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RAMOTSHERE MOILOA LOCAL MUNICIPALITY

Internal Audit Methodology

PURPOSE

This guide sets out the operations audit methodology to be applied by Ramotshere Moiloa
Local Municipality Infernal Audit. This document is issued and controfled by the Chief Audit
Executive of Ramotshere Moiloa Local Municipality Internal Audit and forms an integral part of
the INTERNAL AUDIT MANUAL. This document has been compiled from the International
Internal Audit framework. |
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1.  Introduction

1.1. Objective of this Guide

The objective of this guide is to establish a standard methodology for conducting internal audit reviews as
required in terms of section 165 of the Municipal Finance Management Act (MFMA), and to comply with
the International Standards for the Professional Practice of Internal Auditing (STANDARDS). This
methodology is applicable to all audit reviews performed by the unit. This methodology is modelled on the
guidelines published by the Institute of Internal Auditors.

Infernal 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.

This guide must be used in conjunction with all other relevant literature, for example, the STANDARDS,
Internal Audit Charter, Audit & Risk Committee Charter, Code of Ethics and other sections of the
Ramotshere Moiloa Local Municipality Internal Audit (RMLMIA) Procedures manual.

Although the scope and nature of the system being audited may differ substantially from one

department/section to the next, this methodology must be applied to the adequate and effective review of
all systems of internal control. '

1.2. RMLMIA and the different Audit Components (Baseline engagement)

The Ramotshere Moiloa Local Municipality Internal Audit was set up under sections 165 (1) of MFMA.

The scope of internal audit essentially covers two main functions:

» The provision of independent appraisal and review of the diverse operations and internal controls
to determine whether:
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o Financial and operation information is accurate and reliable;

o Risks to the municipalities are identified and minimised;

o External regulations and internal policies and procedures are followed;
o Satisfactory operating criteria are met;

o Resources are used efficiently and economically;

o The municipal objectives are effectively achieved; and

o The municipality ensures good corporate governance.

e The provision of professional advice and consulfing services to Accounting Officers in the
discharge of their responsibilities pertaining to the establishment and maintenance of effective,
efficient and transparent systems of financial and risk management, intemal control and good

corporate governance.

Ramotshere Moiloa Local Municipality Internal Audit consists of a number of specialist components.
These components are Risk & Compliance Audit, ICT Audit, Audit of Performance Information and,
Performance Audit.

Risk audit evaluates a municipality level of compliance with legislation, regulations, plans and
procedures, utilising the business approach to intemal auditing, which is risk based.

ICT audit is responsible for providing management with an independent assurance on the adequacy of
controls within the information technology environment. _

Performance audit is responsible for ensuring that satisfactory management measures have been
instituted to ensure resources are acquired economically and are utilised efficiently and effectively in the
achievements of the objectives of the respective departments. '

Audit of predetermined objectives’ main focus is to assess/review how far strategic and oberational |
objectives of the Municipality were achieved and whether there was good value for money spent. Internal
Audit will be conducting the performance measurement audit on a quarterly basis (AOPY). (S45 (a) of
Municipal System Act of 2003).
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- These phases of the audit should be performed according to the baseline engagement requirements and

_subject to continuous review, supervision, quality assurance, independence, objectivity and professional

Ramotshere Moiloa Local Municipality
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Safety Health and Environmental Audits (SHE Audits) - responsible for providing Management with
an independent assurance on the adequacy of controls within the Occupational Health & Safety and

Environmental Conservation.

Ethics Audit: responsible for providing Management with an independent assurance on whether
Municipality preserve high ethical values as stipulated in the code of conduct for both Counciltors and

Employees.

1.3.  RMLMIA methodology

The RMLMIA methodology is divided into the following six distinct phases for performing an audit or

system review.

Phase 1 - Strategic Planning (Annual Plan)
Phase 2 - Engagement Planning

Phase 3 - Performing the Engagement
Phase 4 — Communicating Results

Phase 5 — Monitoring process

Phase 6 - Resolution of Management's Acceptance of Risks

care.
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Ramotshere Moiloa Local Municipality
Internal Audit Methodology

Glossary

Adequacy Audit - To ascertain whether the system established provides reasonable
assurance that the organization's objectives and goals will be met efficiently and
economically.

Adequate Control - Is present if management has planned and arganized (designed)
in a manner that provides reasonable assurance that the organisation's objectives and

goals will be achieved efficiently and economically.

CAE - Chief Audit Executive

AM- Audit Manager

AS — Audit Senior.

IA- Internal Auditor

RMLMIA- Ramotshere Moiloa Local Municipality internal Audit

Audit Budget — The written records of the expectations for the period; a comparison of
budgets with actual results may indicate whether or not misstatements are likely.

Client — The client municipality or institution.

Audit Objectives - The broad statements developed by the internal audit activity to
define intended audit accomplishments. It is a comprehensive statement of what the
audit is intended to achieve.

Authorising - Includes initiating or granting permission to perform activities or
transactions.

Cause - The reason for the difference between the expected and actual conditions
(why the difference exists).

Clear reports - Easily understood and logical. Avoiding unnecessary technical
language and providing sufficient supportive information can improve clarity of reports.
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Concise reports - To the point and avoid unnecessary detail. They express thoughts

completely in the fewest possible words.

Conclusions (opinions) - The internal auditor's evaluations of the effects of the
findings on the activities audited. They usually put the findings in perspective based

upon their overall implications.

Condition - The factual evidence, which the internal auditor found in the course of the

examination (what does exist).

Constructive reports - Those which, because of their content and tone, help the

auditee (audit client) and the organization and lead to improvements where needed.

Controls (Contrdl Techniques) - The policies, procedures and methods, which
ensure that adverse events, which may negatively affect the successful achievement of -
the control objectives, are prevented or detected and corrected. It includes soft controls

such as the management style, ethics, communication, control environment, efc.

Criteria - The standards, measures, or expectations used in making an evaluation

and/or verification (what should exist).

Directing - Involves, in addition to accomplishing objectives and planned activities,
authorizing and monitoring performance, periodically comparing actual with planned
performance, and documenting these activities to provide additional assurance that

systems operate as planned.
Documenting - Provides evidence of the exercise of authority and responsibility,
compliance with policies, procedures, and standards of performance, supervising,

observing, and testing.

Economical Performance - Accomplishes objectives and goals at a cost

commensurate with the risk.
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Effect - The risk or exposure the auditee andfor others encounter because the
condition is not the same as the criteria (the impact of the difference). In determining
the degree of risk or exposure, internal auditors should consider the effect their audit

. findings may have on the organization's financial statements.

Effectiveness - To ascertain whether the system is functioning as intended.

Effective control - Present when the auditee directs systems in such a manner as to
provide reasonable assurance that the organization's objectives and goals will be
achieved.

Efficiency - Objectives and goals are accomplished in an accurate and timely fashion

with minimal use of resources.

Findings - Pertinent statements of fact. Audit findings emerge by a process of
comparing what should be with what is. Those findings, which are necessary to
support or prevent misunderstanding of the intenal auditor's conclusions and
recommendations, should be included in the final audit report. Less significant
information or findings may be communicated orally or through informal

correspondence.

Flowchart - A representation, primarily using symbols, of the sequence of activities in

a system (process, operation, function, or activity).

Goals - Specific objectives of specific systems and may be otherwise referred to as
operating or program objectives or goals, operating standards, performance levels,

 targets, or expected results.

1A —Internal Audit
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internal Audit Activity - An independent, objective assurance and consulting activity

designed fo 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.

Institution - A municipality or a constitutional institution.

Internal Control - A process within an organisation designed to provide reasonable

assurance regarding the achievement of the following primary objectives the:

Reliability and integrity of information;

Compliance with policies, plans, procedures, laws and regulations;
safeguarding of assets;

Economical and efficient use of resources; and

Accbmplishment of established objectives and goals for operations or

programs.

STANDARDS - The abbreviation for the International Standards for the Professional
Practice of Internal Auditing of the Institute of Internal Auditors of SA.

Monitoring - Encompasses supervising, abserving, and testing activities and

appropriately reporting to responsible individuals. Monitoring provides an ongoing

verification of progress toward achievement of objectives and goals.

Objectives - The broadest statements of what the organization chooses to

accomplish.

Objective reports - Factual, unbiased, and free from distortion. Findings, conclusions,

and recommendations should be included without prejudice.

Performance Measures - The yardsticks against which the achievement of the project

objectives can be measured.
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Performance Standards - The statement of the required level of achievement of the
project objectives (i.e. the required performance) as measured by the project

measures.
Project Manager - An "Auditee Manager" or ‘Audit Senior” in charge of the project.

Project Objective - Clear statements of what the Project Manager is trying to achieve

regarding the project.

Purpose statements - Describe the audit objectives and may, where necessary,
inform the reader why the review was conducted and what it was expected to achieve.

Quality of Performance - To ascertain whether the organization's objectives and

goals have been achieved.

Reasonable Assurance - Is provided when cost-effective actions are taken to restrict

deviations to a tolerable level.
Results - Include findings, conclusions {opinions), and recommendations.

Risks - The probability that an event or action may adversely affect the activity under
review. Risks are what can go wrong in the system of infernal control to prevent the

organisation from achieving its objectives.

Scope statements - Identify the audited activities and include, where appropriate,
supportive information such as time audited. Related activities not audited should be
identified if necessary to delineate the boundaries of the audit. The nature and extent

of auditing performed also should be described.
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System - An arrangement, a set, or a collection of concepts, parts, and activities,
and/or people that are connected or interrelated to achieve objectives and goals. {This
definition applies to both manual and automated systems.)

Team — Members of the audit team.

Timely reports - Reports that issued without undue delay and enable prompt effective

action.
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