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QUESTION 1

Which of the following is not an appropriate control related to sales in a manufacturing company? 

A. Customers\\' orders are recorded promptly. 

B. Goods shipped are matched with valid customer orders. 

C. Goods returned are inspected for damage by the sales department and then entered into inventory. 

D. Credit department approval is required for credit sales transactions. 

Correct Answer: C 

 

QUESTION 2

A bank uses a risk analysis matrix to quantify the relative risk of auditable entities. The analysis involves rating auditable
entities on risk factors using a scale of 1 to 10, with 10 representing the greatest risk. A partial list of risk factors and the
ratings given to three of the bank\\'s departments is provided below: 

Department Risk Factor A B C Control structure Nature of assets in department Dollar value of assets Complexity of
transactions Which of the following statements regarding risk in the departments is true? 

A. As compared to departments A and C, department B has a stronger control system to compensate for the greater
complexity of the department\\'s transactions and dollar value of its assets. 

B. The internal audit activity should schedule audits of department B more often than audits of department 

C because of the relative control strength of department C as compared to department C.The nature of department A\\'s
control structure may be justified by the nature of the department\\'s assets and the complexity of its transactions. 

D The relative ranking of the departments in order of their risk, from greatest to least risk, is: A; C; B. 

Correct Answer: C 

 

QUESTION 3

During an audit engagement in an insurance company, an internal auditor discovered that senior management had
purposely misclassified $200, 000 in assets on financial statements submitted to regulatory authorities in order to avoid
significant statutory penalties. To remain in compliance with the IIA Code of Ethics, what would be the most appropriate
action for the auditor to take? 

A. Note the situation in the workpapers and inform the chief executive officer. 

B. Send an informative memo to the external auditors. 

C. Discuss the matter with audit management and ensure that the audit committee is informed. 

D. Report the matter to regulatory authorities since senior management is implicated. 

Correct Answer: C 
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QUESTION 4

Which of the following audit techniques is used to evaluate control design while also embodying auditing\\'s analytical
process? 

A. A risk and control matrix. 

B. A flowchart. 

C. A walk-through. 

D. A process narrative. 

Correct Answer: A 

 

QUESTION 5

What is the primary purpose of a risk management program? 

A. Reduce risk to a tolerable level. 

B. Reduce all risks regardless of costs. 

C. Transfer all risks to external third parties. 

D. Identify every significant risk to avoid it. 

Correct Answer: A 

 

QUESTION 6

Which of the following is not true with regard to the internal audit charter? 

A. It defines the authorities and responsibilities of the internal audit activity. 

B. It specifies the minimum resources needed for the internal audit activity. 

C. It provides a basis for evaluating the internal audit activity. 

D. It should be approved by senior management and the board. 

Correct Answer: B 

 

QUESTION 7

Which of the following is not a benefit of using information technology in solving audit problems? 

A. It helps reduce audit risk. 
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B. It improves the timeliness of the audit engagement. 

C. It increases audit opportunities. 

D. It improves the auditor\\'s judgment. 

Correct Answer: D 

 

QUESTION 8

Which of the following statements describes a control failure that is not directly attributable to a customer billing
application? 

1.

 End users have raised a number of concerns regarding data integrity. 

2.

 An untested program change is transferred from the test environment to production. 

3.

 Purchase history does not reconcile with accounts receivable for some customers. 

4.

 End user security is inadvertently granted to an unauthorized individual by management. 

A. 1 and 3. 

B. 1 and 4. 

C. 2 and 3. 

D. 2 and 4. 

Correct Answer: D 

 

QUESTION 9

Which of the following is the best way to detect fraud? 

A. Conduct anti-fraud training. 

B. Perform background investigations. 

C. Implement process controls. 

D. Activate a whistleblower hotline. 

Correct Answer: D 
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QUESTION 10

A dental insurance provider has implemented an electronic claim submission process and is concerned that dentists are
submitting claims for services that were not provided. Which of the following control procedures would be most effective
in preventing this type of fraud? 

A. Develop a program that identifies procedures performed on an individual which are either in excess of expectations
based on the age of the insured or are similar to other procedures recently performed on the individual. 

B. Require all submitted claims to be followed by a signed statement by the dentist testifying to the fact that the claimed
procedures were performed. 

C. Send confirmations to the dentists requesting them to confirm the exact nature of the claims submitted to the
insurance provider. 

D. Develop an integrated test facility and submit false claims to verify that the system is detecting such claims on a
consistent basis. 

Correct Answer: A 

 

QUESTION 11

Which of the following is the most appropriate outcome measure for assessing safety operations? 

A. Number of inspections conducted. 

B. Tests made of equipment. 

C. Reduction in machine down time due to accidents. 

D. Number of operations observed. 

Correct Answer: C 

 

QUESTION 12

Which of the following steps would not be included in a program of selecting and developing human resources for an
internal audit department? 

A. Scheduling periodic meetings with individual auditors, during which the chief audit executive provides counsel
regarding each auditor\\'s performance and professional career development. 

B. Establishing an internal review team to assess the auditors\\' and audit department\\'s compliance with standards,
level of audit effectiveness, and compliance with departmental policy. 

C. Developing specific job descriptions for audit staff, audit managers, and other auditing positions. 

D. Establishing in-house training programs and requiring continuing education for audit staff. 

Correct Answer: B 
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QUESTION 13

An internal auditor is testing, on a sample basis, whether invoices paid between January 1 and December 31 are
supported by appropriately approved purchase orders. Over 25, 000 invoices were paid during the fiscal year, which
runs from the first of April to the end of March. The auditor sets the acceptable risk of assessing control risk too low at
5% and the tolerable deviation rate at 5%. The internal auditor consults the previous audit and sets the expected
population deviation rate at 1%. Sample size (77) is selected from a table and rounded up to 80. No sample deviations
were found. The upper deviation limit was 3.7%. 

Which of the following statements represents a valid conclusion regarding this information? 

A. I am 95% confident that the true, but unknown, population deviation rate is less than or equal to 3.7%. Results
indicated that the sample size was too small, as no sample deviations were found. 

B. I am 95% confident that the actual population deviation rate is 3.7%. Since this is less than the tolerable deviation
rate, quantitative attribute testing results indicate that the control is effective. 

C. I am 95% confident that the true, but unknown, population deviation rate is less than or equal to 3.7%. The
quantitative attribute testing results indicate that the control is effective. 

D. I am 95% confident that the true, but unknown, population deviation rate is less than or equal to 3.7%. The
quantitative attribute testing results indicate that the control is not effective. 

Correct Answer: C 

 

QUESTION 14

Which of the following would provide the best assessment of an organization\\'s ethical climate? 

A. Number of years that directors have been appointed to the board. 

B. Evidence of training provided to the board of directors on ethical issues. 

C. Clarity and consistency of consequences imposed by the board of directors for ethical violations. 

D. Frequency of fraud reported and results of subsequent investigations. 

Correct Answer: C 

 

QUESTION 15

The results of an internal audit activity\\'s (IAA) quality assurance and improvement program are favorable and an
external assessment was completed within the last five years. Which of the following statements may the IAA use to
describe its work? 

A. "Completed with the advance certification of the External Assessors Association for Auditing Review." 

B. "Conforms with the International Standards for the Professional Practice of Internal Auditing." 

C. "Certified 100% accuracy, per the International Standards of External Assessment." 
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D. "Compliant with all domestic and international legal statutes, and certified quality assured for ten years." 

Correct Answer: B 
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