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Internal Auditing is an independent, objective
assurance and consulting activity designed to add value
and improve an organization's operations. It helps an
organization accomplish its objectives by bringing a
systematic, disciplined approach to evaluate and
improve the effectiveness of risk management, control,
and governance processes.

T —— The Institute of Internal Auditors
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Examples of condition,effect,cause,root cause,
and recommendation

Real Effect Condition Condition —based
Recommendation

Spots on wall paper Spots on wall paper Clean the spots

¥

Real Effect Cause Caused- based
_ ‘ Recommendation

Wet floor in closet Broken pipe Fix pipe

@

Potential Effect _ Root Cause - Root Caused- based
Recommendation

Future building No inspection due to Implement contract
&furniture damage expired maintenance management process
contract
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Internal Audit Reports

1.Content and Structure of the Internal Audit Reports

Internal auditors are expected to adopt with innovative methods to assess and communicate internal
audit results. Effective communication of results of internal audit engagement provides management
the opportunity to take immediate and timely corrective actions. Timely and proficient communication
of internal audit results in,

1. Increase the effectiveness of governance and risk management
2. Provide opportunities for process improvements
3. Influence positive Changes

Communication of the result or findings of internal audit engagement may vary depend on the
organizational structure, type of internal audit and related recommendations. Results of the internal
audit engagement can be communicated as a formal presentation or an exit meeting as well. But in
public sector most frequently used method is a written mode which we call as Internal Audit Report.

2.Factors that decide the Structure, content and level of detail of Internal Audit Report (Format)

Organizations communication templates and practices.
Organizations Culture.
Incorporate Suggestions from the senior management.
Needs of the audience.
- Who are the most important readers of the report?
- How much do they know about the audited activity?
- How do they plan to use the report?
-How do the identified issues impact the reader?
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3.Content of the report must be,

1. Accurate  :- Details presented in the audit reports should be reliable and trust worthy to its
users.

2. Objective  :-The auditor should act in a open , unbiased and balance mind when finding
evidence and preparing the report.

3. Clear :-The audit reports can easily be understood to the reader, therefore better not
to use any complicated technical language.

4. Concise :-Audit report should be confined to essentially required information only.
Therefore unnecessary explanations, views, and repetitions should be avoided.



5. Constructive:-A well written audit report provides an opportunity to point out the
potential impact of significant risk.

6. Complete :-An audit report should contain all the important and necessary information with
observation, potential impact and recommendations with actions to be taken.

7. Timely :-Audit report should be communicated to the respective responsible parties
without a delay, so that immediate corrective actions can be taken promptly.

4.Components that often included in an Internal Audit Report

1.Address

2. Audit report title

3. Objective

4. Scope

5. Background

6. Recognition

7. Engagement rating

8. Conclusions

9. Observations

10. Distribution list

:- Normally audit reports should be addressed to a person higher
than the internal Auditor

:- This gives a hint about what is going to be discussed in the
audit report,

:-This describe the purpose of the audit engagement.

:-This will include the audited activities, nature and
extent of the work, limitations etc.

:-Brief summary of the activity being audited or an
explanation of the process.

:-Positive aspects of area or activity audited or appreciation of
cooperation

:-Ranking of impact of outcome. i.e. satisfactory, marginal,
unsatisfactory.

:- Summary opinion or assessment of the engagement.
Often highlighting critical observation,

:-Findings of the audit engagement. Each observation

should be listed in order of significance and often include,
-A title and reference
-Critically rating (measure of risk significance i.e. high,
medium, low, critical, significant)
-Statement of facts (condition, criteria, cause, effect
identified in the observations)
-Audit recommendations
- Management action plans (Corrective action, activity
owner, target date for completion)

:- To whom the copies of the report forwarded.



6. Good Practices for issuance of Internal Audit Reports

Audit Engagement Type

Good Practice

Regular audit engagement included in the
annual internal audit plan

Issue a draft report within a few days of the exit
meeting and the final report within a two
weeks of the draft

Special audit engagements such as those
requested by the top management which
address an urgent issue out side the annual
internal audit plan

Issuance of report should take place
immediately priority over regular engagement

Complex and lengthy audit engagements with
multiple audited activities

Interim reports or status updates could be
issued upon completion of each audited
activity

7.Interim Communication considerations as per the associated risk

Associated risk with the Observations

Communication Method

High risk observations

Verbally discuss items well in advance of the
formal written report. In addition to the verbal
discussions can issue an interim report so that
immediate actions to be taken prior to the
issuance of final report.

Medium risk observations

An interim report could be drafted for
management for more timely actions. The
final Written report could also be issued
following the procedure for regular audit
engagement

Low risk observations

Other alternatives could be considered such as
verbally reporting the observations to
responsible management or issuing a separate
memo to management







