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1) In the context of internal auditing, the primary purpose of understanding an organization’s structure and departmental roles is to

A. Identify potential areas for outsourcing functions.

B. Evaluate how well the organization meets its objectives.

C. Enforce strict regulatory compliance.

D. Improve customer service satisfaction.
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2) Which of the following best exemplifies the importance of understanding business operations for an internal auditor when assessing an organization’s performance?

A. Recommending and implementing internal control improvements.

B. Evaluating how revenue is generated and expenses are managed to identify risks.

C. Complying with relevant laws and regulations.

D. Monitoring IT system controls to ensure the confidentiality, integrity, and availability of data.
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3) In the context of business operations, understanding the supply chain is crucial for internal auditors because it

A. Helps trace and improve customer service strategies.

B. Ensures the business maintains profitability by managing expenses.

C. Provides a direct link to the development of new products.

D. Identifies critical components that affect the efficiency of resource distribution.
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4) What is the primary goal of a business?

A. To innovate new technologies.

B. To create value and make a profit.

C. To comply with regulations.

D. To maintain a strong HR department.
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5) What aspect of business operations involves sourcing materials, manufacturing, and distributing products?

A. Customer experience.

B. Governance.

C. Supply chain and logistics.

D. Risk management.
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6) Which department in a business is primarily responsible for managing the organization’s financial resources?

A. Operations.

B. Finance and Accounting.

C. Human Resources.

D. Sales and Marketing.
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7) Which of the following is necessary to ensure that a business operates responsibly and ethically?
A. Authoritarian leadership.
B. Governance.

C. Expertise in risk management frameworks.

D. Low employee turnover.
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8) What is the primary goal of risk management within a business?

A. To increase sales and marketing reach.
B. To identify, assess, and manage risks.
C. To improve workplace culture.

D. To enhance product quality.
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9) Why is understanding the interplay among various departments crucial for internal auditors?
A. To improve customer satisfaction.
B. To ensure the right products reach customers.

C. To evaluate organizational effectiveness and pinpoint potential risks.

D. To enhance innovation and product development.
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10)  Which department is primarily responsible for ensuring an organization’s financial resources are effectively tracked and managed?

A. Operations.

B. Research and development (R&D).

C. Finance and accounting.

D. Human resources (HR).
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11) How does understanding business operations benefit internal auditors?

A. It improves the internal auditors’ ability to implement operational improvements.

B. It facilitates identification of legal compliance risks.

C. It enables senior management to foster an ethical organizational culture.

D. It helps the internal auditors eliminate the possibility of fraud.
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12)  Which department is primarily responsible for managing customer relations?

A. Operations.

B. Human resources.

C. Sales and marketing.

D. Legal.
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13)  Aninternal auditor is evaluating a manufacturing company’s supply chain processes. The company has been experiencing delays in product delivery, leading to
customer dissatisfaction. Which department should the auditor focus on to identify the root cause of these delays?

A. Finance and Accounting.

B. Operations.

C. Human Resources.

D. Research and Development.
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14)  An organization’s directors, management, and internal auditors all have important roles in creating a proper control environment. Senior management is primarily
responsible for

A. Establishing a proper ethical culture.

B. Designing and operating a control system that provides reasonable assurance that established objectives and goals will be achieved.

C. Ensuring that external and internal auditors adequately monitor the control environment.

D. Implementing and monitoring controls designed by the board of directors.
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15)  Which of the following best describes an inherent limitation that should be recognized by an auditor when considering the potential effectiveness of internal control?

A. Controls, whether manual or automated, whose effectiveness depends on segregation of duties can be circumvented by collusion.

B. The competence and integrity of operating personnel provide an environment conducive to control and provides assurance that effective control will be
achieved.

C. Procedures designed to assure the execution and recording of transactions in accordance with proper authorizations are effective against fraud perpetrated
by management.

D. The benefits expected to be derived from effective internal control usually do not exceed the costs of such control.
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16)  Piper Corp. reviewed the mix of preventive and detective control activities over its cash disbursements process and discovered a high proportion of preventive
control activities. If Piper desires to establish additional detective control activities, which of the following control activities should it consider?

A. Having different personnel initiate, approve, and record cash movements.

B. Setting authorization limits for disbursements.

C. Requiring dual signatures for disbursements in excess of a specified limit.

D. Regularly comparing reported results to budgets and other benchmarks.

5/9/25, 1:12 AM Gleim : 2 Test Bank

Study Unit 1: Basics of a Business | Subunit 2: COSO Framework for Internal Control

17)  Afinancial institution is considering implementing the COSO internal control framework across its operations. As an internal auditor, how would you highlight the
primary benefit of adopting this framework to the board?

A. Eliminates the possibility of bias in the identification of risks.

B. Provides a structured approach to risk management and internal control.

C. Provides a thorough bottom-up approach to risk management.

D. Ensures strong legal compliance and fraud prevention.
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18)  Control activities do not encompass

A. Performance reviews.

B. Supervisory controls.

C. Physical controls.

D. Control revalidation.
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19)  Aninternal auditor notices that a retail company’s data processing department reports high incidences of processing errors. Which COSO internal control framework
component should the auditor focus on to most effectively address the problem?

A. Control activities.

B. Risk assessment.

C. Monitoring.

D. Control environment.
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20) Internal control can provide only reasonable assurance that the entity’s objectives and goals will be met efficiently and effectively. One factor limiting the likelihood of
achieving those objectives is that

A. The internal auditor’s primary responsibility is the detection of fraud.

B. The audit committee is active and independent.

C. The cost of internal control should not exceed its benefits.

D. Management monitors performance.
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21) A multinational healthcare provider is required to align its operations with COSO internal control principles to meet compliance objectives and support its strategic
goals. During an audit, you find gaps in the implemented control activities. What should your primary focus be to assist the organization in achieving compliance?

A. Ensure control activities include adequate segregation of duties and access controls.

B. Implement stronger internal controls over the compliance functions.

C. Report your findings immediately to the board.

D. Focus on strengthening detective controls so that breakdowns in internal controls are identified quickly.
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22)  An organization experiences a security breach affecting its customer database. During an audit, it is discovered that access logs were not regularly reviewed, leading
to prolonged unauthorized access. Which COSO internal control framework component was ineffective, and what corrective action should be prioritized?

A. Control activities; integrate robust logging procedures.

B. Risk assessment; implement comprehensive threat modeling.

C. Monitoring activities; enforce regular log reviews.

D. Control environment; reinforce ethical training programs.
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23)  When assessing an organization’s adherence to the COSO internal control framework, which component should the auditor examine to evaluate the organization’s
commitment to ethical values and integrity?

A. Control environment.

B. Risk assessment.

C. Monitoring activities.

D. Control activities.
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24)  Which of the following factors are included in an entity’s control environment?

A. Organizational structure, management philosophy, and monitoring.

B. Integrity and ethical values, assignment of authority, and human resource practices.

C. Competence of personnel, segregation of duties, and fraud risk assessment.

D. Risk assessment, assignment of responsibility, and human resource practices.
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25)  Internal control is a process designed to provide reasonable assurance regarding the achievement of objectives related to

A. Reporting.

B. Operations.

C. Compliance.

D. All of the answers are correct.
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26)  Which of the following is the control component that reflects the attitude and actions of the board and management regarding the significance of control within the
organization?

A. Risk assessment.

B. Control activities.

C. Control environment.

D. Monitoring.
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27)  An adequate system of internal controls is most likely to detect a fraud perpetrated by a

A. Group of employees in collusion.

B. Single employee.

C. Group of managers in collusion.

D. Single manager.



5/9/25, 1:15 AM Gleim : 2 Test Bank

Study Unit 1: Basics of a Business | Subunit 2: COSO Framework for Internal Control

28)  Which of the following most likely would not be considered an inherent limitation of the potential effectiveness of an entity’s internal control?

A. Incompatible duties.

B. Management override.

C. Faulty judgment.

D. Collusion among employees.
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29)  According to COSO, management should be concerned with the effectiveness of the monitoring processes of an entity regarding internal controls over financial
statement preparation for each of the following reasons, except

A. Effective monitoring provides incentive for employees to perform their duties properly over time.

B. Effective monitoring enables those charged with governance to determine whether the internal control processes continue to operate effectively over time.

C. Effective monitoring allows those charged with governance to identify and correct deficiencies before they materially affect financial statements.

D. Effective monitoring assists those charged with governance to ensure that the entity meets its operating and financial expectations.
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30)  Of the following reasons to establish internal control, which is the most comprehensive?

A. Safeguard the resources of the organization.

B. Provide reasonable assurance that the objectives of the organization are achieved.

C. Encourage compliance with organizational objectives.

D. Ensure the accuracy, reliability, and timeliness of information.



