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PREAMBLE

The 2012 Singapore Code of Corporate Governance (“CG Code”) was revised in 2018 by the Monetary Authority of
Singapore (MAS) after accepting the recommendations made by the Corporate Governance Council®. The revisions were
intended to strike a balance between the need to keep the CG Code progressive and on par with international
developments, while tailoring them to Singapore’s context and being cognisant of the profile of listed companies here.
The revisions placed more focus on strengthening Board quality and fostering a supportive eco-system.

Consequent to the CG Code revision, the Singapore Exchange (SGX) amended its Listing Rules. Principle 13 of the 2012 CG
Code on internal audit was shifted to the SGX Listing Rules with effect on 1 January 2019. The amended Listing Rule 719
(3) states that “An issuer must establish and maintain on an ongoing basis, an effective internal audit function that is
adequately resourced and independent of the activities it audits.” This results in the internal audit function in a listed
company, whether it is in-house or outsourced, becoming mandatory and is no longer an option of “comply-or-explain”
as in the CG Code.

The inevitable question that listed companies would ask is — what do effective, adequately resourced and independent,
as described in the new rule, mean? More importantly, listed companies would need to establish an internal audit
function based on what they require internal audit to achieve and how the function could help the Board and its Audit
Committee (AC) in the discharge of their responsibilities pursuant to regulations and laws.

To elaborate, as part of the requirements of Listing Rule 1207(10), the Board and its AC are required to comment on the
adequacy and effectiveness of the systems of internal controls and risk management systems maintained by the
organisation. The internal audit function, through the mandate given in the Internal Audit Charter, seeks to provide
assurance to the Board and its AC that the controls are working properly, to advise on changes and operational issues, and
to anticipate and provide insights on risks to the organisation. With reference to the globally-recognised International
Standards for the Professional Practice of Internal Auditing (The IIA Standards) promulgated by The IIA?, the internal audit
function adopts a systematic, disciplined approach to evaluate and improve the effectiveness of risk management,
control, and governance processes.

Given the wide-ranging scope and activities of an internal audit function and the dynamic internal and external
environment that organisations operate in, how do the Boards or Chief Audit Executives (CAEs) determine that internal
audit functions are adequately resourced?

This publication aims to provide guidance to respond to these questions, i.e. guidance on interpreting and implementing
the new rule, through a roundtable discussion organised by The Institute of Internal Auditors (lIA) Singapore, together
with RSM Risk Advisory who was also the discussion moderator, in November 2018. Participants included the CAEs and
internal audit leaders from both the private and public sectors, with representation from local listed companies and
multinationals. For a more well-rounded discussion, representative(s) from the regulatory arm of the SGX as well as an AC
Chair were also invited to share their perspectives along with the CAEs and internal audit leaders’ discussion of best
practices and practical issues.

 The 19-member Corporate Governance Council was set up by the MAS in February 2017 to review the 2012 Singapore Code of Corporate Governance.
*The lIA is an international professional association, headquartered in the United States with more than 200,000 members practising in over 170 countries and lerritories.




Through the succinct but intensive session, the CAEs shared their principles, good practices and spoke on practical issues
encountered. With the breadth of the scope and activities of an internal audit function, coupled with the dynamism of
the environment that their organisations operate in, there is no single metric or measure that can be used to determine
what is considered an adequately resourced and effective internal audit function.

While it is recognised that there is no one-size-fits-all measure, it is evident through the discussion that there is
consistency in the practices described, even though the CAEs came from organisations that are in diverse sectors and
industries.

The priorities and focus of internal audit in any organisation will be different and change over time. Resources are finite
and as such, every organisation would take a different approach in establishing their internal audit function. Internal audit
provides assurance to management and the AC but at the same time, internal audit can also be deployed effectively as a
consulting activity for the organisation to achieve its objectives.

The allocation of internal audit resources should primarily be based on the requirements or objectives to be reviewed and
approved by its organisational stakeholders which includes the Board or its appointed AC and senior management of the
organisation. Specifically, the SGX Listing Rules require internal audit to be independent of the activities that it audits.

Today’s ACs must deal with complex and diverse issues and increasing responsibilities. As a result of laws and regulations,
ACs are required to assess both adequacy and effectiveness of internal controls and risk management systems. ACs have
to adopt a risk-based approach to appropriately prioritise internal audit resources and adequately address key risk areas.
Broadly, the key elements of the internal audit function that the AC should assess in determining whether the function is
effective are:

e POSITIONING, SCOPE AND RESOURCES
Placement of the internal audit function within the organisation and its reporting lines, what the function audits and the
means by which internal audit fulfils and delivers on its value proposition;

e QUALITY ASSURANCE
Commitment of the internal audit function towards ensuring continuous improvement in the quality of audit delivery; and

e VALUE PROPOSITION
Ways in which outcomes of the internal audit function’s work benefit the organisation and stakeholders, in achieving
strategic objectives.

Each element has to be considered in the context of each organisation, as each differs in terms of complexity, size,
maturity, culture and organisational objectives. ACs should start the conversation with their CAEs to achieve a common
understanding of these elements, the expectations of what it should entail and how the elements can be effectively
addressed and achieved.






