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Question 1

@ Thefactorsto beintroduced should include:
- The sze and importance of the system to be examined,
- The complexity of the system;

- The numbers of transactions going through the system and the impact this
has on sample Szes,

- The extent to which the system has been documented;

- Whether members of the current audit teeam have audited the system before;
- Impact of gtaff changesor staff turnover

- The seniority of the saff involved;

- Location of audit

- The extent of known difficulties within the areato be audited/levd of known
inherent risk

- Whether any specidist know how or expertiseislikdy to be required.

- Impact of any changesin legidation or management structure (eg
modernising loca government)

1 mark per point up to a maximum of 6
(b  Ensuring audits run to time will be asssted by the following measures--
- A debriefing of any known audit concernsto al team members;
- The dear definition of tasks to be undertaken (roles or responsibility);

- Cler lines of autthority and reporting dructure from junior ?  senior ?
manager

- Clear communication of the time budget;
- Ensuring staff are trained in time management;

- Udng doaff performance in keeping to targets as pat of the apprasd
process,

- Incentives for timely completion of audits;
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- Reguar submisson of timeshests and andyss of audit section's
performance againgt plan;

- Having deedlines for the submission of reports;

- Regular contact with team to ensure that they are not encountering
difficulties,

- Careful planning to ensure the correct number of days are assigned to the
audits;

- Periodic review of times dlocaed to dlow for any vaiants that may be
necessary;

- Adequate supervison of junior dtaff to ensure that they are keeping to their
schedule.

- Proper  communication with those being audited regarding audit
requirements

1 mark per point up to a maximum of 6

(© Review of working paper files.

- Issues arising from previous audit if gpplicable;

- List of contents/index;

- Copy of dréft report;

- Any outstanding issues that have yet to be followed up;

- Systems descriptions/ flowcharts;

- Ligt of control objectives

- Audit Programme addressing the control objectives,

- Audit Programme signed off;

- Testing schedules,

- Copies of prime documents to evidence sysem description and tests where
aopropriate;

- Any rik index or rik ranking goplicdble to dements within the system
under audit

- Correspondence with the auditees;

AUDXM1 Page 3 of 17



Auditing

June 2000

Marking Scheme

- Working papers liging points arising and resolution of them;

- Interview notes;

- Appropriate cross referencing (this to be credited wherever mentioned).

1 mark per point up to amaximum of 8

(d Managing paperwork accumulated in afraud investigation:

AUDXM1

Bear in mind it may be used in court and so should be kept in pridine
condition;

Evidence collected should be gppropriaiely noted, numbered or cross
referenced if necessary;

Where fingerprint evidence might be crucid, endose items in evidence
bags;

Keep dl papework locked away to prevent loss and bresch of
confidentidity;

Ensure staff sgn-out dl files taken from the secure areg;
Have aclear filing system, wih a separate file for each line of enquiry;

Have an area within the audit section where others involved with the
case can go to read thefiles,

Ensure that any files reviewed are logged out to ensure they are not
misplaced;

Clearly establish the authority for releasing any document to those
outside the organisation.

Documentation of interviews in line with PACE
1 mark per point up to a maximum of 5

(25)

Paged of 17



Auditing June 2000
Marking Scheme

Question 2

(@ Anaytica review:

- The company has only been going for two years and is obvioudy growing
fast. Comparisons year on year may therefore be alittle premature;

- Debtors have risen subgtantidly over the year;

- The rise is not entirdy explained by the rise in turnover dthough some of it
probably is;

- There might be a collection problem and the age of the debts should be
reviewed in testing;

- Close dtention should dso be pad to write-off procedures and provison
policies

- Company might be expanding too fast. The figures presented show profits
overdl and as a prcentage of turnover are up. This suggests that business
of the right margin isthere;

- Undertake a more detailed andyticd review when quaterly data can be
obtained;

- Obvioudy, however, profit figures are subject to the need for write offs and
provisoning.

Credit for analysis of figure to illustrate analytical review, percentage increases etc

1 mark per point up to a maximum of 6

®

Marks here will be gained by identifying separately compliance and substantive
testsin an appropriate format. There are no marksfor defining what compliance
and substantive tests are and a single list including both types of tests will gain
only half a mark per test.
Suggested tests are-
Compliance Tests

- Enaure only officid ationery isused in debtor transactions;

- Observe gtaff in debt generation and processing;;

- Review evidence of review of invoices prior to despatch (eg: sSignaures or

initids);
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- Where the sysem is computerised — an gpplicaion control test for
recognition of debtors reference could be undertaken using tet data;

- Review terms of business used by University;
- Review access controls over computer system used to produce invoices,

- Determine that clear procedures exist for write-offs credit notes and
discounts,

- Ensure gppr opriate authority exigts for any data amendments,
- Examine procedure for determining provisons for doubtful/bad debts.
Substantive Tests

- Compare prices charged to those authorised by the Universty and any
discounts to those agreed by gppropriate authority;

- Take a sample of debtors from debtor accounts and trece to the control
acoount;

- Reperform reconciligtion of debtors control baance to accounts and trid
baance

- Use CAAT'sto confirm any exceptions,

- Review bad debt provisons, undertaking andyticad review to previous years
and amilar clients,

- Check by crculaisng a sample of debtors that debtor agrees amount/
outstanding amourt;

- Check any prepayments againgt supporting information;

- Check any old debts to ensure that they are redigticdly collectable or that
provison has been made againg them;

- Check basis for accounting for invoices issued in foreign currency;

- Review recepts received after baance sheet date to see if debt has been
pad.

1 mark for a suitable format for the programme and objectives of the audit
Y mark per point up to a maximum of 9
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() Advantages and Disadvantages
Advantages
- Externd verification;
- Redively sraightforward to send out;
- Quiteinexpendve for auditors.
Disadvantages
- Many people do not return the circularisation letters;,
- Thisissubject to avariety of interpretations;

- Accounting records of debtor may be inaccurate or use a different cut-off
point;

- Re-performing the test to improve the “hit -rate” increasesits cost; and
therefore isn't cost effective auditing;

- Other methods such as areview of post-balance sheet receipts are an
equdly powerful externd verificaion.

- Can be time consuming with low effective returns

1 mark per point up to a maximum of 4

@ MUS

- Mongtary Unit Sampling is a method of audit sampling that is ided for debtors
since overstated figures are more likely to be tested.

- It works by sdlecting every nth £ of expenditure or account baance.

- It identifies high vaue items — merely as a compliance of the technique where
high value items have a greater probability of being selected.

- It is usudly accomplished using sampling software - as it is difficult to
manualy sdect samples when adding cumulative, though the population is
necessary.

- Individud transactions or balances making up the populaion to be teted ae
aranged (normdly) in date order and cumulative bdances ascertaned. The
items that festure e the fixed intervals are sdlected.

- It follows that any item greater in Sze than the interva will be sampled.
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- For debtor bdances the above procedure would be followed. However, to
prevent bias as to ageing, they would probably be aranged in dphabeticd or
some other neutrd order.

- Where some cal culations need to illustrate the sampling method — credit
given accordingly

- It will ensure that dl large debtor baances are covered and will make it more
likely that they will be selected.

- Its implementation is appropricie to large variance populaions (ie those of
widdy different Szes) eg debtors.

- It issuited to population where errors are not expected.

- It implicitly takes into account the auditors concept of materidity.

Where sudents refer to Cell MUS then appropriate credit should be given.

1 mark per point up to a maximum of 6
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Question 3
@
Controls over receipt and storage of cash
- Use of tills/ Receipting system;
- Regular reconciliation of takingsto till rollsand use of “Z” readings,
- Secure counter area and cashoffice;
- Presence of a sdfe;
- Nominated individud to have keysto sife;
- Regular counts of stored cash;
- Rotation of staff duties;
- Proper documentation of cash prepared for banking;
- Banking a regular intervals,
- Use of security firm to do the banking;
- CCTV/audit function;
- Segregation of duties or the people involved in *cashing up'.

- Appropriate gppointment procedures to ensure that trustworthy/experienced
personnd are employed in the cashier’ s department/cash office.

1 mark per point up to a maximum of 6
(o)
Recommendations to reduce amounts of cash held:

- Banking to be done more regularly;

- Introduction of purchasing cards,

- Alterndtive payment methods be used - direct debit, credit cards €(c;

- Incentive schemes to customers to change their payment methods;

- Recycle cash to other parts of the business that are net users of it but a the

same time ensuring adequate recording and reconciligtion to avoid theft and
eror;
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- Encourage cash payments at times shortly before banking;
- Limit number of daysthat cash is handled.
1 mark per point up to a maximum of 5

() Beginning an investigation into the cashier’ s possible theft:

- Inform managers of your intention;

- Conault previous audit files,

- Prepare systems description of the areg;

- Carry out “guise’ audit;

- Spot checks of cash;

- Formdly evauate possibility for fraud and necessity of collusonin
particular;

- Prepare a ddtaled audit set of quegtions for interviewing that carry both open
and probing quedions, coupled with closed quedions rdaing to specific
iSSUES,

- Obtain copies of bank deposts, bank dtatements and cashier records to
establish abase set of evidence,

- Secure any evidence that might be tampered with;
- Prepare to question cashier under PACE rules,
- Refer to SASL110;

- Attempt to ascertain possible legitimate reasons for any evidence of a
lavish lifestyle that may exig;

- Condder theimplication of police notification;
- Review any anti-fraud policy document within the Trugt;
- Egablish avdue to the possble fraud.
1 mark per point up to a maximum of 8
(d Differences for management corruption alegation:
- Corruption means outsders ae involved and therefore you have no

jurigdiction over them;
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- Police involvement will therefore be conddered at an earlier stage;
- Difficulty of proving corruption by documentary evidence done;

- Externd auditor should be informed;

- Key istherefore eyewitness evidence of the receipt of the bribes;

- Management involvement means discussion of clearance must be a a higher
leve;

- Management usudly have grester scope to commit offences;

- Bvidence will be needed to show that there was something unusud in the
pattern of contract awards,

- Congder whether there are any whistleblowers within the organisaion who
may be able to provide some informeation;

- Try to ensure adequate protection for any whistleblower;
- Seek legd advice if necessary.
1 mark per point up to a maximum of 6

(25)
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Question 4

Marks should be awarded for the quality of argument and for the technical
knowledge displayed. The suggested distribution of marksis as follows: -

Report Format 1
Introduction

- Externd audit is a statutory requirement;

- Externd audit is subject to extensve professond regulation;

- Internd audit is the cresture of management and its role can vary from
organisation to organisation according to management’ s views,

- Turnbull Committee 1999 has established a dearer role for internd audit;

BUT

- Exteend audit often reies on intend audit to discharge its dautory
duties,

- Internd audit subject now to regulaion in some sectors and to a professond
guideline from the APB;

- ThellA seeksto regulae its members as an independent profession.

1 mark per point up to a maximum of 4
External Audit

Audit Requirements

- Centrd Government - Nationd Audit Act 1983/Exchequer Audit Dept. Act
1921,

- Locd Government - Locd Government Finance Act 1982 and subsequent
legidation;

- Audit Code of Practice;

- Nationd Hedth Service - Nationa Hedth Service and Community Care Act
1990;

- Audit Commission Act 1998;

- Higher and Further Education - Codes of Audit Practice of Funding
Councils,

- Audit Scotland;
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- Northern Irish and Irish legidation.
Externad Audit Regulation
- Higtory -including the Audit Practices Committee;
- Auditing Practices Board;
- Statement of Auditing Standards;
- Practice Notes /Bulletins.

Y mark per point and a further %2 mark for examples or explanations as appropriate
up to amaximum of 8

Internal Audit
Statutory Background
Loca Government Act 1972, Section 151 and Accounts and Audit Regulations;
Changes in respongbility for internad audit to the authority asawhole;
NHS Circulars HM (56)85 and (87)9.
Regulation
APB Guidding/Statement of Auditing Standards;
CIPFA Guidance;
NHS Audit Manual,
Centrd Government Internd Audit Manud;
Higher and Further Education Funding Council Codes of Practice;
Corporate Governance recommendations:
- Cadbury/Hampel Combined Code of Best Practice;
- Tumbull;
- Audit Committees impact on internd audit work.

Y mark per point and a further ¥2 mark for examples or explanations as appropriate
up to a maximum of 8
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Conclusion
Main points to be made are:

- Externd audit more subject to dautory regulaion and detalled professond
guidance;

- Internd audit in the public sector subject to guidance from various sources -
depending upon the sector;

- Interndl audit dso subject to internd regulation by managers,

- Audit Committees increasing the level of oversight recently;

- Internd audit probably subject to less regulation, but Hill to some;

- Turnbull Committee on corporaie governance does recognise the vdue of
interna audit which will undoubtedly increase its worth in the eyes of both

managers and auditors.

up to 4 marks for relevant points as above and illustrations

(25)
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Question 5
(@ Factfinding interviews
- Read rdevant availablefiles,
- Pre-prepare quedtions,
- Arriveon time;
- Introduce yoursdf;
- Put interviewees a their ease: do not rush into questions;
- Explain purpose of theinterview;
- Stress that thisis afact-finding interview;
- Use open and closed questions as gppropriate;
- Avoid multiple questions and leading questions,
- Ligten to the auditee- showing interest;
- Take note of any body language;
- Take notes of dl key points,
- Ask for clarification where necessary;

- SUmmarise a  agppropriate points and recheck any dealed points with
interviewee,

- Try to maintain arelaxed atmosphere;
- Auditors training and killsin interviewing may be found wanting;

- Invite questions from the auditee, ensure that they understand the potentid
of the new system;

- Conclude the interview clearly, sating what the next sage in the audit will
be.

Y mark per point up to a maximum of 8
() Auditing a Sysem under Development
Advantages and Disadvantages of | A Involvement

Enables audit to play amore pro-activerole;
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Helps to save money by putting controls in ealy before system routines are
Set;

Allows audit of sysem devdopment process itsdf to take place, which will
provide ingghts useful for future implementations;

Enables the auditor to ensure that adequate system documentation is prepared,

Amendments to syssem may not dway's be feasible once the system is up and
running;

BUT
Thereisarisk to audit independence;
Audit may not have expertisein dl of the systems conceived,

Expectation may develop that audit’ srole is over when system is
implemented.

Audit’ sinvolvement at each stage

1

©

Project Initiation: Auditor will check that sysems being developed meet the
organisation’s gods, tha project requirement has been fully defined and that
product initiation has been gpproved.

Feeshility: Auditor will review feeshbility study and ensure costs and benfits
areredidic.

Specification and Desgn: Auditor will quesion whether the specification meets
the objectives, the incorporation of the usars needs and the adequacy of

proposed controls.
Teding and Documentation: The auditor will question the adeguacy of testing,

and the comprehensveness of test data, contribute to the test data and ensure
system is fully documented with dl amendments fully recorded.

Y2mark per point, including the identification of the system development stages
A further ¥ mark for each type of audit involvement identified at each stage
up to a maximum of 11

Advantages of interrogation software;

Audit interrogation software is very useful to auditor asit sreamlines his
procedure;

Audit testing can be 100% of data;
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Leading packages such as IDEA are very fast and thorough and can be
adapted to avariety of systems,

Analytica review procedures are strategy enhanced;
Non availability of interrogation software means either areverson to
manua sdection methods for sampling or use of tested systlem’s own
fedilities;
Manua sdection rejected for reasons dready given.
Usng system’s own sampling routinesis not ided as-
- They might not meet audit sdlection criterig; and
- The system might produce samples that are not what they purport to be-
dueto its own inadequacy or user interference.

1 mark per point up to a maximum of 6

(25)
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