, and potential areas of risk more accurately and timely,
reflecting a higher standard of care in their audit activities.

References:

" Auditing Standards and Guidelines, " which emphasize the importance of using advanced techniques in audit processes.
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Physically inspecting a sample of completed processing cycles for defective products provides direct evidence of the effectiveness of the
quality control process. This method allows the internal auditor to observe firsthand whether defective products are being identified and
removed prior to shipment, ensuring that the process operates as intended. This approach is more reliable than survey results or
management reports, which may be subject to bias or inaccuracies.

The Institute of Internal Auditors (II1A) - Standards for the Professional Practice of Internal Auditing, Standard

2320 - Analysis and Evaluation
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To mitigate the risk that all bank accounts may not be included in the daily reconciliation process, the most effective response is to ensure
that the treasury analyst reviews a daily report generated by the treasury system. This report highlights any bank statements that have not
been uploaded into the accounting system, ensuring that all accounts are accounted for in the reconciliation process. This automated
approach reduces the risk of human error and ensures completeness and accuracy in the reconciliation process.

The Institute of Internal Auditors (IIA) Practice Guide: Auditing the Treasury Function IIA Standard 2130 - Control
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Benchmarking in internal auditing involves comparing the performance or practices of the audited entity against a standard or best practice,
which often involves using information from other organizations or sources as a reference. This process helps identify areas for improvement
and set performance targets. Thus, comparing the collected information with similar information from another source is the correct definition
of benchmarking.

The Institute of Internal Auditors (IIA) Practice Guide: Internal Audit and Organizational Performance IIA Standard 1220 - Due Professional
Care
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When selecting an external service provider, the CAE must ensure that the provider possesses the necessary knowledge, skills, and
competencies relevant to the specific type of work being reviewed. This is best demonstrated by the provider's experience in the relevant
field (Option D). The other options, such as financial interest (Option A), prior relationships (Option B), and compensation (Option C), are
considerations for assessing potential conflicts of interest or independence but are not primary criteria for evaluating technical competency.
[IA Standard 1210: Proficiency.

IIA Practice Guide on External Service Provider Arrangements.
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A due diligence engagement is the most appropriate type of engagement for assessing the maturity and rigor of the organization-wide risk
management process of a target entity that management is considering acquiring. Due diligence involves a comprehensive appraisal of a
business undertaken by a prospective buyer, especially to establish its assets and liabilities and evaluate its commercial potential. It typically
includes evaluating financials, operational processes, and risk management frameworks to ensure informed decision- making about the
acquisition.

The Institute of Internal Auditors (IlA), Practice Guide on Due Diligence

"Mergers and Acquisitions: A Step-by-Step Legal and Practical Guide" by Edwin L. Miller, Jr.
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When conducting a review of an electronic data interchange (EDI) application provided by a third-party service, the internal auditor should
ensure several key aspects to maintain security and compliance:

* Independent Review of Service Provider: Determine whether an independent review of the service provider's operations has been
conducted. This review helps ensure that the service provider meets necessary standards and maintains adequate controls.

* Contractual Clauses: Verify that the service provider's contracts include necessary clauses. These clauses should cover aspects like data
security, confidentiality, compliance with standards, and performance metrics.
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Ensuring encryption keys meet ISO standards and verifying the use of public-switched data networks are important but are more specific
technical controls that might be part of broader reviews. The focus here should be on independent verification and robust contractual
agreements

B : 288

EED ReEBEERERERE NI SLOEREZRL ARBLFET, COFHBOVTHALTLSDEFRDENTT M,

AT F—UA MLER—F

B. Mk 7T B R

C.IVF—YAVMDEE

D. T =T A )R

EfE:C(AAVFEHEKT D)

Per Standard 2340 - Engagement Supervision, engagement supervision includes reviewing and approving work programs, changes, and
results to ensure objectives are met and quality is maintained. This activity is part of supervision (C), not reporting (A), monitoring (B), or risk
assessment (D).
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When there is a deadlock between the internal auditor and management over a significant issue such as access controls, escalating the
issue to senior management is the most effective strategy. This approach ensures that the disagreement is addressed at a higher
organizational level, where a decision can be made that aligns with the organization ' s risk tolerance and priorities. References: = IIA
Standard 2600 - Resolution of Senior Management ' s Acceptance of Risks.
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* Management-by-Objectives (MBO): This method involves setting clear, measurable objectives that employees and management agree on.
It aligns individual performance with organizational goals.

* Inclusive Goal-Setting: When goal-setting is inclusive, involving all team members, it fosters a sense of ownership and commitment to the
goals. This collaboration enhances motivation and accountability.
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* Empirical Evidence: Research and practical experience indicate that MBO is more effective when employees at all levels are involved in the
goal-setting process, as it leads to better performance and job satisfaction.

* [IA Standards and Best Practices: Encouraging participation from all levels aligns with the principles of good governance and effective
management, which are central to the IIA ' s standards and best practices.

References:

Principles of Management-by-Objectives (MBO) .
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The current ratio is a financial metric that measures a company's ability to pay short-term obligations with its current assets. It is calculated
by dividing current assets by current liabilities. This ratio provides insight into the liquidity and short-term debt-paying ability of a company,
making it a key indicator for assessing financial health and stability in the short term.

The Institute of Internal Auditors (IlA), Financial Ratios and Analysis

"Financial Management: Theory & Practice" by Eugene F. Brigham and Michael C. Ehrhardt
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When significant control breaches are identified, IIA Standard 2410: Communicating Results requires auditors to address the issue with

appropriate management immediately. Issuing an interim report ensures the organization takes timely corrective action to mitigate risks and

potential regulatory sanctions. Delaying communication until the final report (options A, B, or D) may increase the risk of noncompliance or

sanctions. Addressing issues promptly reflects adherence to the professional practice standards and helps mitigate harm.
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Comprehensive and Detailed Explanation:

The purpose of an internal control questionnaire (ICQ) is to determine whether required control activities are formally in place. The most
effective way to compile an ICQ is to develop statements reflecting procedure requirements and ask for yes/no responses (A). This ensures
responses can be compared consistently across business units. Open-ended (B) or detailed narrative questions (C) are less efficient and
harder to standardize.

Multiple-choice (D) resembles a test and is not aligned with ICQ's objective. According to CIA exam guidance, ICQs are designed to confirm
the existence and adherence to specified controls. Therefore, Option A is the most suitable.
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To test the theory that shutdowns are due to outdated purchasing requirements, the auditor should compare the parts needed according to
the revised production techniques with the purchase orders generated. This comparison will reveal whether the system has been updated to
reflect changes in production techniques, thereby identifying any discrepancies causing the unavailability of parts.

The practice of matching current production estimates with the materials requirements plan (MRP) aligns with standard audit procedures for
validating the accuracy and relevance of system-generated purchase orders.
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According to lIA guidance, heat maps are tools used in risk assessment that visually represent the severity of risks by plotting them on a
matrix based on their likelihood and impact. Heat maps are flexible and can be adjusted to prioritize either likelihood or impact depending on


https://www.jpnshiken.com/q/68772-6419370/
https://www.jpnshiken.com/q/68772-6419371/
https://www.jpnshiken.com/q/68772-6419372/

the specific context and the organization's risk appetite and tolerance. This recognition that the priority of impact and likelihood can vary
allows for a more nuanced and tailored risk assessment approach.

[IA Practice Guide: Assessing the Risk Management Process

[IA Standard 2120: Risk Management
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The most appropriate course of action for the CAE is to evaluate the robustness and feasibility of the management's action plan to address
the identified weaknesses. The CAE should monitor the implementation progress, key dates, and deliverables to ensure that corrective
actions are on track and will effectively mitigate the risks within the stipulated timeline. References: = IIA Standard 2500 - Monitoring
Progress.
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Management testimony of improper segregation of duties in the cash receipt process can be considered relevant. Relevant evidence directly
relates to the matter being examined, which in this case is the proper segregation of duties in the cash receipt process. Testimony from
management can provide insights and context that are pertinent to understanding and assessing this specific control issue.

[IA Standards: 2310 - Identifying Information

[IA Practice Guide: Evaluating Relevance and Reliability of Evidence
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According to IIA guidance, when the internal audit activity investigates potential ethics violations in a foreign subsidiary, communication of
any internal ethics violations to external parties may occur, but only with appropriate safeguards. This ensures that sensitive information is
protected and that the organization complies with both local and international legal requirements. Cross-cultural differences and local laws
must be considered, but the primary focus is on maintaining appropriate safeguards during communication.

References: IIA Practice Guide - Auditing Ethics Programs, IIA Standard 2440 - Disseminating Results
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To increase the deterrent effect of a code of business conduct, it should include appropriate descriptions of penalties for misconduct and
notifications that violations may lead to criminal prosecution. These elements clearly communicate the serious consequences of unethical
behavior, thus reinforcing the importance of adhering to the code. References: = |IA Practice Guide on " Evaluating Ethics-related Programs
and Activities
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According to IlA guidance, internal auditors should use relevant information obtained during a consulting engagement to inform and enhance
their evaluation of internal controls during related audit engagements.

This is because the knowledge gained from consulting activities can provide valuable insights into the functioning of controls and processes,
which can be applied when assessing their effectiveness in a subsequent audit.

IIA References:

* [IA Standard 1220: Due Professional Care indicates that internal auditors should consider all relevant information available to them when
making judgments and recommendations. This includes information obtained from consulting engagements.

* The llA's Practice Guide on Consulting Engagements advises that while internal auditors must maintain objectivity, they can and should
use knowledge gained from consulting engagements to enhance the value and accuracy of their assurance work.
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The most effective way to identify the HR department ' s risks and controls, especially after recent process changes, is to discuss the
department ' s present strategies and objectives with the head of the HR department.

This approach allows the auditor to gain current and relevant insights directly from the person most knowledgeable about the department's
current operations, risks, and controls. It ensures that the auditor understands the current environment, any new challenges, and the specific

controls in place to mitigate risks.
This method is more comprehensive and current compared to reviewing past reports or generalized organizational frameworks, which might

not reflect recent changes accurately.
The Institute of Internal Auditors (IIA) Standard 2010 - Planning: " The chief audit executive must establish risk-based plans to determine the
priorities of the internal audit activity, consistent with the organization's goals. " IIA Practice Guide on " Engaging with Stakeholders "
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* Preliminary Communication: Preliminary communication to management of the area under review is essential in setting clear expectations
and ensuring transparency regarding the upcoming audit.

* Key Elements to Include:

* Scope of the Engagement: Define what will be covered in the audit to ensure that management understands the focus areas and

objectives.
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* Estimated Time Frame: Provide a timeline for the audit activities, including the start and end dates, to help management plan and allocate
resources accordingly.

* Names of the Auditors: Identify the auditors involved to facilitate communication and coordination with the audit team.

* [IA Guidance: According to the IIA standards, communicating these elements helps in building a cooperative relationship and ensures that
there are no misunderstandings regarding the audit process.

References:

[IA Standard 2201 - Planning Considerations .
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Comprehensive and Detailed Explanation:

Per IIA Standard 1210 - Proficiency, engagements must be performed by auditors with the necessary skills. If resources are not available,
the engagement supervisor cannot unilaterally suspend or reassign staff without CAE input. The appropriate action is to escalate the issue to
the CAE (D), who has authority to adjust the audit plan, bring in external expertise, or reallocate resources. Option A may not be feasible due
to scheduling conflicts. Options B and C prematurely halt the engagement, which undermines assurance delivery. The CAE is responsible for
ensuring resource adequacy (per Standard 2030 - Resource Management). Therefore, the engagement supervisor must seek guidance from
the CAE.
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* A. To provide a status update on a short engagement to management of the area under review and to the audit supervisor:While useful,
this is not the primary purpose of issuing interim reports.

* B. To confirm agreement with preliminary observations and conclusions identified during the engagement:Interim reports are not primarily
for reaching agreement but for prompt communication of actionable items.

* C. To provide those responsible for the area under review with the opportunity to act on certain observations immediately:Correct. Interim
reports are issued when there are observations that require immediate action or management's attention before the final report is issued.

* D. To verify that the corrective actions required by senior management are completed as agreed:

Verifying corrective actions occurs after final recommendations are implemented, not through interim reporting.


https://www.jpnshiken.com/q/68772-6419380/
https://www.jpnshiken.com/q/68772-6419381/

CIA Exam Syllabus Reference:
Domain V: Performing Internal Audit Services - Reporting and Communication.
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Using the market price of the product for internal transfer pricing leads to the best decisions for the organization because it reflects the true
economic value of the goods or services being transferred. This method promotes efficiency and fairness within the divisions.

* Economic Value: Market price reflects the true economic value, ensuring that the internal transactions are conducted at fair and competitive
prices.

* Performance Measurement: It provides a consistent basis for evaluating the performance of different divisions, as they are measured
against external market conditions.

* Resource Allocation: Helps in optimal allocation of resources by ensuring that internal transactions are economically justified and
comparable to external transactions.

References:

" Management Accounting: Principles and Practices, " which discusses the advantages of using market-based transfer pricing .
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Application software tracing and mapping tracks the program logic line by line to detect unauthorized code, errors, or inconsistencies. Utility
software (A) supports system operations, generalized audit software (B) is used for testing data, and audit expert systems (D) assist with
decision-making. For identifying unauthorized code, the best tool is Option C.
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According to IIA guidance, there is no specific frequency mandated for conducting organization-wide risk assessments. Instead, the internal
audit activity should perform risk assessments as necessary to reflect significant changes in the organization ' s business environment, risk
profile, and operations. This flexibility allows the internal audit activity to remain responsive and relevant in a dynamic risk landscape.

IIA References:

* [IA Standard 2010: Planning requires the CAE to establish risk-based plans to determine the priorities of the internal audit activity,
consistent with the organization's goals. The frequency and timing of risk assessments should be adapted to the organization's changing
conditions.

* The IlA Practice Guide on Risk Assessment in Audit Planning emphasizes that risk assessments should be updated as needed, particularly
when there are significant changes in the organization or external environment.
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In a mature control environment with limited internal audit resources, internal auditors should focus their testing on preventive key controls.
Preventive controls are designed to stop errors or irregularities before they occur, making them crucial for maintaining control effectiveness.
Key controls are the most important controls in mitigating risks to an acceptable level. By focusing on these, internal auditors can ensure that
the most critical risks are managed effectively despite limited resources. References:

* The llA's International Standards for the Professional Practice of Internal Auditing (Standards), specifically Standard 2320 - Analysis and
Evaluation.

* The llA's Practice Guide on Assessing the Adequacy of Control Processes.
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Specialized Knowledge: Interrogating a suspected fraudster requires specialized knowledge and skills that go beyond the typical expertise of
internal auditors. This includes understanding interrogation techniques, legal implications, and psychological aspects.

Fraud Specialist: A fraud specialist is trained in conducting investigations, including interrogations, and can provide valuable insights and
evidence in cases of suspected fraud.
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[IA Standards: According to Standard 1210.A2, internal auditors must have sufficient knowledge to evaluate the risk of fraud and the manner
in which it is managed by the organization but are not expected to have the expertise of a person whose primary responsibility is detecting
and investigating fraud.

Collaborative Approach:

* Fraud Investigations: Engaging a fraud specialist ensures that the investigation is conducted thoroughly and professionally, adhering to
legal and ethical standards.

* Support to Internal Audit: The fraud specialist can provide support and guidance to the internal audit activity, enhancing the overall
effectiveness of the fraud investigation.

References:

* Employing a fraud specialist to interrogate a suspected fraudster ensures that the investigation is handled with the necessary expertise and
legal compliance, thereby increasing the chances of uncovering the truth and taking appropriate actions.
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The chief audit executive (CAE) typically performs several activities following an audit engagement, including reporting follow-up activities to
senior management, implementing follow-up procedures to evaluate residual risk, and evaluating the extent of improvements. These
activities are crucial to ensure that audit recommendations are properly addressed and that any residual risks are managed effectively.
However, determining the costs of implementing the recommendations is not typically a responsibility of the CAE. This task is usually
handled by the management of the area being audited, as they have the detailed operational knowledge necessary to accurately estimate
these costs. References:

* The llA's International Standards for the Professional Practice of Internal Auditing (Standards), specifically Standard 2500 - Monitoring
Progress.

* The llA's Practice Guide on Follow-up Processes.
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Although technical specifications, confidentiality, and management approval were in place, the criteria for awarding the tender were not
applied consistently. While economic feasibility was the stated criterion, the final selection was based on newest technology. This
undermines transparency and equal treatment of bidders, key principles of fair procurement. Option D is therefore correct.

B 312

NEEEANE, UAIOEEHGICEMO LT HKEENUBHBFAOW DI DRHF THEFNEETEICERLKEIT TSI LITEBELTLE
T ROEREENDS>H, COBZITHLT HDICHRILBULGLDIEENTITA?

A EMDBHENBELEL—ZFH#HELET,

B. I R TOUBHMADR S v JICEYGEHRAL NL—Z VT EHELET,

C.CORHDMBERE v IEA—T—2a VT 5 LEHBELET,

D. BEENCNODBRIICELICHALT HLEZHELET,

IEff: (EfEZRTLET)

When employees continue to violate segregation-of-duty controls despite previous recommendations, the most effective approach is to
recommend appropriate awareness training. This training can help employees understand the importance of these controls and how to
comply with them, addressing the root cause of the violations. References: = IIA Standard 2130 - Control and IlIA Practice Guide: "Auditing
Segregation of Duties".
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The CAE should discuss the concerns with the finance manager and work together to agree on the engagement objectives. This
collaborative approach ensures that the engagement objectives are aligned with the finance manager's needs and expectations, and it
allows the CAE to provide relevant and tailored assistance regarding the new management system for managing receivables.

[IA Standards: 2010 - Planning

[IA Practice Guide: Consulting Services
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Before developing the audit work program, it is essential to review the contract for evidence of authorization.

This step ensures that the contract is valid and approved by the appropriate parties, forming a critical basis for the compliance audit. By
confirming authorization, the auditor can ascertain that the contract is legitimate and enforceable, and understand its key terms and
conditions, which is necessary for planning and executing the audit effectively. Other steps, such as selecting a sample or assessing risks,
are important but should follow after understanding the contract's validity and scope.

Institute of Internal Auditors (l1A), International Standards for the Professional Practice of Internal Auditing (Standards), Standard 2201 -
Planning Considerations.
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Comprehensive and Detailed Explanation:

Data privacy principles - particularly under GDPR and similar frameworks - emphasize data minimization, purpose limitation, and lawful
processing. Once a customer closes an account and the statutory retention period ends, the organization should destroy personal
information (A) to prevent misuse. Sharing data with affiliates (B) without explicit consent violates purpose limitation. Retaining data for
convenience (C) is not legally justified. Using personal information for external research (D) is only valid if explicit consent was granted, but
this is not described. Thus, the correct approach is Option A - delete data when it is no longer needed or legally required, ensuring
compliance with privacy laws.
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Ensuring the quality of an audit engagement, especially a consulting engagement in a complex area like human resources, requires effective
supervision and quality assurance measures. Peer review during fieldwork is a recognized method for maintaining high-quality audit work.

* lIA Standard 2340 - Engagement Supervision:

* This standard requires that engagements be properly supervised to ensure that objectives are achieved, quality is maintained, and audit
work is consistent with IIA standards. Peer reviews during fieldwork can help identify issues early and improve the overall quality of the audit.
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* Fieldwork Peer Review:

* Quality Assurance: Peer reviews involve having another auditor review the work performed during fieldwork. This process helps identify any
potential issues or improvements in real-time, ensuring that the final work product meets the required standards.

* Continuous Improvement: By incorporating peer reviews, the internal audit activity can ensure that best practices are followed, and any
deviations from the standard audit process are corrected promptly.

* 1IA Practice Advisory 2340-1:

* This advisory recommends peer reviews as a method to ensure quality and to provide feedback to auditors on their work, enhancing the
effectiveness of the engagement.

* Option A (Assign an experienced manager): While supervision is essential, peer reviews provide additional quality checks beyond just
monitoring by a manager.

* Option C (Standardized work program): This ensures consistency but may not be sufficient to ensure quality without additional review
mechanisms.

* Option D (CAE personally supervising): This is not the most efficient use of the CAE's time. Peer review distributes the supervisory load
and adds value through diverse perspectives.

Detailed Explanation:Why Not Other Options?Conclusion: Option B is correct as it aligns with best practices for quality assurance in internal
auditing, particularly in ensuring the effectiveness and efficiency of the engagement through peer reviews during fieldwork.
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Compliance assurance engagements evaluate the organization's adherence to laws, regulations, policies, or procedures. Assessing controls
for consumer privacy aligns with compliance objectives, particularly under data protection regulations such as GDPR or CCPA. Option A
refers to training, not assurance. Option C pertains to operational metrics, while Option D relates to financial reporting, not compliance. The
[IA CIA syllabus identifies compliance engagements as critical for ensuring organizational alignment with external legal and regulatory
expectations (Section Ill: Compliance Audits).
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Plant Assets Cost: For plant assets, which are tangible fixed assets such as buildings and machinery, the cost includes all expenditures
necessary to acquire the asset and prepare it for its intended use. This includes the purchase price and additional costs such as design and
construction.

This aligns with standard accounting practices where costs related to bringing an asset to its operational state are capitalized as part of the
asset's cost.

Intangible Assets Cost: The cost of intangible assets, such as patents and trademarks, typically includes the purchase price and
development costs. However, option B refers to this, but the correct focus for plant assets is emphasized in option A.

Amortization of Intangible Assets: Intangible assets with finite useful lives are subject to amortization, contradicting option C. Those with
indefinite lives are not amortized but tested annually for impairment.

Expense of Developing Plant Assets: Development costs for plant assets are capitalized, not expensed immediately, making option D
incorrect.
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A compliance assurance engagement focuses on evaluating whether an organization is adhering to applicable laws, regulations, policies,
and procedures. Assessing the design adequacy of controls related to consumer privacy and confidentiality is a prime example of such an
engagement, as it ensures that the organization's controls are designed to comply with relevant privacy laws and regulations, thereby
protecting consumer data and maintaining compliance.

The Institute of Internal Auditors (II1A) - Standards for the Professional Practice of Internal Auditing, Standard

2410 - Criteria for Communicating
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Management action plans should include, at a minimum, an owner of the action plan. The owner is responsible for ensuring that the action
plan is implemented and for overseeing the corrective measures. This accountability is crucial for effective follow-up and resolution of audit
findings.
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[IA Standards: 2500 - Monitoring Progress
[IA Practice Guide: Follow-up Process in the Internal Audit Activity
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Root cause-based recommendations are most likely to propose long-term solutions. These recommendations address the underlying causes
of issues rather than just the symptoms. By identifying and addressing the root causes, the solutions implemented are more likely to be
effective in preventing the recurrence of the same or similar issues in the future.

* Root Cause Analysis: This involves a thorough investigation to identify the fundamental reasons for the occurrence of a problem. It goes
beyond immediate symptoms to understand the deeper issues.

* Long-term Solutions: Recommendations based on root cause analysis focus on eliminating the underlying causes, leading to sustainable
improvements and reducing the likelihood of repeat issues.

* Systemic Improvements: Addressing root causes often leads to changes in processes, controls, or organizational practices, resulting in
broader and more lasting benefits.

By focusing on the root cause, the recommendations provide more robust and enduring solutions, contributing to the overall improvement
and resilience of the organization.

The Institute of Internal Auditors (IIA) Standards

[IA Practice Guide: Root Cause Analysis in Internal Auditing

B 322

NHBEEEX BT VI #FERALTASBHKHEZTANLTLEST  ROEDKRET, EEEFX MENDRELEEELANILTIS—
DREZHTETDEHIZ. T TIL A4 XFEOITTLELID,

AGUTLRERLEBEEZMET DL HBISI—FREHAFT,

B. Y VI REENHBISI—FEEZTEH>TVET,

C. A BREENCKREZSIVEAY U TILRERLTBRIFET,

D.UUTIRERLEBEZMET S5& HBINDIIFI—FITHYET,

EfE: (EfEZRRLET)

* A. The sample rate of occurrence plus the precision exceeds the acceptable error rate:Correct. If the sample rate of occurrence (estimated
error rate in the sample) plus the margin of error exceeds the acceptable error rate, it indicates a potential issue. To refine the estimate and
maintain the desired confidence level and precision, the sample size needs to be increased.

* B. The sample rate of occurrence is less than the acceptable error rate:If the sample rate is below the acceptable error rate, there is no
immediate need to adjust the sample size.

* C. The acceptable rate of occurrence less the precision exceeds the sample rate of occurrence:This condition does not imply the need to
increase sample size but rather suggests acceptable results.
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* D. The sample rate of occurrence plus the precision equals the acceptable error rate: This indicates the estimate is at the threshold, but it
does not necessitate increasing the sample size unless more precision is required.

CIA Exam Syllabus Reference:

Domain Il: Risk Management and Control - Sampling and Error Analysis.
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The best description of the organization's procedures in this context is that they represent a cause of the organization's accumulation of large
travel advances. The lack of a requirement for justification for travel advances greater than a specific amount is a procedural gap that directly
contributes to the accumulation of large travel advances. This gap in the procedure is the root cause that leads to the observed condition of
large travel advances accumulating without sufficient oversight or justification.

[IA's International Standards for the Professional Practice of Internal Auditing, Standard 2310 - Identifying Information, and related practice
advisories on root cause analysis in audit observations.

B R: 324

RAEZBDI7AILI—VBET NBEBEAIEEFETOISLEART O LEZRELET KROS5 BEEANE IRNERLEYL
RDRAT YT EENTTM

A BBEDOEBOEREICLELGEMEREZERLET,

B. KFEEEDARZRD

C.ITZELWER)Y—RZRBLFT HFEETI SH=HIC

D. ROA—TJDERIIDONT HREHOEEEFELHELET,

EfE:B(AAV FEHKT D)

If an internal auditor decides to adjust the audit work program during the fieldwork phase of an assurance engagement, the most appropriate
next step is to obtain approval from the engagement supervisor. This ensures that any changes to the scope or procedures are reviewed and
sanctioned by the audit management, maintaining the integrity and alignment of the audit objectives.

[IA Standards: 2240 - Engagement Work Program

[IA Practice Guide: Engagement Planning
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According to the IIA guidance, when reviewing an organizational process, the engagement work test typically focuses on process controls.
This involves evaluating the design and effectiveness of controls in place to mitigate identified risks and ensure the achievement of process
objectives. Assessing process controls helps auditors determine if the controls are operating as intended and are sufficient to manage the
associated risks.

References:

* The Institute of Internal Auditors (I1A) Standards

* Internal Audit Engagement Planning and Execution
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* Introduction:

* The frequency of external assessments for the internal audit activity (IAA) is typically every five years. However, certain circumstances may
necessitate more frequent assessments.

* Reasons for More Frequent Assessments:

* Significant organizational changes or shifts in internal audit leadership can impact the effectiveness and alignment of the internal audit
function with organizational goals.

* Options Analysis:

* Option A: While changes in accounting policies might warrant review, they do not specifically necessitate a more frequent external
assessment.

* Option B: More frequent external assessments cannot substitute for ongoing internal assessments, which are continuous and serve
different purposes.

* Option C: Reciprocal external assessments can be cost-effective but are not a primary reason for increased frequency.

* Option D: Changes in senior management or internal audit leadership can lead to shifts in expectations and commitment to compliance,
thus justifying more frequent external assessments to ensure continued alignment and conformance with standards.

* Conclusion:

* The most appropriate reason for a chief audit executive (CAE) to conduct an external assessment more frequently than five years is when
there is a change in senior management or internal audit leadership, as this may alter expectations and commitment to conformance.
Internal Audit Standards and Practice Guides .
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To determine whether company vehicles are being used for personal purposes, the auditor needs location and route data of the vehicles in
addition to the initial data extracted. This additional information would allow the auditor to track the specific routes and destinations of the
vehicles, making it possible to identify patterns of use that do not align with business purposes, especially during weekends. The location
and route data can help in pinpointing any non-business-related usage of the vehicles, providing evidence of personal use.

[IA Practice Guide: "Auditing Operational Activities"

COSO Internal Control - Integrated Framework
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For an action plan to be effective, it must address the root cause of an observation. The root cause is the underlying reason why a problem
or issue has occurred. By targeting the root cause, the action plan can help prevent the recurrence of the issue and ensure long-term
resolution. Addressing only the condition or the symptoms of the problem may lead to temporary fixes, whereas understanding and resolving
the root cause leads to more sustainable improvements.

Institute of Internal Auditors (l1A), Practice Guide - Root Cause Analysis.
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The chief audit executive should review the latest guidance from the Institute of Internal Auditors (llA) to ensure the internal audit charter
complies with current standards. This approach ensures the charter reflects up- to-date practices and mandatory elements, maintaining the
integrity and effectiveness of the internal audit function.
References:
"International Standards for the Professional Practice of Internal Auditing," which provides mandatory guidance on the internal audit charter.
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* A. ICQs are most useful in more organic, decentralized organizations with specialized departmental or regional characteristics:ICQs are
standard tools and can be used in a variety of organizational structures, not just decentralized ones.

* B. An ICQ can be used effectively either by sending it in advance for management of the area under review to complete or by testing each
procedure and recording the results:Correct. ICQs are versatile tools that can be used for both self-assessment by management and as part
of a detailed audit procedure.

* C. An ICQ is not an efficient tool, as it can only inquire about controls and it does not test them:ICQs can test controls indirectly by
revealing whether they are documented and applied properly.

* D. ICQs are also known as checklist audits and encourage management of the area under review to answer " no " or " yes " more
accurately:ICQs are not limited to a checklist format and their value goes beyond simple yes/no answers.

CIA Exam Syllabus Reference:

Domain V: Performing Internal Audit Services - Tools for Assessing Internal Controls.
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The primary weakness of internal control questionnaires (ICQs) is that the respondents, who are often managers or personnel responsible
for specific areas, may have incentives to indicate that internal controls are in place, even when they might not be effective or fully
operational. This can occur due to a desire to present their department in a positive light, avoid scrutiny, or because of misunderstandings
about what constitutes a control. This bias in responses can lead to inaccurate assessments of the internal control environment.

IIA References:

* [IA Standard 2310: Identifying Information and its accompanying guidance highlight the importance of obtaining accurate, reliable, and
unbiased information when assessing controls. The potential for biased responses in ICQs is a known risk that can undermine the quality of
the audit evidence gathered.

* The Practice Guide on Evaluating Internal Controls notes that while ICQs are useful for gathering information, auditors should be aware of
the limitations and potential biases inherent in this method.
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When management decides not to implement a critical recommendation, especially one related to regulatory compliance and potential
reputational risk, it is essential for the chief audit executive (CAE) to escalate the issue to senior management. This step ensures that
management fully understands the risks involved and can make an informed decision.

* IIA Standard 2600 - Communicating the Acceptance of Risks:

* This standard requires the CAE to communicate to senior management and the board when management has accepted a level of risk that
the CAE believes is unacceptable. The CAE must ensure that the decision-makers are aware of the potential consequences.

* Importance of Escalation:

* By convening a meeting with senior management, the CAE can discuss the risks of non- compliance, including potential regulatory
sanctions and reputational damage. This discussion provides an opportunity for senior management to reassess the decision in light of these
risks.

* IIA Practice Advisory 2600-1:

* The advisory suggests that when significant risks are not being addressed by management, the CAE should communicate these concerns
to higher levels of the organization. This ensures that the risks are not ignored and that appropriate action can be taken.

* Option A (Do nothing): This is not appropriate, as the CAE has a responsibility to escalate significant risks.

* Option B (Contact regulatory agency): This is an extreme step and should not be the first course of action. The issue should be discussed
internally before involving external regulators.

* Option D (Highlight to external auditors): While external auditors might need to be informed, the issue should first be addressed within the
organization.

Detailed Explanation:Why Not Other Options?
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According to the IIA ' s Standards, specifically Standard 1210 - Proficiency, internal auditors must possess the knowledge, skills, and other
competencies needed to perform their individual responsibilities. If the internal audit activity lacks the necessary skill set to conduct a
requested consulting engagement, the most appropriate action for the CAE is to decline the engagement request. This ensures that the
internal audit activity does not compromise the quality and effectiveness of its services.

Reference: IIA Standard 1210 - Proficiency
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The accounting treatment should reflect the actual costs incurred. Training costs are recognized as they are completed, regardless of the
delivery status of the aircraft. For the aircraft production, the costs should be accounted for based on the actual production hours completed
to date. This ensures that the financial records accurately represent the work performed and the expenses incurred. References: = Generally
Accepted Accounting Principles (GAAP) and International Financial Reporting Standards (IFRS) on contract accounting and cost recognition.
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* Introduction:

* Review notes are comments or questions posed by engagement supervisors during the review of workpapers to ensure audit quality and
completeness.

* [IA Guidance on Review Notes:

* According to the IlA, review notes serve as a tool for engagement supervisors to seek additional evidence or clarification.

* Options Analysis:
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* Option A: This is correct as per IlA guidance, once concerns have been addressed, review notes can be cleared from the final
documentation.

* Option B: Management does not typically address review notes; these are internal audit processes.

* Option C: The CAE does not need to initial or sign the review notes, as the engagement supervisor ' s review is sufficient.

* Option D: While review notes must be addressed, they do not necessarily need to be retained after being resolved.

* Conclusion:

* The correct procedure allows for review notes to be cleared once the engagement supervisor's concerns are addressed, streamlining the
documentation process.

[IA's International Professional Practices Framework (IPPF).
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Comprehensive and Detailed Explanation:

When auditors use judgmental (non-statistical) sampling, the results apply only to the items tested and cannot be extrapolated statistically to
the entire population. In this case, auditors tested 60 timesheets and found 3 exceptions. The appropriate conclusion is simply that 5% of the
selected sample was not properly approved (D). Statements about effectiveness percentages (A, B) would require statistical sampling.
Option C is inappropriate because exceptions do not prove flawed design - they may reflect control execution lapses. Per |IA standards,
conclusions must reflect evidence without overgeneralization. Thus, Option D is the most appropriate conclusion.
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When an internal auditor receives a document displaying all the steps of a process and the path taken as transactions flow between each
step, the auditor is most likely to use this document to perform an assessment of the adequacy of process controls. This flowchart or process
map helps the auditor understand the process, identify key control points, and evaluate whether the existing controls are sufficient to mitigate
risks within the process.

[IA Standards: 2201 - Planning the Engagement

[IA Practice Guide: Internal Auditing and Fraud
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According to IlA guidance on due professional care, internal auditors should perform thorough and adequate steps to verify the accuracy and
legitimacy of transactions. When reviewing cash disbursements, it is essential to check the three-way match among the invoice, purchase
order, and receiving report. This ensures that the payment is valid, authorized, and that the goods or services were actually received as
ordered. This step is crucial in preventing and detecting errors and fraud, thereby ensuring that the audit findings are reliable and accurate.
[IA Standard 1220: Due Professional Care

[IA Practice Guide: Auditing Accounts Payable and Disbursements
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According to IIA guidance, the chief audit executive (CAE) should maintain independence and objectivity in their role. While the CAE can
manage and coordinate risk management processes, audit those processes, and be involved in risk oversight committees, they should not
accept management's responsibility for risk management without the board's approval. This ensures that there is no conflict of interest and
maintains the CAE's independence. References:

* [IA Standards - 1110: Organizational Independence

* [IA Practice Advisory - 2060-1: Reporting to Senior Management and the Board
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* Diversion typically involves redirecting resources or assets for personal use, not just having an undisclosed interest.

* Tax evasion involves deliberate falsification of financial information to avoid tax liabilities.

* Skimming is taking cash before it is recorded in the accounting system, usually difficult to detect.

* Disbursement fraud involves creating fictitious invoices or vendors to divert funds.

These definitions are aligned with common fraud schemes outlined in the ACFE (Association of Certified Fraud Examiners) Fraud Tree and
various lIA practice guides.
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According to the CIA study materials, in small audit functions where one person conducts the engagement, a checklist ensures that tasks are
documented and provides a record of completion. This creates a reliable audit trail and supports supervisory review (per Standard 2330 -
Documenting Information).

* Option A does not apply since only one auditor is involved.

* Option B is incorrect because checklists are not primarily for business representatives.

* Option C is incorrect: prior audit results would be found in past reports, not a checklist.

Therefore, the primary benefit in this scenario is retention of an audit trail (Option D).
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The risk-factor approach involves developing a list of internal and external risk considerations, creating a scale to assess each risk, and
allocating the relative importance of each risk. This approach allows the auditor to systematically evaluate risks based on predefined criteria
and weightings, ensuring a comprehensive risk assessment across the organization's processes.

References:

* The Institute of Internal Auditors (IIA) Standards

* Risk Assessment Methodologies in Internal Auditing
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The statement that the risk management process supports internal audit by evaluating whether critical controls are adequate and effective is
true. The risk management process provides a framework for identifying, assessing, and managing risks, and internal audit uses this
information to evaluate the adequacy and effectiveness of controls in place to mitigate those risks. This support helps internal audit focus on
areas of high risk and ensure that controls are functioning as intended.

[IA Standards: 2120 - Risk Management

[IA Practice Guide: Assessing the Adequacy of Risk Management Processes
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A risk that is deemed "unacceptable" to the organization is one where the residual risk (the remaining risk after controls are applied) exceeds
the organization's risk tolerance level. This means that despite controls in place, the level of risk remains higher than what the organization is
willing to accept. Identifying such risks is critical for ensuring appropriate management action to mitigate them further. References:
* The llA's Practice Guide on Risk Management.
* COSO's Enterprise Risk Management - Integrating with Strategy and Performance.
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According to the Institute of Internal Auditors (IIA) guidance, organizations have the most influence over the

"opportunity" aspect of the fraud triangle. The fraud triangle consists of three elements: pressure, opportunity, and rationalization. While
pressure and rationalization are largely influenced by personal and external factors beyond the organization's direct control, opportunity
refers to the circumstances that allow fraud to occur, which can be directly managed and controlled by the organization through internal
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controls, policies, and procedures. References: = llA's "Managing the Business Risk of Fraud: A Practical Guide" and the IIA's Practice
Guide on "Internal Audit's Role in Preventing and Detecting Fraud".
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The data extracted by the internal auditor includes human resources data with employment conditions, payroll data, and entrance logs. With
this information, the auditor can identify employees who are getting paid even though their employment has expired. By comparing the
employment conditions and expiration dates in the HR data with the payroll data, the auditor can detect discrepancies where individuals
continue to receive payments beyond their employment period. Entrance logs can help corroborate these findings by showing the lack of
physical presence of these employees, further supporting the identification of ghost employees who no longer work for the organization but
still appear on the payroll.

[IA Practice Guide: " Auditing Employee Benefits "

COSO Internal Control - Integrated Framework
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To ensure that the company is not taking any unwanted credit risks, the internal auditor should test controls that ensure construction orders
are initiated only after the second invoice, which represents 70% of the payment, is paid. This control is critical because it minimizes the
financial risk to the company by ensuring that a significant portion of the payment is received before the majority of the work is undertaken.
This practice helps protect the company from potential non-payment issues and reduces the financial exposure associated with the project.
COSO Framework

The Institute of Internal Auditors (IIA) Standard 2130: Control
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Consulting engagements involve advisory and value-adding activities requested by management, as outlined in IIA Standard 1000. Helping
design the risk management program aligns with this definition, as it supports management's efforts without direct assurance. Options A, C,
and D are assurance engagements, as they involve evaluations of process effectiveness or control adequacy. The CIA Part 2 syllabus
emphasizes the importance of distinguishing between assurance and consulting engagements (Section Il: Types of Engagements).
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