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Senior management asks the chief audit executive to review the organization's compliance
with recently introduced legislation on international transfer pricing. The review requires an
internal auditor who thoroughly understands the legislation and pricing methods. The
internal audit activity does not have an auditor with those skills. Which of the following is
the most appropriate course of action?
 
A. Outsource the engagement to an external audit firm that has appropriate skills. 
B. Recruit a lawyer with knowledge of the legislation to the audit team and ask the new
auditor to perform the engagement. 
C. Decline to perform the engagement, as the internal audit activity does not have the
appropriate skill set. 
D. Carry out the engagement using existing internal audit staff to help them gain the
appropriate experience. 
 

Answer: A

 

 

Which of the following is an example of risk monitoring to ensure a system is performing as
intended?
 
A. Checking the progress of risk treatment plans 
B. Considering the consequence and likelihood of risks 
C. Documenting the risks and their areas of impact 
D. Communicating to management about risks 
 

Answer: A

 

 

Senior management and the board have expressed concerns about the length of
engagements and whether their outcome aligns with the organization's strategies and
objectives. Which of the following actions, if taken by the chief audit executive, could
address these concerns?
 
A. Communicating to internal audit staff instructions for completing engagements within
shorter time periods. 
B. Requesting additional funding from the board to train internal audit staff on time and
resource management. 
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C. Implementing the use of agile auditing during engagements to meet expectations. 
D. Encouraging internal audit staff to participate in workshops to further develop their
understanding of the organization's strategies. 
 

Answer: D

 

 

Which of the following statements best represents the duo professional care that is
required of internal auditor’s?
 
A. Internal auditors should perform assurance procedures to ensure that all significant risks
are identified. 
B. Internal auditor should not perform consulting engagements for operations for which
they had previous responsibilities. 
C. Internal auditors should consider the cost of assurance in relation to the potential
benefits. 
D. Internal auditors should device internal audit programs to confirm that the results are
accurate. 
 

Answer: A

 

 

Due to unfavorable economic conditions management decided to postpone new
investments for the next year. Which of the following best describes the risk management
strategy used to address this situation?
 
A. Risk mitigation 
B. Risk avoidance 
C. Risk reduction 
D. Risk transfer 
 

Answer: B

 

 

Which of the following is true about corporate social responsibility (CSR)?
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A. Social and environmental considerations are required parts of an organization's decision
making 
B. The Global Reporting Initiative provides standards on required disclosures of CSR.  
C. CSR activities are overseen and managed by operational management.  
D. Internal auditors can provide assurance on reported sustainability results. 
 

Answer: C

 

 

The same internal auditor has audited the regional purchasing department annually for the
last three years. The audits have shown several significant control deficiencies that have
not been corrected by management. New management is in charge of this regional
purchasing department, and it is time to audit the department again. What concerns should
be considered prior to assigning the audit to the same auditor?
 
A. Intimidation threats may compromise the auditor's objectivity due to multiple negative
audit reports completed by the auditor. 
B. The auditor has reviewed the department annually for the last three years, leading to
familiarity, which can impact the internal audit activity's independence. 
C. A negative cognitive bias may be in place that affects the employee's objectivity due to
the recent audits with uncorrected control deficiencies. 
D. The auditor may have formed a cultural bias, as the department under review is in the
auditor's geographic area. 
 

Answer: D

 

 

Which of the following scenarios violates The IIA's standard regarding internal audit
independence?
 
A. The chief audit executive (CAE) reports on the internal audit activity's day-to-day tasks
and responsibilities to the CEO. 
B. An assessment of the risk management function is reviewed by an outside consulting
firm because the CAE is temporarily fulfilling the role of risk manager. 
C. The CAE regularly meets with the organization's chief risk officer, who validates all
reported audit findings and dictates which will be Included In the package to the audit
committee. 
D. The internal audit activity will experience staffing shortages for the next six months due
to planned and unplanned leaves of absence; therefore the CAE proposed including fewer

Question No : 7

Question No : 8

IIA IIA-CIA-Part1 : Practice Test

4



audits in the annual audit plan compared to the previous financial year. 
 

Answer: C

 

 

Which of the following concepts is emphasized in the Mission of Internal Audit?
 
A. Support of good governance and controls. 
B. Enhancement of organizational value. 
C. Protection of tangible and intangible assets. 
D. Provision of professional advisory and assurance services. 
 

Answer: B

 

 

Which of the following situations is most likely to prompt the internal audit activity to
disclose its nonconformance with the Standards?
 
A. One of the organization's senior internal auditors owns a side business, though to date,
no sales have been made to this business. 
B. The annual internal audit plan includes performance audits of main business processes,
but reviews of high-risk development projects were not considered. 
C. The internal audit activity committed to carrying out an audit of documentation on
investment hedging, and a hedging expert was contracted to assist with the engagement. 
D. A periodic quality self-assessment of the internal audit activity identified a number of
improvement areas with regard to key performance indicators. 
 

Answer: A

 

 

A subsidiary of the organization was preparing for an initial public offering (IPO). Af the
request of the audit committee, the chief audit executive (CAE) and all senior audit staff
were actively involved in the process by helping collect and validate financial data,
conducting assessments, and participating in meetings with IPO advisors. Six months later,
it became obvious that the IPO had to be canceled. Newly appointed audit committee
members requested an assurance engagement that v/ould assess the IPO preparation
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process. Which of the following would be the best course of action for the chief audit
executive (CAE) to take?
 
A. The decision to involve auditors in the IPO was made by former audit committee
members; therefore, the CAE is not responsible and can proceed with the new assignment. 
B. The CAE should reject the assignment, as such engagements are beyond the scope of
auditors who are usually not familiar with root cause analysis methodology. 
C. The engagement should be undertaken by audit assistants and other junior staff
members who were not involved in the IPO process. 
D. The CAE should disclose objectivity limitations to the audit committee and suggest
alternatives, such as outsourcing the engagement. 
 

Answer: D

 

 

Which of the following would be the most suitable internal control framework for an
organization to adopt?
 
A. A framework that specifies common best practices for an organization to evaluate and
benchmark. 
B. A framework that specifies correct and incorrect business methodologies. 
C. A framework with precise specifications for how controls and processes should be
employed. 
D. A framework that offers step-by-step guidance for remedial action for all organization
types. 
 

Answer: A

 

 

Which of the following specifications in an internal audit charter is the most important factor
in the internal audit activity’s independence?
 
A. Description of internal audit activity's responsibilities 
B. Definition of internal auditing 
C. Statement of internal audit activity's authority 
D. Description of internal audit activity's reporting structure 
 

Answer: D
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Which of the following offers the feast evidence that the internal audit activity has achieved
organizational independence?
 
A. An independent third party has assessed the organization's system of internal controls
to be adequate and effective. 
B. The chief audit executive reports both functionally and administratively to the CEO. 
C. The internal audit charter is drafted properly and approved by the appropriate parties. 
D. The mission statement and strategy of the internal audit activity demonstrates alignment
to organizational objectives. 
 

Answer: C

 

 

According to HA guidance, which of the following would best support the internal auditor's
conclusion that the organization's risk management processes are effective?
 
A. The organization has identified all applicable operational and financial risks. 
B. The organization has documented its strategic and business objectives.  
C. The organization has selected risk responses aligned with its risk appetite.  
D. The organization has documented risk information pertinent to its business. 
 

Answer: B

 

 

The internal audit activity is undergoing a self-assessment as part of its quality assurance
and improvement program Which of the following observations must be addressed in order
for the internal audit activity to achieve conformance with the Standards?
 
A. The internal audit charter does not identify which audit services are outsourced 
B. The internal audit charter has not been reviewed by the legal department 
C. The internal audit charter has not been approved by the board within the past year 
D. The internal audit charter does not describe the authority of the internal audit activity 
 

Answer: D
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While preparing the audit plan for an automobile manufacturing company, the chief audit
executive (CAE) noted that the company's engineering department received a high risk
ranking. However, the internal audit activity is understaffed, and current staff do not
possess the necessary skills to adequately assess the effectiveness of the engineering
department. What is the most appropriate course of action for the CAE to take?
 
A. Include the engineering department on the audit plan, use the available internal audit
resources to conduct the review, and exclude procedures that cannot be adequately
assessed. 
B. Advise management to accept the assessed risk until the internal auditors are able to
review the area adequately. 
C. Recruit internal auditors with the required competencies and wait until they are
employed before including this audit on the internal audit plan. 
D. Proceed with a review of the engineering department but supplement the internal audit
team with nonauditors from an external engineering company who have the required skills
to assist 
 

Answer: D

 

 

Which of the following statements is the most appropriate example of the internal audit
activity exercising due professional care during an audit of the payroll department?
 
A. Internal auditors ensure that the work program is appropriately designed in order to
identify all of the risks surrounding the payroll process. 
B. Internal auditors determine whether the policies, procedures, and practices of the payroll
department are operating in accordance with relevant laws. 
C. Internal auditors verify whether the board of directors has implemented effective internal
controls over the processes used by the payroll department. 
D. Internal auditors ask the organization's risk manager to determine whether the degree of
work planned is sufficient to determine whether payroll payments were complete and
accurate. 
 

Answer: B

 

 

Which of the following principles of The IIA's Code of Ethics implies that internal auditors
should refrain from performing assurance services when there is an impairment to audit
independence that has not been declared?
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A. Confidentiality. 
B. Objectivity.  
C. Integrity.  
D. Competency. 
 

Answer: B

 

 

Which of the following practices is generally most effective to protect internal audit
objectivity? 
 
A. Ensuring regular documentation of auditor skills and experience in the workpapers. 
B. Basing performance evaluations heavily on customer satisfaction surveys.  
C. Prohibiting auditors from accepting gifts from audit clients or potential clients. 
D. Ensuring that auditors have a balance of both operational and internal audit
responsibilities. 
 

Answer: B

 

 

Which of the following actions would be most effective to help an internal auditor determine
how successful the organization has been in communicating the existence of its ethics
hotline?
 
A. Reviewing the number of anonymous hotline allegations against employee complaints. 
B. Surveying employees to determine whether they are aware of the hotline. 
C. Benchmarking the average time to investigate hotline complaints. 
D. Tracking the number of hotline allegations per total number of employees. 
 

Answer: B

 

 

Which of the following practices, applied by the chief audit executive {CAE), most likely
indicates an effective continuing professional educational program for the internal audit
activity?
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A. The CAE tasks internal auditors with coordinating assurance activities with other
providers across the organization. 
B. The CAE encourages auditors to volunteer to support research work of the local
professional institute. 
C. The CAE requires auditors to periodically attest to the profession's Code of Ethics. 
D. The CAE reminds auditors to ensure workpapers are completed for audit engagements. 
 

Answer: B

 

 

Which of the following organizational practices is likely to be a part of a corporate social
responsibility program? 
 
A. A mining company practices backfilling and planting trees after mining within an area. 
B. A construction company ensures that its workers are paid at the regulated minimum
wage.  
C. A foods manufacturer sources cheap raw materials to generate higher profits for
distribution to its employees.  
D. A bank listed on the national stock exchange consistently pays dividends to its
shareholders. 
 

Answer: A

 

 

Which of the following can be used to minimize employees’ resentment of controls?
 
A. Making sure employees are exempt from participating in control creation 
B. Implementing controls without lengthy explanations of their purpose 
C. Developing general constricting controls rather than detailed ones 
D. Not using controls to achieve goals 
 

Answer: C

 

 

When the chief audit executive Is responsible for risk management in an organization,
which of the following parties is responsible for overseeing the internal audit activity's
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assurance over risk management?
 
A. The chief audit executive. 
B. A member of the compliance function. 
C. A party outside of the internal audit activity. 
D. A member of the risk management function. 
 

Answer: C

 

 

According to IIA guidance, which of the following statements is true regarding consulting
engagements performed by the internal audit activity?
 
A. Consulting engagements typically involve four or five parties: the internal audit activity,
engagement client, senior management, board, and sometimes the external auditor. 
B. The scope of a consulting engagement is determined by either the engagement
supervisor or chief audit executive, and it is finalized prior to beginning fieldwork. 
C. According to the Standards, internal auditors are permitted to carry out certain
management functions during a consulting engagement. 
D. A preliminary risk assessment may not be needed for consulting engagements, because
the expectations and objectives of the engagement are determined by the engagement
client. 
 

Answer: D

 

 

The internal auditor of a small manufacturer noted that the accounting department has
insufficient staff to achieve proper segregation of duties. What type of controls would the
auditor likely recommend to management to specifically address this problem?
 
A. Entity-level. 
B. Preventive.  
C. Directive. 
D. Compensating. 
 

Answer: B
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Which of the following describes the primary objective when implementing a risk
management framework?
 
A. To achieve planned profitability for business expansion. 
B. To enhance an organization's confidence in achieving strategy. 
C. To strengthen corporate governance standards. 
D. To eliminate business risks and uncertainties. 
 

Answer: B

 

 

During an audit engagement of a large retail store, internal auditors noted significant
discrepancies between available inventory and sales and suspect an abuse of cash
register refunds and voids. Which of the following would be the most effective preventative
control to reduce these losses?
 
A. Ensure that returned merchandise is restocked to shelves or sent to the manufacturer by
an independent employee. 
B. Call a sample of customers who returned merchandise to test the legitimacy of the
returns and check refund amounts. 
C. Require that a manager use a reserved register code to approve voids or refunds. 
D. Analyze voids and refunds by employee, credit card number, and amount for unusual
numbers, amounts, or patterns. 
 

Answer: C

 

 

Which of the following controls would be most useful to prevent an employee from using
the organization's funds for inappropriate expenditures and falsifying financial records to
conceal the fraud?
 
A. Segregating duties in the payroll processes. 
B. Confirming receipt of goods or services. 
C. Performing background checks on newly hired employees. 
D. Requiring management approval for expenses. 
 

Answer: D
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According to MA guidance, which of the following is true with regard to the internal audit
charter?
 
1. It specifies the minimum resources needed for assurance engagements.
 
2. It requires final approval from senior management.
 
3. It defines the internal audit activity's authority and responsibilities.
 
4. It describes the expectations for communicating the results of a quality assurance and
Improvement program.
 
A. 1 and 4 only. 
B. 3 and 4 only. 
C. 1.2. and 4. 
D. 2. 3. and 4. 
 

Answer: D

 

 

The chief audit executive (CAE) has hired a new internal auditor who was immediately
assigned to a procurement function audit. Because the new auditor's name is similar to that
of the procurement manager, some staff members think the two are related, although they
are not. Which of the following actions is most appropriate for the CAE to take?
 
A. Take no action, as there is no impairment to independence. 
B. Remove the new internal auditor from the engagement team. 
C. Discuss the matter with the appropriate personnel to alleviate concerns. 
D. Closely supervise the new auditor and carefully review his work. 
 

Answer: A

 

 

There is a growing perception that employees generally evade their responsibilities. What
impact will an internal auditor most likely see during an engagement? 
 
A. Supervisors are likely to reduce their level of supervision and increase span of control. 
B. Employees are likely to be supervised closely and given little freedom.  
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C. Peer employees are likely to trust one another, but distrust management.  
D. Employees are likely to join forces to accomplish their duties as teams. 
 

Answer: D

 

 

Which of the following statements is the most appropriate for a chief audit executive to
include in the internal audit policy manual in order to promote objectivity?
 
A. Internal auditors may conduct a financial effectiveness engagement in a business unit at
any point after being transferred from that area. 
B. Internal auditors may conclude that a business unit's current control environment is
adequate and effective if the review of the prior year's workpapers and audit report
supports that conclusion. 
C. Internal auditors may conduct an engagement in a business unit at any point after
providing a training workshop in that area. 
D. Internal auditors should limit the scope of an engagement if they become aware of a
potential impairment of their objectivity in order to reduce the potential impact of the
impairment on the engagement results. 
 

Answer: D

 

 

Which of the following written documents typically offers the best evidence that internal
auditors exercise due professional care in conformance with the Standards?
 
A. Internal audit charter. 
B. Workpaper. 
C. Audit report. 
D. Code of ethics. 
 

Answer: B

 

 

An organization is considering purchasing a new banking software system and has asked
the internal audit activity to evaluate the system. An internal auditor assigned to perform
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