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	Instructions to learners
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	Welcome to module 8; Internal Audit and corporate governance! This module is designed to provide you with an overview of the corporate governance and a foundation to build on as you continue your academic journey. The module contains core reading material, references and videos for your use.  Read all resource materials provided within the module and undertake all activities as guided to enable mastery of the course. Feedback will reinforce good preparation from both the learner and facilitator. Keep communication active through the case studies and practical applications after a module. The preparation of the module is self-driven to engage you on depth understanding of internal audit in corporate governance for sustainability.


 Self-control the Journey!


	Learning module description
	
This module will uncover inside of internal audit as an aspect of good governance analytical tool. Internal audit provides assurance by assessing and reporting on the effectiveness of governance, risk management, and control processes designed to help the organization achieve strategic, operational, financial, and compliance objectives. It is best positioned to provide assurance when its resource level, competence, and structure are aligned with organizational strategies and when it follows IIA standards. It can do this best when it is free from undue influence. By maintaining its independence, internal audit can perform its assessments objectively, providing management and the board an informed and unbiased critique of governance processes, risk management, and internal control. 
Based on its findings, internal audit recommends changes to improve processes and follows up on their implementation. Functioning independently within the organization, internal auditing is performed by professionals who have a deep appreciation of the importance of strong governance, an in-depth understanding of business systems and processes, and a fundamental drive to help their organizations succeed.
Internal audit can add value by providing advisory and consulting services, intended to improve governance, risk management, and control processes, so long as internal audit assumes no management responsibility. This is vital to maintaining internal audit’s objectivity and avoiding conflicts of interest. Selection of the type of audits or services to be performed should be based on the audit activity’s authority, maturity, and purpose, as well as the organization’s needs and issues.


	Module objectives:

	The module will enable learning about;
1. Definition of Internal audit in corporate governance.
2. Explanation of Internal audit and risk management it corporation
3. Analysis of effectiveness of Board Audit committee 
4. Evaluation of effect of audit committee for corporation sustainability 


	Module learning outcomes:


	By the end of the module, the learner should be able to;
1.  Define Internal audit in corporate governance for effective leadership.
2. Explain   effects of internal audit in risk management governance issues in leadership. 
3. Analyze effectiveness of internal audit committee in strategic leadership.
4. Evaluate impact of internal audit in corporation for sustainability.


	Planned Learning Resources
	Video lectures, online textbooks, interactive simulations, online discussion forums, practice questions, quizzes and tests, wikis, webinars, YouTube videos

	ACTIVITY 1: INTRODUCTION
VIDEO 1: Pre-recorded lecture on Historical background of corporate governance.
 LEARNING OUTCOME 1:
 Description of chronological event of corporate governance
In a global perspective
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	Corporate failures and scandals across countries, including the recent collapses of Carillion, Patisserie Valerie and London Capital & Finance in the UK, failings in South Africa’s state-owned entities Transnet, Eskom, and South African Airways, and the 1MDB scandal in Malaysia to name a few, have all focused political and regulatory attention on the audit profession and also exposed serious corporate governance failings.
The result is increased debate globally on audit and governance regulatory reform.
Companies do not fail because of poor quality audits. An audit is designed to enhance confidence in financial reporting, but it does not relieve management or those charged with governance of their responsibilities. Ultimately, corporate failures and the resulting impacts on financial statements are consequences of poor governance and decisions.
Effective governance is underpinned by purpose, vision, values and ethics that are reflected in the behaviors and actions of the board and management team and cascaded throughout the organization. The board in conjunction with management is responsible for setting the tone at the top, shaping the culture of the organization, and setting strategic direction. Organizations need to be proactive in driving improvements in their governance beyond adherence only to minimum requirements.
The board has ultimate responsibility for the integrity and accuracy of the company’s financial reporting, which includes ensuring implementation of internal controls over financial reporting, adoption of appropriate accounting policies, and appointment and oversight of independent external auditors. These responsibilities are often delegated by the board to its audit committee. But this delegation does not absolve the board of its obligations and accountability to shareholders and other stakeholders.
OVERSIGHT AND AUDIT MECHANISMS
· An audit is a formal check of financial accounts of an individual, business or organization.
· An internal audit is conducted by members of the same organization or business, and an external audit may be conducted by a regulatory agency or governmental agency.
There are six specific steps in the audit process that should be followed to ensure a successful audit.
1. Requesting Financial Documents.
2. Preparing an Audit Plan.
3. Scheduling an Open Meeting.
4. Conducting Onsite Fieldwork.
5. Drafting a Report.
6. Setting Up a Closing Meeting.

1. Requesting Financial Documents
· After notifying the organization of the upcoming audit, the auditor typically requests documents listed on an audit preliminary checklist.
· These documents may include a copy of the previous audit report, original bank statements, receipts and ledgers.
· In addition, the auditor may request organizational charts, along with copies of board and committee minutes and copies of bylaws and standing rules.
2. Preparing an Audit Plan
· The auditor looks over the information contained in the documents and plans out how the audit will be conducted.
· A risk workshop may be conducted to identify possible problems.

· Risk workshop is a feature that allows to invite different stakeholders to collaborate in the risk assessment process
· An audit plan is then drafted.

3. Scheduling an Open Meeting
· Senior management and key administrative staff are then invited to an open meeting during which the scope of the audit is presented by the auditor.
· A time frame for the audit is determined, and any timing issues such as scheduled vacations are discussed and handled.
· Department heads may be asked to inform staff of possible interviews with the auditor.
4. Conducting Onsite Fieldwork
· The auditor takes information gathered from the open meeting and uses it to finalize the audit plan.
· Fieldwork is then conducted by speaking to staff members and reviewing procedures and processes.
· The auditor tests for compliance with policies and procedures.
· Internal controls are evaluated to make sure they're adequate.
· The auditor may discuss problems as they arise to give the organization an opportunity to respond.
5. Drafting a Report
· The auditor prepares a report detailing the findings of the audit.

· Included in the report are mathematical errors, posting problems, payments authorized but not paid and other discrepancies; other audit concerns are also listed.
· The auditor then writes up a commentary describing the findings of the audit and recommended solutions to any problems.
1.   Setting Up a Closing Meeting
The auditor solicits a response from management that indicates whether it agrees or disagrees with problems in the report, a description of management's action plan to address the problem and a projected completion date.
At the closing meeting, all parties involved discuss the report and management responses. If there are any remaining issues, they're resolved at this point.
AUDIT COMMITTEE
Board agendas are becoming vaster and topics are getting more complex. Although not required by law, mainly large and listed companies have set up committees with relevant expertise to support the board of directors (BoD) and help make decisions more efficiently.
The committees support the BoD in fulfilling its legal duties (according to Article 716a Swiss Code of Obligations) by assessing specific topics such as audit, compensation or sustainability in depth. The committees report to the BoD on their activities and findings. Overall responsibility for the duties delegated to the committees remains with the board.
The focus of an audit committee's work is the financial reporting, the internal control system, the internal and the external audit. It increasingly deals also with the non-financial reporting-process. For that, audit committee members should be independent and be experienced in these fields or even be financial experts. 

An audit committee is one of the major operating committees of a company's board of directors that is in charge of overseeing financial reporting and disclosure.

The Audit Committee shall consist of a minimum of 3 directors with independent directors forming a majority. There should be at least 3 non-executive directors.  In the case of smaller companies, this may be 2.
The majority of members of Audit Committee including its Chairperson shall be persons with ability to read and understand the financial statement. At least one member of the committee should have recent and relevant financial experience.

The regular reporting obligations incumbent upon exchange-listed companies include the obligation to publish annual and interim financial statements. The core content of such statements includes comprehensive information on a company’s financial position, net assets and results of operations, along with in-depth statements about corporate governing processes regarding the preparation of financial statements and its related controls.
Robust processes will ensure high quality financial (as well as non-financial) information which is key to good corporate governance.

The Audit Committee shall assist the Board of Directors in the oversight of

(1) The integrity of the financial statements of the Company,

(2) The effectiveness of the internal control over financial reporting,

(3) The independent registered public accounting firm’s qualifications and independence,

(4) The performance of the Company’s internal audit function and independent registered
public accounting firms,

(5) The Company’s compliance with legal and regulatory requirements,

(6) The performance of the Company’s compliance function

Responsibilities of the Audit Committee
Oversight risk: Companies have become much more risk-conscious and their management and oversight more risk-driven. Not surprisingly, the audit committee's time commitment in this respect has increased substantially over the last few years. The review of the risk management processes deserves a dedicated place on its agenda.
Assessing the system of internal control: Audit committees play an important role in overseeing an organization's internal control processes. Effective audit committees perform their oversight by demanding relevant, timely and accurate information from management, the internal auditor and the external auditor, and by asking direct and challenging questions.
Reviewing and assessing financial statements: The audit committee has an important oversight role in providing the board with assurance as to the propriety of the financial reporting process. Reviewing and assessing the financial statements remains a critical last step in the committee's financial reporting oversight activities.
Accounting policies, judgments and estimates: Financial transaction and accounting issues have reached an unprecedented level of complexity. Subjective accounting standards and challenging economic and regulatory environments have put a premium on "getting the numbers right".
Fraud and whistle-blowing: The increasing complexity of global organizations – technologies, financial transactions and processes, global supply chains and third party relationships – continue to expand the opportunities for fraud in a variety of areas. Audit committees have to address the various fraud risks head-on ensuring that appropriate safeguards are in place.
Narrative reporting and non-GAAP measures: The integrity of the financial statements and the systems generating the information reported in the financial statements receives a lot of attention from management, internal audit and external audit. The same is not always true for non-GAAP measures and various narrative reporting disclosures provided to investors and other stakeholders.
Auditor selection: The audit committee should be the owner of the auditor selection process and at the end submit a recommendation to the Board for the appointment of a statutory auditor. The selection process must be structured and take into account audit quality as one important criteria. Whereas in the EU firm rotation is mandatory, in Switzerland (as well as in the US for example) it isnt.

Role of the committee
1. To improve the quality of financial reporting
2. To increase the confidence of the public in the financial statements.
3. Assist directors in meeting their responsibilities in respect of financial reporting.
4. Provide a channel to external auditors to report concerns or issues.
5. Review the company’s system of internal controls.
6. Strengthen the position of internal audit by providing greater independence from management.
7. Appointment of external auditor.
Powers of Audit Committee:
The audit committee shall have powers which should include the following:

· To investigate any activity within its terms of reference.
· To seek information from any employee.
· To obtain outside legal or other professional advice.
· To secure attendance of outsiders with relevant expertise, if it considers necessary.

Advantages of a committee
· Independent Reporting
Provides internal audit with an independent reporting mechanism.  Without this management may be tempted to hide unfavourable reports.
· Frees up Executive time
Leaves top executives free to manage by providing expertise on financial reporting
· Corporate Governance monitored
Ensures that corporate governance requirements are brought to attention of the board
· Appropriate Internal Controls
Should ensure that an appropriate system of internal control is maintained.
· Better Communication
Better communication between the directors, external audit and management is facilitated.
· Strengthens external audit independence
Strengthens independence of external audit as their appointment is now not made by the board.

Disadvantages of Committee
· Executive directors may perceive it as a threat to their authority.
· Finding non-executive directors with appropriate expertise may be difficult.
· Additional costs will be involved.
· Too much detail may be thrust upon non-executive directors.

Communication with the audit committee
Why does the external auditor speak first to the Audit Committee?
· To ensure independence between the board and the audit firm. 
· The audit committee consists of independent NEDs, who can therefore take an objective view of the audit report.
· The audit committee has more time to review the audit report and other communications (eg management letters) than the board. 
· The auditor should therefore benefit from their reports being reviewed carefully
· The audit committee can ensure that any recommendations from the auditor are implemented. 
· The NEDs can pressurize the board to taking action on auditor recommendations
· The audit committee also has more time to review the effectiveness and efficiency of the work of the external auditor than the board. 
The committee can therefore make recommendations on the re-appointment of the auditor, or recommend a different firm if this is appropriate
Improve the effectiveness of internal and external audit
The audit committee works closely with external and internal audit teams to safeguard quality, ensure compliance and gain valuable business insights.

External audit
Effectiveness of the external auditor: The evaluation of external audit effectiveness is subject to increased regulator and investor focus. Not only is it core to the audit committee role but it can have an impact on any recommendations around audit tendering and/or rotation.

External audit scope: 
In the current environment, audit committees, regulators and other stakeholders are sharpening their focus on audit quality. A thorough review of the audit plan is an essential starting point to ensure audit quality is at the level it should be.

Private sessions with the external auditor: 
Meeting the external auditor in a private session where management is not present allows the auditor to provide candid, often confidential, comments to the audit committee.

Internal audit
Effectiveness of the internal audit function: 
An effective internal audit function can have a positive impact on the control environment of an organization and the effective design and operation of internal control. The audit committee should regularly evaluate the effectiveness of the internal audit function to ensure that the benefits to the organization are optimized.

Internal audit scope: 
The role that internal audit can play within an organization can be significant and of high value to the audit committee. The scope does not need to be limited to providing the audit committee with assurance over the controls implemented by management and can head toward a "consultancy" role, providing strategic support to the audit committee and company. Establishing the "right" scope for the internal audit function is not a "one size fits all “exercise.

Private Sessions with the head of internal audit: 
Meeting the head of internal audit in a private session allows the audit committee to ask questions beyond the scope of the internal audit plan. The head of internal audit can often deliver valuable views and opinions based on the work of the internal audit team.

The importance of effective communication flows to and from the audit committee cannot be overstated. This includes written and in person, formal and informal, communication with management, internal and external audit, the CFO and finance function, and the board.
For support in its oversight role, the audit committee relies on:
· Meaningful insight from management on emerging risks on the horizon and focused updates on what is happening in the business, moving beyond the basics of what they do to focus on specific challenges, risks and opportunities
· Concise and understandable meeting materials from management, the CFO and finance function, as well as internal and external audit. The volume of materials an audit committee must review can become unmanageable. Written information presented to the audit committee needs to communicate only the most important and relevant information for their attention
· Unrestricted access to the auditors without management present, as well as ongoing dialogue with the auditors outside of the audit window, to deal with issues on an ongoing basis and not just at the time of the audit
· Informal communication with management and the CFO between audit committee meetings
· Direct access to teams and departments, including those outside of finance, when appropriate (and ensuring the audit committee does not overstep its governance role).

The audit committee also needs to communicate with the board how it has discharged its responsibilities. It is not enough for the board to simply ‘rubber stamp’ reports from the audit committee; there needs to be full discussion and deliberation on key aspects of the audit committee’s work and any significant issues they have identified that warrant the full board’s attention.

Audit committee mandates typically always widen, but nothing is generally removed. With increased workload along with increased complexity of risks on their agendas, audit committees need efficient and effective ways of working to ensure they can successfully discharge their oversight responsibilities.
Good practices include:
· Having well-defined terms of reference setting out a clear scope of responsibilities, which are widely understood by the audit committee members, as well as by others in the organization including the board, CFO and finance function
· Coordination between auditor, audit committee, and internal auditor to prevent duplicated effort, increased cost and poor effectiveness
· Appropriate frequency and efficiency of meetings with focused agendas that allow sufficient time and attention for in-depth discussion on critical areas, as well as flexibility to add additional items as they arise
· Producing short summaries to circulate to audit committee members in advance of meetings outlining key areas of focus for discussion
· Holding a call or prep meeting between the audit committee chair and the auditor before each audit committee meeting.


	ACTIVITY 2: READING
READING MATERIAL 1
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	Read the following texts/ journal and attempt the questions which follow:
1.  Kang, Y. J., & Piercey, M. D. (2020). Would an Audit Judgment Rule Improve Audit Committee Oversight and Audit Quality?. Current Issues in Auditing, 14(1), P16-P25.
2. Ji, H. (2020). A periodic auditor designation and the role of audit committee. Global Business & Finance Review (GBFR), 25(2), 11-18.




	 VIDEO 2 (You Tube, please include link)
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	Click on this link to watch a video :


https://youtu.be/tSLyVz80FZw

NOTE: The video is not under the CC license.


	ACTIVITY 3:  Comprehension questions:
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	Questions are based on the lecture and reading material.
1. Define Internal audit in governance
2. Briefly explain importance of Internal audit in governance.
3. Describe types of financial crimes in governance
4. Policies are used for prudence and expedient of process. Relate financial polies and internal audit
5. Differentiate preventative controls from detective  controls.

	LEARNING OUTCOME 2: Conceptual knowledge


ACTIVITY 4: you-tube Video.

	Click here to access a document in text and video;

https://youtu.be/UIPZ97rgiew

Banking Turmoil (Violation of Risk management)


	CASE 1:
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	CASE STUDY
· Byrraju Ramalinga Raju (born 16 September 1954) is the former chairman and CEO of Satyam Computer Services, from 1987 until 7 January 2009.
· In 2015, he was convicted of corporate fraud, which led to the collapse of Satyam Computers.
· The  Satyam scandal was  a  Rs  7,000-crore  corporate  scandal in  which chairman Ramalinga Raju confessed that the company’s accounts had been falsified.
· On January 7, 2009, Ramalinga Raju sent off an email to Sebi and stock exchanges, wherein he admitted and confessed to inflating the cash and bank balances of the company.
· Raju also manipulated the books by non-inclusion of certain receipts and payments, resulting in an overall misstatement to the tune of Rs 12,318 crore, shows an analysis of findings of Sebi’s probe.
· As many as 7,561 fake bills which were even detected in the company’s internal audit reports and were furnished by one single executive.
· Merely through these fake invoices, the company’s revenue got over-stated by Rs 4,783 crore over a period of 5-6 years.
· The probe itself continued for almost six years and found that fictitious invoices were created to show fake debtors on the Satyam books to the tune of up to Rs 500 crore.
[bookmark: _GoBack]What happened to Satyam auditors?
· The institute has cancelled the membership of six chartered accountants with respect to the accounting fraud at Satyam Computer Services.
· SEBI has also directed the audit major and its two partners who worked on the IT firm's accounts to disgorge wrongful gains worth over Rs 13 crore.
Takeover by Tech Mahindra
· After the fraud came to the light, the government had ordered an auction for sale of the company in the interest of investors and over 50,000 employees of Satyam Computers.
· It was acquired by Tech Mahindra, and was then renamed as Mahindra Satyam, and was eventually merged into the parent company.
· The Satyam saga eventually turned out to be a case of financial misstatements to the tune of approximately Rs 12,320 crore, As per SEBI’s probe then Citibank froze all its 30 accounts in 2009.

CASE 2

Click on this link to watch a video;

https://youtu.be/LLHrHLTe_UM

Audit committees in USA

NOTE: The video is not under the CC license.


	[bookmark: _Hlk131239802]ACTIVITY 5: READING MATERIAL 
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	Read the following texts/ journal and attempt the questions which follow: 
1. Gabrini, C. J. (2013). The effect of internal audit on governance: Maintaining legitimacy of local government (Doctoral dissertation, The Florida State University).
2. Al Matari, E. M., & Mgammal, M. H. (2019). The moderating effect of internal audit on the relationship between corporate governance mechanisms and corporate performance among Saudi Arabia listed companies. Contaduría y administración, 64(4), 9.
3. Vadasi, C., Bekiaris, M., & Andrikopoulos, A. (2020). Corporate governance and internal audit: an institutional theory perspective. Corporate Governance: The International Journal of Business in Society, 20(1), 175-190.
4. Abdullah, R., Ismail, Z., & Smith, M. (2018). Audit committees' involvement and the effects of quality in the internal audit function on corporate governance. International Journal of Auditing, 22(3), 385-403.

	ACTIVITY 6: ONLINE DISCUSSION
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	Course Blog
Click here to join the course blog and post your reflections about: Effect on internal audit on corporate governance.


	 LEARNING OUTCOME 3: PRACTICAL SKILLS
VIDEO 3: 
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	Show video which displays practical use of knowledge acquired.
1. https://youtu.be/eRaOtqim4ww


	
ACTIVITY 7: Learner practice sessions
Learner practices the learnt skills. Learner to be given task to demonstrate mastery of the skill
	Write an internal audit report of a named company noting to follow all the steps.

Video of quality of Board conversation:
https://youtu.be/Jlro1YLbI30

Listen and apply

	ASSESSMENT OF PRACTICAL SKILL:

	Learner records practiced skill and uploads video on E-Portfolio
OR
Learner engages in original creative /design activity to demonstrate practical application of knowledge. 
Assessment of tasks described.


	LEARNING OUTCOME 4: KEY/TRANSFERABLE SKILLS
Provide reading material which emphasizes reinforcement of topic learnt. How to communicate or share acquired knowledge

	Internal Audit Reports: The 5 C's
Internal audit reports are often known for adhering to the 5 C's reporting requirement. A complete, sufficient internal audit often ends with a summary report that communicates answers to the following questions:
1. Criteria: What particular issue was identified, and why was the internal audit necessary? Is the internal audit in preparation for a future external audit? Who requested the audit, and why did this party request the audit?
2. Condition: How as the issue in relation to a company target or expectation? Does the company have a policy that was broken, a benchmark that was not met, or other condition that was not satisfied? Is the company confident no issue exists, or do they believe an issue is at hand?
3. Cause: Why did the issue arise? Who was involved, what processes were broken, and how could the issue have been avoided?
4. Consequence: What is the outcome of the problem? Are issues limited to internal matters, or are there risks of external consequences? What is the financial implications of the issue?
5. Corrective Action: What can the company do fix the problem? What specific steps will management take to resolve the issue, and what type of monitoring or review will occur after solutions have been put in place to ensure a fix has been implemented?



	ACTIVITY 8

Learner to engage in communication, collaboration, problem solving, research, leadership activities. Examples, preparation of a poster to communicate new knowledge acquired, written essay, debate, audio recording …etc.
	https://youtu.be/_wFWtl5w-74

From the video content, debate on content of internal controls with practice, You can share a video clip of your  school of thoughts.

	QUIZZ: 
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Short questions to put knowledge to the test.
Make it game like
Challenge learners 
Questions of MCQ, T/F, short answer questions etc


	1. Why does the external auditor speak first to the Audit Committee?
a) To ensure independence between the board and the audit firm. 
b) The audit committee consists of independent NEDs, who can therefore take an objective view of the audit report.
c) The audit committee has more time to review the audit report and other communications (e.g. management letters) than the board. 
d) The auditor should therefore benefit from their reports being reviewed carefully
e) All the Above

2. There are six specific steps in the audit process that should be followed to ensure a successful audit.
1) Setting Up a Closing Meeting
2) Setting goal
3) Requesting Financial Documents
4) Holding general meeting
5) Preparing an Audit Plan.
6) Scheduling an Open Meeting.
7) Writing objectives
8) Conducting Onsite Fieldwork.
9) Drafting a Report.
Choose the correct steps
a) 124769
b) 135689
c) 134689
d) 137689


	TAKE HOME MESSAGE
	Learner to state the take home message from their learning experience.
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