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‘ ABSTRACT

Factors Relating to Succesg on the Certified
Internal Auditor Examination

P

“
=1
L

- Ashley McGain
‘e

The relationshi’p between certain factors and the

éXamination results of candidates in a professional internal

o

auditor examination were the subject mattef of this thesis,
fﬁ“A quéstionpaire, administered coincident with the aQer
noted examination, ‘“was ﬁhe study instrument. It was
completed by-over:9ﬂ% of the subjects in this study.~
. The profile of successful candidates ‘in this
examination .showed.that educational factors - grade " point

average and university degree - were most prominent,.

Multiple regression analyses indicated that the above . two
factors were statistically significant at the .05 level.

The results of this study did not differ significantly

—

from other similar studies, but did confirm the high failure
rate common to this exaﬁination. The failuées sﬁggest that
~internal auditors may need to review their examipation
preparation procedures. It is recommended that these

candidates consider the use of internal auditing techhlques

Id

to complement their examination preparation procedures in

the future. } ‘

L4
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‘1,1 Context of the Problem

The limited (gmount of research on examination
performance by ‘those aspiring to work in the accounting.
prskessions mainly concérns candidates who have proéeeded to
higher level programs directly from the undergraduafe level.
Thejycertification process introduced by the 1Institute of
Internal Auditors (I.I.A;) in 1974 permitted a much ‘mores
diverse group of candidates to register for its professional
exgminafion. This examination, according to the information
booklet publish;d by the Institute (see Appendix A), "is

designed to measure the technical competence of the

Icandidate" (p.1l). ~\\\\\

The . introduction of the Certified 1Internal Auditor
(CIA) Examination was an integral part of the " Institute's
development as a professional organization. The association
of certification with the concept of professionalismw is
aptly described by Houle (}980), in part, as follows:

&..that formal means should be used to test the

capacity of individual practitioners to perform
yr/thheir duties at an acceptable level and, in some

cases, to license those who are qualified to do

so. "Recognition of the need £dr formal
credentialing $ystems was a key element in the'
eyolution from individualized and un;egulated

. prdctice to modern profess{onalism. The nature of
an adequate sYsteﬁ of certifying competence was
‘co_ncisely expressed by the' Oxford University

Commigsion of 1852 when it said that "to render a

—

>

¢

~
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‘system of Examinations effectual, it is -

'indiséensible that ‘there should be danger of
rejection for inferior candidates, honourable
distinctions and substantial rewards for the able
and diligent..." (p. 54)

Since thg Examination was introduced, the ﬁumber of
candidates participating has risen steadily from 654 in 1974
to .almost 5,000 in 1982, The heightened'in:erest in the
Examination has Sarqueled the growth of the internal audit

function in organizations.. This growth in internal auditing

has been spurred by the. increased concern in both the

‘private and public sectors for a more adequate means of-

internal control in oiganizétions. .
The ‘criteria for passing the CIA Examinations is 75% on

each of the four parts of the examinati?q. 1f we look at

‘the examination results over the 1974-1982A period, shown in

Appendix D, we see an upward trend in the number of
candidates participating while there is a downward trend 1in
the percentage of candidates passing the examination. Gleim
(1981) suggests that this downward trend is "... a natural
tendency on the part of the I.I1.A. to improve the rigor and
reputation of the exam." (p. 9). He also observes that the
CIA Examination pass rates are higher than those for the CPA

(Certified Public~H¥gcountants) yet somewhat lower than those

. /
for the CMA (National Association of Accountants). These_

latter two organizations are American, yet examination

results of similar organizations in Canada and the United



Kingdom are comparable.

The matter of 'paggxrates' has become more of an issue
within the 1Institute in recent years. The Jpumber aﬁd
intggsfty of comments regarding what some consider '1owf
pass rates haé swelled as these rates have trended downward.
yhgt are the implicationé? Some candidates may'be deterred
from the'prﬁgram, then there are probably others who 'will
rise ta the challenge.. One group, withiﬁ the Institute,
even suggested that they‘might consider ingugurating their
03n ceftification program. What seems t6 be a.more.positive
apprdach 1is to consider how candidates may be better

prepared for the Examination.

1.2, Statement of the Problem

- \

As a long-time member of the Institute of Internal

Auditors and a member of its Board of Regents, ‘the body
f: . \

responsible for administering the CIA Examination, this
researcher had developed a curiosity about thi's examination

process and. its candidates. This study followed and 1its

purpose was threefold. * '

(a) By studying data about and performance of certain
candidates for a 1982 examination to obtain more complete

information,

p—

(b) By continuing the process 1in - (a) above, to

- -determine the rélétionships,_if any, beétween certain factors

.and the examination résults,
(c) To explore matters related to learning strategies,

as suggested by the problem of "pass rates".

»
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some research related to other 'professional exams. Much

-

Items (a) and (b) above have beenh accomplished by use
L 4

of statistical analyses, Item (c) suégests an approach to

examination prebération which may be appropriate to auditoss

3

in %articular but could be used by others,

o i -

1.3 -Review of Research in the Literature

-

The literature does not abound with research findings ',

S,f .

related to the CIA ,Examination in particular, but there is’

i . s, ! \
more information is available on ‘research concerning some, of

the other factors in this study; factors such as, age, sex,
the examination process, previous educational achievement

and learning strategies. These latter are - generally in
. ) < s
contexts . other than performance on professional

examinations.

&

1.3.1 The I.I.A.'s Certification Examidatﬁéﬁ ’
. 'S .
In the 3just over. ten-year period since the (CIA

P,

Examination was introduced there have Peen some surveys and
studies done.

Periodic studies have been carried out for the Board of
Megents to test the reiiability and validity of exam

questions. A survey, reported in The Internal Auditor
o . .

(1980) ‘establiéhed that 73% of those who passed that year's

exam had bachelor degrees, while 17% of the paghes were

those with higher level degrees; another, 'prepared for the
¥

-~

Board of Regents in August, 1988, set out that year's

Examination results by test site, This latter statement

Ul
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: . . .
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¥ - T | -
o R revealed that some sites broduced higher pass}ng percentages‘
*y e - o .
T thaR others. One of the earliest teachers,. ‘and -writers onw
. internal. aud1€;ng subjects, Sawyer (1981) opined, "So .at

least for the present, the cand1date most llkely to pass .the
S . "~ o T
L Examination 1is an experienced internal auditor with a

+ .
masters degree in business a8@ministration and who recently

i . . « . . '
L 4 ¢ '

took a CIA review course" (p. 34) 3
ThL@ examination process 1is relatively new so the

paucity of research is probably uﬁderstandabléﬂ

1.3.2 Factors Which May Relate o Success on. the
L4

Examinations

"The most significant explanatory wariable ... was

consistently the candidates' grade point average in college ’
-~ 7 i
“\
////////;tudy of CPA (Certified Public Accountant) candidates. This

courses“'(p. 316) stated Reilly and Stettler (1972) in their

study, (1) examineg the relationships of certain factors to
TN . . =~ ‘ , ) ~
the results of a prof%§s1onal ,examination, (2) revealed

rather *strong correlations between the four parts of the

4

ngaminationz/ and° (3) .also found SAT-Math, SAT-Vgrbal
(College Entrance Examination Board s SChOlaStlc Aptitude

Tests) and a coaching course were other significant
. variables.® s . d o
n ‘I’ .

T Undergraduate grade point average (GPA) is mentioned in

. a number of studies related to students in dentistry,

; . " ‘
education gnd law. .1In one, . Hood (1962) concluded that

’

"predental grade'point average was the most important single
* Y

. Ppredictor Bf success in dental school" (p. 152). Kress and

A}

’ ‘ > (3
A4 i
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Dogan (1981) cite studigs from 1948 to 1979 which point to

, 7

-

-~

'GPA as the best predictor of success® in dental schools.

~

Payne, Wells and Clarke (1971) found in research related to.

>

students in graduate education programs that * ... for' the

©
L

Maéters people Q‘UA (GPA) was about the best predictor of
v, ' success" (p. 498). The Chronicle of ﬁigher Education (1978)
reports on ’ %tudies sponsored by the  American Bar
Association, the Association o} American Law Schools, the
Law~échools Admission Council,, and ﬁhe National Conference .
of Bar Examiners, that ' “the  first phase of the study
determined that there were positive <coryelations befWeen
students' undergradugte records,  their scores on the Law
Schools .Admission Tests, tﬁ%ir‘records in Law séhool, and
théﬁi% pe:formanée on bar examinations.
~ Hoyt ‘{1966) found some contrafy\gvidque in a review of
research dealing wi£h the relationship of college grades' to
., adult, accomplishment. He states "In contrast to the.

~literature dealing with the prediction of college grades,

~relatively few studies have related collegé grades to post-

college performance" (p. 70). Hoyt (1966) also cited

" studies in “business, teaching, engfneering, " scientific
)‘\ . . . o

research, medicine, and miscellaneous occupations. Only

studies in business, notably oné'by the American Telephoné
and Telegraph Company, and one’ sthdy of engineering

Ytaduates. showed positive relationships between college

/

Knox (1977) observes that "although there are

standing and subsequent success.

substantial individual differences in legrning ability



little o6f the variability is related to age"™ . (p. 469).
Based on data from longitudinal studies by owens (19@&) ,//

relating learning ability and age, there is a pﬁateau of

high learning abili%y extending from age twenty to age sixty . :

r
and beyond.
o 0 " ' Y
The average intellectual ability of men and women is
e ad .

. comparable during much of adulthood, according to studies by °

\

~ ——

Bayléy and oden (1955) and Kangas and Bradway (1971). Knox
(1977) observes "there are widespread and persistent beliefs
about iAnherent differences between males and females. a -

’ .‘}.\.»
small but growing amount of tested knowledge has verified a

féw sex differences aéd has demonstrated that many beliéfg
about inherent and acquired sex differences are unfounded
myths" (p. ‘472). o .
A bacheldr level éegree is' a prerequisite of the CIA
program, * This -does not raise questions but the lack of
emphasis on. internal auditing in éoliegé% cd;zicula is
.deplored by Reeves (1979) and by Crockett and Arnold (1979).
The need to broaden curricula designed for intérqél audifors\:
to meet the challenges'of wider job{ responsipi&ities is
advocated by Lerjoy, pitt and Schwartz (198G); ‘The lack of
aéequate university level courses is also noted by Roéen
gl9785 in his assessment of accounting education for .

Canadian chartered accountants. Another view is expressed -

L s <

by ‘Morley (1978) 1in his suivey of the experience of the
Institute of Chartered Accountants of Scotland,
. Surprisingly, tge best performérs are the ’

o

o



graduates' - in other subjects who - studied

*

accountanéy for only one year at wuniversity ~...
The superior exam performance of these "converted" .
scholars from other disciplines may be ﬁé;tly due

to the breadth of their education ... (p. 3?)Q
, ‘

Morley (1978) also revealed that Scottish chartered

accountants achieved a 70% pass'rate‘on their cerpifiqation

A 4
examinations, while their English counterparts only achieved

a 35% pass rate on the same exams. The Scottish Instjitute

had developed a special three year trainihg course for its
BN 4
students some time prior. . ‘ ;

One’ of the -largest commercial organizations offering
codching courses for the College Entrance Board's Scholastic

Aptitude Test claims signiﬁicantpsuccess for their students,

Tuhy., C.. (1979). Subseqq&:t' research by Sesnowitz,

Bernhardtn aﬁd Knain (1982), which analyzed the impact of ’

.commercial test preparation courses on SAT scores, did find

th;t coaching hélged students who had scored below
expectations bn previous standardized exams. Some of the
candidaéZS . for the CI§ Examination also follo&ed ‘coaching
courseé, thle others chose a more autonomous apptroach under
the heading of "self-designed study.”. Some perspective on~
this latter apprbacg is provided by Dressel and Thompson

3

(1973) with their definition,

.

Independent :study is the student's self-directed
s ST o
pursuit of academic competence in as autonomous a

- 4 - .
manner as he is able to exercise at any particular

" period. (p. 1) - .

o

3
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and by Boud (1981)

Autonomy\ in learning does not mean that students

work on their own in “iBslation from others.
e Aufonomy i;> learning does not imply that there

should always be a one-to-one relationship between

a s£udent and a teacher or supervisor, It . is

compatible with autonomous learning for learners

to opt.to be 'taught' in situations'in which they
have decided that it \is desigable for their
own ends. Developing autonomy does not simply
‘%nvolve removing structured teaching; it may
require a greater degrée of structure than
didactic teazhing, but of a different kind. (p.

25)

Marton (1978) }eports 6n " ... a strong statistical/K
correlation belween attituées to learning and time actually
spent on study, and between both of these and examination
results ..." (p. 52). Another researcﬁer,_ Sjogren (1967)
found1 two factors which extended the time needed to learn,
‘(1); poor quality of instruction, and (2), the inability'of

" the learner to understand instructions. The amount. of study
time requireq is very much an individual affair, according.
to Bird (1931).

The éxamination is the main discriminator in the

decision to award a CIA designation and similar exams are

key elements in the certification process of other

professional groups. The results of these examinations are

- .
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t

basedbwpn test_ scores 'and these scores tend to raise
controversaries, Since . test scores are the dependenl
variable in this gtudy some perspectives on scores and those
who produce them seem appropri?te. Hoffman (1962) writes gf
a dichotomy,
Two facts dominate the problem, one is testing
must take place. And the otheg is that, except in
the simplest situations, there is no satisfactory
method of testing nor is there ~likely to be.
Human abilities 'and potentialities are too
complex, too éiverse, and too intricately
interactive to” be ‘measured satisfactorily by
present techniques. (p. 29-30)

Another writer points out that test results do not tell the

whole story, nor shou}d they be expected to do so, Lyman

(1971) . In spi;e of the above comménts, Entwistle and
Wilson (1975) do enunciate the common view, "A student's
success is generally judged on examination perférmance“ (p.
19).

Those who write exams may be difficult to evaluate.
Lyman (1971) writes,
... a person's test score necessarily depends in

part on his  inborn potential as it "has been

-

158

modified by his 1life experiences (education,

training, environment, etc.,), and by his
)

!

... a student can have an off day when he takes

motivation at the time of testing. (p. 10

and Hoffman (1962) observes,

Al
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the examinétion. Or, if he 1is outrageously
lﬁcky, he may be in radiant health on that day and
also have studied just the right th;ngs the night
before. Some students‘pever do thghselves justice

on written examinations - they just go to pieces.

(p. 30)

-

S
%

Vernon (1968) offers this opinion.

‘ Not only do human beings differ from one aggéﬁer

but also each individual varies in his'caﬁaciti S

and characteristics from time to time. The score

he achieves today may or may not be typical of his
usual accomplishments. (p. 2) ;

The assumption, that all candidates 1in a study are

equally and highly motivated, is made. To the extent that /

this assumption is not justified, study results must e =+
discounted, according to Lyman (1971). s

1.3.3 Learning Strategies and Achievement o

A cursory survey of the literature shows that a
considerable array of it exists relating to 1learning
-strategies and achievement. This survey of the literature
shows thag the vwhole- process of learning, the wuse of
learning strategies; and tﬁe relationship of these latter to
achievement ié a very complex one. Borger and Seaborne
‘(1966) and Lefrancois (1979) define learning as changes inl
‘behavior resulting from experience. Bruner (1983) writes,

"Learning" is, most often, figuring out how to use

what you already know in order to go beyond what



13

you cuirently think. There are many‘ways of doiné

that. Some are more 1intuitive; othérs are

formally derivational, But they all depend on

knowing - something "structural™ about what 'you are

contemplating - how, to put it together. " (p. 183)
and Bruner (1966) emphasizes structure again in respect to
learning, ‘

To achieve a sense of accomplishment requires a

task that hgs some -beginning and some terhinus...'

Unless there is some meaningful uﬁﬁty in what we

are doing, we are not likely to strive to excell

\

ourselves. (p. 119).
The above suggests that some orxrganized approach to learn-
problems is required.' Writers, such as Mitchell (1975) and
Romiszowski (1981) focus.on a systems approach to solving
learning problems,. Such organized»appro;ches are consistent
with those taken by internal auditors in solving management
problems, Sawyer (1981). Within such'appgoachgs one can
consider many different strategies to achieve objectives.
This leads one to pondér the comment of Borger and Seaborne
(1966) ,

Strategies differ in their effectiveness, and the

use - wbethez consciously or not - of a-particular

type bf épproach to learning si;uations is likely

to have far-reaching consequences for a giveh

learner. (p. 186)

?

Persons do héve preferred and different approaches to

learning and these should be recognized, Snow (1978). One

-



can consider , the "atomistic" or ;holistic" cognitive
approaches, Svensson (1977) or Bu;an's (1982) orgaq%%&study
method, to identify two - there are others. The objective
of each such approach 1is the improvement. of 1learning

outcomes, ' g%

1.3.4 Other Related Factors

Research by Wahlstrom and Boersma (1968)'and by Moore,
Schultz, and Baker (1966) identify test-wiseness as an
important source of variation in test scores. This researc%§
seeﬁs to strongly suggest the need for test’'preparation i
other than. the subject matter of the examinatiorn. Other
research by Bajtelsmit (1977) with candidatés .for the
Chartered Life Underwriter (CLU) program studied those whb
undertook‘test-wiseness and test anxiety courses. | Results
for candidates ‘taking those <courses were significantly
[ . higher than those whp did not participate in them,.

Bertrand Russell notes that "causal laws are really
< oﬁly applicable to a compléte;y isolated system" (p. 198)..
The degree of association between two variables does not of
itself indicate a causal relationship yet studies of
relationships between variables, it seems, identify the ﬁeed
to address this matter. Minium (1978) is specific,

If one is to speak of causation, it must be on

grounds over and above those merely demonstrating

. association between two variables. (g. 163)

and Blalock (1964) is categoric,
One admits that causal thinkiné belongs completely (I
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on the theoretical level and that causal laws 'caﬁ
never be demonstrated empirically. (p. 6)

1.4 Statement of the Hypothesis

The following hypothesis was formula;ed based on the
above:

Three independent variables; grade point avéfage,
examination preparation and age will cotrelate.statistically
at the .05 level with examination scores, the dependent
variable.  The othgr variables used in the questionnaire
were selected, (1) because of their relevance 1in other
studies e.g., hours of study, and/or, (2) because of

interest in the Institute for certain data e.g. I.A. Member.

é??s Ratioéale for the Hypothesis

Many of the research studies noted above show a fairly
high level of association between undergraduate grade point

average and success on subsequent postgraduate examinationss.

*
o

Some of those studies show improved exam results when
certain learning appréaches were followed. Age did not show
as a significant factor in any of the studies reviewed, but
in the case\gf CIA Examination candidates phere is a.notable
difference‘ﬁin the ranges of their ages - about twenty-five
years, The range of ages in the other studies was generally
not mentioned and was assumed to be very narrow.
1.6 Relevance

Confirmation of the relationship between GPR,
preparation methodg and, exam scores carry implications for

future success of the CIA Examination and for those who
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-gomething
factor,
instructio
something
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If GPA. is a factor inlexam scores,, we will leérn

about the nature of the exam. 1If preparation is a

we Wwill be able to focds on the role . of

nal strategies. If age is a factor, we will learn

about the nature of ‘the successful candidate.
es will be explored in the discugsion section,

tional Hypothesis

Based
can be sta
. X =

(o)
where

. X =
0

on the above the following operatibnal Bypotpesis
ted:
£(X +X ,X X X ,X ,X ;X ,X ,X ,X ,X ,X X
1-2 3 6 7 8 9 1¢ 11 12 13 14 15 16
the average score on all four parts of the
Examination or the score on one of the four parts

(Principles of Internal Auditing, Internal

Auditing Techniques, Principles of Management,

>
]

>
It

O

]
Disciplines Related to Internal Auditing) .
[e]
I.I1.A. member
{
Age
Sex

Employer classificatién
Jog classification
Years of work experience
Years of internal audit work‘experience
Employer'support
Highest acadeﬁic degree
Year of above degree
Major '

Grade poinﬁ average
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X Examination preparation
15
X

16

Examination preparation time

l1.7.1 Dependent Variable(s)

.The dependent variable is the Examination score

(average of the scores on the four parts of the Examination)
e ,
or the score«of one of the four parts of the Examination.

. e
&l =

Although _the criteria for achieving the sung;s on the
CIA Examination is 75% on each of the four parts, it was
thought wuseful to explore the results of each of the exams
separately in order to iQentify any possibie specific

situations related to a particular part of the exam.

1.7.2 Independenthariables

The independent variables of this study are derived

from the respoﬁses to the questionnaire - Candidate Profile
Census -~ attached as Appendix C. One J;y of categozizing0
these variables is és follows: .

" Category : Item on Questionnaire

{ Personal | | 1,2,3 .
Employment related 6,7,8?9,10
Education related - .11,12,13,14 '
Examination related, 15,16

A

1.8 significance of the Study

It is hoped that this study will helb to identiffﬂc
factors which may lead to success on the Examination,. I Such
information may assist the Institute g;d its Board of
RegenE$‘ in directing future cgndidates in respect to their

N preparation for and writing of the Examination.
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2.1 Samgle ‘ . -~ -

-

The sampfe used in this study r/pciudes only those

. cand1dabe§f/*ﬁ;\\wrote all four parts of the Examination,

" see Appéndlx D,. and who «completed the questionnaire,

el L L. candidate Profile-Census;’attached;as Appendix C,.

[
Tt o o

o

Candidates must initially choose to write at least two
parts of the Examination, then the other parts singly
togethér, as long as the process is completed within a«f{ve

A

year period. All of the candidates for the May, 1982

'Examiiition were invited to complete the questionnairae,
( A~ R
Appendix C, and a -large majority chose to do so. Based o

\
the sample selected £or this study about 5% did not respond

-~ to the questionnaire at all. * In addition there were otqgrs

who only partially 5eponded, e.g., completed only the face

(&3

side of the questionnaire or did not respond to one or more .
questions, ‘ '

. The study sample was selected to yield glfeprgsentative

cross-section of candidates who would not have been

~ inflwenced, by actual prior test experience on the CIA
\b a
Examﬁ’ation. The figure of 679 candidates shown in Appendix

L, D as passftng all four _parts of the Examination included the

4 first-time examination writers plus those who had previoiusly

\

attempted one or more parts. . ol

v

In ordgr to eliminate those candidates who may have "

El

. previously written one or more parts of the Examination,

only those who qualified as first-time writers, based on
’ &

their candidate number, have been included in the study. v

N
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b ¥
- . 2.2 Research Design '

4 Survey research. was used in this study bécause it
7 éppeafed to be the best wgy,to obtain information about a
« populatioﬁ which is &iéely diépersed . deographically.
Although -over 9% of the candidates are located in Canada.
Q‘ _ " End the-Unitéd States, there are_candidates participating
from all err‘the world.

The questionnaifé used‘in this survéy was administered
through the good offices of the Institute and its local
representatives at each of thé over 1¢@ exam sites,
- - Appeqdices C, E and f provide background information related
" to that administration. Tpg questionnaire was given tolghe
candidates just prior to the Examination and ;as' céhgletgd
by most candidgtes within a short time period. Much credit
for the . excellent ;espohse to the instrument by the
caqdidétes must be givén to those administering the
ﬁg' Examination and to_the candidates themselves who. responded.
| There can be prqblems’if volunteers do not respond. This is

/  aptly stated by Entwistle and Wilson (1977), as follows:

- In planning a research project there can be . no

i AL

initial expectation that students will be ééger
/ . volunteers. Théy must first be persuaded that the
project is worthwhile and that it may be of value

- to students in the future, if not to themselves.

. . y
. . . R .

‘éﬂa 2.3 Instrumentation -

ffv‘f\\gg;gggstionnaire, Appendix C, was used because it~“was

considexed as one of the best ways to obtain information in

! ¥
1

-
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"

a clear, concise, and reasonably accurate manner, and also ’/f

within cost boundaries. It was recognized that the choice -
. A

of this particélar instrument could present problems, for

example, a low response rate; however many of the potential

4

problems were avoided through the geqerouélassistance&of the
lnstitﬁte and iés representatives when it was decided to
administer =~ the -questionnaire coincident witﬁ the
Exam;natién. The respondents to the questionnaire were also

assured that individual data would be kept confidential -

. see attached Appendix E.
' The data from the questionnaire was recorded. on a

separate .specially  marked answer,K sheet, ~ see attached

Appendix F. These forms were collected separately at each
of the exam sites and forwarded to the 1Institute for
ry

processing. The questionnaire data and the Examination
results were subsequently assembled by thef&nstitule on a

computer file from which the data for this study was

[

. derived,

The .questionnaire was initially developed by this

@

researcher and modified with the assistance of the Board of

‘

Regents and the Certification Division of the Institute of

4 . |
Internal Auditors. It was agreed that the opportunity ¢to “ S
collect data should ‘make it possible to satisfy the

~

information requirements of the Board of \ﬁegents, the

Daed

\ \

Institute and this resegrcher.



2.4 ' Data Analysis

various statistical analyses were undertaken to_;espgﬁd'

-

to the questions raised in paragraph 1.2 above.:

-

In order to test the hypotheses in the above paragraphs

l.4 and l.#, ‘chi-square and multiple regression analys?s

were made.-

.

o

From the above analyses and from other ' tests,

additional information,‘was‘bbtainednabout the :Examination

3

candidates: and about certain *relationsﬁips " between the

. “

- variables employed in this:study. : \
A : - "“ ‘ L '

2~
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3.1 The Examination and ité Candidates

~

‘mable I

.CIA Examination by Part Apnalysis .
of Study Sample (N=525)

Candidates ‘ Test Scores

Exanm Pass . Pass % Mean  High  Dow
Part I 267 5¢.9 © 70.83 89 36
Part II 278 . 53.0 69.19 94 /35
part I1I 280 53.3 71.21 93 31
Part IV 203 38.7 58.80 98 8
jAverl of 111 21.1 |

4 Parts , . ,

e ) ) Y] F

The pass percentage for the study group from Table

. 4
"I above are comparable to those in Appendix D for the May,

1982 Examination, except that the part ‘I and Part 2 results

L

in theisample group are more favourable by about 12 - 13%.

-

Table II

Slmple Correlation Coeff1c1ent§/
Between the Test Scores on the CIA Examination (N= 525)

\
Y

L4

Variable Aver. Part  Part Part Part
Name ' X I II I1I v
AVEI . Of . ’ x;( 077 083 .7g .86'
4 scores o ' . ’._ \\ '

Part I Score - XX .65 .52 .47
Part II Score : ’ XX .47 «55
Part III Score ‘ . : C o xx .46

Part IV Score . Co - XX



S

Table II contains the simple cor;elations between *
.the five test scores. The correlation coefficients show a
fairly. close association between the scores for the four
parts 'of‘the Examinatioh. The strongest intercorrelation
¥ was between Parts I and ‘II,'Principies and Techﬁiques
‘respéctively, “ of 1Internal Auditing, while the weakest
- ' intercorrelations was between PArt 111 andapart Iv.  Part I
and 11 are respectively the theory and practice of Internal
‘ : ..-puditing.  Part III, Principles of Management and Part 1v,

Disciplines Related to Internal Auditing examine subject

matter which is more divergent in content.
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\ ' Table III !

simple Correlation Coefficients Between the Independent -
Variables and the Test Scores on the CIA Examination

qN=525)
variable . ‘ }' Test Scores
Name . Part Part  Part pPart Aver. of
- T Ir "I v all 4
1. I.A. Member -.67  -.07 .04 .03 -.02
2. Age -.06 .61 .02 .03 .01
3. sex -.01 .02 .06 .08 .06
‘6. Employer -.81  -.g2 ° .05 .07 .04
7. Job -.13 . -,12 -.93 .04 -.05
8. Yrs. Work Expce. .02 .04 .03 .06 . @5
9. Y¥rs. I.A. york  -.02 .60 -.07 .96  -.@5
Expce.: / .
10. Employer Support .05 -.01 .02 ~.04 -.01
1l. Degree o1l .18 .18 .22 .22
12. Yr of Degree .00 .01 .01 .01 .01
13. Major -.67  -.06 -.81 -.1¢6  -.08
14. GPA -.27 ~.25 .28  -.32 -.36
15. - Exam Pteparagion -.06 .04 -.08 .06 .01
16. Study.Time .19 .08 .07 .68 .12

Note: Sca{shfggﬂgcgg. 7 (Job) and Ques. 14 (GPA) was

reversed on Questionnaire - Appendix C.

The . correlations between the independent variables and

the five test scores in-Table III clearly show one variable,

~

GPA with the strongest aséociition.to the test scores. This LY

4 *
'/ ‘ i

g
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y

pattern seems to indicate what to expect from the multiple.

regression analysis.

Table IV below, shows comparisons of the frequencies of

candidate responses for various independent variables, for

the total study group, those in that group who passed all

four parts of the Examination, and a sample of those who
‘—\’)

failed Part 1V, -
An examination of the responses by the successful
p— »

candidates indicates some fairly notable differences. - A

e

higher percentage fit into the 3¢ - 34 years-of#ege .group,

have higher level degrees, graduated between 1975 and 1979,

had superior dgrade point averages and spent longer time

studying for the exam.

The failure rate in Part 4 has always been higher than
that for any of the oﬁher Parté, so the May, 1982
Examination results were not unusual - see Appendix D..

This analysis for this stud; showed that the failure in
Part 4 included higher percentages of candidates in the 18 -
ii years-of-age range, ' who were lower “level internal
auditors (e.g. Internal Auditor), who had 1lower level
degrees (Baccalaureate), who reported lower levels of grade

point averages, and who spent less time studying for the

Examination.

<%

1]



(1), Total Study Group (N=525),
All Four Parts of the Examination (N=111) and,
(3) a sample of those who failed part IV (N=215)

Table IV

Comparison of the Percentages of Candidate

Responses to the Questionnaire Items by
(2) Those Who Passed

1.1.A. Member

Yes
.No

Age
18-24 years
25-29 years
30-34 years
35-45 years
45 plus

Sex
Female :
Male

Employer Class.
Manufacturing
Retail _
Finance & Banking
Goverment

Other

Job Class.

I.A. Mgr. or Above
I.A. Supervisor
1.A. Senior
Internal Aud1tor
Other

Years Work Exper1ence
None

Less than 2 ye&rs

2-4 years

5-7 years

8 years or more

Years I.A. Work Exp.
None

Less than 2 years
2-4 years

5-7 years

8 years or more

Total

13.4

8.3
21.7
39.7
16.9

Pass

40.5
59.5

l6.2
32.5
30.6
17.1
3.6

17.1

5.4
23.5
32.4
21.6

1.8
13.5
27.0
20.7
37.0

28

Failures
Part 4

44.7
55.3

20.5
35.3
30.0
21.4

2.8

31.6
68.4

18.6

2<3
20.9
12.6
40.0

11.2
11.2
17.2
43.2
17.2 -

1.4
18.6
27.5
19.5
33.0

6.0
38.6
29.3
13.5

9.8

L
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11.

! 13.

14.

15.

16.

Taple IV (cont'd) .

Employer Support
Negative
Indifferent

Some Support
Medium Support
Strong Support

Degree- ,

. Bacc. in progress

BaccaYaureate
Masters
Doctorate
Other

Year of Degree
1980 or after
1975 to 1979
1970 to 1974
1965 to 1969
Before 1965

Major
Accountancy
Business
Computer Science
Engineering
Other

Grade Pointe Aver.
Superior

Above Average
Average

Below Average
Don't Know

Exam Preparation
Chapter CIA Rev,
Employer CIA Rev.
Commercial CIA R.
Self-Designed
Other

Exam Study Time
None

1 - 56 hours

51 - 260 hours

201 - 300 hours
More than 300 )

.

19.2
60.0
19.6

.8

2.9
35:1
49.4

16..7 .

1.9

29

1.0 2.3
20.0 12,6
9.0 19.5
20.0 24.2
5@.0 41.4
@ 2.3
59.5 80.0
34.2 15.8
5.4 ¥.4
.9 .5
25.2 29.8
46.0 - 38.6
19.8 21.4
6.3 7.4
2.7 2.8
71.6 67.0\\w
24.0 24.2
) . n/a
1.8 - ‘n/a
4.6 8.8
36.0 12.6
57.7 "55.8
6.3 29.3
0 .9
0 1.4
20.2 '18.0
1.9 4.3
21.2 23.7
52.9 46 .4
3.8 . 7.6
9™ 3.3
28.2 40.9
53:6 ' . 44,7
©+15.5 10.2
1.8 .9
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3.2 Factors Related to Examination’Success

Regression analysis was also used in this study to.show
the relationship between the test scores of éhe Examination
and a set of variables containéd in the study ipstruﬁent. |

Before completing the regrqssion analysis, chi-square
agalybes for each test outcome by each of the independent

variables were made. This run dichotep%zes the five tests

%

as pass or fail at 75% for a passing grade on sach test.
The results of these chi-square analyses are sum&arized in
Table V. Of particular interest was the, statistical «

\ -
significance of the nominal independent wvariables, (IIA

’

!
1

Member, Sex, Industry Classificatiop, Major, Nature of

Pregaration). In Part IV Sex and Industry.Classification

wgre significant and in Average of All 4, Major was

significant.

Stepwise  regression analysis was then carried out

introducing the independent variables?including the dummy
ones in order of their statistical significance.  These
results are reported in T;ble vVI.
‘b The results show that the most‘significantly explagatory
variable was consistently the candidate's grade point

average., A comparison of the strength of the relationship

of that variable and othefs is reflected in the tables

rl
-

" below,



Table V

ot

- Chi-Square Analyses for Each Test by Each
of the Independent Variables. The X2 Values
Reported are Significant at the .65 Level

;/‘r . .
’ Part 1 Part 2 Part 3
\\ .
I.VJ's
GPA 30.19 26.39 28.57
' . N 'A '
Degree - 19.18 10.98
Age N2, . - -
Sex - AR -
1.A. Job 1@.62 - . =
Industry - .
Class. ,};V - -
Yrs‘ I.A- . > . .
Work Expce. -~ . - . 9,87
Employer } .
Support 13.17 - , -
Major - - - .=
Hrs. of
Study 23.21 -7 -
L] ’/_ ; .
t, \
»

Part 4

39.96

33.52

6.52

11.15

&1

31
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Table VI 4

A}

= o

Changes in the Coefficient of MR Usipg Stepwise

“Multiple Regression with the Introduction of
independent Variables in Order of Their Statistical - -
w - significance at the .05 level

©1.v.\s  Part 1 Part 2 part 3 Part 4 ALl 4
— ; . - .

GPA S .26 27 .28 .30 .35 ‘
Degree - .40 S .38 - .30 .37 .37
] ~  Hrs. of " o
Study .33 To- - . - . «44,
' N : :
I.A. Job .38 33 - - -
Employer ' <("
support ' n35 ) - - - ‘t , t- ‘ " -
'S Age » n36 . e - . - .' 0 - -38 :- 104.0‘
‘ y ‘ oy
B Sex - - .31 .33 .39
x’ . . e} * - ’ .
Industry CT e ‘ o RN
ClaBS. .39 B -,35 - 0\139 -42 . )
Yr. of - - : ' B -
goeqree' . - .36 - _ SR
—~— ! ! “ : .
Yrs. Work. t ‘ )
Experce. . - .37 - - -
Yrs. I.A. S
Work Expce. - = $32 - .43
5 . :
I.A. . z .
Member - - - - -
. ‘ N 2
‘v“ %ajor * - ‘ . - \ - . = , : 5‘
. -Nature of ' - ‘ o
AN . Prep. - - . = - - g
Tl s A , LT o
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The data in Tables' V, :éhguVI‘are qonsistent with that
reported in_Tables III above. The hypothesis that . 'was

proposed in ,péragraph 1.4 is qﬁlyovalid'foi one of ‘the

e -

factors - GPA. ' ' >

In. order to further check on the significance of the

factors, Age and B Sex, one-way .analyses of variance ‘were

- . >

made . . ’ — ) . >

The Age factors was sigificant at the .85 1eve1 in Test

o

l. This analysis also showed that the 30 34 age group was

It
signfiicantly better at the .GS level from each of the other

¥

age groupings for this test.

™

-~
Y

The Sex factors was significant at the .85 level in

Test 4. The Testeé mean scores were:
. " Femile 55,91 %
"Male . 60.04 )

In the other three tests mean 3cores for each sex were

d1fferent by 1ess than two. Coe

-

(1] L}
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4.1 2an Appraisal‘gg the Study Instrument

)

After using the Questionnaire (Appendix €), what 48 the

assessment? The - reasons for using a questionnaire were
\ .
outlined above.:  Were these justified by the study?

The ° coupling of the Questionnaire with the Examination
provided for a very wide distribution of the instrument to

¥

"the maximum number of candidates, not.accessible by ‘almost

any other means. Thus a very economical means of obtaining
a large body- of data was :ealizéd. The high response rate
(over 92% .in the' study group) gave assurance of a
representative‘answer from the Examination candidates. That
response rate also indicated'a willingness op the part of

the candidates to participate in a research study which they

s N
might not benefit from’ or be interested in as individuals.

The use of the instrument for.other than the purposes

*

of this study, specifically for .the Institute's information

needs, had many advantages with few disadvantages. The

widespread distribution of the instrument ‘and the associated
response rate were definite advantages. Questions 1 and 6,

for éxample, neither added to nor subtracted from the sfud&

. results. Queé;ions 4 and 5 should have identified first-

-

time Examination writers (all four parts) more precisely and .

provided 5 . the Institute with useful corroborative
- .

information, ' but a programming error in the initial data

collection process rendered the'responses to these questions

meanipgless.
)

There were a few candidates who only responded to one
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side of - the questionnaire (14 in the “%tudy sample). A

somewhat different .deéign’ of the instrument might have
r4

generated a slightly higher number of complete responses.

)

Was there bias in the responses’ to-the Questionnaire?

L3

JISince most of‘the questions related,ﬁo factual data, it was
assumed . that ‘responses to those. questions aécutatély
reglected> the facts.” Question 1@, relating to employer's
support, may " have been! interpreted differently by the
candidates. The -word “;upport“ could elicit different

\\ meanings, .e.g. financial, boss encouragement, special
training‘or time off to study. Such differences would not,

it was assumed,. affect the overall response to that
question. Question 14 concerning grade point averages
showed r?sults which favoured éhe 'ﬁigh en@ of the
measurement scale. Does this mean that candidates tried to

show themselves in the best light? Not necessarily, ~f\{r all

-

of these candidates have baccalaureate and/or ) higher
degrees. It would .ngt be abnormal for them to own such
Ejade point averages, in this researcher's opinion.

Overall the instrument gaéhered considerable data which
produced useful study information, reached a widespread
;‘e
t

clientele and generated. a high response rate from th

\

Examination candidates, The only additional costs

associated with this instrument were those for recording the
data, These were absorbed by the Institute and were not

high.

' ‘e
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4.2 Conclusions

What do the results of 'the study indicate? They can be

/~ looked "at in relation’to the main questions posed in paig.

1.1 above. ' . \ -

o

The information obtained about the Examination and 1its

candidates from this study can be generally categorized in

two ways. There is' the information about Examination
scores, and about the percentages of persons passing the
Examination,\ both of these broken down by parts. of athe
Examination, Then there is.thé information xesulting from
this étudy which explored certain charactkristics of the
candidates and provided profiles as a result.
| | o

4.2.1 The Examination and its Candidates

1

o As noted previously the passing percentages shown in
Table I, above }eflect similar information to that publ}shed
“‘kay the Insgitute and reported in Appi;dix D. Tbe results of
this study confirm patterns about the Exdamination results
which have been preﬁalent since itg, start in %?74. The
information from this study "whigh may be new are the

‘correlation data in Tables II and III above and some of the —— —

data on frequencies reflected in Table 1IV. T

4.2.2 Factors Relating to Success on the Examination

~

Earlier in this paper, a'quotation from Sawyer (1981)

-suggested "the candidate most 1likely to 'b%ss the CIA

Examination", Oone of the results of this stydy may be a

more precise- profile of the "successful cand&da(e. That ’

candjdate would likely be a pegson with a Master's or - \

-
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p)
N

preférably a ph.D. dégree and with an above average grade
point average, There was little stati§tica1 evidence to
support, experience as an internal auditor, or, type of
training, e.g., a CIA %Review Course, as significant factors
associated with success on the Examination. Refinements to
the Sawyer profile are suggested by the results in Tables

IITI to VI.

There were factors which affected Examination scores in

the study in a statistically significant manner - Table
. Vl. . These factors are somewhat different to those hypo-
thesized in a previous parégraph, (1.4). The study showed

thét, in a relatively significant order, grade point and

degree, were the -'principal contributing factors in the
T3

regression analysess Grade point average and degree, factorg

=Y
associated with gcademic achievement, were consistently

significant ones 1in other studies and were not unexpected

Even though a baccalaurea?g degree is one of the
prerequisites to writing the ‘%xamination, it was not
iﬁcluded in the\original hypothesis. Since measures of
academic: achievement do seem to be fairly highly associated
with success on examinations, the vagiable 'degree', even
though it is probably not as qualitative a factor as ‘'grade
point average', should have been considered in the original

hypothesis,

Since over 90% of the majors in this study were in

accountancy or business administration (Table 1III), and
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since the body of knowledge on which the Examination is
based has much in common with the above noted disciplines,
those majors probably were the main contriQutors to the
cor;elations' with Examination results, It is noteworthy
that for Parts 1, 2 and 4 of the Examination tke correlation
of '"Major' with those scores was relatively higher than for
Part 3. The body of knowledge for this latter Part would
probably play a less significant role in the curriculum of

accountancy and business administration programs. No

‘details were available of the 'Other', category under the

variable 'Degree') so it was not possible to compare with
experience ’of Scottish chartered accountacy students, as
mentioned above: (Morley 1978) . |

Studies quoted above repogéed the'association betweeé
study time and examination succésses. The results in this
study tend to suépbrt that research's conclusions. The
group who passed the Examination reported somewhat longer
study periods than thé group who failed Part 4. See Tables

III and IV respectiveiy. The reason why the correlation of

'Study Time' with Part 1 scores. is much higher than that for

_Parts 2, 3 and 4 scores is not readily explainable.

The higher correlation of 'Job' with the scores of

Parts 1 and 2 Fhan with those of Parts 3 and 4 can be
"

explained, in part, because the first two parts of the

Examination are about internal auditing. The body of

knowledge for Parts 1 and 2 is closely allied with the

knowledge and skill requirements of the intérnal auditing

\ e

jObS‘
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The reasons are not readily apparent as to why a
certain ége grouping, 30 - 34 years, in this study achieved
higher mean scores on all four parts of the Examination %
statistically significant at the .85 level for Part I _ ané
why males achfeved higher mean scores than females on Jgfffp\ﬁ

four parts - statistically significant at the .65 level for

Part 1IV.

Expérience in internal auditing can bs‘an advantage for
writers of Parts I and II (the interna% auditing sections of
the Examination)., It may also be thﬁS‘Fhe opportunity for
additional breadth of learning and the 16nger experience at
work may have contributed to the higher performance levels
overall by the 3@ - 34 age group in this séudy. //////

About 76% of the candidates ih this study were malgs.
Based on_this res;archeé's ekBerience the numbers of females
entering the accounting and auditing areas of work were
cons{derably‘ 1eé§;>%han the ‘malé entrants, until recent
years, The increased numher of females now entering the
above disciplines will, in this reséarcher's opinion,

' probably mean that future studies in this area will not

e

reveal any significant differences between female and male
Q

, " performance on this Examination.

4.2.3 Examination Failures

"

It was noted above that the failure rate in . this
Examination is not very different from that in similar
professional examinations. Having said that, it does

concern this writer that the failure rate in the CIA

/
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Examination is so high. Aside from the fact that such
failure rates may discourage potential exam-writers of the
future and dishearten those who have tried the Examination,
there 1is the possibility that some of the failures could
have been avoided. a possibleQapproach to reducing the
number of failures is discussed later in this paper.

One can easily dismiss the whole thing by concluding
tﬁat tgg,eaﬁgidates concerned were unprepared. Or one could
ask in what way were these exam-writers found wanting? , Was
it a lack of knowledge of the subject matter?m That may have
contributed significéntly to failures - but what other
factors might have intervened?

It was recognized, when.the study was conceived, that
there are other factors which could have infldenced exam

“

results and miéht have been included as ' independent
’ b

variables. Time was an important factor in adminis;ering
the queséionnaire_coincident with the Examination. This was
one reason for not including other independent variables.
Another reason was the difficulties foreseen in trying to
measure most of the factors mentioned below.

The candidates in this study  were first-time
Examination writers. Did 'test-anxiety' and/or 'test-
wiseness', two factors which ﬁaye been previously shown ¢to
influence \exam results, ?lay a significant role in this

situation.

It - was assumed that the candidates writing the

Examin;tion' were motivated, but how much difference was

e



" there among the candidates in their resaective drives -

Q f
their desire for excellence. i

There was also the matter of the candidate's state of

readiness - mental and physical, as well as their ' overall
morale. These are factors cited which could influence
performance on examinations. ,‘h

Whether any of the factors referred to in the above few
paragréphs contributed to the failures on the Examin?tion is

speculative, What is known from this study are the results

~commented on éf/para. 3.1 above concerning exam failures.

4.3 1Implications

What are the implications? .The results of this study
basically confirm findings of other studies of candidates
for~ professional ~examinations. In those other «studies
reviewed the resgarcher or researchers were often trying to
identify predicfor variables. Such identification has been
used to provide'ﬁnformation to professional schools, and to
assist their prospective students, ‘in their respective
admission considerations. whilg such studies may Be helpful
in the admission process, there was also evidence to suggest
that the .predictors, identified with success in graduate

programs, were not absolutes and, 1in one study, tended to

vary with ethnic backgrounds, family education, and family

wealth, for example.

There was ng {fntention to identify~gredictor variables

e

in this study nternal audit examination candidates. The

candidates for the CIA Examination are accepted, based on
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the criteria outlined in-Appendix\A, pp. 67-68. As long as
the prospective candidates satisfy‘the requirements noted
above they are aEcepted. There has beep no need up to now
to restrict the number of candidates seeking to write the
Examination. Whether such control would need {to be
exercised in_the future.is problematical. !
What significance has this study for the Institute? As
mentioned above, some of the st§tisticS only confirm
previous information about the Examination and its
candidates. and there is new information issuing from the
use of certain independent variables in this study. It is
expected that the study itself will be of interest to the

JZnstitute and its Board of Regents.

Educational activities have become ' increasingly
prominent in the Institute in recent years. Conferences,
courses and seminars have been developed and staged. An

array of publications have augmented’ inéerna} auditing
‘literature, Most of this has been directed at _ the
development 'of the internal auditing function, and at
internal auditors, in their quest for ingrea;ed
effectiveness. It is é}so a fact that suéh material is now
av$?lable for caﬁdidates of the CiIaA Ex?mination, to assist
them iq their preparation. This is a considerable change
since the Examination was launched just over ten years ago.
In spite of this, the failure rate has changed little in the
same period. There may be opporkunities for the
C?rtification and Education Divisions of the 1Institute to

t
devise additional educational assistance for Examination

0

P
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candidates.

4.4  Summar

It seems evident Eggm'the results of this study, and
fr&m the discussion above, that new f£findings have not
emerged concerning factors. which miéht_inﬁ}uence success oﬁ
a professional examination. 1t probably can be stated,
based .on this study, that factors, which have beeP shown to
influence success by candidates on other professional exams;,
do also influence the success of candjdates for the
Iﬂstitute of internal Auditors' professional examination.
Does this then indicate that the reseafch lstudy was
unproductive? It could Be seen in thakt. _light, but more
positively, éhere are some potential benefits.

This study revealed, based on the regression analyses
that almost 20% of the variance in the Examination scores was
accounted for by the independent variables. It can pro a%ly
be 1inferred that other factors, only some of which were
mentioned above {para. 4.2.3), could have had an effect., The
chi-square, correlation and regression analyses showed that
some variables made significant contributions to the  results
while others barely affected them. All of this could be
useful to others who might make a rela;éd study.

Since this study has shown similar results foi
pass/fail ratios to‘thoselfor the study period (May 1982
Examination) and fé} previous pe;iods (see Appendix D)., it
leads to the question, in retrospect, whether the study

should have been directed to the 'failures' group, almost

,
e -
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80% of the study population., There ate some results
pertaiping; to the 'failures', which have been described
above, but unless much more extensive xésearch were
undertgken, one can but épeculate about the factors which

. - ‘\ [ ]
contribute to failure on examinations. -

4.5 An Approach to Preparing for the Examination

A

Instead of speculating about the problems ‘of
examination failures there is an approach which ihternal
auditors may want to consider. IIt is an approach
particularly suited to their background ﬁnowléﬂge and $
" skills. It is the usé&f the internal audit process Ef
assess control over the examination preparation procedures
that is recommended.
Intefnél Auditing has been defined by Sawyer (1981)" as

follows: -

s

As independent appraifal of the diverse operations xa\\\.
and- controls within an organization to determine
whether acceptable policies and procedﬁres are
followed, established standgrds are met, resources
are used efficiently and economically, and“ the .

. organization's objectives are being achieved. (p.

Y 6) \

He suggest that this definition calls for professional‘

objectivity, a broad scope of operations to review all

relevant matters, reviewing the management of all resources, s

and the evaluation of planned missions to find out if

L4

projects are achieving what was intended.
Yy .
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of which can be very/complex.

46

Some may ask -. why use the internal audit process for
the above stated purpose. They may suggest it is too time-
consuming or that it is‘complex. It may,k seem time-consuming
to some, but consider tﬁe alternatives; the time Fg;t from
examination failures, the time reqﬁired to ‘prepare for

re~examination, An audit of the examination preparation

.process, whiéﬁ is described later,‘is not an easy task; but

it should not be more complex than many other audits. An
internal auditor's job is auditing, and this can include a

L4

wide variéty of operations in many different settings, some

'
How can we be assured that internal auditing can do the

job of 'assessind the controls if’ the area of examination
preparation? Internal auditing has been developed into a
powerful tool to assist organizations in both the private

and public sectors to achieve their goals. It is widely

recognized as an indispensable aid in improving the control

‘environment of systems. By itself, internal auditing cannot

guarantee the achievement of objectives. When it is wused
with proper management the attainment of objectives is made

more possible. Similar af?:lnment'of control over .the

\

m ]
examination prepaﬁation process should also be possible.
What is being called an examination pieparation process

or procedure? Upon examination the so-called procedure for
j

‘examination preparation .is in reality a system. It is an

rentity, which 1is goal-seeking, réquires proper use of ,

o

resources, and needs adequate planning and, realis&ig\‘_

b

-
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ih the diagram below:

L

management, as a minimum. Such a system may be described as - '
; |
o ' ‘

»

— '

Specify OBjective -

) . co \\N Needs .
Evaluatlon// ‘ N Assessmefit b
/ . . ’ \ o , ) N .
/ o v e
| EXAMINATION PREPARATION | -
4 ‘ 3 + .
| ~. SYSTEM .
o \\ .
: i ' Identify ..
Carry ©Out ) Resources s
Learning- Plan L7 .
o~ el ’ Lo
% N _— —__/’ . ‘,
Plan Learﬁing e )
Activities il

\

- .
? . .
Assuming that the above system or plan goes into effect,

AR , o . 5
then at each 'stage of the system, controls are requireq.

L

Koontz et ' al (198@) points out . "Once a plan becomes

operational, - control is necessary to measure progress, to .

uncover deviations from plans, -and to indicate corrective
.action" (p. 717); Control is achieved, 1in part, by qopa

management. It can be supp}ehented by timely auditing. The

r

controls and that thése are effective.
-~ : “ .
The activities involved in making an internal audit can

primary objective of an audit is to establish that i;7re are

»

be dépicted as in the following diagram: : ¢ P

oo

v .



}\ Ca ‘ | " Audit - 4
' ’ Objective ' .
' , v
»
T
Report & Preliminary
Recommendations Survey
I.A. PROCESS |
. ( Analysis of w,_ Audit .
Control . Program ’
Field Work
’
The Preliminary Survey is just that - an oyerview . of
g ’ ' ? N l ’
the problem to be addressed in order to familiarize theg
auditor with the whole operation. ' It involves questioning,{
obtainingﬁinformation, reviewing - objectives, establishing
\ . whether standards .exist, and making an inisial assessment of
.controls, *
. »
"The Audit Program is the plan an auditor follows to
" achieve objectives.\&-Qach audit program is tailor - made to
. [4) !
- suit the particular 'situation under review.
Field Work comprises . recording, measuring' and
evaluating;of what is found. whdt was done, how well, and
L did it dgviatg“from standards, are matters of concern. '
. * , - & . / - ©
The Analysis of Control programs flow from the results
' of the field work. These analyses determine the congrol
. ! v 2 0 -
-
deviations and their impact. ~
T . e
he “Repott and Recommendations, respectively, are a
summary of the activity and a documentation of appropriate
,/// actions required. ' ' ’

’
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The Audit Objective can only ‘be achieved" when the

. \ .
audited situation is under control and all.deviations from:

.

control adequately resolved. >

3

How do, wé translate -the above procedures into an -audit
' 6
of the examination preparation system. One approach is to

do the audit coincident with the system activity. This is
the approach taken in industry to audit large systems under

development; it helps to ensure that controls are ‘bujlt into

)l

the system as it develops and can avéid.coéily redevelopment

and time delays. On a step by step basis,’ the auditor

kS

investigates, tests and assesses the controls and their
-

effectiveness. As the audit proceeds from the "Needs!" stage -

to tM@'"Resourceém stage, and so on, the assessment at each

- -

new stage may even generate feedback to an earlier stage for

N
possible reassessment of controls.

At each stage of the audit control is measured against
a standard or standards.. In this Examination process, there

is a measureable standard &vailable. It is the Certified

>

Internal  Auditor Examination Questions and Suggested Answers
booklet, published annually by the Institute. This

particular standard can be used in many ways at each stage 3

]

of the‘'process. ’ Other standards may need;to be developed,

for example, for "Learning Activities" and "Learning Plan".

©

These latter two, as noted earlier in this paper,” are many

and may differ with individuals; they may be difficult to.
/ . . . .

measure,

Who 1is to carry out such audits? An exam candidaﬁi‘

could be the internal auditor for others in a study group, - a
>
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cooperative arrangement where each peréon could assume the
‘audit role over a period. A senior or a manager could audit
the activities of exam candidates on their staffs. There
are many rpossible arrangements, even a self - audit is
possible, ,.but this might be difficult to control.

In order to minimize,the problems which might arise

4

when using the internal audit process there is a need to
adhere to‘ the Standards ‘for the Profesgional Practice of
Internal Auditing (1978). These .standards provide the
criteria by which an éudit can be evaluated and measured.
Tﬁey also provide~ the guidelines through which internal
auditing excellence can be ach{eved. Thé general standards

included in the Standards (1978) +“are -Independence,

Professional Proficiency, Scope of Work, Performance of
Audit Work, and Ma;agement of the Internal Auditing
Department. ,’

What are the problems which may arise through use 'of

the internal. audit proc?ssﬁfor the above stated purpose.
The most obvioﬁs to an internal auditor and probably the
most serious is the matter of;indepeﬁﬁence, and specifically
the '4:;:£ion of objéctivity. ‘Thq,slandards (1978) under
Section 100, 1Independence state, "Internal auditors should
be independent of the activities they audit", and fﬁrther,
“Internal auditors are independent when they can carry out
their work free1§ and objectively..ceees.". Section 129,

Objectivity goes on to state "Internal auditors should be
. 2

objective in performing audits" and further, "Objectivity is

~

i

(23
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an independent mental attitude which internal auditors
should maintain in performing audits". .

Maintaining objectiyity when auditing others may not
present problems. The matter of -objectivity for those who
choose self-administered study programs can be a more
critical problem, Objectivity in the latter case requires;

a dedication to the primary problem - passing the

examinaﬁion, a disciplined approach in the application of

-

preparatory procedures, and the highest possible motivation

to implement the whole procesé. Still on the subject of

control and mindful of the possible limitations on internal
\ .
auditors c&%cerning the matter of objectivity, it may be well

to ‘recall the words of Drucker (1954) when he wrote, "Self-

cohtrol, means stronger motivation, a desire to do the best

]
-l

rather than Jjust get by." Motivation may be one of the

factors that can enhance the chances of achieving objectives.

4.6 The Link to Educational Technology

what has been advocated in the paragraphs above concerns
the preparation for a specific exam - the Certified Internal
Auditor Examination. The internal auditing approach

recommended wearlier is a systemic one, a problem-solving

‘approach. ‘Can  this also be considered as an educational

tech%ology one?

Y]

" .
If we examine Mitchell's (1977) definition of
educational technology:

Educational technology 1is an area of study and
practice (within Education) concerned with all
aspects of the organization ofleducational systems

- k.

ST
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and procedures whereby resources are allocated to
achieve specified and potentially replicable

educational outcomes.

We see it calls for a systemic approach to achieve

‘educational outcomes. Internal auditing is concerned with

ald- aspects of systems and procedures and how they operate

to achieve specific goals.. Using the internal audit process

to achieve a specific outcome on the Certified. Internal

-
3

auditor Examination seems to fit the aims of educational

technology. The principal objective of internal auditing is

to assure that control is effective so that objectives can

be achieved.
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6.1 Appendix K~ ,

_\THE CERTIFIED INTERNAL
'AUDITOR PROGRAM * *

-~

Objectives
MWWW(GA)MWBWIDMN

competence of the candidate. This provides s foundation for grant-
ing recognitidon gives direction to all intemal syditors who
saek to r thelr prolessional The objectives of the CIA Pro-

gram, af established by the Board of Directors of The instinste of internal Au-

ditors, Inc., are: |
1. Mwwmmdmdﬂnmd
intemnal Auditors, Inc., and sl other internal suditors by
o WMMMMMMMWWKO
‘Qualify as 8 professional in the field of intemal suditing
R M“WWWWO“M

. mummmmdmm
® daveloping sn accepted examination program which will measure the
m:wwwmmmmwmdu
artof the practice of intemal auditing
2. MMMWWWMM
ing of the certified internal auditor designation
Ataining the designation “certifled intemal suditor” wlbrhgknunnlm-
_ ditors the deep, personal satisfaction of knowing they have reached a recog-
" nized and sccepted level of competency in their chosen profession. They will
become members of a recognized professional group and receive the benefits
accorded o professionals. These benefits include the recognition of their
mwwwmmmmww
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‘vancement, and greater acce'ounce)h their role as advisors to management.

The Certified Internal Auditor Program requires higher levels of professional .

training which are being met by expanding educational programs sponsored

by The institute. Additionally, colleges and universities are introducing courses x

in internal auditing and related subjects. The Institute of Internal Auditors’ CIA
Program forms the basic component of a well-rounded profegsional develop-
ment program for internal au%roldng theNevel of practice for the entire
profession. -

. Certified Intemal Auditors wishlng to have a current continuing professional
development (CPD) listing are required to report progress each year toward
completing 100 houss of activity in each three-year period starting January

1, 1982, CPD activity can be in the areas of formal education programs, pub- -

lished writing, oral presentations or specified participation in professional or-
ganization activities so long as these contribute to the development or mainte-
nance of the CIA's professional proficiency. :

: Background

The Institute of Internal Auditors, Inc,, is the outgrwth of the belief held by
intemal auditors that an organization was needed to develop the professional
status of internal auditing and provide for the interchange of ideas and infor-
mation among practicing auditors.

The Insthtute of Intemal Auditors, Iric. was incorporated in November 1941
under the laws of the State of New York. Since then its gr hasbeen steady:

_ today itis the recognized professional organization for infmal auditors.

Professional development has always played an imjfiftant role in The Insti-
tute’s programs. Area conferences are sponsored by chapters throughout the
world; the annual intemnational conference has been held each year since
1941, and the State of the Art and many other specialized conferences are
held at least once a year. In addition, llA spostsors a continuing program of
comprehensive serminars and self-study couirses for all levels of internal au-
ditors. As a result of these and other excellent programs, The Institute con-
tinues making progress, successfully reactlng to the constant changes in the _
professron. and progressively takes the lead in many professional areas.

The first Certified intemal Auditor Examination was held in August 1974,
It was offered once a yeaf until 1982‘\vhen the present two examinations 8
year schedule was started.

Scope of the Examination

Anirnpoﬂantcharacterisﬁcofmyprofesslonlsthebodyofknowledge
whichishsframeworkforeducaungondtesﬂngmecompetenceofﬂrouwho
wish to become members of the profession.

TheClAEmnhmﬁonreﬂecumecunemmoImeanofhtzmdoudlﬁm
indudhgthefollowhgdhclplhg F
° Arﬂﬁngconcepu stmdords,pmcﬁces.mdprooedum. ’
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Intemal controland ethics. : }
Communications. : v
Computer systems and equipment.
Economics and finance.
Financial and managerial accounting. , .
Legal environment of busihess. -
Intemnal auditing administration.
Organizational behavior and management.
Quantitative methods for managerial decisions.
Administrative systems and procedures.
intemnal auditors continually face situations requiring practical application

of knowledge in the foregoing areas. They must demonstrate good judgment

and logical reasoning and be able to communicate their conclusions in clear,
concise language. The primary purpose of the examination is to test the candi-
dates’ knowledge in these areas. The candidates’ ability to or e and pre-
sent such knowiedge is also considered during the grading proc

‘Preparation and Admlnlstratlon»of the Examlnaﬁon

Role of the Board of Regents

The Board of Regents of The Institute of Intemal Auditors, Inc., is responsi-
ble for administering the CIA Examlngsog'_Tl\e regents consist of at least nine
members selected by The Institute's Board of Directors and appointed- for
three-year terms. The regents represent diverse areas of the lnt.emal auditing
profession including industry, government, and academe.

A’ director of certification and his staff administer the preparation, con-
duct, and grading of the examination within guidelines established by IIA'
Board of Regents and Board of Directors.

Sources of Examination Material

There are several sources of examination material. Specific individuals,
selected for their knowledge in certain areas, submit questions according to
specifications developed by [lIA’s certification division staff and approved by
the board of regents, Some questions are selected from material volunurny
submitted by academnicians, professional auditors, and others. Authors of
questions receive honoraria for quesdons and solutions selected for use by

the regents.

&

Examination Security - ' ‘
* All material related to the examination, hcludingltsprepmﬁonandpﬁnt— V-

ing, hucmdandconvoﬂedbyﬂtediredorofcetﬂﬁcaﬁon,minsumcom-
plhncewiﬂ\ﬁ\eucuﬂtyrequlremenumbllshedbymeboardofregenu
When the examination material is recelved at an examination site, local exami-
naﬂonofﬂcldsufecwdmmdnluccordhgtoﬂ\eregems guidelines

. Examination Locations

Uniformmmhaﬁommgivenannuaﬂyontheumedatesmmajudﬁes
Gloughoutﬂ\ewodd. .

¢ - w
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lA chapters recommend appropriate facilities and provide examinatién offi-

cials and other essentials necessary for efficient administration of the exami-
a l l 3 v .

The following are the cities where previous examinations have been offered.
~ onal sites are established baséd on the number of applicants in an area.
sites are con:irmed Biroximately three months before the examination.

Albany Delhi
Albuquerque Denver
Allentown Des Moines
Anchorage Detrok
Ark-La-Tex Edmonton
Atlanta ElPaso
Bakersfield Fargo
Baltimoye FortWayne
Birmingham Greénsboro
Bloomington, . Greenville
Bolse Halifax
Bombay Hartford
Boston Hong Kong
Brussels Honolulu -
Buffalo Houston
Calgary indianapolis
Canton, OH Jackson
Charlotte Jacksonville
Chattanooga - JuneamLoo
Cincinnati Kansas City
Cleveland Lancaster
€olumbia Lansing -
Columbus,GA:  LasVegas
Columbus,OH  Little Rock
Dallas London
Grading the Examination

LosAngeles
Loulsville
Lubbock
Melboume
Memphis
Miami
Midland -
Milwaukee
Minneapolis
Montpelier
Montreal
Munich
Nashville
NewOrieans
NewYork
North Jersey
Oklahoma City
Omaha
Orapge Empire
Orlando
Ottawa

Pago Pago
Pensacola
Philadeiphia
Phoenix
Pittsburgh
Portland, ME

~

ﬁ\gomnd.OR

Raleigh |
Richmond
Roanoke
Rochester

St Louis
SaltLakeCity .
SanAntonio
SanDiego
SanFrancisco
SanJose
SanJuan
Seattle

Sioux Falls
Spokane
Springfleld
Stevens Point
Syracuse
Tallahassee
Tampa

. TelAviv

Toledo -

Toronto

Tulsa

Vancouver
Washington, D.C,
Westchester/Fairfleld
Wichita

Winnipeg

Gradhgpollcyformeuamimﬁonistheresponslbﬂnyofmeboardofw
gents. The board approves a suggested solution for_each_question. This
modael answer is divided into subparts, and each subpart is weighted accord-
ing to its relative imporntance: The suggested solution serves as an inkial indi-

" T catorofthe most appropriate answer and provides a basis for creating a grad-~
ing guide that is further refined by the staff, the board of regents and the grad-
ers assigned to each question during a preliminary grading process. The staff
oversees this initial sample grading and develops guides which are reviewed
byabosdofregenugndhgsubcommuforeuulnmeformdorpro-

. duction grading.

-
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The formal grading phase of the examination program is thorough and
conducted with ghegt care. Examination graders are carefully selected on the
- basis of their professional and academic qualifications. Each grader is gener-~
ally sssigned one question. The combination of comprehensive model an-
mnmdﬂﬂﬂyqudmodgmdmmummdm&mﬁuywﬂncemap-
pmptmmnﬂdemimu\dmm&nm\m&fom\ekm

“To maintain quality control, grading supervisors review papers from all
graders. Marginal papers, defined as those with grades between 69-74, receive
an additional review. Several other intemal checks are performed before the
gnduanndbyhbo-ddm&rmmle.wpemon/
and the director of certification’s staff monitor the quality of each grader's per-
fonnancedwhgﬂtemﬂngmﬂngpmcus.hhchuﬂcanygmdedquuﬂom
are verified on a sample basis.

_The anonymity of the candidates is preserved during the entire grading pro-

cess, Individual scores are released only to candidates who-score below the y

minimum passing grade of 75. Candidates scoring 75 or higher are told that -
they psssed but are nat given their numerical score. The results are mailed
to all candidiates approstirnately 90 days after the examination. All examination
papers become the property of The Institute of Intemal Auditors, Inc., and are
notretumed to candidates. Grading decisions of the board of regents are final.
The certification division provides an examination review service for unsuc-
cesshul candidates. For each part requested, candidates will recelve a listing
=~ by question number — of the maximum points poisible along with the score
». actually received There is 8 charge of $5 per part to cover administrative
Mmmmmmmmmmmmmwm

mmmmu\emwfee.

Him Achievement Award

The Board of Directors of The institute of internal Auditors, Inc., established
six awards for candidates writing the best examination papers for all four parts
of the exarniviation in one attempt.

mmmmmmmmmmwm
ditor Esmination Highest Achievement Award. This consists of a gold medal,
a cash award, & cettificate, and an expensé-paid trip to UA's annual intema-
tional conference. The candidates wﬂdngthe five next-best examination pa-
penmmd&cellence

Careful seading and following the Instructions in the next two sections -
Requiremaents lor Candidates and Registration and Appiication — will saye

‘ Hnmﬂuboth&mmdmoney Fallure to follow these instructions
coddmnlhaunddm;bdmdcdedmeoppommtosaforme
' CIA Examination.
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Requirements for Candidates
Candidates for the CIA must meet educational and experience re-
quirements and agree to abide by the Certified lriternal Auditor Code of Ethics.
To be eligible to take the CIA Examination and receive the CIA designation,
. candidates must submit satisfactory evidence covering the following qualifi-

Work Experience

The work experience requirement for the designation of certified internal
auditor is two years. To satisfy the two-year work experience requirement,
work as an internal or external auditor or as an auditor in public accounting
- ) Is understood to mean the rendering of services such as those customarily
performed by a full-time, regularly employed audit staff. Candidates’ experi-
. ence»must be attested to by their supervisor, another appropriate member of
- their organization, or a certified internal auditor. This letter should accompany

the registration or be sent later, after the requirement hasbeen met.

Criteria fof internal auditing experience equivalents are as follows:
® Ah advanced academic degree beyond the baccalaureate is considered

as equivalentto one year of work experience (one year maximum),
| ® Auditing experience in public accounting qualifies as work experience in
: internal auditing.

T Full-time college or university-level teaching in the subject matter of the

examination is considered as equivalent to work experience on the basis

-of two years of teaching equaling one year of intergal auditing experience.
An academic degree beyond the baccalaureate must be from an accredited
grad program to be considered as one year of work experience. All

degrees, regardiess of the curricula, are eligible for consideration.

Candidates passing all four parts before completing their experience re-
quirement must have the two years of experience (or equivalent) verified Be-
fore certification will be granted. The Institute of Internal Auditors, Inc.'s Board

of Regents is the final judge of the acceptability of equivalents offered for ccn-

sideration as work experience.
R Letters attesting to a candidate's work experience in internal and/or extérmnal
auditing should:
® Betyped onthe company's letterhead. )
® Include the specific dates for which the person was employed in an audit-
- ing capacity.
— ® Specify the position(s) heid along with 8 brief description of duties and re-

sponsibilities.
e Contain the signature and title of the c. s supervisor or another ap-
propriate member of the organization (e.g., director of internal auditing,
. partner, controller, vice president, or president).
' Letters attesting to a candidate's college- or university-level teaching
® Be typed onthe university's letterhead.
. e Spedyﬂncowmuughdmef;hwr{gmmqwm.

Y

Pand
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° Vuﬁyﬂutﬁncandid&ddhmuhmm-ppohmfotada
academic year submitted and include specific dates. Lo
¢ Be signed by the dean of the college of business administration or anothes
sppropriate administrative official (e.g., departmemdmh'pmupmk
dent of the university).
in order for an advanced academic degree beyond the baccalaureate to
\ quaiify as one year of experience, gn official ranscript, written proof of com-
' of an advanced degree program, or a photocopy of the diplomna must
mﬁt i o
mkhgone-mwork-upuienceequhdencyforadvmed
degrees received outside North America should refer to the “Education” sec-
tion to determine the procedure to follow. _

Education
Candidates Educated in North America "

All candidates must hold a baccalaureate or ks equivalent from an accred-
Red college-level institution. The board of regents defines baccalaureste as

the “degree of bachelor conferred by a university or college.” This degreeis =

" usually the lowest degree conferred by a four-year college or university in the
Unked States. Most Canadian universities offer the bachelor's degree after
three or four years of full-time study in the field of arts and science.

An accredited college or university, as defined by the board of regents, is

a four-year degree-granting coliege or university in the United States (or a
three- or four-year degree-granting university in Canada) accredited at the
tme the registrant's degree was received by virtue of being listed in the Educa-

" tiomDirectory, Colleges & Universities, published by the jjational Center for
Educastion Statistics, or the Directory of Canadian Universities, published

MWMWMMWMMQMW
of Canada,

An official transcript or written proof of completion of a degree program

must be submitted with the registration of forwarded to The Institute by the
university:A copy of the diploma is also acceptable. »
Audeuﬂcqudlﬁuﬁomsubmlmdbycmmmhmnotcomﬂmd _
a degree program are evaluated by the board of regents on an individual basis
to determine equivalency. The board will consider baccalaureate equivalency
questions when the registrant has compieted the equivalent of approximately -
120 semester hours or 180 quarter hours of degree credits at an accredited
wmnmmwmmmmmmmybemmm :

account when a nondegree candidate has completed more than 90% of the -

academic hours of credit needed for a degree.

Academic qualifications submitted bynondegnecandldunmould be
egpiained in sufficient detall to enable the board of regents .to determine
aquivalency. The board is the sole judge of the acceptability of educational
sttalinment offered in lieu of a baccalaureate.

* — _College or university. students who are registered full time in the final year
of a baccalsureste or graduste degree program are eligible to register for the
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-fee,
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CIA Program. A letter from a college official which attests to the hull-time status
(12 semester hours for undergraduates, 9 semester hours for.graduate stu-

. dents) and intended completion date of the degree program should accom-

pany the student registration form. Coples of the forms are available from the
certification division. Candidates taking the examination before completing
their baccalaureate or advanced degree program must have the degree and
required experience verified before certification will be awarded.

CanddotuEducaudOuhldeNoMAmerka

hviewofmevuhﬂonsheducwonqlprogmmundmndudsmmughom )

ﬂ\eworld academic requirements are stated in terms used and customs fol-
lowed in the United States of America and Canada. in order to objectively de-
termine whether candidates’ academic qualifications are in fact equivalent to
a baccalaureate from an accredited coliege-level institution, all candidates
holding degrees granted outside North America must submit sufficient infor-
mation to enable the board of regents to evaluate the course of study and de-
termine whether the degree may be considered equivalent to abaccalaureate,
It may be necessary for The Institute to engage a credéntial evaluadon service.

Character References \.

Each candidate must submit a character reference from s recponslble per-
son such as a supervisor, manager, professor, or certified internal auditor. In-
dividuals providing references must have known the candidate for at least
three months.

\

'Fm,

‘Thefee schedule prescrlbedbymeboard of regents is as follows: -
lé:z::ndqn fee (on entry to the program) : 25
ination fee (per part, per sitting) %45
The registration fee is neither refundable nor transferable. If a registrant is
denied entrance into the CIA Program, the $25 registration fee will not be re-»
funded. Therefore, interested persons should read the “Requirements for
Candidates” section very carefully before submitting the registration form and

The full examination fee is refundable if written notice of cancellation s re-
ceived on or before April 1 for the May examination and October 1 for the
November examination. No part of the fee will be refunded if written notice
is received alter these dates.

Effective with applications to si for the May 1983 CIA Examination, an appli-
cantwhoproviduwrltmnoﬁceofdeferralonorbeforeAptﬂlforanay
mmhaﬂonmectoberlforﬁnNovembereumlmﬁonnnydderfmto
the next examination without cost. However, if such notification is received by
the certification division after April 1 or October 1, there will be a $25.00 defer-

ral charge which must be paid before the grade release date. If there is no
. notice of cancellation and the candidate fails to appear, the candidate is classi-

fied as g “no-show” and a penalty fee of $45.00 will be deducted from fees
paid & uvunﬂﬂuwﬂheddunduﬂﬁnwnmhdm.?mm

/ - - 3



be deferred for one examination period only.
Candidates wishing to transfer from one site to another after April 1 for the

.MayexamimﬂonandOCtoberHorﬂ)eNovemberemnhﬁonwﬂbere-

quired to pay a $25.00 transfer fee, which must also be received by the grade
release date.

Registration and Application (Two-Step Process)

Step One
A completed Certified Internal Auditor Program Registration Form is re-
quired for entrance Into the CIA Program. All registration docurnents and fees

must be filed with The institute on or before February 28 for the May examina-

tion and August 31 for the November examination. The kems of registration
which must be filed are as follows:
® . The Certified Intemnal Auditor Program Registration Form.
¢ An official transcript, written proof of completion of a degree program, or
aphotocopy of the bnccalaurem“degree
® The $25 registraton fee. *
¢ Acharacter-reference statement. (Leners and/or copies of documents at-
tesdngtoacandldatescompleﬁonofmeworkeqnﬂenceshoudbew
mitted as soon as the requirement is met.)
Registration for the CIA Program is required to enter the program only. The
candidate must sign the registration form agreeing to abide by the Certified
internal Auditor Code of Ethics. Each registrant is responsible for making

timely delivery of the fee and forms. The institute cannot guarantee
& candidate’s right o the examination If the candidate does not meet
published deadlines.

When all requiremiénts are satisfactorily met, the director ofRrtification will
notify the candidate of registration approval. Application to take the examina-
tion (step two) canhot be made until this approval is received.

Step Two '
ﬂwcmdldatesmustﬂleanappllcaﬁonwahforﬂnmmmwon. together
mmwwu.mmmmmmmmm

by March 31 for theMay examination and/or September 30 for the mber

-mhﬁommmuumpplyuchﬁnemeywishmuke anjypart
of the examination.

Each applicant is responsible for making timely delivery of the required fee
and form. The institute cannot guarantee a candidate’s right to sk for the
ifthe candidate does not meet published deadlines.

A candidate must initially take at least two parts of the examination but may
take three or all four paits. A canditiste may reapply to repeat any parts failed

by submitting an application and the appropriate fee.

Certified intemal Auditor Examination Application Forms are mailed to all

approved candidates about 90 days in advance of each examination.

Each person enrolled in the CIA Program Is responsible for making timely
notification in mwﬁndmcwrdcumadandmdumdm
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Eiigibllity Policy &

Effective June 1, 1982, candidates who do nof pass allfour parts within six

successive examinations, starting with the examination in which the candidate '

first passes a part, will lose credit for any part or parts previously passed-The
candidate must then reregister for consideration as a candidate for future
examinations. A .

Registrations accepted in 1979 and later will be valid for 8 maximum of
three years from June 1, 1982, if no part-has been passed. Candidates who
first pass at least one part of the examination during the three-year period have
the next five successive examinations in which to pass all four parts without
loss of credit. The same three-year maximum period for passing at least one

part applies to all registrations accepted after June 1, 1982,

4
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6.2 Appendix B

CERTIFIED INTERNAL AUDITOR EXAMINAT"ION

ot Prepared and administered by the Board of Regents of The institute of Internal Auditors, Inc.
/ ‘ EXAMINATION FOR PART |
PRINCIPLES OF INTERNAL AUDITING
THURSDAY MAY 13, 1982 — 900 AM to 12 00 Naon h »
[
, Estimated Time
Questions . (Minutes)
D 1 45
' K ) Cer et it eeare e 20
32 e Cerereaan Cerriees 30
. 33 ., e er e et ree e 15
, K T e birreeeisrearieae, 20
’ ) R . 20
. ie ........................................ 15 -
. RETTTTRTRToTS Ceereriirerenes PO . 15
-(A Total 180
- 0’ .
. The estimated ime allou;ance approximatesathe relative weight assigned to each question
READ THE §OLLOWING INSTRUCTIONS CAREFULLY <
4 i .
1 Pllce your candidate number on each answar ‘4 Calculations made to support your answers
. sheet in the space provided arid begin each should be legible, clearly referenced to your
- answer on a new sheet, answers. and submitted on the answer sheets
2. Number all answer ‘sheets consecutively. The . Provided.
answer sheet for multnplc «choice questions'is 5 Legible writing and clear exposition will ‘help
page 1. *  assure that you recewve appropnale credit for”
- 3. Arrange your answers in the numerical order of your answers.
‘ the questions. . ¢
r i - . T FAIL!JRE TO. FOLLOW THESE INSTRUCTIONS

MAY ADVERSELY AFFECT THE GRADING OF YOUR ANSWERS

! v [
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QUESTIONS 1-30: MULTIPLE CHOICE
ESTIMATED TIME: 45 MINUTES

Select a single answer which best completes the
statement or answers the question. Mark your
answer by blackening with & soft lead pencil the
appropriate answer space on the answer sheet pro-
vided.

SAMPLE QUESTION

In testiﬁa for a ‘proper cutoff of purchases\of
materials, the internal auditor would most I
examine:

a. Vendor's invoices. "
b. Purchase requisitions. [}

€. Purchase orders.

d. Recewving reports

e Alil of the above

ANSWER SHEET (example)

A B C

D ¢
- 00

< ANSWER THE FOLLOWING:

The 1A scope of work standard includes as an

appropriate audit responsibility:

a. Determining whether operating objectives
and goals established by the management
of an operating unit corform with those of
the overall organization.

b. Determining whether operating objectives
and goals are being met.

¢. Determining whether underlying assump-
tions' made in developing objectives and
goals are appropriate.

d. Determiming whether suitable controls

- have been incorporated nntothe operations
or programs. iy

e. All of the above. h

“The directors of internal auditing should co-
ordinate internal and external audit efforts."
Which of the following activities i is not mc\uded
in this standard?

a. Developing a common understanding of

"~ audit techniques, methods, and termin-

ology.

‘b. Exchanging audit reports and manage-

ment letters.

c. Obtaining reciprocail approval of annual
audit plans.

d. Holding periodic meetmgs to duscuss
matters of mutual interest.

‘e. Providing access to “each other's audit

programs and working papers

.

——

3. Internal auditors should bo objective n

performing audits. ‘Which of the following

situations clearly violates the TIA standard

of oblectmty’

a’ The suditor who reviews accounts ' re-
ceivabie worked in that department as
a trainee two years ago for three moriths

b. The auditor reviews a department that
continves to use procedures recom-
mended by that auditor when the depart-
ment was.established.

c. The auditor reviews the same depmment
for two yaars in succession.

d. The auditor reviews. a department n
which the auditor has the responsibility
for cosigning checks

e. All of the above.

. An effective system of internal control:

3. Reduces the need for management to re-
view exception reports on a day-to- day
basis. »

b. Ehminates nisk and potental lgss to the
organjzation., ,

c. Cannot be circumvented by mahagement.

d. Is unaffected by changing circumstances
and conditions encountered by lhe
organization. -

e. None of the above.

Some internal ‘auditing departments rate

73

each system of internal control they review .

In order to provide a reasonable level of

assurance,that these ratings will be vahid and

accepted, h of the follow:ng condmons/

criterta shoul met? |

a. Measurable and objective standards for
operating and control systems have been
established by management and com.
municated to appropriate personnel,

b. The internal auditor will possess, on a

collective basis, High levels of expertisa~

in the controls of most operating areas

¢. The internal control rating system is an
integral part of the performance appraisal
and incentive compensation programs. for
management.

d. Theorganization has.a tairly large number
of similar entities conductmg comparable
activities. '

e. Both a and b above. .
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L X tnumal accounting control primarily com-
prises the organizational plan, procedures, .
and records dealing with the reliability of

financial secords and the:

a. Decision processes leading to manage-
ment’'s authorization of transactions,

b. Achievement of the organization's
objectives.

c. Safeguarding of assets.

d. Detection of fraud.

e. Efficiency of operations.

7. Which of the foliowing statements is not

true in regard to independence?

}a. Independence is not dependent upon

auditee cooperation.
Independenge suggests that auditors
will audit without top management's
interference.

c. Reporting status should be sufficient to
permit the maintenance of objectivity.

-d  Orgamizatiorfal status assures inde.

pendence.

e. An auddor's independence can be con
strained by both personal and external
conditions.

8, You should use a standard for evaluating

an nternal auditor's technical proficiency

for which of the following areas?

a Abdity to gather and document data to
support audit findings.

b. The knowledge, skills and disciphnes
needed to perform audit assignments

¢. An objective mental attitude.

d. The ability to plan audit programs and
fmeet schedules.

e The ability to coordinate the work of the

internal auditor w:th that of the external .
. auditor.

‘9. Internal controls are intended to provide

reasonable assurance that

8. Authorized transactions are processed
once-and only once.

‘b. Transaction data are complete and
accurate.

c. Transaction processing s covrect and
appropriate to the circumstances.

d. The output of the processing 1s delivered
only to authorized pers‘us

e. Al of the above.

11.

12

13,

14,

v

‘ 10. Performance of audit follow-up by internal

auditors includes:

a. Supervision of the corrective action taken.

b. Documentation of corrective action
taken or to be taken by operating man-
agement.

c. A re-audit of the subject area.

d. A report to the mdependent external
auditors. A

e. A report to the audit committee.

Who is pnmarily responsible to see that cost

effective cantrols are implemented in an

elecfronic data processing system?

a. Internal audit department director.

b. Electronic data processing audit
manager.

¢. Audit commuttee of the board of directors

d. Control group in the electronic data
processing department.

e Operating management

A data securnity system developed for the

data hase environment should provide

assurance that:

a. Access 1s limited to authorized por-
tions of the data base ’

b. Operations performed on the data are
limited to authorized activities

c Access to the data base 15 authonzed
through the data dictionary

d Accesses are recorded anfl reviewed
by an EDP auditor

e. Both a and b above ,«ﬁ.

‘Data base elements should be defined by

Application programmers

Systems analysts i

Data base administrator -

Systems programmer

Security specialists

cacow

Which of the following procedures consts

tutes a sound segregation of duties with

respect to computer operations?

3. The programming group authorizes
program corrections.

b. Operations personnel make needed
changes in the source code

c. The programming group ntiates a re.
quest for program enhancement

d. Operations personnel control the move-
ment of programs from test program
hbranes to production librartes.

e. Console operators schedule production

74



18. Which of the following represents the most

effective control over the data dictionary

in a data processing environment?

a. Changes to existing data elements or
additions of new elements are approved
by those responsible for the data.

b. Users provide assurance that data does
not duplhitate or cobflict with exsting
data.

c. Changes are approved by each user of
the data. .

. d. Data administrator establishes duplicate

data elements n the data dictionary
when different attnbutes are necessary
for the same data element.

e. Each user establishes data element and
name standards for the- data they
‘will use,

a

16. An annual summary report of completed

17.

18.

audit work submitted to management and

the audt committee should:

a. Didcuss the administrative health of the
audit organization

b. Infdrm management of the scope of pro-
posed audit wqrk for thé following year

c. Emphasize the number of dehciency
findings discovered by the auditors.

d Describe the extent to which the audit
function has completed its planned pro-

. gram.,

e. Explain proposed statfing plan. .

An adequate charter for the internal auditing

function 15 necessary in order for the director

of internal auditing to:

a. Justify a salary commensurate with that
of other company officrals.

b. Have ready access to the president of
the company.

C. * Be authorized to conduct a review of oper-

© ations throughout the company.

d. Correct any dehcnent conditigns  dis- -

covered.
e. Review EDP systems prior to implemen-
- tation.

. The long-range audit schedule 1s considered
important because:

a. |f management cuts back the audit bud-

get, 1t does so with full knowledge of the
particular coverage elimmnated.

It assures coverage of important areas.

It balances current needs against re.
sources.

oo

. d. It correlates the long-range goais of the

company and future audit programs and
staffing. "
e. It assures eﬂncnent staff utilization, ¥

19.

21

23

e
3 .

The internal auditor's responsibility for fraud

detection is to;

a Conduct the audit with due professional
’ care and skill.

b. Develop each audit program with the ab.

= jective of fraud detection

¢. Assure that EDP controls wilt detect fraud.

d. Provide periodic assurance to manage:
ment that fraud will be promptly detected

e. Provide a report to management indica:
ting the extent that frayd has occurred

internal auditing has developed principally

because:

a. It is requirgd under governmental con-
tract provisions

b. Organizational growth himits manage
ment's ability to monitor operations.

c. it can reduce extarnal audit costs

d. "There 1s currently a higher incidence of
employee fraud

e. Boards of directors require the assistance
of the internal audit function ta perform
their responsibilities,

Which of the. following 1s least likely to be de-
tected by a system of internal control?
Impropérly approved dnsbursemee)s
Duplicate payments

Deviations from standard procedure
Fraudulent actions by an employee
Fraudulent actigns by several employees
acting 1in concert ' -

a0 g

Field supesvision of an internal audit includes
a. Preparation of audit guides.
b. Development of audit objectives.

findings.

d. Quaiity control for worging papers

e. Selection of competent‘staft for the audnt
team.

¢c. Responsibility. for QIOW up of audit

Communicating in a constructive tone rela.

tive to audit findings involves:

‘a. -Reporting only satisfactory performance

b. Emphasizing the opportunities for im.
provement.

¢. Cting by name the individuals involved
in deficiency findings

d. Stating the findings in comprehensive
detail

e. Avoiding the use of criticism,
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Suitable criteria for hiring internal auditors,.
gving due consideration to scope of work and
level of responsibility, would not includg: -

a Adaptabiiity X .

b Self-confidence .

¢. Education ﬁ

d. .lnitiative )

e Physical characteristics

With respect to the organization's comrol

system, the internal auditor should:

a Accept responsibility for the prevention
and detéction of fraud

b identfy risk areas in the organization
and schedule review of those areas

c. Be held respontible for compliance with
the Foreign Corrupt Practicés Act

d Investigate any suspected: fraud &% in
(enogatmg suspects and witnesses

e Parhc:pate tn developing systems to
prevent or detect fraud

el

The role of internal auditing within arrorgan
nrzation should be established by-

-2 Generally accepted auditing standards

b Management and the board of directors
¢ Organizauon manual

d. The externai auditors’ management Iettev
e Thke director of anal auditing

‘
[}

4

-

The primary objective of a program for the |

evaluation of internal auditor performance

1s.to

inform’ the audnor of strong pomts

shoncommgs and progress

b Ensure harmony between the manager
and the auditor. '

c. Challenge the auditor -

d Provide support for terrminations

.+ ¢ Teach a new auditor the requirements

-

ol*a job ) )
Porr auditorauditee relatuonshnps are hikely
to result when' .
Findings are not discussed with auditees
b Credit s not given,to auditees for im-
provements made f
¢ Auditee has insufficient time to ré€ponag
to audst findings | '
d Insignificant audit findings are empha.
© Sized in the audit report
All of the above
L 1

29.

30

31

o

/

< ¢ Determiming

Which of the following activities is prescribed

by the Sranoards ior the Prolessjonal Practice

of internal Auditing?

a [Mesigning and implementing operatmg
systems. .

b Setting operating standards to measure
" the efficient use of resources

¢ Establishing company abjectives and
goals

d.' Determining whether corrective action
has been taken

e. Establishing control systems designed
to ensure compliance wi

. laws and regulations

A major objective o%al auditing 15 to

assist man ent 1n the discharge of its

responsihiities and the exercise of its duties

by providing services such a

a Augmenting the work the accounting

. organization ke statements, more

meaningful. w

b Ascertaining the extent of compliapce
with established pglicies and procedu

it assets are adeguately
sateguarded

d ldentitying
reports provid

e fmanc.nal and operational
to management

‘e Evaluating operating statf members’

capabilities

QUESTIONS 31-37: ESSAY

Estimated Time: 20 Minutes

You, as Diector of Internal Auditing of
Altamonite Corporation. ‘are considering al
ternative ways for your department to comply

,-with the requirements for external review of

your audit operation as provided in the
Stangards lor the Prolessional Practice of
Internal Auditing
Required: Identify the advantages and dis
advantages of having these reviews of your
‘operation conducted by eacH of the following
parties .
a The company's external auditors h
b An ad hoc committee compnised of man
_ agers of the Altamonte Corporation
¢ A team of internal auditors comprised ot
. indwiduals employed by anothgy company
\

applicable.
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Estimated Time: 30 Minutes N

. You have recently been hired ag director ot

internal  auditing at Research Idstitute, a
prestigious ‘“think tank” employing 2,000
persons. The organization has not had an

internal  auditing function. The president._

who hired you, was instructed by the Board
of Directors to create that function. He s
not sure whether you should report td him,
to the executive vice president — admin-
istration, or to the vice president — finance.
In fact he s not entirely clear as to what your
role should be. One of the president’s first
instructions to you was. “Draft what you con-
sider to be an 1deal charter for your operation.
I'll take it to the Board and do my best to get
you all lhe support you need.”

Required .

Draft a document entitled “Internal Auditing
Department — Statement of Purpose,
Authority and Responsibility.” Be sure to
describe the scope of audit work you want to
stablish, the authority you will need, and the
responsibilities you expect to assume.

Nots: You will be expected to reflect some
knowledge of mode! documents available in
the hiterature of internal auditing. You will be
graded upon organization of your answer as
well as substance, so draff the document
carefully.

Estimated Time: 15 Minutes

You are dvector of internal auditing for

Umted Enterprises. The chief executive

officer sends you the following message:

“The Board of Directors has decided to estab-

lish an audit'commuttee comprnised of outside

directors. The charman of the Board of

Directors wants to meet with you and me to

brainstorm the implications of this action

He suggests that at our first meeting we

address ourselves to three questions They

are:

a. What functions do audt compmuttees

. usually perform™

b. What should ‘audit committees discuss
at their meetings?

c. What sont of interface or relationship
should be established, between the di-
rector of internal audifing and the audit
committee--assuming Ahat you will, con-
tinue to report directly to me.”

Roquinl,

Identlfy and respond to each of the three

questlons asked by the chairman.

£

34. Estimated Time 20 Minutes

in a recent management letter, the external
auditors for Holten Services, Inc questioned
the effectiveness of the internal auditing de-
partment. Management was concerned and
retained a retired internal auditing practe
tioner to review the department’s operations

The review revealed that:

1. Several of the company's internal audsitors
have relatives or close fnends wha are em-
pléyed by Holten in various operating po-
sitions. The director of internal auditing
was unaware of some of these relation.”
ships. The relationships often were not
considered when assigning audit per
sonnel, resulting 1n many instances when
an auditor's judgment could have easily
been compromised.

‘2. The director of internal auditing requires

his employees to work in Holtens oper-
ations for at least one vear prior (6 joning
the audit staH so as to gcvgﬁe statf the
nsight it needs to perfo effect.ve
audits.

3 Whenever possible, the director arrariges
with hine managers for a temporary ex-
change of their operating statf for audit:
ing staff. .The director has discovered
that operating personnel can perform
more efficient audits of the umits from
which they are torrowed. R

4. To promote consistency and continuity
In audits, lead auditors are required to
review the same activities for at least five
consecutive years. This strategy has vir-
tually ehmmated auditee complaints
about the auditors not understanding the

717

nature and objectives of the unit's activ- -~

ities.
5 Toimprove audit statf morale, the director
-ennches the jobs of s employees by giv-
ing them more responsibility for audit
reporting. He never chalienges the infor.
mation contained n the audit reports
In fact, he seldom reviews them or the
supporting ddCumentation
Required:
For each of the fiye observations listed above.
state. whether the condition 1S a violation of
one ol the specific guidehnes within the
objectivity standard Justify your answers

»

-

)
’

.
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Five financiat control objectives which should
be achieved -relative to the acquisition of
goods and services are listed below. *

3. The expenditure bears a reasonable re-
lationship to the requirements of the
business.

b. Quantities or volumes purchased are

* reasonable and consistent with needs. °

c. Pnces and terms of the purchase are
consistent with written agreements.

d. Goods or services are received.

e. Proper documentary evidence backs up
the transaction.

Required:

For each of the financial control objectives -

listed above, describe two control techniques
wmcr can be used to achieve the objective.

36. Estimated Time: 15 Minutes.

You are the director of internal auditing for
B Corporation. During the course of a recent
audit of one of B Corpération’s overseas di-
visions, one-of your auditors reviewed the dis-
bursements from an overseas bank account.
The audrtor found that seveyal large. check
disburséments had been made to a num.
bered bank account in violation of corporate
pobicy The chechs were signed by the chief
executive officer of B Corporation. You
brought this: matter to the attention of the
chief executive officer of B Corporation who
explainéd that the checks were written to
pay B Corporation’s consultanty The chief

» executive informed you that he' discussed

the matter with B's attorneys and B's audit
commitiee He Wid you to “forget about it”
because (1) everyone knows about it, and
(2) such consultant payments are iliegal 1n
the country in which they were made.
Required:

8. Discuss the articles 1rom the CIA Code

37. Estimated Time: 15 Minutes

Jodam Manufacturing Company has about
1,000 production employees who are paid
hourly wage rates. The internal auditors ex-
amined records maintained by the personne!

depariment to determine the basis of deduc-~

tions from payroll. They found that no system
existed for maintenance of current and proper
payroll deduction authorizations in personnel
files. In their sample of fifty employees, the
auditors found six instances where personnel
files failed to contain proper payroll deduction
authorizations signed by employees. The in-

- ternal auditors promptly reported their find-
ings. In response, the personnel manager.

had the six employees sign appropriate author-

ization forms for payroll deductions. He then -

reported to the internal auditors that he had

thereby corrected the deficient condition.

Roqulnd
Discuss the extent to which internal
auditors .are responsible for follow-up to
determine that apgropriate corrective
action 1s taken by rﬁanaaement on re-
ported audit findings. *

2. What critena should the mternal auditor
consider n judging the propriety of cor-
rective action?

3. Assess the adequacy of the personnel
manager’s remedial actions according to
the specified criteria. (Your discusstion
need not focus on spectfic control pro-
cedures.)

of Ethics that deal specifically with the *
situation above. ~

_b. Discuss the r lnt Standards :
Prolessianal ncﬁ of internal g
standards that des! specifically w v
situation, " 9
) [} .
. ' ¢ END-OF PART 1~

» ' ‘w P
. g. \ ) e '_,/ N
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THURSDAY, MAY 13, 1982 — 2:00 P.M. to 5:00 P.M. Y
A
. (%
- N
_Estimated Time
- Questions. (Minutes)
D Lo T 80
41 ....... ettt eer et ieaees 10
. B 25
L P N 15
. 15
) ‘ 8 10
. . 46 ........... e tieaiitierie s arietnentan 5
' 3 PR 10
ﬂ L N 10 !
3 Totat 180
i
. The estimated ime allowance approximates the relative weight assignad to each quutl_on
READ THE FOLLOWING INSTRUCTIONS CAREF[TLLY ’
" ‘ M - -
- ,
k] »
1 .Place your candidate number on each answer 4 ‘Ca'lcuialnons made (o' .3upport your ahswers
. sheet in the space provided and begin each should be legible, clearly referenced to your
answer-en & new sheet. answers, and submitied on the answer sheels
. 2. Number all answers consecutively The °'°'_'d°d
answer sheet for multipte.choice questions is Legible writing and clear exposition will help
page 1 ‘assure that you receive apprapriate credit for
3. Arrange your answers in the numerical order of your answers ’

“

CERTIFIED INTERNAL AUDITOR EXAMINATION

Prepared and administered by the Board of Regents of The Institute of Internal Auditors. Inc. ‘

the questions.

\

’ §

EXAMINATION FOR PART Nl
INTERNAL AUDITING TECHNIQUES

i

\‘ . - ¥

. FAILURE TO FOLLOW THESE INSTRUCTIONS h -
' MAY ADVERSELY AFFECT THE GRADING OF YOUR ANSWERS

)

.
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QUESTIONS 1.40: MULTIPLE CHOICE
ESTIMATED TIME: 80 MINUTES

Select 2 single ariswer which best completes the
siatement or answers the question. Mark your

* . answer by blackening with a soft lead pencil the

appropriste snswer space on the answer shest
provided.

SAMPLE QUESTION

Which of the fellowing may bé scheduled in

production planning by the .use of learing
curves?

Labor assignments.

Purchases of materials.
Subassembiy production.

Delivery dates of fimished products.
All of the above.

ANSWER SHEEY (example)
a8 [of o] E

A
CoocCce

sangoe

ANSWER THE FOLLOWING:

1. The scope statement.n a written audit report

- should:
a. Be combined with the findings.
b. Identity any imitations imposed.
C. Identity the audit techniques used.
.+ . @ Becombined with the introduction.

~=- @ |dentify the auditors samphng method-

-~ ology. .

2. An audit report may be considered deficient it
’ 8. Mapr and minor Mhdings are not differ-
entiated. % ‘
b. The auditor relied on the work of others
without disclosing the lack ot persondgl re-
AN

Vigw, B
c. No statemgint of scope 1s inciuded.
*d. Exceptions reported are not' related to
organizational goals.
~ a=g? Any oneof the above 13 present

T 80

3. Which of the following audit steps would not
normally be undertaken by a bank's internal
auditor when reviewing commercial loan files? |
&. Review notes for completeness.

b. Ascertain approval by an authorized loan
officer. .
c. Review loan officer cormments on contacts
__ with the customer. v
d. Review current customer financial state-
ments. " .

e. Obtain and review credit rating reports

from an independent crédit rating firm.

4. Inevaluating the procedures of the claims pay-
-~ ment department of a casualty insurance com-
pany, the audit step least likely to be included
in the audit program is:
“a. Determine that the payment was within the
terms of coverage.
Review the claims documentation.
inspect the site to substantiate the extent
of the loss claimed. ?
Determine thiat theclaimants’ payments on
their pdlicies are current.
e. Confirm'receipt of the claims payment with
the policyholder. ’

no

o

. ' A
8. With respect to reporting audit results, which
of the {ollowing directives i1s inappropriate?
a. Provide intenim reports on an oral basss.
.-b. Report satistactory performance where
possible. —
€. Include the auditor's opirion.
d. Inciude the auditee's opinion.
e. Exclude discussion of problem areas that
have been corrected.

6. The pnmary purpose of'issuing an intenm

or progress report while an audtt is «n progress

is to: 2 (

‘a. Permit operations management to act on
certain findings immediately.

b. iInform auditee management and ther
supervisors of findings as soon #s prac-
ticable.

¢. Immediately present a comprehensive
set of findings and recommendatibns with ~ +
authoritative support cited.

d. Describe the scope of the audit.

e. Set the stage for the final report
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v 7. An audit of the revenues generatad by the 11 The inemal tor's primary concem with
permit and inspection division of the city's the MMQ%MM. program
building department has just been concluded. 0 age inventory would be
A draft audit report indicates that a major up- a. The auditor's pro.nmmin; expertise. *
dating of the computerized billing system is b. Loss of independence. !
needed to ensure that fees are billed in ac- C. Saving valuable audit time.
cordance with the recently revised city buiid- d. Limited use of the program.
‘ing code. With whom should the draft sudit . e. Programmar's access to confidential
report be reviewed? . information. . -
a. Superintendent, Building Department ‘ - .
’ b. City Comptrolier » 12. When an EDP auditor performs complisnce
c. Director of Data Processing tests on an inventory fila containing over -
) d. City Treasurer 20,000 line items, that auditor can maintain
e. Al of the above K a:ydopendcnco and’ perform most efficiently
- v = : ’ -
8. A(well:.designed intemal control question- a. Employing an independent contractor to
nairdshould: ' write an extraction geogram. :
a. Elkit "yes” or “"no" responses rather J . b, Using a generalizad audit software pro-
th§n narrative’ responses gram. , .
b. a sufficient source of data for the .6 Obtaining a printout of the antire file and
evaluatishi of internal controls. then selecting each oth tem. .
c. ldentify internal control system strengths d. Using the sustemns department's pro-
and weaknesses. ' grammer to write an sitraction program.
d. Be organized by department. e. Asking the console operator to frint every
e. Be independent of the objectives of the ' item that cost more lhw. .
audit. :
¢ 13. When makmg predictions of gross sales, an
9. An auditor made several recommendations internal auditor would most likely use:
to improve utithzation of plant personnel in a 3. Regression analysis.
large mapufacturing company. Which of the b. Linear programming.
following recommendations would probably - €. Sensitvity analysis.
. have the. opposite effect of that intended? d. Monte C#to method.
" a. Use applicable time Study data to specify ° e. Stochastic methods.
the cost/job relationship. . .
b. Eliminate supervision of line personnel 14. An interna! auditor 1s using variables es- -
c. Rotate job responsibilities for repetitious + hmation as the statistical sampling technique
” tasks. to estimate the monetary value of a large
d. Develop detailed job pe,fo,mance inventory of parts. Given a sample standard :
standards. deviation of $400, a sample size of 400, and ¢
e. Use a time clock to documem the hours a 95 percent two-tail confidence level, what
worked by employees. . precision can the auditor assign to'hisestimate
‘ of the mean dollar value of a part?
10. When auditing the Bontrols over raw material a. "+339 ,
quality, it would not be useful fo review and b +32 ¥
evaluste: . c 4352 '
a. The fire protection arrangements of the d +34 . L
. matenais storage area. e. +3%20 ‘ ‘ y
b. - The recewing procedures,
¢. The purchasing pracedures. 15. A test of 200 invoices randomly selected by
d. The procedures for handiing materials, the internal auditor revealed 35 which had -~ * . —
| e. Policiesyfor recognizing and disposing” not been approved for payment. At the 95
of damaged and agolete materials, percent confidence level, what precision
R ’ can be assigned? .
‘ - a. 69 percent
! b. 5.3 percent
N . - c- 9 l WCCM ’ ' .
&> - ) d. 35 percent , 6? :
. e. 1.7 pgrcent . _ Dy’ S
4 ‘ . ~
» e . i -
s
- . ‘a . “ 1
' g . .
- Ve



Ay
i

[ 2

—

%

1& An internal auditor plans to sample an.in-

surance claims settiement file to ascertain .

‘evidence of fraudulent claims. The auditor

draws g sample of claims -for suditing which
will ide 8 specified confidence level of
detecting at least one fraudulent claim if a
certain rate of fraudulent claims actuslly
exists in the popuylation. This type of sampling
plan is known as:

a.  Acceptance sampling.
b. Stratified sampling.

¢. -Discovery sampling. »

- d. Chi-square sampling.

¢. Variables sampling.

17. An auditor draws a random sample of in-

voices and computes the mean invoice

amount. The auditor then computes the

standard error of the mean. This information

can be used to:

8. Maeasure the variabiity of a specific nem
within the sample.

b. Determine the standard deviation of the
sample.

€. Measure the variability that exists among
all the ible invoice samples of the
same size,

~d. Perform difference estimation and avoid

a large sample. U
e. Compute the results of a vaniable sample
through the use of standard tables.

18. An auditor's statistical sample drawn from

a8 population of invoices indicates a mean

value of $150 and a sampling precision of

+330 at_a 95 percent confidénce level.

Whith of the following statements 15 a correct

interpretation of this sample data?

4. There s a 95 percent probability that the
true populatnon mean s $150.

b. There is a 95 percent probability that -
the true population mean falls in the
range of-$135,tc $165.

c. In repeated sampling, about 95 percent
of the intervals with precision +$30
around the sample n’&nn will contain the
true popuiation mean:

d. In repeated sampling, the true population
maean will_fall in the precision range of.
$120t0 $180 about 95 percent of the tirfe.

o.v in repeated sampling, the point estimate
of the true population rnesn will be $150
about 95 Dm:ent of the tima.

”

19. Clerks A, B, and C process 50 percent, 20 per-

cent, and 30 percent of the sales orders, re-
spectively. The percentage of errors made
in processing a sales order by Clerks A, B, and
C.are 2 percent, 5 percent, and 10 percent,
respectively. A sales order is audited and
found to be in error. What is the probability
that this invoice was processed by clerk G?
.30

.60

.10 .

.03 -
N_ above.

sange

. An internai auditor determines that a sam;fle

size of 250 units 1s appropriate. There i1s then
an observed sample standard deviation of
$386, and a 99 percent confidence intervai
using a two-tailed -test. The sampling preci-
sion is +63. What sampling precision would
be achieved with a 95 percent, two-sided con-
fidence interval? v
a. 4403 &-
b. +630
c. +345
d. +837
e. +478

-

A )
. An internal auditor 1s reviewing the budget

of a manufacturing division The division has
estimated its expected profit for next year
on the basis of the probability-rated profit
forecast shown below:

Volume Probability Profit or
(Units) (Loss)
10,000 15% $(20,000).
20,000 2% (5.000)
30,000 42% 10.000
40.000 14% 25.000
50,000 5% 40,000
\ 100%
What is the expected profit for the division
fased on the above data?
a. 10,000 .
b. 27,000 -
¢. #13,900 "
d. 5500 ?
e. 50,000 -
. .
oA
i
¢ .
L 2
. ¢

-
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22. A company has developed » leaming (im-
provement) curve for one of its newer pro-
cesgés from its accounting and production

. records. Management asked internal audit

e to review the curve. Which of the following

events would tend to mutigate the effects of

the fearning curve?

& a. Labor costs incurred for overtime hours
are charged to an overhead accoumt.

b. The number of pre-assembied purchased
parts used exceeded the plan.

¢. “The number of skilled, higher-paid
workers used in production exceeded
the plan.

d. Newly developed processing equipment
- . with improved operating characteristics
is used.

e. All of the above.

Q

23. An internal auditor developed the data below
for a linear programming mode! for its south-
ern plant.

oy

. X ’

. 1 (\’x2 3
Selingpnce.................. 35 90 20
Costs: N
Matenab........... v 15 - 30 10
Labor ..ot J 5 30 3

! Variable Overhead ............. 5 1
Fixed Overhead® ........... ..5 10 1
Profit/(loss) per unit ......... (2) 15 5

*Allocated to products on the basis of labor hOurs

Based on the data above, which of the following

should the internal auditor select as the correct

function to maximize profit from that plant?
a. 35)(l + 90)(2 + 2ox3

b. -2)(1 + 15)(2 + 5%
c. 15X + 5X
2 3
d .3X + 25X + eX -
1 2 3

e 5X + 30X + 7X
1 2 3

. .24. Which of the following tasks could not be

performed -when using a generatized audit
' softwate package’ o ‘
a Recalculations ot numbers. :
b., Retracing of transactions *hrough cél-
culation and classification operauons
¢. Scanning for unusual items.
d. Computation of operating ratios.
" e Physical cbunts. ‘ »

83
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28, When auditing & stand-alone minicomputer
as compared to a large-scale computer system,
which of the following statements affect the
preparation of the audit program?

a. The internal auditor will have to perform

more substantive tests.
b. The internal auditor will have to write'a.
tailgred program to access data. .

c. The internal auditor will have ta use di-
ferent audit techniques than those used
in a large computer configuration.

d. The internal auditor would expect to find
diffdrent systems controls than those

. found with a larger computer.

e. The internal auditor will find it necessary

to audit around the computer .

26. When auditing computer security, the in-

ternal auditor would-usually not: |

a. Perform comphance tests. "

b. Review contingency procedures

c. Perform substantive tests. v
d. Review personnel practices and policias.

e. Review documentation standards.

27. Red Company assigns 3 10-digt number to
each employee for dentification purposes.
During the computerized payroli process, &
clerk incorrectly entered a nine-digit number
for one employee. Which of the following con-
trois wolld be likely to detect this?

Overflow check.

Completeness chaigk.

Sequence check

Vahdity check

Parity check

sance

28. Qne technique for testing computer appli-
cation program controls 15 called the “test
- date melhod The purpose of this test-1s to:
a. Run data twice through the old and new
systems to 1dentify’ unexpected duﬂcr
ences
b. Seiect and record data for Subsequent
) analysis. , -
. ‘' Provide the documentation
- explain the system of co
d VYenfy the processing logic and controls.
e Show the trail of instructions executed
through an apphication.

nécessary to

A
B
24

~
’
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29. The first step in planning audit activities in
a computer snwironment is to:

3
b.
c.

d

B
s

Deveiop a detailed program.

List the essential internal controls.

Obtain detsiled information from man-
agement about the areas of concem.
Select the audit techniques to be em-

ployed. ,
Oetermine the objectives of the audit.
13

30. Which of the following disaster recovery
measures histed below is likely to be eftective
in getting an EDP system to operate promptly
after destruction of the EDP installation?

31. Aprocedure for an internal auditorto ascertan
whether retail inventory thefts are occmnng

o 3

o

* available in the computer facility.

umented recovery plan in
tho computer
Maintain comparable ckup physucal
facilities on a standby basi$:
Keep backup master and transacion files

Keep the previous version of the,ope
systemn available.

Store current versions of programs an
program documentation in anoft- prem:s\s
chntlon

a

18 to: .

)
b.
c.
d.

.

Review the year-end cutoff of purchases
and sales transactions.

Qbserve the taking of physical inventory
and make test counts.

Test the pricing of merchandise mventory,
Investigate significant differences be-
tween physical inventory results and
reta] inventory estimates.

Inquire of knowledzeable personnel.

32, Of the procedures hsted, which is the most
likely to detect kiting?

1

s

b.

C.

s

. Compare the detail of cash receipts (log

listings) to the cash receipts journal,
accounts recewable _postings, and de-

posut slips: -

Investigate checks that have been out

standing-for long periods.

Account for bank transfers made durmg

a few days before and after selected dates.

Confirm account receivable balances as

ofa cutoﬂ date.

Count cash on hand.’

¥ ' .‘f

33. A preliminary or entrance conference with
he suditee is a useful step in avoiding mis-
understandings. Which of the following items

is usuglly not

not covered in a preliminary

conference?

a
b.

C.

34. indicate which of the.following 1s not appro-

Nature, purpose, and scope of the audit.
Special problems known to be relevant
to the audit.

Extent to which the internal auditor will
need assistance and cooperation from
the organization’s personnel.

Condition of accounting records and other
data sources which may affect the scope
of the audit and difficulty of completion.
Audit program to be followed.

pnate 10 an internal auditor's intenim report. |

A statement from the auditee providing
reactions to the findings.

Specification of the scope of the review.
A hsting of the audit procedures com
pleted to date.

A statement that the intenm report is
tentative and that additional findings
are possible,

Recommendations for immediate action.

35. In an audit of a bank, the internal auditor
may decide to venfy many indwvidual de-
pasitors’ account balances through the use
of negative confirmation requests. Negative
confirmations are considered appropriate
when-

Internal control 1S considered weak.

b. A large number of small balances are

c.

nvolved.

The auditor believes the persons recewving
the confirmation requests are uniikely
to give them due consideration. X
There 1s reason to believe that there may
by a substantial number of accounts with
inaccuracies or irregulanties

The extent of other auditing procedures
applied to the deposntor S acctounts 1S

_ minvmal.

»,
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36. During the 1981 audit of the local county's

37.

purchasing department, the state auditor's
office found and reported to the county com-
missioners a lack of documentation for pur-
chases. During the 1982 asudt, the state
auditor's office wished to determine if steps
were taken to rectifv the documentation
deficiency. Identify which of the following
audit procedures 1s most hkely to disclose
the failure to correct the deficiency.”

a. Review the purchasing procedures manual
maintained in the purchasing department.

b. Examine recewing department records to .

"be sute that prenumbered receiving re-

ports are i1ssued for goods and services
received.

c. Ask departments requesting goods and
services If they are receiving ordered
tems.

d Review a sample of requisitions to deter.
mine if appropriate approvals to purchase
were entered.

e Selecta sample of disbursement vouchers .

to see if there are corresponding pur
chase réquisitions, purchase orders gnd
recejving reports

Duqng the 1982 audit, the .internal dntov
found that 1981 audit deficiency indirigs had
not been acted upon with respect to recewving
department procedures What would be the
most appropnate action for the auditor to take?
a. Instruct the head of the receiving depart-
- ment to adopt new receiving procedures.

b. Direct the ptant manager to adopt new
receiying procedures. ,

C. Ignore the situation since it ffad
merited on last year.

d. Repeat the comment in the 1982 audit
report and 1ndiCate that no'changes haye
been made despite the inclusion of the
comment n the 1981 report.

€. Report the finding immediately to the vice-
president of manufacturing.

en com-

Y o

.

" 38, During the audit of the Third National Bank,

tha internal auditor found severs! serious
deficiencies in the commercial loan files. After
the internal auditor informed the bank's chief
loan officer of this situation, the commercial
loan department attempted to remedy the
deficiencies. Which would be the appropriate
follow-up procedure for the nmcmal auditor
to undertake?

a. Review the corrections dunng next year's
audit,

0. Ask the chief loan officer ta send a tetter
within 60 days to the internal auditor
indicating that the corrections have been
made.

c. Ask the chief loan officer 10 send a letter
within 60 days to the chief executive
officer indicating that the comct'onl
have been made.

d Stop by the lcan department to ask it the
corrections were properly made.

e. Conduct a follow-up audit within a short
period of ime

\..~
39. internal audit reports can be structured to

Aolivate management to correct deficiencies

Which of the following report wnting tech-

mques 15 most hkely to be etfective?

a List the deficiencies found
an easy-to-follow check-list.

b Suggest improvements to the currently

- used procedures after
audit findings

¢ Pont out the procedural inadequactes and
resulting 1mpropneties in specific terms

d. Recommend changes'and state the pu-
fitive measures that will follow if the re-
_commendations are not impiemented

e. Direcyythat the corrective action be taken

‘40. Which of the foliowing techmques should

the internal auditor use for obtaining evidence

of inetticiencies related to personamy con-

tlicts?

a. Interview employees to obtam oplmoni 1
to the productivity of peers

b. Invite employees to sign and return
questionnaires rdentifying cavies of in-
etficient operations.

¢. Discuss possible personality conficts with
the ieaders of the informai organizations

d. Interview selected individuals as to the
causes of ingfficiencies.

e. Ask suspected warkers to 1dentify existing
intradepartment  personainty canflicts
that cause inefticiencies,

asto provide '

indicating the



QUESTIONS 41-48: ESSAY
o JLWM 10 Minutes

A iarge corporation produces and markets

brand namae tood products. A senior auditor ]
has been asked to devise an audit program

to test the effectiveness of a major advertising
campaign. :

Required: :
List the audit steps to be included in the
sudit prografn, |

42. Estimated Time: 25 Minutss
The audit committee of Jones, Inc. has asked=

the director of internal auditing about the , 44,

concept of “systems development auditing.”
- " They are specifically interested in:
(1) an operational audit of the systems
development process, and
{2) anaudit of the adeduacy of the internal
controls 1n a new system

Mlnd
, Define the term “operational audnt of the
- systems development process.” .

B Identify the major audit objectives associ-
ated with an operational audit of the o
systems development process

C State and briefly describe the, more \m-
portant auditing procedures the audi

4 would perfarm while conducting

operational audit of the systems develop;
ment process.

4). Estimated Time: 15 Minutes ,

Sellmore, Inc 13 a retail department store.
" To facilitate customer shopping, the store
issues credit cards to customers who meet

. , . the credit standa/ds These standards are '
P set by the controlier, who is the individual who
grants credit To encourage sales, credit limits
are not imposed until a payment 1s morethan
90 days past. due. It 18 Sellmore's policy ta

Accounts receivabile are reviewed every year

by the chief accounts receivable bookkeeper,

Any accounts more than six months in arrears

are writtén off and, the customer's account

discontinued.

Required:

The internal auditor 1s reviewing the com-

pany’s. procedures for controlling credit and

receivables.

1. identify five deficiencies that exist in
Sellmore Inc 's credit granting procedures.

2. Recommend procedures that may be
utiized to overcome the deficiencies
mentioned in requirement (1) above.

- .

Estimated Time: 15 Minutes

Orange Corp., a high technology company, is

concerned with the fact that some parts have

been ordered and not used quickly enaugh
to avoid obsolescence The auditor observed
the following procedures for recording raw
matenals and transferring to work-in process;
Upon reteipt of raw materials by stores,
the storekeeper prepares a stock-in report
with part number and quantities and sends
, 4 copy to accounting.

& Accounting matches the stock-in report
with recewving réports and posts the per.
petual inventory recodds using standard
costs.

e Raw materials requisitions, which show
part number and quantity, are prepared
by manufacturing personnel and approved
by the’supervisdr of manufactuning, who
1s responsible for job scheduling A copy
of the requisition is sent to accounting

® Accounhing reviews the requisitions for
completeriess and transters the cost from
raw materials inventory to work-in-process
on a monthly basis.

ired: -

A} Prepare a flowchart which describes the
current process in the accounting depart-
ment.

P.Y grant a credit card only after a credit check. the following s: ! .
. 1 _ However, the chief accounts receivable book- Use € symbols enly
. ) N keeper has the authornty to waive & credit
C . check if it appears the deiay caused by such BEGIN OR PROCESS
: > . acredit check may deter or defer a large sale. END
LA ) In recent years Sellmore's mansgement has
a ' put emphasis on telephone sales. If a non-

credit cardholtier calls in a sale with a retail

C value of more than $100, the telephone oper-

¢ ' . ator checks with the department manager

" trom which the merchandise 1s being ordered.

. . The department manager has the authonty

~ n such instances to authorize the, granting
: - “of cnqn. )

}Ai ‘ : . ' ‘\

B) indicate how the data available 1s to be
used to provide ‘monthly reports to man-
agement on projected obsolescence.

a

— &
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45. Estimated Time: 10 Minutes _
Statistical sampling techmiques are employed
by internal auditors in many situations There
are certain basic steps that are consistently
followed n samphing regardless of the assign-
ment.

Required:

>

Describe those steps which culminate an the,

forming of an audit opimion

46. Estimated Time: 5 Minutes
Required:
On a separate page, wnte the numbers \
through 6 representing the six terms histed
below Beside each number write the letter
corresponding to the appropriate dehnmon
for the term,

TERM

Echo check

Throughput

Checkpoint

Multiprocessing

Detauit option

Library routine

DEFINITION
a. Computer program that accepts instruc-
tons in symbohc code and produces
machine language instructions
b A time during processing when a record
1s made of the status of all the contents
.,0f the computer registers and main storage
« ““fto minimize -restart eHorts should a
failure occur:
¢. Simultaneous operation of more than one
\;et of proceismg circuitry within a single

DN B WN—

omputer

utomauc utilization of a predetermined
value in’ situations where nput trans.
actions have certain values left blank

e. A test for the accuracy of ddta transfer by
retransmitting the data received to their
source and comparing them to theoriginal:

f. Processing two or more apphcation pro-

grams by interweaving the execution of

individual instructions.

g Standard setof program iristructions man.
tained in on-hine storage that may be
called in and processed by.other programs.

h. Useful work performed by ‘a computer
system during a penod of time

<

47. Estimated Time: 10 Minutes
A petrochemical manufactureruses a standlrd

proce ost-accounting system. The interval

ng sumf»cmt inventory

1. Should the auditor Yestrct the investiga-
tion to sigmhcant unfavorabie variances?
Explain the reason for your answer.

2 What procedures should the auditor apply
1n the investigation of significant inventory
viriances?

48. Estimated Time: 10 Minutes

The.nternal auditor 1s testing internal con-

trols over the recording of payables for a
manufacturing organization The internal
ayditor has examined 60 unpaid vouchers
entered 1n the voucher register during the
week following the thscal year end Five
material items were found that should have
been recorded as of yearend This finding
led the internal auditor to the tentative con-
clusion that the system was not recording
material accounts payable in the appvopnate
year .

Required:

List the additional audst procedures for the
internal auditor to follow to determine it the
‘system 1S recording matenial accounts in
the appropn.ate year. >

END OF PART I

A
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CERTIFIED INTERNAL AUDITOR EXAMINATION
T N Prepared and administered by the Board of Regents of The Institute of Internal Auditors, Jncs
0 . " EXAMINATION FOR PART Ili ' :
' PRINCIPLES OF MANAGEMENT - -

FRIDAY, MAY 14, 1982 — 9:00 A M to 12:00 Neon

Estimated Time

Questions . (Minutes)
. 1-:30 ..c e ee e e e rea i as e erathrans 45
31 ..........ee s et rietenotnacavoneasvans 15
K Ceveierenenane 15
- P 15 :
34 . e eeer i 10
1 10 -
360, Wy 10 «
R ... 15 : N
3B e T 15
39....... v e eeeareeneiere et baas 15
' B0 it i e 15 . -
- Total 180
b} . o
- P . S , The estimated time allowinco approximates the relative weight assigned to e@c‘h question
B - "~ READ THE FOLLOWING INSTRUCTIONS CAREFULLY
f - Place your candadate numbef on each answer 4 Calculations made to suppov:t. your answers
. sheet i the space provided“3nd begin each should be legible. clearly reterenced to your
answer on a new sheet . i answers, and submitted on the answer sheets A .
.. 2. Number ail answer sheets consecutively. The prowided , ‘ ’ .
! - answer sheet for muitiple-chaice questions 15 5 Legible wnting and-clear exposition will help
. o » pige L. . assure that you m‘:@ve appropriate credi for
" . ‘7 3 Arange your answers in the numerical order of your answers ‘ R
T . thequestions. b N :
)i, . ',: . y : - . o : ] . . v
: * 7. . FAILURETO FOLLOW THESE INSTRUCTIONS - y
HAY ADVERS!L\' AFFECY THE GRADING OF YOUR ANSWERS
- | . .
, !
7 3 . s ‘ L
: N - " ' * u




. e
i +
-, | . .
J\
- p ,
3..A comprehensive’ management plan com:
‘ Qus%a::tkﬂu:ug%g?&u prises a number of elements which foliow a

Select a slndo'answer which best completes the
statement or answers the question Mark your
. answer by blackening with a soft lead pencil the
appropriate answer space on the answer sheet
provided. !

SAMPLE QUESTION .
A subordinate's acceptance of an obligation to
perform a definite task 1s known as:
Accountabiity A
Authonty.
Responsibility .
Controlling.
Directing.

Y-S "

0

ANSWER SHEET (example)
A B c 0 E

. " "O0O @ OO
ANSWER THE FOLLOWING:

\/ 1. In general. which of the following 15 true in
regard to the manner :n which managerial
. activihies vary according to a person's level
within the orgarizational hierarchy?
» a Top managers spend substantially more
) . ’ time on human . relghons than do tirst-
line supervisors
"' b Middle managers spend more time de
veloping policy than do top managers

and first-hne supervisors ' 6.

¢ First ine supervisors spend more time
on planpning than top managers:
d Top managers spend more time direct
1ng than first line supervisors
. e. Top managers spend more lime on plan
A . S ning than first line supervisors

"2. Which of the following could behefit from the
contingency approach to organizational

. design? 7.

a. A manufacturer of semncor)ductor(s,
. b. A market research firm
v c. A book publisher
d. Aninvesiment bank
£ ¢ @ Al of the abové

P

logical time sequence Which of the follow:
ing partial hists 1s 1n the correct sequence’

a. Strategy, ‘program, procedure, budgel.”

rule

b. Program, strategy. objective, budget, rule

c. Strategy. policy, program, budget., pro-
cedure.

d. Budget. policy. strategy oblectwe pre:
cedure . .

e. Plan, pohcy. procedure. budget.rule

‘The area of employee morale i1s a diHicult one

for managers to control This is true becauso
morale problems are’
a. Not really significant to top management

. b Dithicult to measure

¢. Not goal related -
d. A reflection of power relationships o

. & Dithcuit to predict
S.

A machine shop supervisor redesigns the job
description for machine operators Previously,
only speciahsts did machine setups Now each
operator has the option of doing \nis own
machine setup as part -of his regular shift
This 1s an example of

Division of work

Job ment
Job enngliment
Increased eci¥ization .,

None of the above . ‘

o

nanow

Certain activities involved n, management
of human resources are histed below “Which
of these 1$ least important? ~ -

Selecting applicants for employgent.
Arranging for training of employees

snang w

performance

(n planring for an organization’s futute human

resource needs. management should perform

a "human resources audit.” The initial step
in a human resources audit 15 to

a. Evaluate the market for technical and

managerial personnel L
b. Evaluate succession planning é{'ﬁ‘r
¢ Estabhs ning requirements K
d. identify Jassess present personel
e

targers

Selecting media for attracting apphcants

Appraising pertormance ol employees
Paying employees in recogmition of ther’

Recommend eevelopmcnt of. recruiting -

“r
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11

U

The extent of influence that a manager has

over subordinates is 3 furiction of A~

2 The managers Conlrol over deswred re
wards

b The degree ot conIormance wnh Jhe sub
ordinate s expectations

¢ The level of the manager s status acquired
off the job

d The manager s technical expertise

e All ot the above s

-

£

. According to the contingency approach to

leadershup a manager should

a Determine the teadership style best suited
to his or her own personality and stick
ton kS

sb. Develop a democratic permissive leader
ship ‘style consistent with McGregor s
Theory Y assumptions

'c _Adopt 2 leadership style based upon a

. d1agnosis of the situation

d Use the leadership style practiced by the
boss .

e Avoid too much interaction with sub
ordinates

There seems o be a very close relationship

between individual needs wants motwves and

indwvidual behavior WMIER of the following

concerning motivation and human behavior

15 taise?

a The same motive can cause different be
havior in two different pecple

‘b The same behavior in two ditferent people |

. Can result from diferent motives
¢ Familianty with an indidual s behavior
pattern can provide insight into the mo
tivation for specific actions
d Motives are nrnportanl energizing lorces
within an indvidual’
e Need satisfaction 1s not necessanly the
" starting point of motivation

In some organizations, first-line supervisors
withhold or aiter unfavorable informatiory
which they do not want known by higher man.
agement This selective withholding of infor-
mation i1s widely known as

Selective reception

Filtering

Regulating information How

Redundancy reduction

Behavior modification

sanocow

o

13. which ol t
- slralegnc

»3 Occurs
b Involves a longer penod of time than does

- . manoce

*12. "Every month this year the boss has repn

manded me for not controling my depart

ments unfavorable labor rate varance Its

April now and 've had 1. laments 1he super

visor ot a company where empioyees are rep

resented by a powerful union What js the most

linely exptanation for the supev{/-sovs re

sentment? . o

a Thé supervisor
positively

b The supervisar cannat contegl the labor__
rate

¢ The labor rate standard s too high

d The labor rate variance 18 not significant

e The supervisor has hitle contidence in
the standatd cost system x

cannot take cnticism

towing statements concerning
lanning 1s ln:l correct?

nning

higher levels of management

Steategic

tacticat plannmg

¢ Can'be less detadedthantacticalpianming

d Would be more hikely tc take into account
major national economic shifts .

e Is generally more specific than tactical
planning

n

14. The element of the planning process which

best aliows managers to monitor how well
their organization us procecdmg toward its
goal s

a Performance standards ‘

b Pohcies -
¢ Strategic Plans

d Rules .

e Operating Procedures

15. Planning s not lukely to be
a Conceérned with future implicaudns of

current gecisions

b A process by which it 1s decided what an

organization’s goais are and how they are
to be achieved
Necessary for effective control

c
d The responsibility of only the lop-mana

gers in an organization

e, Essential in all orpmnhons'

16.. Which_of the following 15 not @ character.
istic of bureaucracy? e

Clear hierarchy of authonty v
Impersonal application of ruies

Promotion based on maerit or senionty.
Quick response to environmental changes
Reliance on rules, policias, and pro-
cedures

N
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17. A production ine supervisor 1S considering
ways to redesign certain indvidual jobs
Swhich of the foillowing changes would lead to

1ob enrichment?
a Feedback on job perlorsance before the
supervisor 1s appraised

Seli-regulation of*work speed

Seif determination of work methods

Self inspection of output

All of the above

oanc

~
18. Which of the following best describes 3 com-
pany that is vertically integrated?
2 It complies fully with equal access and
equal opportunity faws
. b 1t manufactures most of s products’
component parts
c It owns or controls s raw matenals and
production faciities

d It uses a hne and staf! organizational -

structyre
e 0t sells nts products to multiple markets

19. An orgamzahons structure should
8 Not take into account Imitations of
. individuals
b it sound. lead to.success
¢ Use the sanf® basis of deparimentaliza
tion on MI levets
Reflect organizational strategy
. Integrate formal and wnformal organ.
1zatons

o Qa

20. Which of the following statements 1s true
concerning how much planming should take
place in an organization’

a  Small firms must plamad just as ex
tensively as large fir b
b There s httle honsh‘:p between the
amount of pladfing donk and the organ.
1zation’s success
. € Long-term plans should be made n the
same detal as ummeqme plaps f they
are to be of value
.d  There 1s littie relatuon&smp between the
cos! of a project and advance planming
e Planning increases in volume as organ.
1zations grow in s1ze

i

21. One of the basic objectives of ettective staH.
ing 18 to.provide experijence for the further
development of gers Which of the
tollowing achvmr’ 13 least Likely to provide
such expernience -
a Organization ornentation sessions.
b ~ Job rotation.

¢ Mentor !élauonsmq‘
d _Junior boards
1’/ “Assistant to” positions

22. -According to the’ path-goal approath to
leadership. the most effective leaders are
those who
8 Accumulate the most power n thew
position

b Help employees find the path for the
achievenent of personal goals

¢ Identify paths that wili take both them
and therr subordinates to the “top” of’
the orgamization

d Heip subordinates achieve both enter
prise and persgnal goals

e Recognize that the path to goal achseve
ment 15 through participative manage
ment

23. Assume tzat the diagram below i1s a fair rep
resentation of the mix of leadership skilis
needed by various levels of management
Select the combination which most closely
resembles {he usuat relationship

Percent { @

t3)

Superisor Midgie Manager Top Manage:
. .

(1) Conceptual; (5\’) human, (3) technical *
(1) Huhan, (2) conceptual. (3) techncal
(1) Human. (2) techrical. (3) conceptual,
(1) Technical, (2) human, (3) conceptual
{1) Conceptual. (2) techmcat: (3) human

~

manow

L 5]

%
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24. Studies of manageral communications have
indicated that:

Ta
b
c
d

e

Most managers are exceliént commu.

nicators fat
Managers spend most of ther hme com:
munjcating

Written commumication “takes more of
managers’ tyme than oral communication
Most effective communicators wili be
good managers

Managers delegate rnaost of therr important
communication fésponsmﬂmes

.25, Which of the following statements regarding
the communication device known as the
grapevine 15 most correct?

a
b

[

a

e

The nétwork 1s designed by management
The network 1s known by everyone n the
orgamizahon

Messages are usually ‘oral rather than

written |

Only ilegiimate means are used to trans-
mit messages

Feedback exists

26 An example of a matrix organ;zatlon would
- . be one which had

1

w N

o0nNnow:

A musture of classical and behavioral
management approaches

A combination of functionat and product
departmentahzation

. Project groups_ formed with personnel

from functional depariments

(Honly - | s

{2) only

(3) only . o
Both (1) and (2).

Both (2) and (3)

27. Generally. business organizations 3re de:
v partmentalized according !o

sancw

Geography

Product

Busifess functions .,
Type of customers

- Management talents

28. Coordination for frequently recurring routine
matters s best achieved by estabhishing

ngnun

Designated haison personnel =
An 3d hoc committee,

A form

A procedure

Arule

29. A nonprogrammable decision would be 0

anoew

Determine when to order a comman part
Choose a supplier of pencils for otfice use
Select the best way to ship a package
Determine the standard cost for a manu
factured item -

Determine whether to add a spectfic new
product to the preduct line

There are mahy interretated activities with
in Project A which must be coordinated over
. the next 18 months What planming and con
trol tool would be most helptul in this situ.
ation?

b~

o
d

Planing, programming. and budgeting
-~ systems (PPBS)

Program evaiuation and review techmque .

(PERT)

Zero based budgeting ~

Manisgement by objective (MBO)

Decision theory - -
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QUESTIONS 31.40: ESSAY
31. Estimated Time: 15 Minutes

Jane Tilden has just been promoted to super-
visor of the claims section with 3 mandatgto
improve productivity The claims section hps
a reputation for spending an excessive amgunt
of time socializing The employeey’ nendly
and competent but they don't se¢m to realize
that the tirm needs lo make a pr

Jane asks four other supervisors for

vice on how to approach her new res

bility She receives the following rephes: -

Supervisor 1. L.
Clearly, management planning 15 lacking.
With proper pianning that 1s followed by
organizing and control, productiity will
increase

Supervisor 2
Perform trme and motion studies Then
develop an individual incentyve plan That
will increase productivity and help identify
deadwood ‘

Supgrvisor'3
Analyze section inputs and required out
puts Develop appropriate work processes
and then be supportive of individuals

Supervisor 4.
Productivity won't improve until work
teamns ave,ﬁovmww -workers that
managem uly inferested in their
welfare

Required:

a List the numbers 1 thipugh 4 on your
answer sheet After each _number wnte
the appropriate letter that

the management school or japproach

being advocated -by- #ach o
supervisors ; ed
a8 Behavior moditication

b. Systems approach

¢ Management process or operational
approach

Contingency approach to leadership
Classicat or scientific management.
Behavioral/group approach

valuate Supernvisor 3's approach

the four

-0 O

o
™

32. Estimated Time: 15 Minutes

The planning department of Blue Sky

Enterprises has been having difficuity finding

and keeping good employees The following

statfing policies have been in effect for some

time .

3 The department pays more than com-
petitors

b3

b Recruters do not visit women's univer

sities or colleges

¢ The department gives annual salary
raises to everyone 7

d Only information about current projects
1S given to the planners

e Once each year, every employee 1s tho
roughly evaluated and provided with feed
back concerning prerformance

Required: .

Explain why each of the above constitutes

poor staffing policy %

Time: 15 Minutes

In the process of staffing an organization, job
analyses are performed by a personnel task
force of the industniafl relations department
foliowing these analyses, job descriptions
and job specifications may be prepared.
Required:
a Give two purposes of 3 job description
b Give two purposes of a job specification
¢  Wnte the numbers from (1) through (5)
on your answer sheet Opposite each
nu r. write the letter “d” 1if the corres-
ponding item below would be found in a
job description, and the ietter 's” if that
item would come from a job specification.
(1) -Education
(2) Specific duties
- (3) Experience
_ f4) Reports to.

(5) Personal characteristics

-
LN}
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T34, Estimated Time: 10 Minutes

LagecN

3s.

Some leadership theones identify ieadership

styles as being either directve (autocratic,

task oriented, Theory X} or parficipative

(democratic, people oriented, Theory Y) A

manager should first diagnose the situation

and thren select the most appropnale leader-

ship style

Required:

List the numbers 1 through 90N your answer

sheet Besides each number place the letter

"d” or “p” to indicate whether a directive or

partiCiPstive leadership style would be most

appropniate for each of the nine situations

listed below

1 A creative decision 1s needed

2 Employees are cieative in carrying out
their regular tasks but lack confidence
i thesr own decision making abihty.

3 There 15 only 2 short time frame for de-
cision making

4 A change s necessary, employees under.
stand the need for this change, but |t wull
be unpopular

5 Employees are new and not well tramed
in their work

6 Employee acceptance of the decision 15
critical

7 Employee performance 1s rapidly de.
climing despite your friendly attitude and
concern for their wetfare

8 The manager is the only member of the
work group with the skill and the know-
ledge to make the decision

9 There 1S no known consensus among em
ployees with rerard to a pending decision

£stimated Time: 10 Minutes
Perceptions are conditioned by experience,
personality. frame of reference. and attitude
Managers receive and transmit information
on the basis of how they relate to themselves
and others Some writers have identified four
levels of knowing and not knowing informa-
tion These are
Arena:
All the information necessary to carry on a
communication s known by the manager
and the other individuals
Blindspot | -
~ Information 1s known by others but not
the manager.
Facade:
information 1s known by manager but not
by others
Unknown.
Neither the manager nor the others are
aware of the information known by the
other

1

36.

[ 2 \

Cons;aer :he six communication situations

below from the perspective of the manager.

1 The people | manage work only to sup-
plement therr family's income, and | sus
pect they have no ambition to get ahead

2 | attended a meeting with a heaith com.
rmissioner to discuss the health implica
tions of so )1 waste disposal However,
ait that was"discussed was the environ-
mental aspects of the problem We “got
nowhere” and the problem remains un
resolved

3. | asked my assistant to complete a job as
soon as possible When | arrived this mo"{
ng. it was not done

4 My boss hikes only good news, so | bury
the bad news '

5 | frequently converse with my subordi
nates as a group and as indiduais They
are very open and so am |

6 My boss's smoking habit 1s very distract
ing to me '

Required:

List the numbers 1 through 6 on your answer

sheet Beside each number. write the letter

("A” for arena, "B’ for blindspot. "F" for

facade, or "U" for unknown) which best de-

scribes the combination of knowledge or lack
thereof reflected in the numbered situations

~

Estimated Time: 10 Minutes
A company's president recently commented,
“I had expected that the entire company's
ethciency and effectiveness would improve
since we purchased that MAGNUS ONE super
computer After all, we now provide much
more data to all of our main office executives
But after spending all of that money. nothing
seems to have improved Many managers are
now complaining about the data and repons
that they are receving ”

Required:

List five potential problems that might result
from an inadeguately planned data expansion

program \ .
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37, Estimated Time:15 Minutes

it 1s recommended that major decisions such
as marketing a new product be pilot-tested
on & hmited basis before management fully
commuts itself to the lctlon

Required:

8. Discuss three benefits of pilot;testing a

decision.
.b- Discuss three management situations

that would make a pilot-test inadvisable

or impossible.

L)

.

~ 38. Estimated Time: 15 Minutes

George Jones ran a small mail-order business
and saw no need for an organizational chart.
“After all, we have only twenty people,” he
commented When a friend pressed hnm he
drew the foflowing chart

—
e | o e U
 e— H ]

o

h-o-hJ MU~ ] -..-w | l*—vw U.w]

= 2

=e] [

Reguired:

. Give two reasons why an orgamization
chart should be prepared.

b. Assume that the above chart is a fair rep-

resantation of the organization. Identity =

five examples of poor organizational
structure evidenced by the above chart.
Support each of your answers with an ex-
ampie frofm the chart.

95

39, Estimated Time: 15 Minutes

Several theories of motwation distinguish *
between two types of rewards Rewards that
are internal to the individual are cafled con-
tent factors or intrinsic rewards. Rewards
that are directly controlled and distributed by R N
the organization are calied context factors
or extrinsic rewards Many experts believe
that both types of rewards are necessary for
a stable and productive work force
Required:
a Give four examples of intrinsic or con-
tent rewards

b Give four examples of extnnsic or con

' text rewards 7

40. Estimated Time: 15 Minutes

The following statements have been extracted
frém vanous planning documents prepared
by the Essex Co They may be classitied as
statements of mission, statements of objec-
tive or strategy pronouncements

1. We expect to achieve a 15 percent return

on equity
We expect to establish a feputation for .
good service
3 We plan to produce, market, and sell
automobiles
4 We expect to mintroduce new models
annually -
5 We plan to develop a full hne of praducts L
for each of our Mmarkets <, N
6 Weexpectto have a network of 300 dealer Y | *
ships throughout the country : !
Required: .
3 Bnelly define the organization's ' ‘
(1) Mission v
(2) Objectives i !
(3) Strategy -

b List the numbers 1 through 6 on your .
answer sheet Beside e
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Proparod and ndminmorod by the Bourd of Regents of The lmmuto o' Internal Auditors, Inc.

EXAMINATION FOR PART IV

DISCIPLINES RELATED TO INTERNAL AUDITING
FRIDAY, MAY 14, 1982 — 2:00 P.M. to 5:00 f. M.

! Questions
’ 130 ..0eeee,
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35
KL Y &
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, 7 RUTOTE Y A
— The estimated ime allowance approximates
T -
AAAAA { 1. Place your candidate number on each andwer
N sheet in the space provided and begin/each
. answer on a new sheet
2; Number ail answer sheets consecutiyely The
answer sheet for muttipie-choice queéstions 1s
page 1. _ -
. 3 Arrange your answers in the numeyical order of

......
...............

...............

...............

4 Calculations made to support your snswers

should be legible, clearly referenced to your
answers, and submitted on the answer sheets

" provided. i
Legible writing and clear exposition will help

assure that_you receive appropriste credit for
your answers

MAY ADVERSELY AFFECT THE GRADING OF YOUR ANSWERS -

96
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1-30: MULTIPLE CHOICE ‘
QUESTIONS 1.
ESTIMATED TIME: 53 MINUTES

- . Ssisct » single snswer which best completes the
’ sistement or answers the question. Mark your

~ snswer by blackening with a soft lead pencil the
< lwfooﬁm answer spocq,onthe answer sheet pro-
SAMPLE QUESTION

t

“Megabyte” is 8 tirm used by compute'r manufac-
turers to:

8. Measure the size of core stouge capabul

y. |

identify the complexities of software
Describe a specific piece of hardware
State the price of computer equipment
Measure an interval of processing time

A B €C D E

@000 O0
ANSWER THE FOLLOWING:

sango

. Finley Corporation’s income before taxes

was $70,000 for the current year's first intenm
penod Management estimates that the in
come before taxes wiil be $350,000 for the
full fiscal year Assume the first $25,000 of
taxable income 15 subject to a tax rate of 22
percent (325,000 x 22 = $5500) and any
additiona! taxable income s subject to a tax
rate of 50 percent What should be the pro-
wision for income taxes for the first intenm
period?

8. $28.000

b. $35.000

c. $33.600 .

d. $42,000

. e $29.500

2. Which one of the following items should be

. Classified as 2 long-term liability of acoIipany

with a one-year operating cycle?

2. A prepsyment received on a8 contract
signed but not to be executed for six
months.

b. This month's notes payable which will be

refinanced under an already signed re-

financing agreement with long-term notes
due in three years

c. A 850,000 judgment against the company

which hes been appealed. The company
fully expects the appeal to be rejected
within six months.

97.

d. Estimated warranty costs exbecwd to be
incurred in the next period.

. 8. "Accrued vacation pay for employees where

e $x = $20,000 x .74

the majority of vacation time will be taken
between 8 and 12 months from now.

. Which of the following capitalized items

should not have been capitalized? a

a.’ The cost of reinstalling or rearranging
equipment to facilitate more etficient

- future production.

b. The cost of removing an old building from
land that was purchased ‘with the intent
of constrocting a new office buitding on
that site.

¢ The estimated cost of equuty capital dur-

ng the construction period of a new office

bulding .

The cost of 2 new hospntal wing !

e. The capitalized cost of 2 computer leased
for eight years, the estimated econornic
hife of the computer. .

Qo

The following information applies to Ouest'ons.
4 and 5:

Present Value Amount of 1, and Ordinary
Annuity Information

All values are for four periods with an interest

rate of 8 percent

Amount of $1, 1.36

Present Value of $1 . 074

Amount of Ordinary Annuity of $1 451

Present Value of an Ordinary Annuity ’ -
of $1 331

. Jim Green decides to create a fund which will

earn 8 percent compounded annually that will
enable him to withdraw $5,000 per year each ..
June 30, beginming 1n 1986 and continuing
through @g Jim wishes 10 make equal con-
tnbutions on June 30 of each of the years

1982 . 1985 Which equation would be used

to compute the balance which must be in the

fund on June 30, 1985, for Jim to satisfy tus
objective?

& $x = $5000x 331

b. $x = $5000 (331 + 100)

c. $x = $5000x 136 !
d. $x = $5000 x 4.51

Ve
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5. Jones wants to accumulate $50,000 by making
‘equal contributions at the end of each of four
succeeding yelys Which equation would be
used to compute Jones' annual contribution
to achieve the $50,000 goal at the end of the
fourth year?

-}

LRy *

- v <

"

9. Restart and-recovery procedures used with
computer systemns

a. Are limited to_data base management .

systems .
b Require the use of magnetic tape storage
to hold the back-up data

a
b
c
d
e

$x = $50.000/4 51
$x = $50,000/4 00 »

c

€an be used only in computers that have

$x
$x
$x

$12.500/1 36
$50,000/3 31
$12,500x 74

6. A loan

1s to be repaid in eight annua! install.

virtual storage
d Increase the efficiency of computer oper

ations since restart ehiminates the need

o rerun the complete program
e chduce the need for off-site data storage

mertts of $1.875 The interest rateis 10 per
cent The present value of an ordinary annuity
for eight periods at 10 percent 1 5 33 identify
the computation which approximates the out-
standing toan balance at the end of the first

10.

Many organizations are considering micro
computers for business use In corhparision
with large-scale computers, microcomputers
a Are generally more reliable because there

year
a $1.875x533 =$9.994
b’ $1,875x533 = $9.994,9,994 1875 =

c

$8.119.
$1.875x5 33 = $9,994, 1,875-999=1876,
9994.876 = §9,118

b
c
d

ts less hardware to malfunction

Use only compiler-based languages, such
as COBOL or FORTRAN

Cannot be connected to large-scale
computers

Have faster processor functions due to
the increased density of core design.
None of the above

d $1875x7 =%$13,125
e \$1 x 8 = $15,000, $15,000 - (1875

$14625

7. A probable advantage to an organization that

used outside data processing services rather
than its own internal data processing depart
ment 1s that,
a Data are more secure because data are
handled by fewer organizational personnel
b Processing pnonties can be established
and enforced internally .\
¢ More direct control can be exercised over
computer operations
d. The using organization pays only for the
: amount of computer capacity that i1s used
e There s greater user involvement because
of the need to better communicate user
needs
8. Many people believe that a data processing
department ought to have long range plan "
Which of the following is not likely to appear .
In a long range plan?
a Organizational goals and objectives
b Detalled flowcharts for each computer
program that will be developed
c Schedule of the development of each
project
d. Identification of the hardward, personnel,
and financial_resources that ‘'will be re-

- ¥ quired.

e Forecast of future hardware developments.

-

11

12.

Which of the following is a potential advantage

of tixed length computer records compared

to vanable-length computer records’ Fixed

length computer records

2 Are befter suited for use with magnetic
tape than on disk

b Use disk space more etficiently

c Are gasier to block, thus facilitating access
to stored data

d Are better suited for data transmissions
because they require less space

e Are more compatible with internal com-
puter storage which contains fixed-length
registers

The key venfication process associated with

keypunching computer cards for input to

computer system s

a Effectively used to detect the erroneous
recording of data on source documents

b Inexpensive an& therefore widely used

¢ Used to detect errors introduced by the
keying process .

d Used generally with a computer program)
wrnitten to check the data

e Most effectives when control totals are
utihzed

A 49
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13. Which of the following types of taxes levied

. 14,

-

LI
Ty,

on compmnies in a competitive ndustry is hkely

to have teast impact on that industry’s

short.ruf output of goods

a Creation of a value added tax

b An increase in the employer's share for
employee retirement taxes

C. Anexcise tax levied on unds sold

d Anincrease in sales tax.

e Anannual icense tee, for a tixed amount,
paid for the nght to operate each in-
dividual busmess

Economms have used a “balanced budget
multipher' concept to analyze the effects of
changes in government taxes and spendingon
national income According to the 'bal-
anced budget multipher” concept, a $40
bitlion decrease in both government taxes
and government spending will,
a. Decrease national income by $40 bullion.
b Decrease national income by $4Q bilhon
times the marginal propensity to consume
¢ Increase national income by $40 billion.
d Increase national income by $40 billion
divided by the marginal propensity to save
e Not affect national 1ncome

. Which of the foliowing interest bearing ob-

hgations would carry a current interest rate

that best approximates the expected rate of

infiation in the very near term?

a Commercial paper, suchasbusmessshon
term obhigations

b Corporate bonds, such as corporate long .

term obhigations
¢ Treasury bulls, such as government short-
term obligations
d  Treasury savings bonds ssuch as govern-
ment long-run obhgatio
e High grade preferr

99

16. Assume that a tax.on poliution 1s imposed on

all companies 1n a competitive industry The

tax causes marginal production costs for each -

company to rise by a constant amount per umt

Given that the atfected industry has the usual

downward sloping demand and upward sloping

supply curves, the tak on poliution for the

ndustry will cause.

a Output (selling) prices to fall

b Anincrease in the supply of goods at each
prige (such as a rightward shift in the
industry supply curve)

¢ Output (selling) prices to rise by less than
the amaunt of the tax

d Less demand for goods at each level of
prices (such as a leftward shift in the
industry demaind curve)

e Output (selling) prices to rise byan arml\
equal to or greater than the amount of thé '
tax per'unit

)

17. Marginal revenue wiil equal marginal cost
and average revenue will equal average cost
at economic equilibrium 1n industnes whose
structure can be described as

Perfect competition

Government owried

Ohgopoly

Monopoly

Reguiated industnes.

snanoce

18. When marginal costs of production equal -
average costs of production, average cosis
typically will be
a Rising ' '
b Faliing )
c. At a maximum
d At aminimum
e Eithercord. .

19. The economic order quantity (E0Q) mode!
€3n be used to determine the, optimum size
of a purchase The objective of the EGQ rodel ° °
1S to minimize the,
a Cost of placing an order -
b Number of orders placed in a specmed
period of time *
¢ Cost of carrying the units of mventory.
d - Sum of the cost of placing an order and

T the cost of carrying the units in‘inventory

e. Sum of the cost of the products purchased
and the cost of carrying these units in
inventory
» ‘ -

¢ - -

e



20. In muitiple hinear regression analys:s, the

coethcient of determunation (R") indicates

a  The relationship between the independent
vanables . '

b The percentage of the total vanation in
the dependent variable that 15 explained,
by the regression equation

¢ The percentage change in the dependent
vanable for a given change in the in
dependent vanables

d Whether there is a linear relajionship
between the independent vanables and
the dependent variable L

e The slope of the regression line

21. An insurance company Is considering the

installation of an on.line computer system

_ to respond to inquines on policies The fre

quency of inquines varies depending upon
the time of day When making the decision,
management must consider the trade otf be
tween the cost of losing clients. f prompt

service 15 not prowvided.and the cost of n- -

frequently used capacity The mostappropriate
quantitative techrigue for makingthis deccscon
5

Sensitivily analysis

Regression analysis

Queuing theory

Linear programming

Bayesian analysis

nQOoOoOm

¢

22. Which of the following would least likely

cause an unfavorable materals quantity

(usage) vanance®

a hjatena:s that do not meet specifications

b Machinery that has not been maintained
properly

c. Labor that possesses skills equal to those

. required by the standards

d Scheduling of substantial overtime

e The mix of raw material does mot con
form to plan

e

. ———————

23. A company's t:?(evm point in sales dollars

may be stfected by an incresse in both sell.

ing price and yariable cost per unit by an equal

percentage (fssurne all gther factors are equal

within the felevant,.rihge). The equal per-

centage changes in seliing price and variable

cost per unit wil cause the break-even point

in sales dollars to

a Decrease by 18I TRAMthe percentage in.
crease in seliing price

b Decrease by more than the percentue n.

' crease in the selling price .

C Increase by, less than the percentage in-
crease in selhing price

d Increase by more than the percentage in-
crease in selling price

e Remain unchanged

24. in a responsibility accounting system, costs

are classified into categones on the basis of

a ' Fuxed and variable costs .

b Prime and overhead costs

¢ Administrative and non administrative
costs

d Controllable and non controliable costs

e Diwect and indirect costs

25. Given the following eventsand their associated

probabilities of outcomé deterrmine the prob.
abiity of events A and C occurnng simulita
neously a

Events and Probability

Events A B C lAorClaorB
Probabity} 1/3] 174]172] 56 | 5/12
a 5/6

b 172

c 1/6 .

d 1/24

e 0

26. Underapphea tactlory overhead related to a

decrease 1n production should be charged to

a Work in process inventory

b Finished goods inventory

¢ Cost of goods sotd

d Work in process inventory and fimshed
goods inventory

e Work-in-process nventory. finished goods

' inventofy, and cos! of goods sold

o —

s,
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27. Esrnings before interest and taxes (EBIT)

for ABC Corp. is projected to be $2,000.000.

Management is considering three methods

to raise addtonal working capital. The table

below illustrates the calculation of earnings

" per share for ABC Corp as presently con;

s stituted and uASET ThTee additional financing

slternatives .
{SSUE STOCK

Proevent 1 An 2 A 3 e
’ e Common W Pretered
Lornongs beiore wmterest 1 500000 32000000 $2000000 $2 000 000
‘ond lpses *

Ierent - - - $ 450 000

{ormngs seters et
tncome Tnes

$:%0000 $2000000 $2000000 $I$% 000
$ 750000 $L000000 $1000000 $ 775000

$ 750000 $1000000 $1000000 § 779000

Ernings st 18008
Proferted slacs
Srvrovne

Lonngs svaisvie 1o
common warsroses QN0 M DO LN
Numbet ot yhaees of
2ommon slock But
Wenong -
- = , ‘ 200 voe 30¢ 000 200 000 200 000
S ——

S S—— T
Carnings oo shave DL Y1) 8
) : ' $)2% :! 8

, Which of the following 15 a correct assessment
of the financing optlons considered by ABC
" Corp?
a8 Earnings per share using the all common
. stock financing alternative shoulg always
exceed the earmings per share of the pre-
ferred stock financing because preferred
dividends are not tax deductible .
b Financial Ieverage for .i1ssusng bonds s
positive
¢ Financial leverage can ‘only be determined
after a common stock dividend 15 pro-
jected.
° @ . The stockholders should be indifferent
among the three financing alternatives.

would if it were attempting to maximize prt
as iong as:

Average revenue is rising.

Marginal revenue 1s positive

Marginal revenue equals marginal cost
Average costs are rising

Marginal costs equal zero

G/

sance

. . 29. A firm in need of cash but reluctant to in-
- crease debt mught resort to: e
- l-—-Pledamg assets. :
. Fattonng recewvables,
. lssuing trust receipts
Drawing down a line of credit,
Issuing cognmcrcul paper.

-

/

o

N ¢. All of the above . r\

. QUESTIONS 31-38: ESSAY

%

30. Auditors are often concerned whether requests
for proposals (RFP's) for new corputer sys-
tems are well formulated. Which of the follow-
ing should typically be inciuded in a veq%est
for proposal?
a2 The hardware configuration.

b. An emphasis on softwate rather than
hardware

c. Detailed specification of fhe current
processing workload

d. Anemphasis on the tasks to be performed
rather than specific hardware cgpabilities

e. Awritten evaluation by the data processing
department

&,/

31. Estimated Time: 20 Minutes

If a company employs the net present value

approach to capital budgeting, the appropriate

discount rate is the cost of capital

Required:

2 Dehne the finance term “cost of capital ”
Include in your definition the major com-
ponents of “cost of capital,” how the com-
ponents are weighted, and whether it Is
based on average costs or marginal costs.

b One “assumption inherent n using the

N "cost of capital” approach is that invest-

7“qpents il be made 1n projects with a rate
S turn greater than the cosj of capital

i 1den three other underlyiig assump-

. 28. A company facing imperfect competition with /-~ H
. an objective of maximizing salemsiﬁ%u
. . - lower prices and in greater quantities af;;::/

tions regarding ether investments or
sources of capital inherent 10 using the”
“cost of capital” figure in capital budgeting
decisions
c. How should expectations of future periods
— of tugh infiation, such as inHation greater
than 10 percent per year, be utilized or
factored into the use of the “cost of capital”
concept 1n the capital budgeting process.
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- 22, m.m...a’ Time: 10 Minutes -
The following items relate to the recently com
pleted fiscal year of SFB Company You may
assume all figures hpve been audited and are
correctly )(ated -
Net Income (after tax and extra-
ordinary BamNs) . ........c..oununns $85,000

Extraordinary gain, net of $6.000 tax . $6,000

SFB's portion of the earnings of a sub
sidiary reported on a equutyabasus ...$8,000

Dividend received from the above

subsIdNary ........oiiiieie $2.000
Appropriation of retained earnings for
contingent losses ............. ....$25,000
Depreciation expense ....... e $20.000

Loss on sale of equipment with a book
value of $25,000................. .$10.000

Amortization of premium on bonds

The current income tax rate is 50 percent.
Required:

Prepare a schedule (in good form) computing
only that portion of workmg capital that s pro
vided by operations. Clearly label each com
ponent. <

33. Estimated Time: 15 Minutes
The expected value technique represents a

methodoiogy to choose among investment -

opportunities. Below are two investment
opportunities where information 15 available
to use the.expected vatue technique in choos-
Ing among investments. You may assume that
both alternatives require the same outlay of
resources and have the same investment Iife.

Outcome

Probability (Expected Annual Rate of
#*  of Outcome Returnon investment)

investment A 9 15%
D] 20%
Investment B 4 0%
5 ‘ 40%
. | 60% __
a. Whichinve nt shtrt-be. chosen 1f you
use the ekpected value approach? Sup-

port your answer with appropriaté cal-
culations

R investment decision N

v Y

+» b The expected value approach forces man.

" agers 1o Consider some things that would
not ptherwuse be considered using a “best
estimate” approach What are these add.
tionat factors introduced for consider
‘ation by the expected value approach?

¢ Consicenng thé two investments: above

what basic assumptions underlie the ex
pected value approach that rmight deter a

division manager from using only the

results: from the ,expected value tech.

+ nique in making the investment decision?

34. Estimated Time: 15 Minutes
RDN Corporation 15 plannipg to acquire
Science Plus: Corporation, a manufacturer

of various products RDN's controlier pre-

pared an exterisive analysis of Science Plus’
history. including a trend analysss of” its
~accrual-based net income over the previous

decade While presenting this analysis, the '

controiler was interrupted by the question,
“Isn’t 1t better to analyze cash flows rather
than net income 'in "assessing such invest
ments?” . .

Required: ) A

In comparison wuth a trend analysis of accrual
based net income * |

a Identify the major advantages of using

cash flow analysis in making the above

investment decision
b Identify the major disadvantages of using
cash flow analysis in making the above

B

—

“
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35. Estimated.Time: 15 Minutes

o 2

N

ARN

.

Many organizations are moving the data entry
process closer to the point where data are
imtially captured in the orgamization Often
data caplure 15 accomphished by enterning
data into the systermn by remote terminals as
the data enters the organization and by elec.
trorically transmutting the data to a central
processing locol‘;t This 15 1n contrast to 2
more traditional approach of recording data
manually on source documents and later key

ing the data imo punch cards, magnetic hpg
or disks ° . .

37. Eslimated Time: 15 Minutes

? -— - »

.
h»‘
. A
‘]Jf N

o

A frequently heard proposal is that corporate
incgme taxes ought to be decreated. A sub-
stas?al decrease 1n cdrporate inTome tax
rates may have an efiect on bath thé price and
quanlity of goods sold depending on the com-
petitive nature of the industry.” For example,
the reduction in income taxes may atfect the
prices and quantites of a monopohst differ-
ently from the prices and quantities of a com-
pany aperating in 3 purely competitivé environ
ment Alsosome effects will be seeninthe short
run (as defined by economists) while others

Required: . _may require a longer period to take effect.
8 Do you agree‘or disagree with the following Required:
statement — 2) On your papey, set up a formiat similar to
« ~On-ine data entry eiminates the effect the following.
wenesy of batch controls.” Explain and :
_provide support for your answer Effect of Cgrporate Income
b What are the major advanjages of moving Tax Decrease
the data entry process closer to the point
where data enters the grganization? You gg;?:;:::::t Short Run Long-Run
may assume that data are entered through ' Puce lQuantity} Price JQuantiy
remote teyminals, - ‘Pure Competition | 2 3 L
C What are potential disadvantages of mov- Pure Competit L b b b
ng the \Jata entry process closer to the Monopoly N s 2 2
- b b b b
pomt” where data enters the organization?

You may again assume that data are en.
tered through remote terminals

36. Estimated Time: 13 Minutes ~
Automated Program Library Systerms are major

software systems often purchased for use in

medum to large scale data processing in.

stallations .

Required: /

& Distinguish between “source” code and
“object” code program‘libranes

b Briefly defihe and describe “automated
program hbraries”. What are they and

¢ Briefly describe the major features that
one might find 1n an “automated pro-
gram library™ that should interest bbth
data processing mansgement and internal
auditors.

»
~s

_Alongside a=in each box write the word
“increase,” “decrease.” or Jpone’ to
indicate thé effect of a substantiffi decreas®®
in corporate income tax rates

' b) Alongside b in each box write the words
“greater than,” “less than,” or “equal to”
to describe the relatwve change of Price or

—~Quantity to the percent decrease in cor-
porate income tax rates For example, if
the percentage change 1n selling price
would be the same as the percentage
change in tax rates, write “equal to.”
c) Justify-your responses 1o requirements
a and b in the following situations:
1) Pure Competition, Long-Run, Price,

R and, -
2) Monopoly, Long-Run, Price
A diagram may be’ helpful in’ explaining
the changes on qrices and quantities.
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38. Estimated Time: 20 Minutes
LeBo, Inc purchased a special purpose
«machine on January 1, 198] at & cost of
$400.000. On December 31, 1982, the com-
pany can purchase a more modern machine
for $800.000. The new machipe would be
able to' produce 25,000 more units per year
than can be produced on the existing machine
LeBo ‘estimates the additipnal 25,000 units
can be sdld and will ' not affect the current
selling price of $8.00 per unit. Lt
Other inforrhation related to the two machines
is as follows:

OldMachine New Machine

Remaiing useful life ' S years Syears
Book value on Dec 31, 1982 $300000  $800,000 °
Salvage vilue on Det 31, 1982 $200.000 -
Satvage value on Dec 31, 1987 $50000  $100.000
ANnGdt straight hiiie deprecistion $50.000  $140.000
Selling price per unit $800 $8 00
Varable manufactunng cost per unit 3400 $375
Variable selh t pef unt $1'00 $100
Fuxed gnlnuhct'unng cost per year ;‘Es‘ooo " $45,000
(Does not include depreciation {
- on maching) - .
Fined selling cqfd year $25,000 $35 000
Cost 10 install new mlcpmc $8.000
Expected unit production per year 75.000 100,000
Required: . .
" a. Prepare a schedule of marginal costs
" associated ‘with the potential purchase
. - of the new machine. Based on your ahal.
ysis of these and other relevant factors,
recommend whether or not to purchsse
the new machine Ignore income taxes
and interest costs in your analysis. Your
schedule should identify only the perti.
nent costs and revenues and concentrate
> on the potential purchase decision.
b Cite two factors (other than the finan~ial
analysis above) the company should also
- copsider in making the purchase decision,
* Indicate the rationale for your choite of
these factors. - - o
END OF PARTIV
"W v
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6.3 Appendix C

1 .
CANDIDATE PROFILE CENSUS

This census fnstrument 1s belug used Lo help- ‘the Institute of Internal Auditors
detemine the profile of CIA examinaticn candidates. Your assistanca will be
greatly appreciated.

NOTE :
?HeeHn to your examaminatiqn proctor separately from vour other examination
" papers. N0 NOT TURN THIS CE%US IN WITH YOUR EXAMINATION!

Usk the speciaﬂy marked multiple choice answer sheet. Turn this answer

‘S‘teg 1: Enter vour candidate identification number on the answer sheet in the

‘space provided. BRlacken the corresponding numhers in the columns.

Step ?: Mark the appropriate circle on vour answer sheet as indicated below:

1. Are yof;‘a memher of the Institute’

-

2.

=f

3.

"4-

s.

6. What is your employer- classifica-

of Internal Auditors? . tion?
ves " A . Manufacturing A
NO g ! . Retail . y 8
.. . Finance & Banking c
In which age bracket do you fal1? . Government ]
. ) Y .. Other E
118 to 24 ‘A )
25 to 29 B C ‘7. What is yosr job classification?
30 to 34 c J :
35 to 45 —D- IA Mahager or above A
- Dver 45 £ ) + JA Supervisor B .
. . A Senior c
Hhat is your sex? Internal Auditor . D
L4 Othen. E .
Female J A ' v .
Male 8. 8. How many years work experience do
you have?
Which parts of the CIA examinatfon : .
have you passed? (Mark as many as None A
appl y{b Less than 2 years R
. . - 2 to 4 years ¢
part 1 A § to 7 years )
Part 11 B . ‘ “ "R years or more . E
Part 11 L.
Part IV D - 9. How many .years experiencé do you
None 3 '[ _ have in Internal Auditing?
1€ you hfe ever repeated any part None . * A
of the examination please indicate, tess than 2 years B
the part(s) you have repcated? ‘.. 2 to 4 years c
(Mark as many as apply) _ 5 to 7 years . D
. ‘ : 8 years or more E
Part 1 A . »
part 11 ] 10. How would you rate your employer‘
_Part 111 c support of the CIA Program?
Part 1V D .
None E Negative A
. . » Indifferent . B
‘ Some Support s c
Medfum Support 0
Strong Support E
- CONTINUED (X THE OTHCR SIDE -
“ » 13
~N - - .
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11, What is your highest acadmnic de-

gree?

Baccalaureate in pragress

‘Baccalaureate '
Masters
Doctorate
Other

‘

A
B
¢
D
4

12, What year did you/will, you receive

the above degree?

1980 or after”
1975 - 1979
1970 - 1974
1955 - 1969
Before 1965

" 13. What was your major?

Accountancy o

. '-Bustness(other than Acctcy)

!, Computer Science
Engineering
Other -

- MOMOMHE@>

MO >»

N

14. What was your grade Point average?

Superjor
Above Average
Averaqe
Below Average
Do Know
\\
15, H
{gation?

sored CIA
course 4 .,
Emp18yér sponsorgd.plﬂ
course
. Other xcommercial CIA
: ew course
Self-designed study
course
Other ~

\
Chapter

16, How much time did you spend‘ﬁrepar-

ing for this examination?

None

1" - 50 hours

51 - 200 hours

201 - 300 hours
More than 300 hours

L)

mooI™I>»

_J

[

Mmoo o o

Mmoo

did you' prepare for this exam-

—~
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‘6.6 Appendix F
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