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Agenda

1. Internal Audit’s value proposition
2. How to add value

3. How to manage cost

4. How to get there
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Internal audit is at a crossroads — we see it has two main options
1. Continue doing what you are doing today and nothing more

2. Chose the path most likely to meet the evolving needs on modern organisations
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« Deliver this at low cost
27 November 2009
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|A’s value propositiop= assuming

Much more Somewhat more
Responsibility(%) responsibility (%)

Factor
Continuous auditing or monitoring 37 X
Auditing the ERM process 15 62
Auditing outsourced or offshored operations 15 60

Fraud detection 13 53

Fraud risk assessments 8 58

Auditing executive compensation and

disclosures U =

Auditing operational efficiency and

effectiveness >

Auditing IT security 44

Auditing or evaluation compliance with laws

and regulations 8

Fraud investigations 37

27 November 2009
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The mdustry angle what we aré seé;

The challenges for Internal Audit in Banking Thailand’s report
card?

1. Effectively managing Internal Audit costs in a downturn

2. Directing Internal Audit's “investment dollars” to the @
right areas

3. Meeting the expectations of Audit Committees and
Non-Executive Directors

4. Anticipating the regulatory “back-lash” on control O
functions following the crisis

5. Meeting the minimum standards set out in the revised ®
lIA Standards

6. Developing in line with emerging good practice in
internationally active banks

27 November 2009
PricewaterhouseCoopers Slide 6



g if Y4

Transforming *inte.,rn_a;le;audit;,th,;'efjpro_“_,pls,;}i,o n s

D L7

Add value and Manage cost
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Develop a new focus on risk: Three main areas
« How it promotes or « Streamlining
reduces shareholder

- Reassess goals and
value? o
activities

[} i 9
What IA can do about it* - Greater use of technology

27 November 2009
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Transforming interna-audit - addi

How value is destroyed — reasons for decreases in shareholder value

But a significant % of |A resources are focused on
financial controls/compliance in many organisations...

27 November 2009
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Transforming interngkaudit - adding value
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Allgnlng IA Strategy to Identify Shareholder Value Shareholder Value
what drives (or destroys) Creating Activities Based Approach

shareholder value , — “Top-down” approach where
Understanding Enterprise Risks coverage is driven by issues
(Strategic, Financial,

Operations, Compliance) that directly impact shareholder
value, with clear and explicit
Evaluate Impact linkage to strategic issues of

to Shareholder the organization.
Value

Audit Plan

Evaluate Impact
of Risks within
Audit Universe

Identify Risks (Financial,
Operations, Compliance)

27 November 2009
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Transforming internak-audit — adding value
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Value drivers — what can typically destroy shareholder value in a bank?
Excessive risk (known/unknown)

Inappropriate or poorly integrated acquisitions

Weak regulatory relationships

Poor compliance culture

Poor data quality and management

Lack of innovative products/wrong markets

Out of date systems/lack of integration

© N o o~ 0w b =

Ineffective cost containment/reduction programs

How much of this do you currently cover?

27 November 2009
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Transforming mtema%audﬁ—cl&ér role

Board Audit
/ Committee

Rislf Management
Committee Committee/CEO

Internal
Audit

________________________________

Risk Management Compliance

Business units I |
| | | |
Credit I Market I Operational I

Fraud Unit
* Monitoring and

* Advisory/Surveillance reporting

* Investigations
» Monitoring and reporting ovember 2009
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Internal Audit can reduce

operating costs by
focusing on transformation

In 4 key areas:

PricewaterhouseCoopers

Standardisation

Reporting

Technology

Talent Management

27 November 2009
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Standardisation

PricewaterhouseCoopers

Programs guiding work performance should be
standardised

Wording for common reportable conditions can
be standardised

Processes to capture and store risk
assessments, detailed planning and process
mapping activities should be performed in a
structured manner as part of audits

Opportunities to reduce audit cycle time by
conducting more targeted audits

27 November 2009
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Reporting

PricewaterhouseCoopers

Increase value derived from focus on higher-risk
areas

Limited integration between various levels of
reporting (project, management, audit
committees)

Significant time spent negotiating ratings and
wordings

Reports lack clarity and context; don’t clearly
convey areas for management attention.
Improve communication to stakeholders through
concise, impactful reports

27 November 2009
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Technology

PricewaterhouseCoopers

Opportunities to automate reporting

Focus and reduce fieldwork through better risk
assessment and more focused transactional
testing

Limited/ inefficient use of data management/
mining
Test entire data populations electronically

Reduce the labour content of audits by
increasing the effectiveness of lower-risk audits

Provide real time monitoring of significant risks

Explore areas where technology can streamline
or standardise a process

27 November 2009
Slide 17



The use of (workflow-based) information technology can assist in the

management of IA in several key areas, such as:

Providing a database of the audit entities within the ‘audit universe’;

Providing a module to support a formal risk assessment in support of a
risk-based IA plan;

Enabling the use of electronic working papers (which facilitates real-
time, off-site reviews of audit work performed);

Providing a database to track audit observations, and the resolution of
the action items thereon;

Providing a time-management module; and

Providing a database to store important documents, such as corporate
policies and standard audit programs.

27 November 2009
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Transforming internal-audit — managing.costs it %

« Staffing models don’t adequately leverage skill-
sets and alternative staffing methods, resulting
in higher costs and under-challenged staff

« Significant non-value added activities including
time spent on internal meetings and
presentations, use of overly complex templates

and processes
Talent Management

27 November 2009
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Transforming internal-audit — impératives _

Deliver significantly more value
from current IA investment dollars

« Transition from

financial/compliance focus to a more
balanced approach addressing FO I I OW a

operational, strategic, and fraud risks

 Effectively leverage technology 1 0 Step

to reduce auditing costs and expand

view beyond financial to enterprise

wide and emerging risk factors p I a n

 Improve internal audit

professional resource management
for career planning, training, rotational

staffing, succession planning and
rewards metrics

29 August 2008
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Transforming internalz
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* Resistance — there may be some of this from ceratin stakeholders
so consider a phased approach

« Support — you may need additional internal and external support

to help build capacity and deliver results in the short to medium
term

« Measure performance — you should design indicators to measure
and monitor performance. For example, focus on:

- Customer service
- Efficiency
- Staff development

+ Integration — ensure risk and assurance stakeholders such as

Risk Management, Compliance, Fraud, etc are engaged in your
plans to help ensure clarity over scope, roles and responsibilities

PricewaterhouseCoopers 23



« |A plays a key role as the ‘last line of defence’ in the management
of risks

« |Ais frequently challenged to achieve more with less resources.
This challenge is pronounced in an economic downturn

« |A must evolve from a traditional approach to one that places
greater emphasis on matters of greatest value to shareholders

« |A’s performance must be monitored across a balanced
performance dashboard to demonstrate its value to its
stakeholders

27 November 2009
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