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At a glance

« 9th Annual State of the Internal Audit Profession Study

« Second year where we explored the impact of Internal
Audit from the lens of a stakeholder

« Over 1700 respondents, Audit Committee Chairs, Board,
CEOs, and CFOs, participated including 630 executive
stakeholders

« Over 140 personal executive interviews conducted
« Focus areas included

- Stakeholder’s expectations of IA

- Performance and value of IA’s contribution

- IA’s contributions in emerging risk areas

- Characteristics of IA functions

PwC © 2013 PricewaterhouseCoopers LLP. All rights reserved.
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Heart of the matter
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Heart of the matter

Stakeholders want more and internal audit can deliver

Internal audit continues to

face challenges

 Stakeholders are not aligned in
their views on internal audit’s
value and performance

Key takeaways

» Alignment must be achieved
amongst stakeholders and
CAEs on internal audit’s role
in the organization, what

 Internal audit’s capabilities are internal audit value means and
not keeping up - what was once where internal audit should be
leading practices are now the focused
new tloor Internal audit must break the
 Internal audit continues to cycle of inaction and improve
struggle in maximizing its its performance on eight core

contribution, especially in less attributes
traditional areas

Our research has revealed internal audit functions performing at

a high level provide a distinctively different level of service
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The new floor

The “new floor" for effective internal audit

Navigate the new Provide deeper insight
risk landscape

= Think and act strategically * Undarstand the business
= Align resource allocations * Daliver advice and best

Cut through the clutter

Build trust through
ongoing dialogua
Simplify reporting, Higher
maka it consumabila stakehold er
expactations

racticas
Mew risk * Laverage the second line PTG
landscape of defanza * |average specialists
s Connect the dots

The foundation
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Examining the issues
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Examining the issues

Our survey data revealed the circular nature of the internal audit
challenges

plignmen;

The issues of stakeholder
alignment, a challenged

capability foundation and sub- Maximizing
optimal internal audit internal audit
contribution are tightly

interwoven

Internal audit must break the cycle of inaction and increase its

capabilities or risk being marginalized in comparison to other risk
functions
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Examining the issues

Stakeholders are not aligned in their views on internal audit’s
value and performance

Value Performance Critical Risks
At the most fundamental This year’s research Stakeholders are not aligned
level, stakeholders have confirms that strong on critical risks facing the
significantly different views performance in the eight organization which creates
of internal audit value core attributes directly challenges for internal audit
correlates to greater value.  in addressing those critical
risks
79% of board members 56% of the board ranks 60% of the board
see significant value, IA performance as members believe risks
while only 44% of strong, while 37% of are well managed vs.
management do management do 52% of management

Board members’ views on value versus performance do not

reconcile — 79% see significant value, yet only 56% view
performance as strong — a 23% difference

September 2013
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Examining the issues
Internal audit capabilities are not keeping up

How well is internal audit performing in each of the following areas?

Promoting quality improvement and innovation ’Y

Leveraging technology (such as automation, data and advanced analytics) ————@
Delivering cost-effective services
Delivering services with a service-oriented team
Engaging in and managing a relationship with stakeholders

Obtaining, training and/or sourcing the right level of talent for audit needs O

Aligning scope and audit plan with stakeholder expectations

Focusing on critical risks and issues

0% 20% 40% 60% 80% 100%
Percent of stakeholders who say internal audit is performing well
or very well

Our survey revealed promoting quality improvement, leveraging

technology and obtaining right talent as three key focus areas

September 2013
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Examining the issues
Internal audit continues to struggle in maximizing its contribution
in areas outside of its traditional focus

Survey respondents were asked to rank their top three areas of least satisfaction with internal audit

Large programs,/change management 42%
New product introductions 35%
Capital projects 34%
Mergers and acquisition 33% l
IT infrastructure 29%

Business continuity 25% Percent of respondents*

who report internal audit

Corporate governance 25% was more involvedin the

last twelve months:

Data privacy and security 20% Large programs 84%
New product
Fraud and Ethics 14% introductions 50%

« M&A58%
12%

Percent of stakeholders who have this area in the top three
areas of dissatisfaction

Finance reporting controls

*Respondents = subset of total who reported the risk presented more of a threat in the next year than in the past year

Increased internal audit focus has not translated into greater stakeholder satisfaction
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Aligning to the most critical risks
Internal audit should continue to assess the role it can play in traditionally
“non-auditable” risk areas

Risks rated as critical to the organization

Economic uncertainty 69%
IT security / Cyber security 66% IT drosiba / kiberdrosiba
Reputation / Brand 64% Reputﬁcija
Regulations and government 63% Normativie akti un politika
Competition 63%
Talent and labor 62% Personals
Data privacy Datu privatums
Fraud & ethics Krapsanas un etika
Financial market
Commercial market shifts
0 2I0 4I0 60 80 9
September 2013
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' The opportunity - defining greater heights

Our survey identified a subset of organizations represented by the
top 5% of the respondent base as “high performing”

Stronger Integration Coverage of Higher level
foundational with ERM emerging of service
capabilities and other risk areas

risk

functions

The high performing internal audit functions stood out from their
peers in their contribution and value to the organization

September 2013
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The opportunity — defining greater heights
Profile of the top 5%

Top 5% All others
Promoting quality improvement and innovation 67% @ 41%
Obtaining, training and/or sourcing the right level of talent for audit needs 61% @ 34%
Leveraging technology 54% © 2304
Focusing on critical risks and issues 91% @ 57%
Engaging in and managing a relationship with stakeholders 82% @ 51%
Delivering services with a service-oriented team 84% @ 47%
Delivering cost-effective services 80% @ 49%
Aligning scope and audit plan with stakeholder expectations 86% @ 58%

Percent of respondents who responded internal audit is performing well

The top internal audit functions are demonstrating significantly

stronger foundational capabilities
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The opportunity — defining greater heights
Profile of the top 5%

The Organization works together across the various functional areas to © O
create an integrated view of risk
IA creates an integrated view of risk across the organization © L
IA is well or extremely well coordinated with ERM = O
IA is well or extremely well coordinated with other risk groups = O
IA is involved in emerging risk areas © O

0% 20% 40% 60% 80% 100%

—® Top 5% Percent of respondents who believe internal audit is well aligned

with risk

—0 Others

The high performing internal audit functions have achieved

greater integration with ERM and other risk functions
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The opportunity — defining greater heights
Profile of the top 5%

The top 5% internal audit functions are providing better coverage

of emerging risk areas and achieving stakeholder satisfaction

Commercial market shifts

Competition

Data privacy

Disruptive technologies

Economic uncertainty

Energy and commodity costs/prices

Financial markets

Fraud and ethics

PwC

Top 5% All others

92% @ 55% Government spending and taxation
90% @ 67% IT security/cyber security
94% @ 56% Large program risk
71% @ 40% Mergers, acquisitions and JVs

92% 63%

00000000

53% New product introductions

51% Regulations and government policies

Reputation/brand

Talent and labour

Top 5%

=

92%

83%

eeceeee®
00000 OO

Percent of respondents who responded that each risk area is well managed

© 2013 PricewaterhouseCoopers LLP. All rights reserved.

All others

@

37%

54%

74%

47%

51%
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' The Opportunity — defining greater heights

Internal audit functions fall across a spectrum of value delivery

Unrealized value

Problem solver

Problem solver

Problem solver

Assurance provider

Assurance provider

[ Obectveasswamce 4
_ Encprseriskcoonaton 4
 Poaciveadice

[ Business partner 4

PwC

Assurance provider

Objective assurance

Enterprise risk coordination

Assurance provider

Proactive advice

Business partner

Internal audit
stakeholders and
CAEs must
engage in an
open and honest
dialogue to agree
on the internal
audit role

Incremental value
contributed

September 2013
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' The path forward

Our survey identified need for urgent action on part of
stakeholders and CAEs alike

« Ask yourself if your
expectations of
internal audit are
high enough

o Ask if critical
business risk
coverage is aligned
with your views on
risk

« Ask if internal audit
has a strategic plan
and resources to
deliver

o Askif you are
enabling internal
audit to be what it
should be

PwC

to perform at a higher
level and bring more
value

Expect internal audit
to have a stronger
enterprise-wide risk
assessment process
Expect internal audit
to deliver value for
the investment but
recognize the need to
invest

Expect a robust
dialogue with internal

audit and provide
candid feedback

Audit Committee: Management: . -

« Expect internal audit e Deliver high quality

on foundational areas

« Deliver a strategic

vision that aligns with
stakeholder
expectations

e Deliver value for

Investment

« Deliver proactively
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' Thank you

The 2013 State of the Internal Audit Profession Study may be found at:
www.pwc.com/us/2013internalauditstudy

E-mail us questions at: 2013SOPIAStudy@us.pwc.com

This document is for general information purposes only and should not be used as a substitute
for consultation with professional advisors.

© 2013 PricewaterhouseCoopers LLP. All rights reserved. PwC refers to the United States
member firm, and may sometimes refer to the PwC network. Each member firm is a separate
legal entity. Please see www.pwc.com/structure for further details.



