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Setting the Stage
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Setting the Stage

Internal Audit – Adding Value
In light of these initiatives, the needs of organizations for risk mitigation and
assurance have changed dramatically…
• Strategic risk is a key concern for Boards, yet the amount of information
provided regarding strategic, value impacting opportunities and threats is
often limited
• Executive management is also focused on strategic, organizational and
business risks
• Globalization, expansion and the heightened pace of change are increasing
the complexity of risks
• Risks around financial controls and basic compliance are managed more
effectively, while there are few robust techniques for overseeing broader
risk
• There are increasing pressures to reduce the cost of compliance
By aligning the Internal Audit strategy with the strategic initiatives of the
company and varying the types of audit activities to meet stakeholder
needs, Internal Audit is able to demonstrate greater value to the organization…
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Key Manufacturing Initiative

Supply Chain – Global Sourcing
Trend:
• Global companies are dealing with supply chains that are extensive and
complex
• In today’s market, economic pressures are adding to supply chain vulnerability
making companies more prone to disruptions that can damage a company’s
profitability, shareholder value and reputation
• Supply chain security remains a concern that is top of mind for companies
 In a recent survey of large US-based consumer product companies, onethird reported having recalled products over the last year. More than half
intend to conduct supplier audits and investigate alternative suppliers.
Objectives:
• Deliver cost savings while protecting brand and minimizing tax burden
• Strengthen the operating footprint to weather volatility in the markets
• Evaluate a number of areas including:
 Supply chain complexity and rationalization
 Exposure to risk from end-to-end and top-to-bottom of the supply chain
 Operational agility
 Company’s global tax profile as it relates to operational efficiency
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Example Audit Project

Supply Chain – Global Sourcing
Project Type
& Objective

Sample Risks

Value
Proposition

Risk assessment of global sourcing growth initiative by
identifying risks, which if not adequately mitigated, would impact
Corporate Purchasing’s ability to achieve their strategic sourcing
goals. The risk assessment process included:
• Understand the overall Supply Chain process
• Identify the most significant risks and mitigation activities
• Work with Global Sourcing to prioritize residual risks
• Suggest plans to help mitigate gaps
• Supply Chain
Disruption
• Business
Continuity
• Reporting/ Metrics

• Total Value
Management
• Anti-Bribery
• Resource
Knowledge

• Supplier
Performance
• Global Sourcing
Business
Model/Strategy
• Authorization Limits

• A cross-functional, prioritized Residual Risk Profile
• Risk mitigation action plans to address high risks factors before
they become an event

Example Audit Project

Supply Chain - Logistics &
Transportation Material Handling
Project Type
& Objective

Foreign location audit of inbound logistics; the scope included:
• Carrier selection and contract compliance
• Receiving of material
• Premium freight: authorization and supplier chargebacks
• Monitoring carrier performance
• Customs clearance & duty drawbacks
• Monitoring arrival and departure of trucks

Value
Proposition

• Improved contract execution and bidding processes to protect
our best interests, resulting in better cash flow due to lower
freight rates and optimized supplier agreements
• Identified and helped correct drawback processing issue that
could result in penalties if the Government could not verify
imported goods were used in engines built under the Grant
• Implementation of procedures for monitoring the detention
and demurrage charges to determine root cause and
investigate the possibility of cost control
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Key Manufacturing Initiative

Research and Development
Trend:
• Companies are taking a very customer-centric focus – from design to
delivery through service and maintenance
• With the improving economy, companies see greater opportunities for new
product development and improved consumer spending
• Companies are looking to realize growth through product innovation while
at the same time maintaining low costs
• Measures are being put in place to:
 Get closer to the customer to better understand needs
 Invest in new product development / encourage product innovation
 Capitalize on ‘green’ and ‘clean’ opportunities driven by regulations
Objectives:
• Establish new R&D facilities in/closer to growth markets to reduce cycle
time
• Develop a regional approach
• Evaluate the current new product development processes in order to find
ways to continue to streamline the process, while maintaining quality
standards – allowing products to get to market faster
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Example Audit Project

Research & Development – NPD
Project Type
& Objective

Value
Proposition

Operational review to confirm Truck Product Development
program compliance with the NPD framework and assess the
adequacy and effectiveness of operational and financial
controls, including:
• Compliance with NPD Governance Process
• Recording and monitoring of product development costs
• Physical and accounting controls over prototype records
• IT systems review
• Product testing
• Accounting and financial reporting
• Enhanced financial analyses throughout all program phase
gates for better business decisions related to investing
engineering funds and personnel allocation to optimize
product development
• Adequate safeguards against loss of intellectual property
and competitive edge in the market place
• Developed process to review of prototype material to
identify opportunities to reuse existing material, reducing
material costs and unnecessary storage costs
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Key Manufacturing Initiative

Lean Manufacturing / Cost Reduction
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Trend:
• As the economic recovery begins to gain traction, many companies are once again
focusing on top-line revenue growth
• This revenue-growth challenge makes the new view of what Lean should be more
relevant:
 The purpose of a Lean approach is to achieve growth and increase value for
customers while using fewer resources. Lean is an evolutionary journey that
requires a willingness to engage employees in a long-term commitment to
continuous improvement to attain its ultimate purpose.
Objectives:
• An effective Lean process must include the entirety of three phases: tools, systems,
and principles
• To secure and sustain the gains of Lean thinking, organizations must:
 Quickly respond to key customer needs
 Reliably deliver quality solutions on time
 Keep pace with customer demands
 Use all resources prudently
 Innovate to satisfy evolving customer needs

Example Audit Project

Lean Manufacturing – Lean Order to
Delivery
Project Type
& Objective

Value
Proposition

IA/SOX “teamed” with representative from cross-functional
areas to form an LOtD Council focused on strategic initiatives to
improve the Truck Order to Delivery process:
• End-to-end visibility across the supply chain
• Improved operations planning process
• Tactical improvements to impact Cost-per-unit (CPU), leadtime and working capital
• Integrated, enterprise wide and global systems across
functions
• Aligned goals across functions
• Participate on discrete project teams to improve the
effectiveness of specific Order to Delivery sub-processes,
including: BOM, material substitutions/deviations, and
production scheduling
• Provide advisory services throughout the phase gate
framework to evaluate proposals and monitor progress of
LOtD projects
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Key Manufacturing Initiative

Energy & Commodity Prices
Trend:
• Higher energy and commodity prices impose threats
• Significant increases in input costs pressure profitability
• As the global economy recovers and as the growth in emerging markets
continues to drive demand, energy and commodity prices may continue to
rise
• Companies are looking to various hedging techniques and price increases to
offset higher costs
Objectives:
• Optimize procurement activities and take advantage of global purchasing
power to reduce material costs
• Regional purchasing centers to reduce logistics costs
• Enter into strategic agreements with customers in order to leverage broader
global purchasing capabilities
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Example Audit Project

Energy & Commodity Prices - Steel
Buy Program Review
Project Type Perform an assessment of the processes and controls related to
& Objective the company’s steel buy program agreement and procedures in
place to comply with the agreement terms and conditions. The
approach included:
• Gain an understanding of the overall process of tracking steel
purchases and usage of steel
• Gain an understanding of how the tracking process is
performed
• Gain an understanding of the reconciliation process
• Assess compliance with agreement terms and conditions
Business
Risks

Inaccurate AR chargebacks

Damaged customer
relationship

Non-optimized
steel purchases

Value
Proposition

• Provide recommendations regarding potential changes in the
process and agreement re-negotiation considerations
• Provide management with assurance over the processes and
controls in place surrounding the purchases and chargebacks

13

Key Manufacturing Initiative

Regulatory and Compliance
Trend:
• Companies are evaluating their risk and monitoring functions in light of the
following key drivers:
 Increasing stakeholder demands
 Expansion of risk and control functions
 Expanding risks, laws and regulations
 Recognition and need to more effectively converge control and assurance
functions
 Desire to understand / present how assurance activities are organized,
interact and provide coverage over key business risks
Objectives:
• Produce an integrated view/consensus on risk across the organization and to
align available/credible sources of assurance against this
• Reduce redundancies and overlap of risk management activities
• Provide clarity to the Board on enterprise risks
• Meet the objectives of the Board’s total assurance needs

14

Example Audit Project

Regulatory and Compliance –
Integrated Risk Assurance Assessment
Project
Type &
Objective

Framework

Perform an Integrated Risk Assurance Assessment. The project scope
was to perform a high-level diagnostic of the current risk
management activities performed across the organization to:
• Demonstrate how key risks are managed at an overall enterprise
level
• Ensure significant risks are covered by the risk management
functions
• Identify potential overlap of risk management activities
• Provide recommendations to address gaps and minimize overlaps
Risk Governance

Risk Foundational
Components

Risk Management
Activities

Value
• Increased coordination and synergies with other risk management
Proposition
activities
• Improved efficiency to minimize duplication of efforts and
appropriately manage regulatory and compliance requirements
• Minimize unidentified risks and improve the content, quality and
timing of risk management activities
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A Question for You
How is Your Audit Function Addressing
These Types of Manufacturing
Initiatives and the related Issues /
Challenges in Your Organizations?

