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1 BRIEFING 
 

This assignment consisted of 20 multiple-choice questions which you had to answer on a 
mark-reading sheet. The assignment was marked electronically and you should have 
received a report on the mark that you received for the assignment. We would now like to 
provide the correct answers to the various questions. 

 
The mark you received for this assignment will contribute towards your year mark, and 
your year mark will contribute 10% towards your final mark for this module.  

 
We trust that you found this assignment interesting and challenging. We hope that you are 
looking forward to learning more about the practice of internal auditing in this module. 

 
Lecturer: AUI3702 

2 KEY TO ASSIGNMENT 01/2015 (FIRST SEMESTER) 
 

Question Correct answer Study guide reference 

1.1 1 4.1 

Vouching entails verifying recorded amounts by examining the underlying documents from 

the final documents to the original documents. The engagement objective of working 

backwards is to provide information that recorded amounts reflect valid transactions. 

Vouching supports the existence or occurrence assertion. Vouching is irrelevant to the 

completeness assertion, because the existence of records of some transactions does not 

prove that all transactions were recorded. 

Question Correct answer Study guide reference 

1.2 4 1.2 

According to the definition of internal auditing, “Internal auditing is an independent, 

objective assurance and consulting activity designed to add value and improve an 

organisation’s operations. It helps an organisation accomplish its objectives by bringing a 

systematic, disciplined approach to evaluating and improving the effectiveness of risk 

management, control and governance.” 

Answer 1 is incorrect. Reducing external audit fees may be a direct result of internal audit 

work, but is not a reason for staffing an internal audit activity. Answer 2 is incorrect. The 

primary role of internal auditing includes, but is not limited to, assessing the efficiency of 

operations. Answer 3 is incorrect. Internal auditors serve management as well as the 

Board. 
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Question Correct answer Study guide reference 

1.3 1 1.1 

Rule of Conduct 2.3 under the objectivity principle states, “Internal Auditors shall disclose 

all material facts known to them that, if not disclosed, may distort the reporting of activities 

under review.” 

Question Correct answer Study guide reference 

1.4 1 1.2 

Observations and recommendations are based on the following attributes. Criteria are the 

standards, measures or expectations used in making an evaluation and/or verification (the 

correct state). Condition is defined as the factual evidence that the internal auditor found in 

the course of the examination (the current state). The cause is the reason for the 

difference between the expected and actual conditions. The effect is the risk or exposure 

the organisation and/or others encounter because the condition is not consistent with the 

criteria (the impact of the difference) (PA2410-1). Thus, a recommendation address the 

cause attribute because it states the necessary corrective action.  

Answer 2 is incorrect. The condition attribute simply describes “what is” to serve as a basis 

for comparison with given criteria. Answer 3 is incorrect. Criteria describe “what should be” 

and are compared with the statement of condition. Answer 4 is incorrect. The effect 

attribute addresses the importance of an observation. 

Question Correct answer Study guide reference 

1.5 4 3.1 

The best information about the collectability (valuation) of notes receivable lies in actual 

cash collections. Non-payment or late payment may bear unfavourably on the possibility of 

collection. An internal auditor normally sends positive confirmations to the makers and 

holders and inspects the notes to verify the maturity dates and other terms. 

Answer 1 is incorrect. Confirmation establishes existence not collectability. Answer 2 is 

incorrect. Inspection helps verify the validity (not collectability) of the notes. Answer 3 is 

incorrect. Reconciliation merely tests bookkeeping procedures.  

Question Correct answer Study guide reference 

1.6 2 1.1 

Independence and objectivity may be impaired if assurance services are provided within 1 
year after a formal consulting engagement. Steps can be taken to minimise the effects of 
impairment by assigning different auditors to perform each of the services, establishing 
independent management and supervision, defining separate accountability for the results 
of the projects, and disclosing the presumed impairment. 
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Question Correct answer Study guide reference 

1.7 1 4.2 

The population is the group of items about which an auditor wants to draw conclusions. 

Answer 2 is incorrect. The attribute of interest is the characteristic of the population the 

auditor wants to estimate. Answer 3 is incorrect. The sample is a subset of the population 

used to estimate the characteristic. Answer 4 is incorrect. A sampling unit is the item that 

is actually selected for examination. It is a subset of population.  

Question Correct answer Study guide reference 

1.8 2 4.2 

In an attribute test, the expected deviation rate is directly related to sample size. If it is 

decreased, sample size will increase.  

Answer 1 is incorrect. Increasing the expected error rate increases the sample size. 

Answer 3 is incorrect. Doubling the variability of the population will cause the sample to 

more than double. Answer 4 is incorrect. Sampling risk increases as sample size 

increases.  

Question Correct answer Study guide reference 

1.9 4 4.2 

Monetary-unit sampling, also called probability-proportional-to-size-sampling, results in the 

selection of every nth monetary unit. Thus, a 1000 monetary unit item is 1000 times more 

likely to be selected than a 1 monetary unit item. The probability of selection of a sampled 

item is directly proportional to the size of the item.  

Answer 1 is incorrect. Each monetary unit but not each invoice has an equal probability of 

being selected unless all invoices are for the same amount. Answer 2 is incorrect. It is 

possible for two or more monetary units to be selected from the same item; for example a 

4500 item will represented by four monetary units if every 1000th monetary unit is selected. 

Answer 3 is incorrect. The probability of selection can be calculated using the monetary 

value of the item and the monetary value of the population.  

Question Correct answer Study guide reference 

1.10 4 4.1 

By comparing the rate of return achieved with the budget for international operations for 

the last several time periods, the internal auditor can determine the variances from budget 

and determine the adequacy of the return on the investment. 
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Question Correct answer Study guide reference 

1.11 3 2.1 

A less mature governance system will emphasise the requirements for compliance with 

policies, procedures, plans, law, regulations and contracts. It will also address the basic 

risks to the organisation. Thus, the internal audit activity will provide advice about such 

matters. As the governance process becomes more structured, the internal audit activity’s 

emphasis will shift to optimising the governance structures and practices.  

Answer 1 is incorrect. Internal auditors impair their objectivity by designing processes. 

However, evaluating the design and effectiveness of specific processes is a typical internal 

audit role. Answer 2 is incorrect. Playing a consulting role in optimising governance 

practices and structure is typical of a more structured internal auditing governance maturity 

model. The emphasis shifts to considering best practices and adapting them to the specific 

organisation. Answer 4 is incorrect. Evaluating the effectiveness of specific governance 

processes is typical of a more structured internal auditing governance maturity model.  

Question Correct answer Study guide reference 

1.12 1 2.2 

Preventative controls are actions taken prior to the occurrence of transactions with the 

intention of stopping events with negative effects from occurring. Use of an approved 

vendor list is a control to prevent the use of unacceptable suppliers. Answer 2 is incorrect. 

A detective control identifies errors after they have occurred. Answer 3 is incorrect. 

Corrective controls correct the problems identified by detective controls. Answer 4 is 

incorrect. Monitoring controls are designed to ensure the quality of the controls system’s 

performance over time.   

Question Correct answer Study guide reference 

1.13 4 2.2 

Inherent risk is the risk when management has not taken action to reduce the impact or 

likelihood of an adverse event. Thus, it is risk in the absence of a risk response.  

Answer 1 is incorrect. A risk event is a potential event that will affect the entity adversely. 

Answer 2 is incorrect. A risk response is an action taken to reduce the impact or likelihood 

of an adverse event, including a control activity. Risk response risk is a nonsense term. 

Answer 3 is incorrect. The risk after management takes action to reduce the impact or 

likelihood of an adverse event in responding to risk is residual risk. 
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Question Correct answer Study guide reference 

1.14 1 3.1 

 Supervisory review at the originating department is one means of control over the number 

of items ordered. This control is an example of the segregation of duties. Authorisation 

should be separate from record keeping and asset custody.  

Answer 2 is incorrect. Automatic reordering does not consider future plans, which could 

lead to purchases of excess material. Answer 3 is incorrect. Review of the purchase order 

before receiving a new shipment is a control for the risk of accepting unordered goods. 

Answer 4 is incorrect. A policy requiring agreement of the receiving report and packing slip 

before storage of new receipts is a control over the risk of receiving an amount less than 

that ordered.  

Question Correct answer Study guide reference 

1.15 4 3.1 

Physical safeguarding of assets is enacted through the use of preventative controls that 

reduce the likelihood of theft or other loss. Keeping the vehicles at a secure location and 

restricting access establishes accountability by the custodian and allows for proper 

authorisation of their use. 

Answer 1 is incorrect. Insurance provides for indemnification if loss or theft occurs. It thus 

reduces financial exposure but does not prevent the actual loss or theft. Answer 2 is 

incorrect. An internal control designed to ensure control over repair work performed has no 

bearing on the risk of loss. Answer 3 is incorrect. Taking an inventory is a detective, not a 

preventative, control.  

Question Correct answer Study guide reference 

1.16 1 3.1 

The risk of favouritism is increased when buyers have long-term relationships with specific 

vendors. Periodic rotation of buyer assignments will limit the opportunity to show 

favouritism. This risk is also reduced if buyers are required to take vacations.  

Answer 2 is incorrect. Confirmation does not enable internal auditors to detect 

inappropriate benefits received by purchasing agents or deter long-term relationships. 

Answer 3 is incorrect. Value-per-unit-of-cost reviews could be helpful in ensuring a certain 

level of value received for price paid but do not directly focus on receipt of inappropriate 

benefits by purchasing agents. Answer 4 is incorrect. Review of records every 6 months 

does not enable the organisation to detect receipt of inappropriate benefits by an agent or 

deter relationships that could lead to such activity.  
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Question Correct answer Study guide reference 

1.17 3 4.1 

Engagement objectives are broad statements developed by internal auditors that define 

intended engagement accomplishments. Procedures are the means to reach conclusions 

related to the objectives. Evaluating whether cash receipts are adequately safeguarded is 

an objective because it states what the engagement is to accomplish.  

Answer 2 is incorrect. Observation is a procedure. Answer 3 is incorrect. Analysis is a 

procedure. Answer 4 is incorrect. Recalculation is a procedure.  

Question Correct answer Study guide reference 

1.18 2 3.2 

Unauthorised access to money transfer activities or data is an inherent and unique risk of 

EFT systems. An unauthorised person may attempt to read, alter or delete information in 

data files or to enter authorised fund transfers. Hence, in the financial services industry, 

protection of confidential customer transactions is extremely important. Moreover, 

unauthorised transfers subject a financial institution to a direct risk or serious loss.  

Answer 1 is incorrect. An improper change control procedure is a risk common to all 

information technology environments. The risk is not higher for EFT than for other 

systems.  Answer 3 is incorrect. Insufficient online edit checks is a risk common to all 

information technology environments. This risk is not higher for EFT than for other 

systems. Answer 4 is incorrect. Inadequate backups and disaster recovery procedures is a 

risk common to all information technology environments. This risk is not higher for EFT 

than for other systems.  

Question Correct answer Study guide reference 

1.19 2 1.2 

Guiding the ethical conduct of internal auditors is the purpose of the Code of Ethics, not 

the Standards.  

Answer 1 is incorrect. Establishing the basis for the evaluation of internal audit 

performance is one of the IIA’s stated purposes of the Standards. Answer 3 is incorrect. 

Delineating basic principles that represent the practice of internal auditing is one of the 

IIA’s stated purposes of the Standards. Answer 4 is incorrect. Fostering improved 

organisational processes is one of the IIA’s stated purposes of the Standards.   
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Question Correct answer Study guide reference 

1.20 3 3.1 

To verify real property costs, the best method of obtaining information is to examine 

records. Records originating outside the engagement client, such as original invoices, are 

much more reliable than internal documents or engagement client testimony. Also, these 

invoices support actual accounting record entries.  

Answer 1 is incorrect. An inspection confirms that the improvements were made, not their 

cost. Answer 2 is incorrect. Records or documents generated internally are less reliable 

than those produced externally. Answer 4 is incorrect. A comparison of billed amounts with 

contract estimates measures the reasonableness of costs but is less persuasive than 

original invoices supporting entries into the accounting records.  
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