Evaluating internal audit findings 
	Code 
	Findings 
	Root cause
	Potential Effect 
	Significance of the issue 
	Level of Risk 
	Affected area: governance; risk management; controls 
	Recommendation 

	
	
	
	
	Likelihood of occurrence / probability 
	Impact of the risk 
	
	
	
	

	2024001
	Loss of inventory 
	Theft due to absence of cameras 
	Reduction in entity’s profits; delays in production
	1
	0.36
	0.36 
	Medium 
	Weak Controls 
	

	2024001
	Increase in irrecoverable debts
	Economic recession 
	Cash will be held in debts (high opp cost); illiquidity; 
	0.5
	0.4
	0.2
	Low risk 
	risk management
	


Probability: 0 to 1, it has happened probability is 1

Impact: create a scale of 0 to 1. How much is lost in monetary terms. Inventory lost was valued at Shs 22m. Total inventory = 60m. 

Impact = 22m / 60 m * 1 = 0.36
Risk score = probability of risk occurring X impact 

Risk score = 1 * 0.36 = 0.36

Low risk = Risk score <0.25

Medium risk = 0.25 – 0.5

High risk = >0.5

INTERNAL AUDIT PROCEDURES OR TESTS
Internal audit procedures are used to collect evidence. They include test of controls and substantive tests / procedures. 
Tests of controls are used to test the existence and operating effectiveness of internal controls. They include:

· Inspection of documents 

· Observation 

· Reperformance

· Inquiry 

Substantive audit procedures. These are used to audit the items in the financial records. They include: 

· Analytical procedures (Analysis)
· External confirmation / circularisation 

· Inspection of documents 

· Inspection of assets 

· Recalculation 

· Reperformance

Explanation of audit procedures 
Analytical procedures / analysis

· This involves comparisons / analyses of financial and non-financial data to establish the variances/changes. For example:

a) Compare the actual amount for the current FY with the previous years 

Quarterly audit of electricity 

	Month 
	Jan 
	Feb 
	March 

	Electricity expense 
	10m
	25m
	11m


b) Compare the actual amount with budgeted amount 
c) Compare ratios for the current year with previous years and industrial average 

d) Compare the different branches, products etc 

e) Reasonableness test; compare actual performance with the expected performance 

f) Compare financial and non-financial information 

No of goats (non-financial) = 10 goats 

Financial information = 1bn 

g) Analyse the ledger accounts to identify any unusual transactions 

INQUIRY

· The auditor interviews independent people within the organisation on what he / she is auditing. For example;

· Inquire from the CFO whether inventory is released with a stock issue voucher. 

· Inquire from the payroll manager on whether HR shares the updated list of employees every month. 

EXTERNAL COMFIRMATION 

· It involves writing to / circularising / obtaining information from an external party. That is a person outside the organisation you are auditing. For example; 

· Write to the supplier to confirm the actual amount owed by the organisation.

· Circularise the bank to ascertain the correct cash balance at bank

·  Obtain written confirmation from debtors to confirm their balances. 

INSPECTION OF DOCUMENTS 

· Agreeing / matching information on different documents. 

· Reviewing / inspecting documents to ascertain correctness of information / amounts on those documents 

· Checking information on the documents 

· Agree the source documents to accounting records and then financial statements.  
E.G: Agree the sales order, GDN and invoice to the sales journal and sales ledger to confirm accuracy and completeness sales in the statement of profit or loss. 

INSPECTION OF ASSETS 

· Agreeing physical assets to asset register

· Match the asset register with the physical assets 

· Agree asset register with general ledger, PPE (property, plant and equity) schedule and Statement of financial position.
RECALCULATION 

· Recalculate the amounts to confirm accuracy   

REPERFORMANCE 

· Redoing the reconciliations 

OBSERVATION 

· Observe using your eyes 

Observe and confirm whether the waiters are delivering the orders in time. 
