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Day 1 Morning Session 
Agenda

• Establish learning objectives
• Understand the definition of Internal Audit –

IIA 
• International Attribute Standards for the 

Professional Practice of Internal Audit 
• Purpose, Mandate and Responsibility(Authority) 

– Internal Audit Charter (1000)
• Understand Independence and objectivity (IIA 

Standard1100)
• Code of Ethics
• Value to stakeholders



Definition of Internal Audit

Internal auditing is an independent, objective assurance and consulting activity

designed to add value and improve an organization's operations. It helps an

organization accomplish its objectives by bringing a systematic, disciplined approach

to evaluate and improve the effectiveness of risk management, control, and

governance processes
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Assurance vs Consulting

1000.A1 – The nature of assurance services provided to the 
organization must be defined in the internal audit charter

If assurances are to be provided to parties outside the 
organization, the nature of these assurances must also be 
defined in the internal audit charter. 

1000.C1 – The nature of consulting services must be defined 
in the internal audit charter. 



The IPPF Framework and 
Standards

Organizes authoritative guidance promulgated by The IIA

Attribute Standards
Address the characteristics of organizations and parties performing 
internal audit activities.

Performance Standards
Describe the nature of internal audit activities and provide criteria 
against which the performance of these services can be evaluated



1000- Purpose, Authority and 
Authority

▪ Purpose, Authority and Responsibility must be defined in an Internal 

Audit Charter

▪ The Internal Audit Charter must contain the key elements of the IPPF 

framework

▪ The chief audit executive must periodically review the internal audit 

charter and present it to management and the board for approval.



Internal Audit Charter

The internal audit charter is a formal document

• 1010- Must recognize the definition of internal audit, code of ethics and standards

• defines the internal audit activity's purpose, authority, and responsibility.

• 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, org structure etc;

• authorizes access to records, personnel, and physical properties relevant to

the performance of engagements;

• defines the scope of internal audit activities. Final approval of the internal

audit charter resides with the board.



Audit Committee Charter

• Lays out the organization principles and purpose of the audit committee

• Should be customised to address specific laws and regulations of the environment 

on which the organization operates eg CBK prudential guidelines, CMA code of 

corporate governance for issuers, generally accepted good practices etc

• Addresses the committee’s mandate and responsibilities including oversight over 

internal and external audit.

• Lays done procedures for composition and membership as well as office terms.

• Provides guidelines on operations including the need for a workplan, frequency 

of meetings, setting the agenda, invitations to committee meetings, minutes, 

education for members etc.



Audit Committee Charter

Sample audit committee charter :https://www.iia.org.uk/resources/audit-

committees/model-audit-committee-

charter/#:~:text=The%20model%20audit%20committee%20charter,that%20exist%

20in%20every%20jurisdiction.



Independence and Objectivity

1100- The internal audit activity must be independent, and internal 
auditors must be objective in performing their work.

Independence –
• freedom from conditions that threaten the ability of the internal audit 

activity to carry out internal audit responsibilities in an unbiased 
manner.

• To achieve the degree of independence necessary to effectively carry out 
the responsibilities of the internal audit activity, the chief audit executive 
has direct and unrestricted access to senior management and the board. 

• This can be achieved through a dual-reporting relationship. Threats to 
independence must be managed at the individual auditor, engagement, 
functional, and organizational levels.



Independence and Objectivity

Organizational Independence

Matrix reporting structure
- Solid reporting line to the board
- Dotted reporting line to the Executive
- There may be 2 solid reporting lines for multinationals
- CAE must be cognizant of local laws and regulations and manage

politics within the multinational context



Independence and Objectivity

1110 – Organizational Independence
• CAE must report to a level within the organization that allows the

internal audit activity to fulfil its responsibilities.
• CAE must confirm to the board, at least annually, the

organizational independence of the internal audit activity
1110.A1 – The internal audit activity must be free from interference
in determining the scope of internal auditing, performing work, and
communicating results.
1111 – Direct Interaction with the Board
The chief audit executive must communicate and interact directly
with the board.



Independence and Objectivity

• Functional Reporting vs Administrative reporting
Functional (strategic direction, oversight, reinforcement) – involves the board through the 
Audit Committee
• Approving the internal audit charter;
• Approving the risk based internal audit plan;
• Approving the internal audit budget and resource plan; 
• Receiving communications from the chief audit executive on the internal audit activity’s 

performance relative to its plan and other matters;
• Approving decisions regarding the appointment and removal of the chief audit executive; 
• Approving the remuneration of the chief audit executive; and 
• Making appropriate inquiries of management and the chief audit executive to determine 

whether there are inappropriate scope or resource limitations.
Administrative –expense approvals, Leave approvals, allocation of floor space and 
equipment, human resource administration, budget administration and management 
accounting.

Reporting relationships that impede independence considered scope limitation. Must be 
reported to Board



Independence and Objectivity

1120 – Individual Objectivity

Internal auditors must have an impartial, unbiased attitude and avoid any conflict 
of interest.

Objectivity –

• An unbiased mental attitude that allows internal auditors to perform 

engagements in such a manner that they believe in their work product and that 

no quality compromises are made.

• Objectivity requires that internal auditors do not subordinate their judgment 

on audit matters to others. 

• Threats to objectivity must be managed at the individual auditor, engagement, 

functional, and organizational levels



Threats to Independence and 
Objectivity

❑ Internal
• Self interest
• Self review
• Advocacy
• Familiarity
• Cognitive bias
• Cultural, racial, gender (common with multinationals)

❑ External
• Intimidation (actual or perceived)
• Scope limitation due to reporting structure or other factors



Threats to Independence

• Research by ACCA global (more than 500 CAEs) shows that 55% were
pressured to omit or modify and audit finding more than once.
• 49% report being instructed not to perform audit work in a high-risk

area, usually by an executive in the organisation

• Nearly 32% report being directed to work in low-risk areas so that an
executive could investigate or retaliate against another individual

• CAEs with impeccable service records in both the private and public
sector lost their jobs or were encouraged to take other positions or
early retirement for challenging management on political issues

• Source: https://www.accaglobal.com/ca/en/member/discover/cpd-
articles/audit-assurance/threats-to-audit-objectivity.html



Managing Threats to 
Independence

• Managing relationships
• Effective communication – Clear understanding of the business and its

objectives, understanding risks that would affect achievement of
objectives, establishing and maintaining channels of communication with
management and members of the audit committee.

• Business acumen – auditors must demonstrate that they have a sound
understanding of the business

• Professional competence
• Accurate analysis and conclusions
• Understanding the root causes and impact of audit findings on the

business
• Management feedback

• Emotional intelligence
• The auditor must be able to distinguish undue influence and

professional disagreement (can agree to disagree)
• Assertive as opposed to aggressive.



Managing Threats to Independence
What happens if its not possible?

• 1130 – Impairment to Independence or Objectivity- If independence or
objectivity is impaired in fact or appearance, the details of the impairment
must be disclosed to appropriate parties. The nature of the disclosure will
depend upon the impairment.

• Impairment to organizational independence and individual objectivity may
include, but is not limited to
• personal conflict of interest
• scope limitations,
• restrictions on access to records, personnel, and properties, and resource

limitations, such as funding.
• The determination of appropriate parties to which the details of an

impairment to independence or objectivity must be disclosed is dependent
upon the expectations of the internal audit activity’s and the chief audit
executive’s responsibilities to senior management and the board as described
in the internal audit charter, as well as the nature of the impairment



Code of Ethics 
Handling Professional Dilemmas

• The Code of Ethics of The Institute of Internal Auditors (IIA) are Principles relevant
to the profession and practice of internal auditing, and Rules of Conduct that describe
behaviour expected of internal auditors. The Code of Ethics applies to both parties
and entities that provide internal audit services. The purpose of the Code of Ethics is
to promote an ethical culture in the global profession of internal auditing.

• Rules of Conduct that describe behaviour norms expected of internal auditors. These
rules are an aid to interpreting the Principles into practical applications and are
intended to guide the ethical conduct of internal auditors

2000 – Managing the Internal Audit Activity
The chief audit executive must effectively manage the internal audit activity to ensure it
adds value to the organization
• The individuals who are part of the internal audit activity demonstrate conformance

with the Code of Ethics and the Standards

1320 – Monitoring adherence to the code is part of the Quality Assurance Program



Code of Ethics 

1.Integrity
The integrity of internal auditors establishes trust and thus provides the basis for reliance 
on their judgment.

2.Objectivity
Internal auditors exhibit the highest level of professional objectivity in gathering, 
evaluating, and communicating information about the activity or process being examined. 
Internal auditors make a balanced assessment of all the relevant circumstances and are not 
unduly influenced by their own interests or by others in forming judgments.

3.Confidentiality
Internal auditors respect the value and ownership of information they receive and do not 
disclose information without appropriate authority unless there is a legal or professional 
obligation to do so.

4.Competency
Internal auditors apply the knowledge, skills, and experience needed in the performance 
of internal audit services.

Additional

Professional behaviour (ICPAK and ACCA) – Compliance with laws and regulation and 
avoidance of business that would bring the profession into disrepute through impairment 
of integrity, objectivity, reputation of the profession.



Handling Ethical Dilemma

• IA involves making judgement calls

• Risk of loss of professional and personal reputation 

• assess the impact of pressure on their independence and objectivity

• Some possible causes of action include standing your ground (agree 
to disagree), whistleblowing (may in some cases be a legal 
requirement, walking away)



Case Study

2001 – The Central Bank of Kenya demands details on source of USD 25 million
transferred from Liechtestein to a local bank – Bank X. The request is ignored and the
money is withdrawn

2004 – An internal auditor at Bank X blows the whistle on an alleged US$ 573
million tax evasion scheme involving 85 accounts held at the bank. He names
companies A, B, C,D, E, F, G, H as participants in the scheme.

2006 - Shadow finance minister, Billow Kerrow, presents documents in Parliament
alleging blatant and widespread tax evasion by a net of companies over a period of six
years. He links bank X and 8 companies to the tax evasion scheme.

2006 – CBK places Bank X under statutory management.
2009 – Company E, a petroleum importer implodes under a KES 7.6 billion scandal
2018 – Companies A and B are placed under administration – owe KES 30 billion (KES
18 b - suppliers, KES 4 b –commercial paper, KES 8 b to banks)
2020 – Company D is placed in receivership by creditors – owes suppliers KES 6.2 b



Value Proposition

Some Key Stakeholders

Internal
Employees Management
Board of directors Shareholders
External audit

External
Customers Government
Suppliers Environment
Regulators
Tax authorities



Value Proposition
Assurance, Insight, Objectivity



Value Proposition
Internal Auditing provides assurance on the organization’s 
governance, risk management and control processes to help 
the organization achieve its strategic, operational, financial, 
and compliance objectives.

Internal Auditing is a catalyst for improving an organization’s 
effectiveness and efficiency by providing insight and 
recommendations based on analyses and assessments of data 
and business processes.

With commitment to integrity and accountability, Internal 
Auditing provides value to governing bodies and senior 
management as an objective source of independent advice and 
counsel. 



Some Fun Facts

• Arthur Andersen acted as both the external as well as internal auditors of Enron. Arthur 

Andersen also provide tax and other consultancy services to Enron.

• Cynthia Cooper, the Vice President (CAE) of Worldcom’s internal  audit department had 

no mechanism for reporting when she discovered a major fraud in the company’s financial 

reports. She eventually reported to the external auditor and the Company’s CFO and 

finally to the board.

• She had  been on the job for more that 10 years and concentrated mostly on process 

audits.

• She discovered the fraud of $3.8 billion of hidden expenses when a new CEO asked 

her to do a review.



Interactive Session


