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1. INTRODUCTION
This practice guide is intended to provide the members of the Internal Audit and
Investigations Function throughout the Government with practical information on how to
complete an audit assignment. It provides detailed guidance on the steps to be performed
and the documentation to be completed at each stage of the assignment process.
This guide should be used in conjunction with the Internal Audit Resource Manual when
additional information is required to perform specific audit assignments.
The users of this guide are expected to have a basic understanding on the role of internal
audit and how it differs from that of management, along with knowledge of internal controls
and their use in the various business processes in the Ministry of Finance.
This guide has been prepared to assist:


CEOs of Ministries and Public Bodies demonstrate they have developed and
maintained an effective internal audit function as required by Public Financial
Management Act 2001 Section II Paragraph 13 sub paragraph O;



Boards of Public Bodies to demonstrate they have in place in each public body an
internal audit function that enables them to brief the audit committee as per s.8.2 of
the Public Bodies (Performance and Accountability) Regulations.
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1.1 Internal Audit Function
Specialist Auditors and Investigators in Ministries and SOEs and Other Public Bodies, including the Chief Auditor
and the Audit Office are outside this scope.

Quality Assurance System

Internal Auditor Managers and Investigators in SOEs and Other Public Bodies

IAID
Investigato
rs

Continuing Professional
Development
Program
Internal Audit Practice Guide

IAID
Internal
Auditors

Internal Audit
Manual

Internal Auditor Managers and Investigators in Ministries and Constitutional Authorities
(other than the Chief Auditor)
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2 Reporting Relationships
Ministers
Public Finance Management Act and Regulations
CEO Forum

CEO

Audit Committee
Government of Samoa

Internal
Audit
Manager

AECO, IAID

Public Bodies (Performance and Accountability) Act and Regulations
Internal Audit
Manager

Audit Committee (SOE)

Board

SOE CEO
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1.2.1 ROLE AND RESPONSIBILITY
Each Internal Audit Manager is responsible for designing and implementing an
annual audit plan for the ministry / public body in accordance with their Charter
with the CEO.
The ACEO, IAID in the Ministry of Finance, in addition to her responsibilities for
the annual audit plan of the MoF, has overall responsibility for the audit
methodology in use throughout the Government of Samoa and is responsible
for planning the strategic direction of the internal audit and investigations
functions across Government. The ACEO issues the Manual and Practice
Guides, and, to ensure internal audit operates in accordance with the
Standards, manages the delivery of continuing professional development to
internal auditors across Government. The ACEO, IAID is also responsible for
the quality assurance system for the internal audit function.
In accordance with the Standards, all internal audit work will be quality assured.
Each internal audit manager and their staff will contribute to the quality
assurance of internal audit across Government. The ACEO will work with all
Internal Audit Managers to negotiate a Charter that reflects the abilities of staff
within each ministry and public body’s internal audit function.
1.2.2 Duties and Responsibilities
The main duties of Internal Audit Managers include:


Preparation of the internal audit charter, gain approval for the charter and
update regularly;



Preparing risk based strategic and annual audit plans focusing audit
resources for maximum benefit and minimizing the resources consumed on
non-value adding activities;



Preparing the internal audit budget based on the audit coverage in the annual
plan for approval by the CEO;





Review and assist in preparing assignment audit plans ensuring adequacy of
audit coverage and audit programs;
Complete compliance audits, financial systems audits, business process
reviews and special investigations as requested by the CEO;
Where appropriate, make recommendations for improved management
controls and practices, cost reductions and enhanced efficiency and
effectiveness of operations;



Provide advice to the CEO, management of the ministry / public body and
associated bodies as appropriate;



Prepare and quality assures audit reports prepared by internal audit staffs
prior to issuing the reports;
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Prepare annual internal audit reports on the activities completed during the
financial year;



Ensure internal audit manual, practice manual and audit working practices
and procedures are up to date and that staff are trained in their use;



Complete performance appraisals of the staff within the internal audit
function;



Complete other assignments and perform other duties as assigned by the
CEO.

Each Internal Audit Manager is administratively responsible to their CEO. And
all work is to be completed in accordance with the Internal Audit Charter, which
takes into consideration the professional qualifications and experience of staff.
Each Internal Audit Manager is professionally responsible to the ACEO, IAID of
the Ministry of Finance. S/He ensures all audit work is provided for quality
assurance by peers within the Government internal audit function. The work of
the ACEO, IAID is subject to independent external assessment every five years.
All senior internal auditors are responsible for the professional operation of the
internal audit function and will participate in quality assurance activities of the
work of peers as well as across Government audits in accordance with the
annual audit plan.
1.3

Internal Audit Definition

The definition of internal auditing in the International Standards for the
Professional Practice of Internal Auditing (the Standards) is:
“Internal auditing is an independent, objective assurance and consulting activity
designed to add value and improve an organisation’s operations. It helps an
organisation accomplish its objectives by bringing a systematic, disciplined
approach to evaluate and improve the effectiveness of risk management,
control, and governance processes”.
All Internal Auditors across Government provides assurance services to the
CEO of each ministry / public body and, if requested, will also complete audit
assignments in other ministries and public bodies at the request of the CEO as
stated in Part XIII paragraph 105 of the PFM Act 2001.
All audits are performed using modern audit principles and techniques
commiserate with the education and experience of staff and will as far as
possible adopt the standards set out by the Institute of Internal Auditors.
1.4

Scope of Services

The scope of services provided by internal audit is expansive. The purpose is to
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assist the CEO of each ministry / public body to achieve its strategic goals and
through a systematic approach evaluate the risk management, internal control
systems and governance process of the Ministry / Public Body.
The Internal Audit function helps ensure that:


Risks have been identified and are being managed



Financial, managerial and operating information is accurate, reliable and
timely.



Resources are adequately safeguarded



Internal control systems ensure the accurate processing of transactions
and



That the operations of the Ministry / Public Body are performed through
adoption of high ethical standards.
1.4.1 Internal audit assignments

The four main assurance type activities completed by an internal audit function
are discussed below:


Financial;



Compliance;



Performance;



IT audits.

Skills on environmental auditing may also be developed to address
environmental risks as part of a performance audit. These include:
Financial audits – an audit of financial information provided by the Finance
One system and supporting modules. These audits are performed to validate
the accuracy and completeness of financial information. Financial audits also
incorporate compliance issues dealing with respective areas, which include
compliance with the treasury instructions, accounting procedures manual and
other documents which control the use of financial resources.
Compliance audits – an audit of a subject area which ensures compliance
with suitable criteria such as the PFM Act 2001, Government policies and
frameworks, procedures, instructions, rules and regulations. Compliance audits
include spot checks and investigations into irregularities. Results of compliance
audits are considered when planning financial, performance and ICT audits.
Performance audits – an audit of the management system to ensure it is able
to report accurately and in a timely manager on issues of importance to the
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Government.
ICT audits – an audit of the computer system to ensure the data accurately
reflects the intention of the business process.
In addition separate compliance audits may be required on non-financial areas
such as health and safety, time recording and annual leave, personnel
management, performance management which are completed separate from
the financial audit.
Steps are being taken to introduce performance and IT audits into the work plan
of the IAID in order to keep pace with Public Financial Management Reforms in
computerisation of Government systems and changes in performance
management systems.
The audits will be performed under the direction of the Principal with overall
responsibility resting with the ACEO IAID / Audit Manager.
1.4.2 Investigations
Investigations are performed to substantiate fraud allegations or to quantify the
extent to which there has been financial loss to the Government as outlined in
the treasury Instructions section C15. Investigations are performed in the
Ministry of Finance and the line ministries at the request of the CEO MOF.
These occur on an ad-hoc basis. Common investigations include vehicle
accidents, abuse and the loss or misappropriation of public funds.
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2. STEPS IN THE INTERNAL AUDIT PROCESS
Internal Audit Process
Understanding
The
Implementing Unit
System
Understanding
Accounting and
Internal Control
systems

/

Design
Audit
Procedures

Perform
Procedures and
Evaluate results

Determine
Materiality

Perform Audit
Procedures

Assess Risks

Test of Control
Substantive Analytical
Procedures
Other Substantive
Procedures
Tests of
Details

Report
to
Senior Management

Assignment Reports
to Management and
Annual Report to
Secretary

Design Audit
Procedures
Understanding
The System
Evaluate Results
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2. ASSIGNMENT PLANNING
The internal audit assignment will be generated from the annual plan for the IAID which is
prepared prior to the start of the financial year by the ACEO IAID, or it may be as a result
of a specific request placed to the IAID to complete the audit assignment from the CEO of
the Ministry of Finance. The ACEO as manager of the internal audit function is responsible
for establishing what is going to be audited (planning) ensuring that the approved plan is
implemented (Performing) and communicating the results of the work completed
(Reporting).
The internal auditing process contains 3 main phases


Planning;



Performing (fieldwork);



Reporting.

During each phase, the auditor is required to document the work that they have completed
with conclusions reached and the impact that those conclusions have. This will usually
either be additional work to be performed by the auditor or action to be taken by the
management of the area under review.
It is difficult to give a step by step guide to the activities performed during the planning
phase as many of the activities are performed simultaneously however the following step
diagram portrays the general sequence of activities to be performed.
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3. STEPS IN ASSIGNMENT PLANNING
Assignment Planning Steps

Planning Outputs

1

Determine initial audit objective

Taken from annual plan

2

Notify appropriate management that
their section has been selected for audit

Engagement letter

3

Hold opening meeting with management

Entry interview (notes)

4

Collect and analyse background
information

Permanent file opened
Draft system notes

5

Assess risk and materiality

Risk assessment worksheet
Materiality worksheet

6

Assess internal controls

Internal control assessment
worksheet

7

Determine audit objectives , scope,
criteria and approach

Detailed objectives and
scope statement

8

Draft preliminary audit programme

Draft audit programme

9

Determine time and resource allocation

Audit time budget

10

Prepare planning memorandum

Audit planning
memorandum

11

Finalise audit programme

Final audit programme
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4. ENGAGEMENT LETTER:
Prior to commencing any audit work the auditee should be notified of the pending audit
assignment. The auditee is the most senior manager responsible for the area under
review.
The engagement letter should be drafted by the principal officer responsible for the audit
and issued by the ACEO IAID. The template in clause 6 should be adjusted accordingly
and used for all audit assignments of the IAID.
The engagement letter should contain


A brief overview of the system or activity under review;



The type of audit to be performed including the general audit objectives and scope;



Proposed dates of the planned audit assignment;



A request for documentation if required.

5. HOLDING AN OPENING MEETING
The purpose of the opening meeting is to clarify known details of the activity / system
under review, and to reconfirm the contents of the engagement letter. In addition the
opening interview will provide the opportunity for the audit manager to


Explain the role of the ACEO/Principal in the audit;



The need for cooperation from the auditee to any requests made by the auditor;



Request information from management on areas which they deem to be high risk;



Gather additional information about the activity under review including any changes
to the system, management plans for the future and turnover of senior staff;



Confirm the location of operations / documents which may come under the purview
of the audit;



Discuss the output from the audit assignment, the audit report, including the
reporting process and planned reporting dates;



Discuss any other applicable issues / concerns raised by management.

Upon completion of the opening meeting the audit manager should ensure that the
meeting has been documented on an audit working paper and placed on the current audit
file. A sample working paper for the entry interview is included below. A number of
additional interviews may be required depending on the size and complexity of the activity
/ system under review and the amount of prior knowledge and audit activity which has
been completed in the area. Any interviews performed should be documented and placed
on the audit file.
The auditors should prepare for the opening meeting in order to maximise the benefit for
them and the use of the auditees time. They can do this by reviewing previous audit files
and other documentation which may be available for the area under review.
The auditors should show respect to the auditee management by
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showing up on time;



providing the necessary introduction of the team (if not known to management);



sending the interview materials in advance of the meeting;



Sticking to the schedule and make the meeting as concise as possible.

6. IAID ENGAGEMENT LETTER TEMPLATE
Internal Audit and Investigation Division
Ministry of Finance
Central Bank Building, Apia
Government of Samoa
Date:
Reference:

{Insert Date}
{Insert Reference}

The {necessary manager}
Ministry {if outside MOF} / Division {If inside MOF}
Dear Sir or Madam,
{Internal Audit Assignment Title and Reference from Approved Audit Annual Plan}
The above Internal Audit Assignment was approved by the Chief Executive Officer of the
Ministry of Finance to be carried out on {insert the area and audit period in question}.
Therefore I am writing to inform you that the assignment is about to commence.
The general objectives of the audit assignment are as follows:
{Insert short statement of general objectives as per activity classification}
The scope of the assignment is
{Insert proposed scope statement}
The proposed timetable for the assignment is as follows:
 Proposed Start Date: {Insert Date};
 Duration of Fieldwork: {Insert Number} Days or Weeks;
 Estimated Date of Final Report: {Insert Date}.
The Team Leader for the assignment will be {Insert Name and Job Title of Team Leader}
and the staff members assigned for the duty are:
{Insert Name and Job Title}
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In advance of the start of the assignment I would like to meet with you and the operational
staff responsible for the {Insert area of the assignment}. The Audit Team will also attend
this meeting. The purpose of this Entrance Meeting is to discuss the aims, scope and
processes of the audit with you and your staff and to respond to any issues which you or
they wish to raise in connection with the assignment. In the meantime if you have any
questions in respect of the audit assignment please contact me at {Insert Contact Details}
Yours faithfully,
{Insert Name and Job Title}

7. INTERNAL AUDIT ENTRY INTERVIEW:
Date:
Venue:
Present:
Subject:

Agenda Item

Record of Meeting

Introductions
Record names and job titles of all present at the
meeting. Introduce the members of the internal
audit team to the operational staff
Overview of the Assignment
Outline and explain the nature and subject of
the assignment to management. Explain the
reasons for the assignment being included in
the IAID Plan
Assignment Scope and Objectives
Outline the provisional scope and objectives of
the assignment to the management from the
IAID Plan
Discuss the internal Control matters of particular
interest or concern
Identify any possible amendments to the scope
of the assignment
Duration, Resources and Methods
Outline in broad terms the duration of the
assignment, who will be involved from the IAID
side and what procedures will be used
Identify the working arrangements between the
IAID team and management
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Agenda Item

Record of Meeting

Issues to be Raised by the IAID Team
Identify any recent changes in management or
major system changes / developments
Raise any other issues which should be
discussed and record them. Some examples
from recent practice include requests for
documents, arrangement of further meetings
and arrangements for access to certain
Government offices and sites
Questions and Issues From Management
Ask management for their views on the
assignment and ask them to identify the
operational and control issues in the area of the
assignment.
Identify any operational concerns or any
requests from management
Reassure Management that their views will be
taken into account
Responses to Management Issues
Make responses as appropriate to management
issues raised. Record responses in the minute
of the meeting
Reporting the Audit
Provide information on the reporting process
with a target reporting date for the assignment
(if Possible)

Issues, Findings, Conclusions (Complete after interview)
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8. BACKGROUND INFORMATION:
The key activities of this phase are to review and analyse:


The structure, reporting relationships and significant locations of the activity, system
or issue under review;



The corporate plan for the Ministry under review or the activities for a specific
division including performance targets if available and applicable to the activity
under audit;



The form of the financial records produced through the Finance One system and
the level of transaction details available for the auditor from the system. Financial
reports produced by the report writing facility (Crystal Reports) including standard
reports such as the monthly statements of expenditure against budget;



Familiarization with departmental rules, management reports other Government
rules and legislation is important. This will include reference to the PFM Act 2001,
the accounting manual, the treasury instructions and employee code of conduct
plus other procedural documents depending on the activity under review;



A review of the latest published budgets or estimates of the current year, in order to
assist in determining which systems are most significant and the component parts
of the system / activity under review;



Any significant developments since the last audit e.g. major reports on the
organisation, organisational restructuring or major systems installations/changes;



Study internal procedure manuals concerning the unit’s accounting system and
control procedures, firstly to ensure that such documentation exists and secondly to
understand how the system is intended to operate;



A review of the matters identified for attention from the previous year's audit report
from the external auditor or any previous internal audit assignments, spot checks or
investigations;



Reports produced by Technical Assistance projects or overview reports such as the
financial performance assessment (PEFA Assessment report).

In addition to reviewing documentation and financial information the auditor will want to
complete some site visits to observe operations for the activity under review and to have
interviews with management and system operators on the activities that are completed.
These interviews should be documented and retained on the audit file, they will enhance
the auditors understanding of the system and will allow for refinement of any flowcharts
that have been developed.

9. INTERVIEWING:
Interviewing managers and staff members responsible for the activity or system under
review should be completed to gain a full understanding of how the system is operating.
Refer to the internal audit resource manual on how to prepare and perform an interview.
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An interview recording worksheet is attached below and should be completed for all
interviews performed and filed on the current audit file.

10.

INTERVIEW WORKSHEET:

Title of Interview: {Insert Title}
Ministry / Division

File Reference

Financial Year:

Prepared by

Date

Person interviewed:

Reviewed by

Date

Purpose of Interview: {Insert purpose} e.g. to gain a better understanding of how a system /
activity operates.
SI Question
1

Comments

Initial

WP
Ref

Plan you interview questions in advance
Commence with open questions to get a broad outline
for the system/activity and follow up with closed
questions if required
Example:
Could you describe the role of the IT section in the
payroll system (Open Question)
Some closed questions you may follow up with


What type of software is used for payroll?



How many licenses exist for payroll system?



Are there any planned upgrades for the future?



What is the total number of users? Request a
list?



What is the total number of stations where data
can be input into the system?
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11.

RISK ASSESSMENT

The risk assessment process ensures that audit resources are targeted at the area’s most
vulnerable to non compliance or at risk of manipulation. It ensures efficiency in the use of
audit resources.
A detailed risk assessment is undertaken in the planning phase to ensure that the initial
assessment has identified the main system risk areas. The initial audit objectives may
need to be amended if the detailed risk assessment reveals additional risks or assigns
higher or lower risk scores to the risks identified. The steps in the risk assessment process
can be summarised as;

Risk Assessment Steps

Examples from Payroll System

1

Based on system objective,identify the
risk of failing to meet the objective

Event– Incorrect payment of
overtime to employees

2

What is the chance of the event occurring
( high /medium /low )

High– history of occurrence

3

What would the impact be if the event
occurred (high /medium /low )

Medium– budget constraints

4

What internal controls are in place to
prevent the event from occurring

Authorisation of overtime,
segregation of duties,validation
of overtime rates

5

Plan to focus audit objectives on the
identified internal controls to ensure they
are operating

To ensure all overtime payments
are properly authorised and
have been calculated correctly

The principal auditor should discuss the high risk areas with the auditee when completing
the entry interview, however the principal auditor should make the final decision on which
areas they consider to be of highest risk for the audit assignment.
The assessment process can categorise risk into two types
Inherent Risk
Inherent risk depends upon the nature of the system, transaction or item audited and
whether it is susceptible to error e.g. cash, inventory or assets. It indicates the amount of
assurance required from audit tests. The higher the risk, the greater the extent of audit
tests required in order to increase the likelihood of detecting errors if they exist.
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Control Risk
Control risk depends on the strength of the audited body's control environment and the
systems of internal controls, and whether there are effective controls operating to reduce
the risk of the organisation failing to achieve its objectives.
Some situations may increase the risk of an error occurring e.g.


System complexity – the more complex the system, the more likely that an error
will occur and go undetected;



Internal control systems – not working as intended due to disregard for
authorisations or inappropriate design of controls;



Economic factors – difficult economic conditions may force staff to boost income
through inappropriate means;



Changes in working practices – failure to train staff and to document all changes
to systems may lead to inconsistencies and controls being bypassed;



Staffing issues - staff may lack motivation and do not perform duties with due
diligence required, also possibility that important staffing positions have not been
filled or filled with unqualified candidates.

Listed below are an inherent risk assessment worksheet and a control risk assessment
worksheet which should be completed for all audit assignments and may be tailored for
individual assignments.
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12.

INHERENT RISK ASSESSMENT WORKSHEET:

Ministry / Division

File Reference

Financial Year:

Prepared by

Date

Assessment of Inherent Risk Reviewed by
(Name system / Activity)

Date

Subject:

Objective

1

Have there been allegations of fraud /
misappropriation in the processing of
transactions within the system?

2

Is management excessively involved in the day
to day operation of the system?

3

Are staffing levels and competencies adequate
to ensure transactions are properly processed
in accordance with set procedures?

4

Does the system involve manual collection of
revenue without a known total of revenue due?

5

Does the system involve handling large
volumes of cash?

6

Does the system involve moveable stocks and
assets which could be susceptible to theft?

7

Is the system so complicated that there is a risk
of transactions being incorrectly processed?

8

Did prior year audit work reveal major errors or
weaknesses in the system?

9

Has there been a high turnover of staff in the
section for the period under review?

10

Have senior management positions been filled
throughout the period?

Result
(H/M/L)1

Comments / Reference2

1 The risk is categorised as H = High, M = Medium, L = Low
2 This will include the impact that result has on the amount of audit work to be completed and may refer to the
working papers to justify the assessment reached
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13.

MATERIALITY ASSESSMENT:

Materiality is the concept of developing a level of significance above which certain areas of
activity are sufficiently important to ensure audit attention and subsequently deciding what
degree of control weakness will trigger management action. Materiality is related to the


The number and value of transactions processed through a system, i.e. large
number of transactions, with large value is material e.g. the payroll system;



The need for particular staff to demonstrate that they meet the highest standards of
probity e.g. where risk is considered high, e.g. dealing with cash in the revenue
section;



The need for particular processes to be error free and, i.e. some processes should
not contain any errors as they are so well regulated;



The risk of the Ministry’s reputation for even a small lapse in standards, e.g. system
failure due to poor backup procedures means that fortnightly payroll cannot be
produced, would be a significant embarrassment for the Ministry.

Materiality is a relative value, i.e. if it is based on a monetary amount it will be calculated
as a monetary amount.
Materiality is expressed in percentage terms e.g. ¼ to 2 per cent based on the degree of
sensitivity in the area under consideration. The percentage selected represents the level of
error which the auditor is prepared to accept within a particular system or account balance.
Worked example
Gross expenditure on payroll for financial year

WST 1,000,000

Materiality Basis

¼%

Materiality value

WST 2,500

This calculation basically means that the auditor may be prepared to accept errors
amounting to WST 2,500 in the system, depending on the type and extent if the errors
uncovered.
The materiality basis is selected on auditor judgement, in this case it is selected at ¼ % as
the payroll system is a highly regulated (no reasons why errors should occur) and sensitive
(personnel don’t like errors in their pay) system that the auditor would only tolerate a low
incidence of error.
The worksheet below should be used when determining planning materiality levels, when
more than one account balance is relevant to a particular audit the auditor should
determine which account balances they should select for extended testing, applying the
materiality concept.
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14.

PLANNING MATERIALITY WORKSHEET

Ministry / Division

File Reference

Financial Year:

Prepared by

Date

Materiality
Assessment Reviewed by
(Name system / Activity)

Date

Subject:

Population
Total number of transactions processed through system in period
Total value of transactions processed in period
Materiality Basis

Guideline

Gross Income

¼-2%

Gross
Expenditure

¼-2%

Total Assets

¼-2%

% Used

$
Total $ value

Material Amount

Reason for materiality basis and justification of % used

Qualitative factors influencing materiality3

Account balances specifically selected for audit based on material significance

3 Qualitative factors include specific legislation which must be adhered to or certain standards which must be met
regardless of the value
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15.

INTERNAL CONTROL ASSESSMENT (PLANNING):

There are 2 stages in the internal control assessment. The assessment of the control
environment and the assessment of the internal control activities employed in a system.
An effective control environment is an environment where well trained staff understand:


Their responsibilities;



Limits to their authority;



The right things to do and the right way to do them.

Internal control systems are operated to ensure what is meant to happen actually
happens. A control is any action taken by management or staff that enhances the
achievement of system objectives mitigating the impact of risks and ensuring the security
of assets. Controls are commonly thought of as 2 types


Preventive;



Detective.

Preventive controls attempt to deter or prevent undesirable events from occurring as they
are proactive controls that help prevent loss through ensuring:


Separation of duties;



Proper authorizations;



Adequate supporting documentation;



Physical control over assets.

Detective controls attempt to detect undesirable acts, they provide evidence that a loss
has occurred but does not prevent it from occurring examples of detective controls include


Reviews;



Exception reports;



Variance analyses;



Reconciliations;



Physical inventory counts.

The principal auditor should assess the control environment using the worksheet below. In
light of this assessment and the risk assessment already completed the principal auditor is
then in a position to assess the internal control activities in place and their likely
effectiveness in mitigating against the identified risks. The auditor will do this by


Documenting the system (through flowchart) clearly identifying the controls;



Assessing the adequacy of the control to mitigate the risk;



Test that the control is operating.

The auditor should complete the internal control worksheet below as evidence of this
assessment
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16.

CONTROL ENVIRONMENT WORKSHEET:

Ministry / Division

File Reference

Financial Year:

Prepared by

Date

Reviewed by
Assessment of control
environment (Name system /
Activity)

Date

Subject:

Objective
1
2

(Y/N)

Comments / Reference

Are there defined and authorised procedures for
processing (Insert System Name) transactions?
Are all transactions required to be authorised?

3

Is there adequate separation of duties between
the initiating, authorising and processing phases
of the system?

4

Are there procedures to ensure completeness of
processing?

5

Is there periodic bank or other reconciliations to
ensure completeness of processing?

6

Are there supervisory checks to ensure the
accuracy of processing (e.g. management check
of accuracy of invoices)?

7

Are cheques, receipt vouchers, and other
stationery. Properly controlled? (Physically
secure)

8

Result

Is there an adequate audit trail4?

4 An audit trail exists when a document can be easily traced from an output e.g. financial report, back to the source
documents which created the output.
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17.

INTERNAL CONTROL ASSESSMENT WORKSHEET

Ministry / Division

File Reference

Financial Year:

Prepared by

Date

Assessment
of
internal Reviewed by
control for (System / Activity)

Date

Subject:

Objective

Result

Organizational Controls

(H/M/L)

1

Do the checks which are performed before
authorization conform to those expected?

2

Are all the transactions subject to the same
authorization procedure?

3

Does someone check that all transactions are
properly authorized before processing?

Comments / Reference

Completeness and Measurement
4

Are standard forms relating to each type of
transaction clear, enabling easy processing?

5

Do procedures involve extracting information from
a form and writing data onto another form for later
processing?
If so, is it possible to redesign the form so that
transcription is avoided (if so, highlight this fact)?

6

Where documents are pre-numbered, are
sequence checks performed to ensure that each is
processed?

7

Are control totals used,
If yes, are they manual or computerized?

8

Are transactions processed in batches,
If yes are batch totals used, are they manual or
computerised?

9

Are re-performance calculations performed by
someone independent of the transaction
processor?
Security

10

Are transactions secure against unauthorized
access during processing?

11

Are transactions processed through the system,
posted as a permanent record by the same
person?
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18.

AUDIT OBJECTIVES

Once an understanding of the system or activity has been acquired and the assessment of
risks has been completed including limited control testing, the principal auditor should
develop the audit objective and the audit scope.
The audit objective is often seen as the question that the audit seeks to answer. The audit
objective forms the basis of the audit and hence should be carefully formed and clearly
stated to enable conclusions to be drawn at the reporting stage of the audit.
Audit objectives may be generic in nature to focus on key internal audit outcomes e.g. are
internal controls operating as intended, or they may be very specific and targeted at
specific issues on high risk areas identified by the auditor e.g. that overtime payments
were properly calculated.

19.

AUDIT SCOPE

The scope should be sufficient to satisfy the objectives of the engagement. It should state
the work the auditor intends to do and how it will be completed
The scope of the engagement should include:


Consideration of relevant systems including compliance with legislation and
procedures;



Records to be examined;



Timing of the engagement;



Personnel numbers and skills;



Physical properties including those under control of third parties;



Geographical spread of activities.

If the internal auditor develops reservations about the scope during the engagement these
reservations should be discussed with management to determine whether to continue with
the engagement.

20.

AUDIT CRITERIA

Audit criteria are reasonable and attainable standards of performance and control. They
provide the basis for developing audit observations and forming conclusions. As the
majority of audits completed will be financial audits the audit criteria will general be
determined by the appropriate financial legislation, rules, regulations or procedures, it will
be up to the auditor to determine the most appropriate criteria. They may be selected from


The Public Financial Management Act 2001;



The Public Service Commission Act 2004;



The accounting procedures manual;



The treasury instructions;



The working conditions and entitlements manual;



Public procurement regulations;
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Employee code of conduct;



Memos circulated on operational procedures;



Government policies – corporate plans.

21.

AUDIT APPROACH

The audit approach is designed to ensure that the audit is completed in the most efficient
and effective way possible and that adequate evidence is collected to support all audit
conclusions.
Using professional judgement the principal auditor will determine the audit approach which
is influenced by the degree of assurance and the type of evidence required. It will normally
entail a combination of testing and evidence collection techniques. This will involve testing
some of the key controls in the system activity under review to determine the effectiveness
of the controls and will also entail the testing of details in account code balances to
determine if any transactions have been processed in error. The type and amount of
testing will be determined by the risks involved and will be documented in the audit
programme.

22.

AUDIT TIMING AND RESOURCES

Appropriate audit resources should be deployed to meet the objectives of the audit
assignment. This will require an evaluation of


The number and experience of the internal audit staff available;



The knowledge skills and other competencies required;



Training needs of the internal auditors prior to competing the assignment;



Whether additional external resources maybe required to complete the assignment.

Along with the complexity of the area under review, the degree of assurance required and
therefore the volume of the work involved.
The timing of the assignment should include the start date and the proposed finish date of
the audit along with a date for producing the draft report. The worksheet below should be
used to complete the resourced allocated to a particular audit assignment.
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23.

AUDIT TIMING AND RESOURCES WORKSHEET

Ministry / Division

File Reference

Financial Year:

Prepared by

Date

Prepare time budget for audit Reviewed by

Date

Subject:

Days
SI

Description

1

Planning

ACEO

Principal

Senior

Auditor

Total

Understand System / Activities
Understand Control Environment
Perform analytical review procedures
Calculate planning materiality
Perform risk assessment
Plan reliance on internal control
Plan substantive testing
Draft audit programme
Complete
memorandum
2

audit

planning

Execution
Complete audit programme
Control Tests
Substantive Tests
Analytical Review Tests
Update audit files

3

Reporting
Prepare draft report
Hold exit meeting
Incorporate management comment
Finalise audit report

4

Audit Management
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Complete final review
Audit administration
Total

24.

AUDIT PLANNING MEMORANDUM:

The planning memorandum is the main output from the audit planning process and should
clearly document the results of the work performed during the preliminary assessment and
planning stages. It should include the audit objectives, scope, risks identified along with
the outputs from the audit which will include an audit report and a planned reporting date
for the auditee. The planning memorandum template attached below should be utilised for
all audit assignments.
Audit Programmes:
The preparation of the audit programme is an important part of the audit process as it will
decide what work the auditor will perform, which areas they will focus their attention and
what audit procedures they will adopt in the process. The audit programme will


Provide a guide for performing the audit work;



Enable the assignment of audit work to members of the adit team;



Enable better supervision of the audit;



Provide a mechanism for ensuring adequate audit coverage.

The audit programme will identify a number of tests (control and substantive) for the
auditor to complete during the audit assignment. Audit programmes should be prepared in
a consistent format for all audit areas as they are a prime source of evidence of audit work
performed.
Separate audit programme are required for each assignment and should be completed
during the audit fieldwork as evidence of work completed. There are audit programme
templates included under the field work section of this guide for the following activities;


Payroll;



Receipts and Cash handling;



Bank Reconciliations;



Payments.

There are numerous other areas which will require internal audit attention in the future for
which audit programmes should be developed and added to this guide to provide a
complete resource for all staff members of the IAID.
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25.

IAID AUDIT PLANNING MEMORANDUM TEMPLATE
Audit Planning Memorandum (to be completed by the Audit Manager)

Name of audited System:

Financial year:

Date and nature of last audit (if applicable):
Audit Manager:

Ref.
No.

Audit Planning Memorandum

WP Ref

Audit Background:

Audit Approach:

Audit Objective(s):

Audit Scope:

Appropriate Legislation (Compliance):
Laws:
Rules:
Regulations:
Policies and Procedures:
Accounting framework/standards:
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Ref.
No.
1

Audit Planning Memorandum

WP Ref

Names and designation of staff assigned for the preliminary review of systems
and procedures:
(1)
(2)
(3)
(4)
Matters arising from preliminary visit to the audited unit

2

3

(Give date(s) and details)

Weaknesses identified in system and their audit implications during preliminary
survey

Internal control weaknesses identified during preliminary survey
4
Weaknesses identified during previous audits
5
Significant issues discussed with management including areas of risk during the
preliminary interviews
6

7

8

Are there any changes required in the audit staffing (Yes/No)
What specific matters are to be investigated during the audit as a result of the
risk assessment

Planning Materiality (Acceptable error rates)

9

Account balances to be examined in dept (Give, in each case, the amount
above which this procedure should be adopted)
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Ref.
No.
10

Audit Planning Memorandum

WP Ref

Estimates of population and sample sizes
Total Estimated Transactions in Population

Sample size

Steps to be taken if actual errors found to be above acceptable rates
11
12

Any additional or special work to be performed

13

Date of staff planning meeting, and any special instructions given

14

Audit programmes attached and completed by:

15

Estimated time for the audit (in days):

16

Date for commencement of audit:

17

Target date for completion of the audit: (Draft Report)

18

List of Documentation included in audit file to date

19

Any significant matters arising from the interim review which need to be reported
in the draft report

20

Any other matters to ensure satisfactory completion of audit by target date

The audit programme for the audit in question should be attached to the planning
memorandum as an appendix as evidence of the detailed audit procedures to be
performed.

Principal Audit Officer (team leader)

ACEO IAID

Date:

Date:
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3. AUDIT FIELDWORK:
The purpose of audit fieldwork is to collect “sufficient appropriate” evidence which supports
the audit conclusions for each of the audit objectives identified in the planning stage. Audit
fieldwork is generally completed on site with interaction with the concerned division or
ministry.
The stages of this part of the audit include


Completing the audit programmes as developed in the planning stage;



Documenting audit test results on audit working papers;



Where audit test results are inconclusive, perform further tests or seek clarification
from management of the finding(s) in question;



Where audit evidence is insufficient to support the audit conclusion perform
additional audit work to gain corroborative evidence;



Update all sections of the current audit file;



Discuss initial audit findings with management to determine if they are reportable.

26.

AUDIT WORKING PAPERS

Audit working papers are the evidence of the audit work performed and they are the link
between the audit fieldwork and the audit report. Audit work papers provide the basis of all
audit conclusions and recommendations made. The term working papers refers to all
documents prepared and collected during a given audit assignment. The working papers
provide evidence that


The audit assignment has been properly planned;



That internal control systems have been reviewed and evaluated;



Appropriate audit testing has been performed.

Audit working papers prepared by the auditor should be completed in the format provided.
In the field work stages this will include


Control testing;



Substantive testing;



Any other audit work completed should be documented on a standard work paper.

27.

AUDIT FILES:

The audits files are were all audit work papers relating to a particular audit assignment are
filed. There are three types of files maintained:
Permanent file – a list of documents that are relatively permanent in nature,
organisation structure, legislation, rules and regulations;
Current file – Information pertaining to the annual audit plan, an overview of
each specific audit assignment. A current file index for a payroll audit work
papers is included below and is cross referenced to the working paper file;
Working paper file – Data and work papers to a particular audit. The plan,
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index and report are also filed on the current file.

28.

CURRENT AUDIT FILE INDEX TEMPLATE

Planning Section
P.1

Audit planning memorandum

P.2

Audit engagement letter

P.3

Knowledge of the system

P.3.1

List of documents reviewed

P.3.2

Important papers on file, e.g. latest pay rates

P.3.3

Minutes of relevant meetings

P.3.4

External audit queries – List of key points raised

P.3.5

Other audit queries

P.4

Identification of main system components

P.5

Interview notes

P.5.1

IT Section MOF

P.5.2

Payroll Section MOF

P.5.3

Public Service Commission

P.5.4

Ministry of Education Sports and Culture Payroll

P.5.5

Ministry of Agriculture Food and Fisheries Payroll

P.5.6

Audit Office

P.6

Control environment worksheet

P.7

Risk analysis work sheet

P.8

Planning materiality

P.9

Analytical review work sheet

P.10

Staff resources and timing

P.11

System description (flowchart(s))

P.12

Identification of Key Controls

P.13

Audit programme (Control and Substantive Tests)

Initials

Execution (Fieldwork)
E.1

Completed audit programme

E.2

Sampling procedures performed

E.3

Tests and evidence on payroll processing

E.4

Tests and evidence on starters and leavers

E.5

Tests and evidence on time recording and leave entitlements
(includes overtime)

E.6

Tests and evidence on payroll allowances
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E.7

Tests and evidence on payroll deductions

E.8

Tests and evidence on payroll payments

E.9

Tests and evidence on general IT controls and data security

Reporting WP
R.1

Final Audit Report

R.2

Draft Audit Report

R.3

Quantify audit errors discovered

R.4

Summary of main findings

R.5

Follow-up of prior year report

R.6

Final review checklist

4. AUDIT PROGRAMMES
During the fieldwork the audit team members should complete their designated sections of
the audit programme. This will include analysing and evaluating evidence, as well as
formulating, discussing and refining audit findings. All audit programmes should be
completed by the auditor responsible for the various sections and reviewed by the principal
internal auditor to ensure the programme has been properly completed.

5. PERMANENT PAYROLL
This section covers payroll, allowances and deductions. Payroll represents the largest
proportion of Government expenditure and hence should be audited every year. Payroll is
an area where good controls are essential to prevent fraud. The audit of payroll can be
divided into 2 separate exercises


Regular payroll – Salary payments to permanent staff



Casual wages – non permanent staff payments

As well as its financial significance, payroll payments are highly sensitive to public opinion.
Many scandals in public sector organisations revolve around the openness and
transparency of salaries, allowances and expenses claimed by and paid to public officials.
Payroll systems incorporate payments that are made directly from an employee’s gross
salary such as personnel income tax and pension’s contributions. The accuracy of these
deductions are also covered by internal audit work on payroll systems.
The overall system objective for payroll and allowances is to ensure that current
employees are paid accurately and promptly.
Role of Internal Audit
The role of internal audit is to determine the extent to which the payroll system is
controlled and hence protected against the risk of failing to meet the overall objective.
Some major risks for the payroll system include
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SI

Details of Risks

Potential Consequences

1

Payroll personnel lack necessary
experience to perform assigned functions

Errors in the processing of transactions,
including calculation of allowances, overtime
and base salaries

2

Excessive elapsed time in performing
payroll functions particularly processing
leavers and starters

Overpayments due to delays in processing
leavers, common fraud indicator
Cash payments made due to delays in
processing starters which is prohibited

3

Payroll processes do not prescribe to the
payroll working conditions and entitlement,
accounting and treasury procedures

Incorrect or unauthorised payments for
allowances or other entitlements

4

Staff either do things they are not supposed
to, or fail to do the things they are supposed
to

Lack of clear roles and responsibilities and
supervision resulting in poor processing of
transactions and inaccurate data

5

Personnel exceed the boundaries of their
authority by authorising allowances or
entitlements that they have no authority to
authorise

Payments authorised that may not have been
otherwise authorised
Managers acting beyond their stipulated
authority levels encourages system abuse

6

Ineffective or inconsistent communication
within the payroll function in the MOF and
between MOF, line ministries and the PSC

Inconsistent practises
Inaccurate payments
Dissatisfied employees

Inappropriate access to payroll systems and
data

Lack of approval for payments of transactions
Manipulation of employee data and files
Inaccurate management reports
Programming and processing errors
New employee details not accurately recorded

Risk of fraud through unauthorised use of
system data and information

Failure to remove personnel timely from the
system resulting in overpayments which may
not be recoverable
Making payments to personnel on the system
that do not exist

7

8

The most important controls in a payroll system are;


to ensure that up to date procedures exist for processing payroll and that staff are
aware of these procedures;



to ensure segregation of duties between the personnel function (responsible for
hiring new staff and setting salary rates) and the payroll function (responsible for
administering payroll payments);



to ensure adequate controls over computerised systems and particularly access to
standing information5;

5 Standing data is the personal information relating to an employee which is contained in the People One system e.g.
name, date of birth, address, bank details and salary coding and scale, therefore it rarely changes and any changes
which do occur must be authorised and reviewed.
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to ensure prompt and accurate budget reports are distributed to all budget holders
showing the payroll costs charged to their budget;



to ensure that line ministries reconcile the personnel costs charged to their
accounts by the MOF.

Audit Objectives in Payroll and Allowances systems
The specific audit objectives over the payroll and allowances system are to test for
completeness, occurrence, measurement, regularity and disclosure of all payments.
Audit Objective

Definition

Completeness

all payments relevant to the period of review have been recorded;

Occurrence

all recorded payments, and transactions to which they relate, actually
occurred and were relevant to the period of review;

Measurement

all recorded payments have been properly calculated

Regularity

all payments are in accordance with relevant legislation and other
specific requirements (e.g. propriety of the expenditure in accordance
with the purposes of the Parliamentary vote);

Disclosure

All payments have been properly classified and allocated to the
appropriate expenditure codes as per the chart of accounts.
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29.

GENERAL CONTROLS IN PAYROLL SECTION

Auditee:

WP Ref

Period Under Review:

Prepared by

Date

System:

Reviewed by

Date

Control Objective

Risk

Control Activity

Audit Test

Payroll section adequately
staffed with trained
personnel, capable
management and
documented procedures for
processing payroll

Inaccurate processing of
payroll information

New staff induction and
training

Check for existence of staff training
on payroll procedures

Staff not familiar with
processing procedures

Staff training for system
changes

Check that procedures are up to date

Inconsistency in processing
data

Procedures up to date

Check that supervisors and managers
are aware of the procedures

Underpayments

Supervisors/managers
ensure that procedures
implemented

Check for evidence that management
ensure procedures are being
implemented

Ensure that no single
person can amend, process
and send for payment
payroll information

Undetected data
manipulation by processors

Appropriate segregation of
duties,

Check for existence of separation of
duties in processing regular payroll
and that appropriate supervision
exists

Ensure appropriate payroll
monitoring procedures are
in place for activities
performed in payroll section

Staff errors undetected due
to poor management
controls

Overpayments

Supervision / management
Reports reviewed by
management
Appropriate authorisations
from management required

Audit Comments

WP Ref

Review the types of reports produced
by the People One system including
distribution lists
Examine exception reports produced
Review action taken from reports
produced
Review action taken from previous
audits
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30.

CONTROLS OVER STANDING DATA ON PEOPLE ONE

Auditee:

WP Ref

Period Under Review:

Prepared by

Date

System:

Reviewed by

Date

Control Objective

Risk

Control Activity

Audit Test

All data contained in the
People One system is
accurate and appropriate
to the employees

Inaccurate processing of
payroll

Access controls over the
People One system
including authority,
username and password
maintenance

Review procedures over access control and
determine if they are documented and
understood by staff

Adequate segregation of
duties

Check for existence of usernames and
passwords including evidence of regular
password changes and password strength

Changes to permanent
data require approval by
the Principal Officer

In the payroll section check for existence of
password sharing e.g. large volumes of
transactions processed by one user.

Payments to ghost
employees
Loss of confidential
information

Personal data is supported
by relevant documents
Physical control over access
to personnel files, with only
authorised persons having
access

Audit
Comment

WP Ref

Request a list of approved users for the
People One system from the IT section MOF
and check access rights

Check for appropriate filing and referencing
of personnel records and that


they are securely held,



they are only accessible by
authorised personnel

Check management procedures for
examining changes to permanent records,
 exception reports reviewed prior to each
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Control Objective

Risk

Control Activity

Audit Test

Audit
Comment

WP Ref

pay run
Select a sample (60) of changes that have
been made to standing data and check that
these have been properly authorised and the
change has been made by an appropriate
member of staff.
Check that the database administrator has
not processed any transactions on the People
One system.
Examine for periodic checks on the standing
data by the payroll section to ensure that the
standing data is up to date
Payroll data is adequately
protected and securely
stored

System corrupted and all
standing data lost

Regular backups taken of
payroll data

Check that regular backups are taken of the
system

Employees unable to be
paid on time

Backups held in secure,
separate location,

Identify where the backups are stored, and
physically inspect if storage facilities are fire
and water proof with restricted access.

In the event of a system
failure, re-creation
procedures are in place

Check procedures to re-create payroll
information in the event of system failure
Check for evidence that the procedures have
been tested
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31.

PROCESSING STAFF SALARIES

Auditee:

WP Ref

Period Under Review:

Prepared by

Date

System:

Reviewed by

Date

Control Objective

Risk

To ensure that all regular
Inaccurate processing
salaries have been correctly either in error or
intentionally of
calculated by line ministry
and verified by Payroll
 TY15’s
section prior to posting on
 LWOP
the People One system.
 Standard deductions
To ensure that all regular
salaries entered by MoF
Payroll section are entered
correctly and timely.

Overpayments
Underpayments
Duplicate payments
LM data not authorised by
MOF

Control Activity

Audit Test

Certification of payroll
authorities

Select a sample of 60 employees and
test that



Salaries



Overtime



allowances

Control over input of
transactions
Processing of payroll
transactions approved
Check for completeness
and accuracy of payroll
transactions
Leave return deadlines



each employee has
supporting documentation
on file;



All documentation has been
properly authorised;



That the personal data has
been correctly entered on to
the People One system;



That the data has been only
entered once;



That the salary amount is
correct as per the most
recent Government payscale;



That all allowances (Overtime
and Overnight) paid have
been properly calculated;



That LWOP has been properly
entered on the system;

Audit Comment

WP Ref
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Control Objective

Risk

Control Activity

Audit Test

Audit Comment

WP Ref

For the sample selected check if
there have been any changes in the
previous 6 months to the employee
basic salary, check authorisations for
changes made.
Check for any changes to the number
of staff on the payroll compared with
the last pay period.
Check the number of staff paid is
reconciled with the previous fortnight
and any changes are included within
authorised data input.
Check the number of payments made
to a Ministry against the approved
staffing structure for the Ministry
Check if there are any limits included
in the People One software over a
maximum amount that any employee
can be paid in a pay period
Check that any payroll deductions
have been properly authorised
calculated and deducted from the
gross pay, this includes income tax,
NPF, ACC and SLAC deductions
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32.

PAYROLL STARTERS PERMANENT STAFF

Auditee:

WP Ref

Period Under Review:

Prepared by

Date

System:

Reviewed by

Date

Control Objective

Risk

Control Activity

Audit Test

That all new personnel
details are promptly and
accurately entered onto
the payroll system and are
paid timely

Inaccurate payments

Authorisation of starters

Duplicate payments
Late payments

Allocation of Unique
payroll IDs

Cash payments

Prohibited cash payments

For the period under review collect a
list of all new starts, select a sample if
more than 60 and check that all new
starts have been properly authorised
on the TY15A by the LM and the PSC

Verification that data input
is correct
Check that person has not
been previously entered on
the People One system

Audit Comment

WP Ref

For all new starts during the period
under review, check if they received
their first pay by cash; if yes identify
who authorised the cash payment
with explanation.
Review procedures for checking new
employee’s details after they have
been entered on to the People One
system, determine if the check is
independent of the data processor.
Review procedures for allocation of
new payroll IDs to new employees
and assess adequacy for prevention
of duplicate payments
Check for evidence of exception
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reports each time a new start is
entered onto the system

33.

PAYROLL LEAVERS PERMANENT STAFF

Auditee:

WP Ref

Period Under Review:

Prepared by

Date

System:

Reviewed by

Date

Control Objective

Risk

Control Activity

Audit Test

To ensure that all leavers
are promptly removed
from the system and any
entitlements paid are
accurately calculated

Late payment of leavers
entitlements

Procedures to ensure
timely removal of leavers
from the People One
database

Select a sample (60) of leavers
entitlement payments entered on
system and test whether:

Overpayments
Duplicate payments
Possible fraud

The TY15C is processed
timely
Effective communication
between the LM and MOF
on notification of leavers
Leavers entitlements
approved by the LM, PSC
and MOF



leave balances agree to leave
cards and attendance books;



Calculations by LM are
accurate;



TY15C is approved by CEOLM;



Calculations are verified and
authorised by PSC;



Payments made were
provided for in budget and
approved by Budget-MOF.

Audit Comment

WP Ref

All documents were date stamped
when received by MOF payroll
section to prevent duplicate
payments
For the sample, test the date
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submitted from LM with the date of
removal from People One

34.

SALARY ADVANCES

Auditee:

WP Ref

Period Under Review:

Prepared by

Date

System:

Reviewed by

Date

Control Objective

Risk

Control Activity

Audit Test

To ensure that salary
advances are paid and
recovered in accordance
with approved policies and
procedures

Non-recovery of advances

Salary advance procedures
clearly specified and up to
date.

Review procedures for allocating
salary advances ensuring validity of
advance request

Verification of ability of
employee to repay advance
within one financial year

Select a sample of salary advances for
the period under review and test that

Unauthorised advances
processed
Unrecorded advances
Non compliance with policy
and procedure
requirements
Advance payment larger
than amount requested

TY_SAF advance form
completed and authorised
prior to processing advance
Advance approved for
payment by principal
payroll officer



They have been correctly
submitted on the TY_SAF;



That the advance has been
authorised by the CEO MOF;



That the advance amount has
been correctly paid (only once)
in the correct pay period;



That regular deductions have
been made from subsequent
pay periods at the agreed
amount;



That the advance has not been

Audit Comment

WP Ref
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given for “Faalavelave”;

35.



That a debtor has been created
in the accounting system to
recover the salary advance;



That rejected advances cannot
be processed.

PAYMENT OF SALARIES AND ALLOWANCES

Auditee:

WP Ref

Period Under Review:

Prepared by

Date

System:

Reviewed by

Date

Control Objective

Risk

Control Activity

Audit Test

That the correct
payments are made at
the correct time to
the correct persons

Delay in payments to
staff

Regular validation of payroll
payment amounts

Inaccurate amounts paid

Regular spot checks on the pay
download files from the People
One database

Check that all changes made to employee
bank accounts have been properly
authorised and that the bank details are in
fact those of the staff member in
question,

Reconciliation of output totals
from People One with Input totals
to Finance One

Select a sample of pay periods and check
for approval by principal P/O prior to
release of payment

Inaccurate financial
reports

Audit Comment

WP
Ref

Select a sample of payments released
from each bank and check the amount
released against


Pay download report;



The payslip for the employee;



Personnel file of the employee.
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Where overpayments exist investigate the
reasons for this and the action taken.
Select a sample of overpayments for the
period under review and check if they
have been successfully recovered

36.

ACCOUNTING FOR PAYROLL COSTS

Auditee:

WP Ref

Period Under Review:

Prepared by

Date

System:

Reviewed by

Date

Control
Objective

Risk

Control Activity

Audit Test

That all payroll
costs are
correctly
recorded in
Finance One

Inaccurate
financial
statements

Bank Reconciliation

Check that corrective measures are taken for errors
contained in initial pay run

overpayments

Check that balances have been
properly transferred to account
accounts payable for:

Reconciliation of debtor accounts for
salary advances



Income tax;



NPF;



SLAC;



ACC.

Periodic checks of bank payments to
employee salary data.

Audit
Comment

WP Ref

For the pay periods under review check that the pay
download report reconciles with the amounts deducted
by the 4 banks as per the bank statement. Check that
these amounts were correctly transferred to the bank
reconciliation module of Finance One
Check the balances transferred to the general ledger for
a line ministry are the same as the output from the
People One system
Check that liabilities created for Income Tax, ACC, NPF
and SLAC have been correctly transferred into the
accounts payable ledger
For a sample of employees check the correctness of
coding for
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Control
Objective

Risk

Control Activity

Audit Test


Base salary payments



Any allowance paid

Audit
Comment

WP Ref

Test for evidence of reconciliation between the final
payroll costs posted to a line ministry with what the line
ministry expected the costs to be for the period.
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6. CASH MANAGEMENT AND RECEIPTING
Cash management is one of the most fundamental systems operated by any organisation as cash
is the organisations most important physical asset. The ability to pay wages and pay suppliers
depends on the availability of cash. In the private sector, many profitable organisations have been
put out of business by their lack of cash, while in the public sector, insufficient cash can lead to the
Government having to suspend public services due to inability to pay its employees.
Cash is also the asset most at risk from fraud, as it can be hard to trace and is easy to spend. It is
therefore of fundamental importance to any organisation to have good systems for collecting,
managing and disbursing cash.
The system objective with respect to cash and banking arrangements is to ensure that all cash
income is collected, recorded accurately and promptly banked; and that suitable banking services
are obtained.

Role of Internal Audit
To discharge this responsibility, internal audit should assist the accounting officer by evaluating
and recommending improvements to the control environment and procedures surrounding the
organisation’s cash management and receipting arrangements.
SI

Details of Risks

Potential Consequences

1

Inappropriate screening of cashiers at
recruitment

Hire dishonest employees

2

Fail to maintain clear up to date records, with
appropriate reconciliations

Theft of cash – cash receipts are not completely
accounted for

3

Proper segregation of duties with appropriate
supervisory procedures

Cash receipts are not banked in tact promptly

4

Lapping of funds, posting cash receipts against
incorrect customers intentionally.

Cash receipts are not for services rendered,
leading to theft of cash

Audit Objectives in cash and bank systems
The main controls over cash management and cash receipting are;


To ensure that cash management stationery is securely held, with regular inventory checks.



To ensure segregation of duties between the cashier receiving the monies, the officer
responsible for making the lodgement, the person responsible for accounting for the
receipts,



Ensure adequate reconciliation procedures are undertaken with the person performing the
reconciliation independent form the receipting process,



To ensure proper supervision of cashiers in revenue section.

Audit Objective

Definition

Completeness

All cash collected in the relevant period has been recorded.

Measurement

The cash collected has been recorded at the correct value in the accounts

Disclosure

Receipts have been properly recording the Finance 1

Security

Receipt books are held in secure location. Any cash not banked is held in a safe.

Substantiation

Regular reconciliations between receipts book, lodgement slips and bank statements
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37.

GENERAL CONTROLS OVER CASH

Auditee:

WP Ref

Period Under Review:

Prepared by

Date

System:

Reviewed by

Date

Control Objective

Risk

Control Activity

Staff have been trained to
perform their functions

Inaccurate or inconsistent
processing of receipts

Comprehensive procedure
notes available for all staff
in the revenue section

Check for existence of staff
training on receipting
procedures.

Staff training prior to
performing their activities

Check that procedures are up to
date.

Supervising staff ensure
procedures are
implemented

Ascertain whether staff are
aware of the procedure notes
and correct procedures for
recording and safeguarding cash.

Failure to complete all
supporting documents

Audit Test

Audit Comment

WP Ref

Check that supervisors and
managers are aware of the
procedures.
Check for evidence that
management ensure procedures
are being implemented.
Check for regular staff rotation
over key functions such as cash
count officer, also check for any
unusual behaviour such as staff
not taking annual leave, working
late hours regularly or refusing to
change jobs when requested.
Page | 54

Control Objective

Risk

Control Activity

Income received accurately
and promptly recorded

Theft of cash

Adequate segregation of
duties

Inaccurate receipt ledgers

All cash receipts recorded
promptly in the cash
register

Audit Test

Audit Comment

WP Ref

Check for evidence that the same
staff members who receive cash
receipts are not responsible for
banking the receipts and
completing the bank
reconciliation.
Observe receipting procedures in
the treasury section and check
that all cash is recorded promptly
(dates of receipts compared with
lodgement in the bank).
Recompute the daily totals for
the daily cash receipts for
accuracy.
Checks that receipts are in logical
sequence as per the receipt
numbers.
Check daily totals agree with
bank lodgements.
Check that all lodgements are
authorised by the controlling
officer prior to deposit.

Appropriate use and
maintenance of receipt
books

Check that all deposits are
reviewed by the controlling
officer after deposit.
Check that receipt books securely
stored and retained for review by
supervisors.
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Control Objective

Risk

Control Activity

Audit Test

Audit Comment

WP Ref

Check that all receipt books can
be accounted for.
Check that receipt books are up
to date and regularly reviewed by
the controlling officer.
Check for excessive raising of
credit notes and cancelling
receipts.
Income received, promptly
banked

Loss / theft of cash
Inefficient use of resources

Bank lodgement slips
record all details of the
lodgement

Check that a standard bank
lodgement form is prepared for
each lodgement.
Re-perform the bank
reconciliation for the latest
month, and ensure that all
reconciling items are bona fide.
Select a sample of lodgement
forms and verify amount with
receipt register.
Cross check to the bank
statement.
Check for short banking in
lodgements and ensure that any
overs and unders are reconciled.
Check for evidence of approval by
the controlling officer.

Bank lodgements are
reconciled with the

Perform cash reconciliation with
cash held and the receipts
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Control Objective

Risk

Control Activity
receipts register daily

Reconciliations are
regularly reviewed by the
supervising officer
Actual and budget receipts
are compared regularly
with investigation
performed on large
variances

Audit Test

Audit Comment

WP Ref

register/cashbook.
Review the number of days
between cash being received and
cash being credited in the bank.
Investigate where significant cash
balances are not banked
promptly.
Check for evidence of review of
reconciliations by the controlling
officer.
Check for evidence that any
reconciliation queries were
resolved.
Check that regular reports are
produced comparing budget
against regular receipts.
Check for any large variance
between budgets and actual and
existence of review by controlling
officers.
Check for evidence of
investigation of significant
variances.

Income received accurately
and promptly recorded in
the GOS accounts

Inaccurate financial
statements

Ensure receipt totals
accurately and timely
entered into the
Government accounts
(Finance One)

Review timeliness of receipt
posting by selecting a sample of
receipts from the cash book and
checking against date entered in
Finance One.
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Control Objective

Risk

Control Activity

Audit Test

Audit Comment

WP Ref

Review a list of cash / cheque
receipts and check the
correctness of coding against the
chart of accounts.
Print a summary of receipt
account codes from the Finance
One system and check for
accuracy of posting to account
code.
Cross check the receipts
register/cashbook totals with the
revenue codes in the general
ledger of Finance One.
Cash is held in a secure
location/facility

Unauthorised persons
enter the treasury section
and have access to cash
Limited protection against
financial loss

There is an insurance policy
against cash theft / fraud
The treasury section
maintains a secure
environment with limited
staff access and suitable
security measures are
periodically tested.

Observe practices in cash offices
and ensure cash boxes are locked
when not attended.
Observe cashing up at cash
offices; ensure that cash over
$500 is promptly banked.
Check that access to the safe and
the cash box combinations is
limited to only authorised staff.
Check that restricted access is
permitted to the safe after
working hours.
Assess controls which allow
access to the treasury section.
Only authorised staff should be
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Control Objective

Risk

Control Activity

Audit Test

Audit Comment

WP Ref

able to enter.
Banking facilities are
appropriate and efficient

Banking arrangements cost
are higher than necessary
Unauthorised access to
banking information

Receipts collected on
behalf of other Ministries
are accurate

Theft of cash receipts from
other ministries in the MOF
Incorrect amounts
transferred to MOF by LM
All receipts not submitted
to MOF from LM

Strict procedures in place
for opening new bank
accounts
The nature and number of
bank accounts held is
subject to regular review,
with a view to
consolidating accounts
where possible.

Check that senior officers who
have left the organisation have
been removed from the bank
mandate.
Obtain a list of bank accounts
from the organisation’s main
banks, check that each one is
valid and is included in the
organisations financial records.

All banking stationery
securely held

Inspect security arrangements of
the supply of cheque and receipt
books.

Official receipt issued to
Line Ministry from master
receipt book

In the Ministry of Finance check
all receipts issued to the LM have
been lodged in full by the MOF to
the special fund account.

Reconciliation of Sub
receipt to master receipt
book.
Line Ministry reviews
accounts to ensure full
receipt amount posted

Check for reconciliation of the
special fund account.
Check for evidence that the
supervising officer has reviewed
the reconciliation.
In the LM check the receipts
register, and compare with the
lodgements made by the MOF.
Check for timely and accurate
banking in the Line Ministry.
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Control Objective

Risk

Control Activity

Audit Test

Audit Comment

WP Ref

Check the existing procedures for
collecting and depositing receipts
in Line Ministries.
Check that official receipts are
issued for all monies (cash and
Cheque) received.
Check that all cash is transferred
to the MOF on a timely manner
and that an official receipt has
been received.
Check for evidence of bank
reconciliation, segregation of
duties, monitoring and
supervision controls and physical
controls over the cashier section
of the line Ministry.
Check for excessive raising of
credit notes and cancelling
receipts in Line Ministries.
Document any unusual activity
e.g. staff working very long hours,
refusing to take their annual
leave or refusing to rotate jobs.
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7. BANK RECONCILIATIONS
Bank reconciliations are one of the most fundamental financial controls operated by any
organisation. The bank reconciliation provides assurance that an organisation’s financial
transactions have been completely recorded at the correct value. The bank statement provides
independent third party evidence of the financial condition of an organisation or Government.
In accordance with the Financial Management Act 2001 Part VII “Public Monies and the General
Revenue Fund”, Part VIII “Special Purpose fund”, Part IX “Trust Funds “, and Part X “Unclaimed
Money” outline the banking legislation for the Government. In general the Chief Executive Officer
(CEO) for the Ministry of Finance (MOF) has extensive powers over the Governments banking
arrangements. The act states that public money is the property of the State, that it shall, except as
otherwise provided, be paid into bank accounts designated by the CEO MOF for that purpose and
that funds paid into any designated bank account is public money, and shall not be removed
except as provided by the Constitution or the PFM Act. It is critical therefore that robust banking
arrangements are in place, with necessary control and monitoring of banking transactions. One of
the main controls is the regular performance of the bank reconciliation.
Role of Internal Audit
The role of the internal audit division is to verify that bank reconciliations have been performed on
all bank accounts of the Government that are controlled by the MOF, and determine if they have
been performed in timely.
SI

Details of Risks

Potential Consequences

1

Reconciliation not completed, or not completed
timely

Inaccurate financial statements, possibility of theft

2

Staff unable to complete reconciliations

As above

3

No segregation of duties with appropriate
supervisory procedures

Possible theft of receipts or irregular payments
from accounts

Audit Objectives of Bank Reconciliations
The main controls involved in bank reconciliations are;
 To ensure that the reconciliation is performed accurately on a regular basis and reviewed
by a controlling officer;
 To ensure segregation of duties exist between people performing the reconciliations and
the personnel responsible for payment and receipting functions;
 To ensure primary documents are retained which support all reconciliations performed;
 To ensure follow up procedures are performed where the general ledger balance and the
bank balance remain unreconciled.
Audit Objective
Definition
Completeness

All transactions have been captured in the Governments financial statements

Measurement

Financial transactions captured have been recorded at the correct rate

Disclosure

Bank balances have been properly disclosed in the financial statements

Security

Bank stationery is securely held, with limited signatories on bank accounts

Substantiation

Reconciling figures can be traced to valid transactions
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38.

BANK RECONCILIATIONS CONTROLS

Auditee:

WP Ref

Period Under Review:

Prepared by

Date

System:

Reviewed by

Date

Control Objective

Risk

Control Activity

Audit Test

Bank reconciliations
completed for all bank
accounts accurately on a
timely basis

Cash books made to
balance with the bank
statement

Bank reconciliation
performed for each bank
account at east monthly

Collect a list of all bank accounts
maintained by the Government and
check that they have been properly
approved.

Reduced quality of financial
reporting
Undetected frauds/errors

Audit Comment

WP Ref

Check that for each account that
reconciliations is performed on a
regular basis in a standard format and
submitted to a controlling officer for
review.
Check the accuracy of reconciling
items, for lodgement not yet deposited
to the bank ascertain if there is a
significant delay in banking lodgements
and investigate.
For cheques which have not yet
cleared the bank, check for existence
of checks and the amounts recorded in
the cashbook.
Check a sample of direct debits to
ensure that they are debited from the
correct account, at the correct amount
with the correct frequency.
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Control Objective

Risk

Control Activity

Audit Test

Audit Comment

WP Ref

Recompute the bank reconciliation to
ensure overall accuracy of the figures.
Review the bank charges attached to
the accounts and check for
reasonableness.
Adequate segregation of
duties exist

Increased possibility of
theft/fraud

Segregation of duties
between the person
completing the
reconciliation and those
responsible for maintaining
the cashbook, making
payments and depositing
receipts

Check if the person who performs the
bank reconciliation has any
involvement in the receipting or
payments section.
Check for evidence of staff rotation.

Adequate retention of
supporting documents

Increased possibility of
fraud

Bank statement retained in
sequential filing system

Check that bank statements are
retained for all accounts and filed in a
sequential manner.

Regular supervision,
monitoring and follow up
procedures

Incorrect reconciliations

Supervision of bank
reconciliations completed

Check that supervising officers have
reviewed that bank reconciliation has
been completed and initialled it as
complete.

Reconciliations not
complete
Irregular reconciling items

Regular review of the bank
reconciliations to confirm
accuracy

Check that reconciliations were
completed and reviewed on a timely
basis, i.e. within a few days of the
month end.
Check for evidence of the supervisor
requesting corrective action, and
following it up to ensure that it was
completed.
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8. PAYMENTS
In the Government of Samoa, purchase orders are raised, goods received and supplier invoices
recorded on the Finance One system at the Line Ministry, responsible for procuring the required
goods or services. Payments for the goods and services are made by the Ministry of Finance,
treasury section on behalf of the Government Ministries. Prior to issuing the cheques for payment
direct to the suppliers, the Audit Office completes a pre-audit of all payments. It is therefore
important that all details entered into the Finance One system by the Government Ministries is
accurate, to ensure that suppliers only get paid when goods have been delivered, that they get
paid the correct amounts on a timely basis and that all payments are made from the correct budget
line.
Role of Internal Audit
To discharge this responsibility, internal audit should assist the accounting officer by evaluating
and recommending improvements to the control environment and procedures surrounding the
payment procedures in the treasury section Ministry of Finance.
SI

Details of Risks

Potential Consequences

1

Payment of unauthorised bills

Irregular payments made
Fraud

2

Payments released based on inaccurate or
incomplete documentation

As above

3

Payments made for the same goods/services
more than once

Duplicate payments

4

Payments made for transactions that did not
occur

Fraudulent payments from the treasury against LM
budgets
Collusion between GOS staff and suppliers

Audit Objectives of Payments
The main controls over payments are to ensure


that up to date procedures exist for the proper authorization of payments including necessary
supporting documentation requirements;



that all payments in the treasury section MOF have been properly paid and authorized;



that all payments have been made to the correct supplier “only once” with procedures in place to
prevent duplicate payments;



that appropriate methods for transmission of cheques, e.g. by hand, through the post, by direct
transfer to the payee's bank account, etc are in place.

Audit Objective

Definition

Completeness

All purchases relevant to the period have been recorded.

Occurrence

All recorded orders actually occurred during the period of review

Measurement

The orders were recorded at the correct value during the period

Disclosure

Payments have been properly classified in the Government accounts

Regularity

Purchases and payments are in line with Government regulations
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39.

CONTROLS OVER PAYMENTS

Auditee:

WP Ref

Period Under Review:

Prepared by

Date

System:

Reviewed by

Date

Control Objective

Risk

Control Activity

Audit Test

To ensure that adequate
authorisation procedures
with appropriate limits are
set

Unauthorised payments

Up to date procedures in
place to control the
purchasing process

Check for existence of up to date
procedures.

Authorisation for payments
in line with Government
procedures

Examine Government procedures for
authorisation of expenditure, paying
particular attention to the authority
limits.

To ensure that payments
are properly authorised for
valid goods and services

Select a sample of payments released
for the period under review and
check that;

To ensure that all
supporting documents are
properly maintained,
accurate and complete



All payments were correctly
authorised by the line
Ministry manager with the
appropriate authority;



All payments processed had
necessary supporting
documents;



All cheques written equalled
the amount
stipulated/approved for
payment ;



Lists are maintained of all

Audit Comment

WP Ref
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Control Objective

Risk

Control Activity

Audit Test

Audit Comment

WP Ref

staff authorised to certify
invoices for payment;


To ensure adequate control
procedures in place over
payments from stipulated
budgets

Misuse of funds

Purchases have been made
for Government activities
Purchases have been made
from approved budget lines

There is an up to date
signature list for approved
budget holders available in
the payments section MOF.

All orders are suitably authorised.
Budget holders authorise orders to
show that the goods or services are
required and that a budget is
available within their delegated
limits.
Check for existence of variance
reports produced against budget
heads, and that the reports have
been reviewed
Lists of all proposed payments
(prepayment reports) are checked,
initialled and dated by authorised
staff before the payments are made.
Review latest budget reports and
obtain a breakdown of goods and
services under each budget head.
Test a sample to ensure the
expenditure has been charged to the
correct budget head and expenditure
vote.

Accuracy of data entered

Inaccurate data entered

Data entry access control

Credit notes are appropriately
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Control Objective

Risk

by line Ministry on Finance
One

Control Activity

Audit Test

Management supervision

controlled and authorised (with
authorisation as for invoices).

Validation Checks
Exception reports

Audit Comment

WP Ref

Amendments to standing data on
creditors is adequately authorised
and checked.
Amendments to the creditor
payments master file are suitably
checked and authorised.
Summary reports of all changes are
periodically checked.
Checks are made to ensure no staff
are set up as creditors.
Passwords (at least six digits and not
common words) and user profiles are
used to control access to information
on the general ledger.
The computer system administrator
(the person who sets up new staff,
changes profiles etc) does not use the
system or have access to any of the
finance systems.
Review standing data on the creditors
system. Check that recent
amendments to data are bona fide
and that supporting documents are
held to validate new suppliers.

Accurate payments

Inaccurate payments

Ensure that all cheques written have
Page | 67

Control Objective

Risk

prepared by MoF

processed

Control Activity

Audit Test

Audit Comment

WP Ref

been properly made out to the
supplier listed on the supporting
documents

Irregular payments
processed

Cancelled cheques are attached to
payment vouchers,
Cheques are issued in running order,
(cheques numbers are in sequence)
Cheques books and securely held,
Cheques require signature of at least
2 senior personnel, (when over a
certain value).
Signatories are reviewed regularly
with specimen copies held at the
bank for review.
Banks promptly informed when the
approved signatories change
Exception reports are produced of
larger payments for particular checks.
Payments are made within an
appropriate time scale
Interrogate the computer payments
system for evidence of payments
made to same supplier for same
amount or same order number.
Adequate Segregation of
Duties

Irregular payments
processed

Ensure that no single
person can control the
payments process

Cheques are not returned to the
person who requested them or who
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Control Objective

Risk

Control Activity

Audit Test

Audit Comment

WP Ref

was involved in the ordering or
authorising process.
Duplicate payments
avoided

Duplicate payments
processed

All supporting documents are
stamped paid.
Appropriate computer reports are
produced and investigated, e.g. same
invoice value or order number paid to
same supplier in last three months.

All transactions have been
correctly accounted for

Inaccurate financial
statements

Chart of accounts for
recording transactions
Validation of data entered
Reports produced and
reviewed for expenditure
coded
Segregation of duties
Creditor reconciliations

All payments give raise to an
individual entry in the creditor
Payments system and can be traced
to the relevant invoice.
All coding is checked for accuracy and
consistency at least on a sample
basis.
Select a sample of payments made by
the MOF and check that


The invoice has been
correctly coded against the
appropriate vote;



The payment is supported by
an official invoice;



That the invoice has been
approved by an authorised
officer;



That the payment has been
made only once;
Page | 69

Control Objective

Risk

Control Activity

Audit Test


Audit Comment

WP Ref

That the payment has been
made to an approved
supplier.

Test the pricing calculations on a
sample of invoices. Ensure the
cheques / payments made were for
the right amount. Investigate any
discrepancies between invoice prices
and quoted order prices.
Where there are goods returned to
suppliers, overpayments or
overcharging, ensure that suppliers
have issued appropriate credit notes
and these have been recorded as
debit entries on the creditors system.
Interrogate the system and audit all
payments over a certain value (to be
determined)
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9. SUMMARY OF MAIN FININGS AND RECOMMENDATIONS
SUMMARY of MAIN FINDINGS:

DATE:

10.

OFFICE:

AUDIT TEST PROGRAMME REFERENCE:

AUDITOR:

WP REF:

REVIEWED BY:
OBJECTIVE:

SUMMARY OF MAIN FINDINGS:
1.

2.

3.

RECOMMENDATION(S):
1.

2.

3.

Auditor’s Signature: _______________________________

Date: ______/_________/________

Page | 71

11.

AUDIT TEST RESULTS

TEST AREA:

DATE:

12.

OFFICE:

AUDIT PERIOD UNDER REVIEW:

AUDITOR:

WP REF:

REVIEWED BY:

OBJECTIVE:

TESTS: A
B
C
D

FINDINGS:

CAUSE:

IMPLICATIONS:

RECOMMENDATION(S):

Auditor’s Signature: _______________________________

Date: ______/_________/________
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13.

AUDIT TESTS

Audit Programme Testing

OFFICE:

OBJECTIVE:

AUDITOR:

TESTS:

REVIEWED BY:

1.
2.
3.
4.
No

Details of Test Documents

Test Results

Comments

Wp
Ref

1
2
3
4
5
6
7
8
9
10
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14.

AUDIT REPORTING

The reporting phase of the audit includes


Debriefing the auditee of the audit findings;



Drafting and issuing the initial audit report;



Discussing the draft report with the auditee;



Reviewing and incorporating the management response;



Finalising and issuing the final audit report to the CEO.

DEBRIEF THE AUDITEE
The principal internal auditor should discuss all audit findings, conclusions and
recommendations with the auditee management prior to drafting the report, this will ensure
that


There are no surprises in the draft report;



There have been no misunderstandings or misinterpretations;



The internal auditor is aware of all relevant evidence and corrective action already
taken.

PREPARE AND ISSUE DRAFT REPORT
The purpose of the report is to communicate, therefore the report should be clear and
concise. It should also be objective and give a balanced view and presented in an
unbiased tone. The report should also note where management are taking action to
correct deficiencies. The report should be presented in a timely manner, (within 2 weeks of
the end of the fieldwork) and should only contain the reportable (most significant) audit
findings that are factual and have supporting evidence.

DISCUSS DRAFT REPORT WITH AUDITEE
Once the first draft of the report has been prepared, it should be reviewed by the
Principal/ACEO and discussed with the auditee. If regular updates have taken place
throughout the audit with the auditee, this process should flow relatively smoothly.
If there is a disagreement in the audit findings which cannot be resolved the ACEO may
take the issue up with a more senior member in the management team (The deputy CEO),
if the issue cannot be resolved it should be included in the final report requesting
clarification on the issue from management.

REVIEW AND INCORPORATE MANAGEMENT RESPONSE
Once the auditee has had time to review the report in detail they should issue a response
to the IAID which indicates their action plan for rectifying any deficiencies indicated during
the audit. The auditee should be given a reasonable time to review and give a response on
the audit report. The amount of time will depend on the number and significance of the
issues identified during the audit.
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FINALISE AND ISSUE THE REPORT
The principal internal auditor should review the management response and action plan
and determine if


The proposed action will fix the underlying problem;



The auditee has the capacity and authority to implement the action;



It is clearly stated who is responsible for taking the action within a stipulated time
frame.

If the principal auditor is satisfied with the auditee response and proposed action it should
then be incorporated into the audit report. The actions to be taken by management should
be clearly identified against the original audit recommendations made. The ACEO should
review the final report, sign the report and issue to the CEO, with a copy to the respective
line manager.

CONTENTS OF THE AUDIT REPORT
All audit assignments should be communicated through a formal internal audit report which
contains the following contents;


Introduction/Background;



Objectives;



Scope;



Audit Approach;



Observations;



Conclusions;



Recommendations;



Action Plan;



Appendices.

An audit reporting template is included below and should be used for reporting all audit
assignments.

AUDIT REPORT TEMPLATE
Title Page – Internal audit assignment on {insert name of audit assignment} completed by
the IAID on {Insert Date}
Introduction / Background:


identifies the organisational units and activities reviewed and the reason the unit
exists;



Information of previous reports and the status of prior recommendations;



Statistical information on the area in question e.g. total value of expenditure;
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Information on the staffing structure, volume and value of transactions processed.

Objectives:
Overall objective – reason that the audit assignment was performed e.g. to ensure that all
payroll payments were made to bona fide employees, were paid at the correct rate and at
the correct time
Specific objectives – the areas that you focused your attention on e.g.


to ensure that all overtime processed has been paid at the correct rate;



to ensure that all starters have been properly authorised and entered onto the
People one system;



to ensure that leavers have been removed from the system promptly so that no
overpayments have occurred;



to ensure that all allowances paid have been properly authorised, correctly
calculated and classified in the Finance One system.

Scope:


Context of the subject matter, description of the system or activity under review;



The audit period under review;



Geographical information / sites visited;



Any exclusions.

Audit Approach
Audit criteria identified against which audit conclusions were drawn e.g. PFM act,
accounting procedures manual or the treasury instructions
A description of how the work was performed, e.g. the types of testing that was performed,
how samples were selected etc.
Standards adopted, to what standard was the audit performed, e.g. in conjunction with the
IAID internal audit manual or professional body standards
Timing of the audit work, any specific reason e.g. to attend a stock take, or to ensure no
impact from school holidays if auditing the Ministry of Education
Observations
Observations should be objective statements of fact, which need to be accurate and
evidence based to support the auditors conclusions, they should compare what should be,
with what is actually happening. Observations should be based on the following attributes:


Criteria – The standards, measures or expectations used in making an evaluation –
what should be?



Condition – The factual evidence the internal audit found during the examination –
what is happening?



Cause – The reason for the difference between the expected and actual conditions
- why does the difference exist?
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Effect – The risk encountered because the condition does not meet the criteria. In
determining the degree of risk the internal auditor should consider the effect that
their observations and recommendations would have on the operations and
financial statements of the organisation.

In a situation where there are several audit observations the auditor should decide if some
of the observations can be aggregated, and then determine which ones are reportable and
those that are more minor and should not be included in the audit report.
Conclusions:


Conclusions should be clear and concise, they should include;



Conclusions on the objectives set – are internal controls working;



Compliance with relevant laws regulations and other procedures;



Statement on whether the system/activity is functioning as intended;



Quantify and aggregate any losses identified during the audit.

Recommendations
Suggest approaches to enhance performance of internal controls in areas identified in
observations and conclusions, suggestions for action by management.
Recommendations should be ranked as high medium or low.
Grading

Definition

High

Major risk, requiring action by the time the final report is issued

Medium

Medium risk, requiring action within 6 months of the report being issued

Low

Change to achieve best practice by a date agreed with the section manager

Action Plan
The action plan identifies the action which management will take to resolve issues
{System / Activity} Action Plan – Short Term Response
Action

Action

Responsibility

Time scale

Audit Comments

{System / Activity} Action Plan – Medium Term Response
Responsibility
Time scale
Audit Comments

Appendices
Any other information which you deem should be appended to the report to improve
understanding for the reader, this may include detailed tables, other evidence or excerpts
from specific legislation or procedural documents.
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15.

AUDIT FOLLOW UP

Recommendations which have identified high risk areas for immediate action should be
reviewed prior to issuing the final report.
Medium risk items will be verified within the 7 month after the final report is issued at the
auditor’s discretion to determine if adequate measures have been taken by management.
The implementation of low risk recommendations will be reviewed at the auditor’s
discretion or at the next audit of the system/activity whichever comes first.
The IAID will maintain a register of recommendations from all audit sources including
those recommended by the Audit Office.
Progress on the implementation of audit recommendation of all medium and high risk
recommendations will be reported in the monthly management meeting until the action has
been completed.
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