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Fort Bend Independent School District Internal Audit Department
INTERNAL AUDIT PROCEDURES HANDBOOK

NOTICE: This publication is available digitally on the Fort Bend Independent School District’s (FBISD) web page at: http://www.fortbendisd.k12.tx.us under Departments: Internal Audit.
Office of Primary Responsibility: Director, Internal Audit Department: Tina Worrell
This instruction, which augments Fort Bend Independent School District Board of Trustees Policy CFC (LOCAL) and administrative regulation CFC(R), contains audit procedures and responsibilities for accomplishing internal audits within the Fort Bend Independent School District.  This instruction is not intended to provide specific guidance for every situation or condition that auditors may encounter in conducting an audit.  Accordingly, auditors must consult the Director of the Internal Audit Department for guidance as necessary.
All auditors are encouraged to submit suggested changes to this instruction to the Director of the Internal Audit Department when they recognize the need for improvement.  The Director may approve or issue instructions to implement or supplement the procedures contained herein.
Foreword
The concept of accountability for public resources is key in Fort Bend Independent School District’s governing process.  Texas state legislators, government officials, and taxpayers want to know whether school district services are being provided efficiently, effectively, economically, and in compliance with laws and regulations.  They also want to know whether district programs are achieving their objectives and desired outcomes, and at what cost, managers are accountable to the public for their activities and related results. The district’s Internal Audit Department is a key element in fulfilling the district’s duty to be accountable.  Auditing infuses confidence in reports on the results of school district programs or operations, as well as in the related systems of internal control.  The United States Comptroller General’s Government Auditing Standards (commonly referred to as the GAO’s Yellow Book Standards) provide a framework to auditors so that their work can lead to improved management, decision making, oversight and accountability.

This handbook is based on the Yellow Book standards as well as the Institute of Internal Auditors Standards for the Professional Practice of Internal Auditing, which are broad statements of guidance and auditors’ responsibilities.  They both provide an overall framework for ensuring that auditors have the competence, integrity, objectivity, and independence in planning, conducting, and reporting on their work.  Auditors will face many situations in which they could best serve the Superintendent of the Fort Bend Independent School District, its Board of Trustees, and the taxpaying public by doing work exceeding the standards’ minimum requirements.  As performance and accountability professionals, auditors should not strive just to comply with minimum standards, which represent the floor of acceptable behavior, but auditors need to do the right thing according to the facts and circumstances of each audit situation. Auditors should seek opportunities to do additional work when and where it is appropriate, particularly in connection with testing and reporting on the district’s internal control systems.
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Chapter 1
AUDIT LIFE CYCLE AND MANAGEMENT
1.1. Overview. The audit life cycle begins with the planning phase and extends through audit reporting.  The auditor consists of the auditors and Director.  This chapter provides broad general background information on the audit process.

1.2. Campus/Department Audit Process. The audit life cycle consists of three phases: planning, application, and report processing.  The planning phase encompasses all the actions needed to define the audit’s objectives and thoroughly plan the audit.  This phase may not be necessary if the area being audited is repetitive and mandatory from year to year (e.g., Conflict of Interest Project, various PEIMS audits, activity fund audits, etc.) The planning phase culminates with the development of the audit program.  During the application phase, auditors gather adequate evidence to support audit results and provide a basis for specific recommendations.  The auditors then prepare the draft audit report to clearly present identified findings and recommendations so management can take appropriate corrective actions without the need for further review or study.  During the report processing phase, the auditors receive and evaluate management’s action plans, and prepare and distribute the final report.  Follow-up audits are performed once the corrective action plans are reportedly complete or implemented, and their purpose is to determine whether actions taken by management corrected the cited deficiencies.
1.2.1. Planning. Audit planning begins after the Board of Trustees has approved the audit plan (i.e., annually each June) and immediately upon issuing the notification memorandum (a.k.a., engagement memo) to the auditee.  It ends when the auditors complete the audit program.  For repetitive (year-to-year) audits, this phase of the audit cycle may be excluded.  However, for subject matter that has not been exposed to audit before, or a long lapse has occurred since the last audit, this phase should be accomplished. A guide to conducting the planning phase is included on Attachment 2.
1.2.1.1. Research. During the planning phase, the auditors acquire background information needed to prepare the audit program, identify deficient conditions (potential audit results) and their probable causes, identify significant controls (or lack thereof), and assess the risk of fraud. Based on planning results, the auditors determine what the scope of the audit will be.
1.2.1.2. Audit Program. After deciding on a tentative scope (with the approval of the Director), the auditor identifies and limits the audit objectives to those fulfilling the audit purpose.  The auditor then develops audit steps for each objective that fully document and substantiate the potential deficiencies, underlying causes, and impact identified during research.  The completed set of audit steps comprises the audit program.
1.2.2. Application. Audit application includes data gathering, summarization and data analysis, validation, writing the draft report, and sending the report out for responses.  The application phase begins when the auditor starts applying the audit program and ends when the auditor receives management’s action plans.
1.2.2.1. Data gathering encompasses all of the fieldwork the auditor performs, as outlined in the audit program, to gather evidence supporting the audit objectives and potential findings.

1.2.2.2. Summarization and analysis includes compiling and evaluating audit results, drawing conclusions, and identifying potential findings.

1.2.2.3. Validation is the discussion of potential audit observationss with management during (not after) the audit.  Management may either agree with (validates) the audit observations or disagree and should provide evidence supporting their opposing position.  When feasible, audit observations should be discussed with the Director/Principal and the respective Executive Director/Associate Superintendent after validation with the subordinate levels of management.  Based on the discussions, additional audit testing may be necessary to obtain further support for the audit findings or to validate the new evidence presented by management. 
1.2.2.4. The draft report portion of the application phase includes drafting the audit report, reviewing the draft report, requesting approval from the Director, discussing the report with management, and distributing the report for responses.

1.2.3. Report Processing. The report-processing phase begins when the auditors receive management’s action plans and ends with the final report distribution. This phase includes evaluating management’s action plans, preparing the final report, requesting final approval from the Director, publishing and distributing the final report, and scheduling recommendations for follow up.

1.3. Audit Responsibilities. The remaining chapters provide specific auditor responsibilities.  Below are general responsibilities.

1.3.1. Director or Internal Audit Responsibilities. The Director of Internal Audit is the primary supervisor for all internal audit projects. The Director will:
1.3.1.1. Perform acceptable risk assessments to determine the annual audit plan and will present the audit plan to the Board of Trustees annually for approval.

1.3.1.2. Schedule auditors to audits based on available and/or most practical resources.

1.3.1.3. Approve audit starts, scope, overall objectives, and project plans.
1.3.1.4. Monitor audit progress and performance, and approve requests for deviation from the approved project plan (e.g., changes in audit project milestones, resource limits, or objectives).
1.3.1.5. Promptly act on identified problems (such as access denials by management and disagreements with management officials); forward problems that cannot be resolved to the Superintendent.
1.3.1.6. Review and approve engagement memorandums, work papers and draft audit reports for release to management and assure they comply with auditing standards and Internal Audit Department manual.
1.3.1.7. Establish procedures to ensure quality assurance procedures (e.g., “cold reader” reviews) are accomplished if possible.
1.3.1.8. Provide auditors with general guidance, technical assistance, and training (within the limitations of the annual budget).
1.3.1.9. Assist auditors in planning the audit, review the planning-phase work papers, evaluate the planning-phase research results, and approve the audit program.
1.3.1.10. Monitor application activities to verify auditors achieve all audit objectives.
1.3.1.11. Review auditors’ work papers and verify audit work complies with auditing standards (Government Auditing Standards and IIA Standards) and the Internal Audit Department department manual. Document the review results.  For any comments, questions, or audit directions that require a response, the Director should follow up and ensure the auditors’ reply comments are responsive (i.e., they adequately address the issues the Director raised).

1.3.1.12. Act on identified problems (e.g., access denial or disagreements with management personnel).  Elevate problems that cannot be resolved to executive management.
1.3.1.13. Evaluate requests for deviations from agreed upon audit objectives, make final decision on adjustments.
1.3.1.15. Participate (to the extent possible) in opening and closing conferences with management officials.  Always attend Executive Director and higher closing conferences.

1.3.3. Auditor Responsibilities. Auditors manage assigned audit projects in accordance with auditing standards (Government Auditing Standards and IIA Standards) and Internal Audit Department department manual.  Auditors will:
1.3.2.1. Conduct audit projects in accordance all applicable standards and the Internal Audit Department department manual.
1.3.2.2. Document all work performed and evidence gathered in project work paper files, request review/approval once the work paper is complete.
1.3.2.3. Respond to and resolve the Director’s review comments.  Set reminders as needed to ensure that mistakes are not continuously repeated.
1.3.2.4. Evaluate planning results, formulate audit objectives, and prepare the audit program. 
1.3.2.5. Gather data in accordance with the audit program. Answer all audit steps and assure sufficient evidence is gathered to reach a conclusion on each announced objective. Validate the audit conclusions with management officials.
1.3.2.6. Resolve or elevate problems (such as access denial or disagreements with District personnel; significant audit results requiring interim reporting; and potential need to deviate from announced objectives).
1.3.2.7. Summarize audit results, identify report issues, prepare the draft report, and elevate the completed draft to the Director for approval. Once approved, discuss the report with auditees. Assure that all applicable levels of management have been given the opportunity to receive audit results.  Do not exclude the Associate Superintendents unless they indicate no discussion is required.
1.3.2.8. Evaluate management’s action plans, prepare the final report and finalize the work papers.

1.4. Audit Project Management.

1.4.1. Cancellations and Deferments. When announced audits are subsequently cancelled or deferred (beyond 2 months), auditors will prepare a notification memorandum stating reasons for the cancellation or deferment.  For deferments, the memorandum should also state the approximate month the auditors plans to restart the audit.  The Director will send the memorandum to each addressee that received the original announcement.

1.5. Consulting Services.

1.5.1. Legal Consultation. Auditors can obtain legal opinions, interpretations, or clarifications from the District’s in-house contract lawyer; however, these requirements should be coordinated and approved by the Director before consulting the attorney.
1.5.2. Technical Consultation. To the maximum extent possible, auditors should obtain technical expertise from trusted sources such as the Texas Association of School Boards (TASB) or the Texas Education Agency (TEA). There may be occasions when special technical audit skills are needed whereby external sources can be contracted.  These requirements will require coordination and approval by the Director of Internal Audit.

1.6. Timely Audit Completion.  The timely completion of audits provides an essential service to management and meets the audit standard for timely reporting.  Toward this end, auditors should establish realistic milestones at the start of each audit, and the Director should regularly review progress in meeting the milestone and resource targets.
1.6.1. To assist in making timely decisions relative to the audit resource investment, the Director should establish thresholds. The message here is not to constrain the auditor but to assure that audit results are received by management timely enough to be useful.

Chapter 2

AUDIT PLANNING
2.1. Overview. The main purpose of the planning phase is to obtain all the information needed to determine the audit scope and objectives and to develop the plan for subsequent in-depth audit work. The actual amount of planning work accomplished will vary from audit to audit and depend mainly on the auditor’s experience, familiarity with the subject area, and understanding of the control environment. This chapter identifies planning-phase responsibilities and provides guidance for conducting the audit planning phase.  This chapter is provided as an aid in developing audit areas that have not been frequently reviewed.  It is not necessary to apply this chapter for repetitive.  A guide to conducting the planning phase is included on Attachment 2.

2.2. Planning Responsibilities.

2.2.1. The Director will:

2.2.1.1. Communicate with executive management and gather measurable criteria in order to develop appropriate risk assessments for FBISD.  Use these risk assessments to develop the annual audit plans which should be based on the highest risk areas/campuses to be audited.
2.2.1.2. Verify the audit planning phase was conducted in accordance with Internal Audit Department policies and procedures.
2.2.1.3. Informally coordinate with the District’s Chief of Police on planned audits that may involve fraud.  This action is primarily a courtesy to keep the police chief informed of current areas of audit interest.  A possible result of this communication could be the informal exchange of information of mutual interest.
2.2.1.4. Continuously monitor auditor progress during the planning phase, provide assistance as needed, and assure the auditor conducts the planning phase in accordance with applicable Standards and procedures.
2.2.1.5. Review planning-phase work papers and make suggestions and corrections when appropriate. 
2.2.1.6. Review and approve the auditor’s program for the application phase, and ensure the program includes the agreed-upon objectives and a series of steps that would reasonably accomplish each objective.  The Director will also approve any changes the auditor makes to the audit program during the application phase.

2.2.2. The auditor will:
2.2.2.1. Conduct the audit planning phase in accordance with Internal Audit Department department manual (i.e., this document).
2.2.2.2. Prepare the notification memorandum for the Director’s signature

(initials) and opening conference for the audit. 
2.2.2.3. Prepare work papers in standard Internal Audit Department format to document the results of discussions, audit tests, reviews of controls, etc. Standard Internal Audit Department work paper format should be constructed to include the following minimum requirements: 1) A work paper summary document for each section of the testing section of the audit program: which should include the objective, scope, methodology and conclusions 2) audit work papers that support the work paper summary document: which should include an objective; scope; source; methodology; results and conclusions 
2.2.2.4. Prepare an audit program that includes the objectives of the audit and a series of steps to answer each objective. The audit program will include the elements described in paragraph 2.8.
2.2.2.5. Respond to the Director’s work paper review comments by answering questions, responding to general comments, and accomplishing any additional directed tasks.
2.3. Audit Selection and Coordination. The assignment of audits is normally the Director’s responsibility. However, the process is usually the result of a collective effort on the part of the Director and auditors.  
2.3.1. Selection. The Director should assign audit projects from the annual plan to the maximum extent possible.
2.3.2. Coordination. Before assigning a locally initiated audit project, the Director will ensure the proposed project does not conflict with ongoing studies or analyses being conducted by other Departments. Scope adjustments should be considered as appropriate.

2.3.2.1. This limitation is intended to preclude duplicate reporting and potential “double jeopardy” where the study or analysis includes a Fort Bend Independent School District-wide recommendation for corrective action, and then a subsequent Internal Audit report makes essentially the same recommendation.  In most instances, the report recipient or action office should already have action underway to correct the conditions.

2.3.2.2. This limitation does not apply where circumstances warrant otherwise such as suspected fraud or follow-up efforts on previous work performed.  However, in those circumstances, the audit report will cite the Fort Bend Independent School District audit report (title) and its audit observations and recommendations.

2.4. Planning - Initial Requirements. At the start of each audit project, the Director will discuss with the auditor the preliminary scope, objectives, and basic approach of the audit.  The auditor will then complete and distribute the notification memorandum, conduct the opening conference with management, and conduct preliminary research.
2.4.1. Notification memorandum. The auditor provides applicable Department heads, Executive Directors, or Principals verbal and written notification no more than 48 hours (campus audits) and 1 week (operational audits) prior to the start of each audit.  NOTE: Auditors may not provide advance notification for cash counts or other audits where surprise is essential in accomplishing the audit objectives.

2.4.1.1. Memorandum Contents. The audit memorandum will include the following information:

2.4.1.1.1. Audit title (in the subject line).

2.4.1.1.2. Organizations to be audited (if not obvious).

2.4.1.1.3. Audit start date and general objectives, to the extent known at the time the memorandum is prepared.

2.4.1.1.4. Assigned auditor and telephone number.

2.4.1.1.5. Request for information needed at the start of the audit for planning purposes.  Examples of information the auditor might request include: organization chart, office instructions and instruction supplements, computer retrievals needed (if known), list of performance indicators (metrics) management uses to determine operational effectiveness, and the results of any external or regulatory examinations/audits accomplished in the past 2 years.

2.4.1.1.6. Request for the names, titles and telephone numbers of all applicable auditees for whom the auditor may come in contact with.

2.4.1.1.7. Always schedule an opening conference or provide an opportunity for management to express any concerns.

2.4.1.1.8. The distribution (either “to” or “cc”) will include all organizational divisions/personnel affected by the audit.

2.4.2. Audit Opening Conference. The auditor and Director (when necessary) will conduct an opening conference with the Department head or Principal prior to beginning the audit and inform him/her of the preliminary audit purpose and scope, including the general objectives, and identify the estimated time of the audit, if possible.
2.4.2.1. Also, include other key personnel in the opening conference as deemed appropriate by the Department head or Principal.  For example, the appropriate Associate Superintendent should be allowed the opportunity to attend an opening conference on any audit area for which he/she manages.
2.4.2.2. Ask the Department head or Principal if they have any recommendations regarding the scope and objectives of the audit.

2.4.2.3. Ask the Department head or Principal if there are any reports and data they use in determining the audited activity’s general health and assessing how well the activity is meeting management’s objectives.  For example, if the audit were in the area of investments, the annual investment report provided to the Board of Trustees would provide detailed data about the performance of the investment portfolio.  If reports are available, arrange to obtain copies.

2.4.2.4. Document the results of each opening conference in a brief meeting memo for the record.  Include the memo in the project work paper files along with the initial notification memorandum.

2.4.3. Preliminary Research. Auditors will perform preliminary research to familiarize themselves with the audit and prepare for data gathering.
2.4.3.1. Identify and review Fort Bend Independent School District regulations and policies, Texas Education Agency instructions, and Texas Government Code statutes. These sources provide good background information on required controls and public law and should establish a baseline for understanding the audited entities’ operational requirements.
2.4.3.2. Also, review previous reports that may have been issued on the same topic.  Sometimes reports issued by internal audit departments at other school districts can be obtained by participating in an online audit network (i.e., TASBO or HASDIA).

2.5. Planning - Research. Auditors will gather basic background information, review prior audit coverage, perform limited tests to identify potential findings, identify and review controls, assess the risk of fraud, identify management performance standards (metrics), identify computer-generated data that will be used in the audit, and obtain input from other organizations. (Reference the Audit Planning Program at Attachment 2). NOTE: Not all data specified may apply for every audit, so auditors should use professional judgment in eliminating those steps that do not apply.
2.5.1. Basic Information of the Audited Entity. Acquire the following information, as applicable: primary and subordinate missions or functions, budget and resource information, organizational structure and personnel assigned, and operating instructions and other supplemental criteria.
2.5.2. Prior Audit Coverage. Review prior audit coverage within the last 5 years from the start of your current audit.  Auditors must follow up and report on recommendations made by the Internal Audit Department if prior audits made recommendations to correct conditions related to the current audit objectives. Review past work paper files to identify prior Internal Audit Department coverage.
2.5.3. Potential Findings. Perform limited testing, as appropriate, to identify potential problems and their causes and impact.  Do not identify potential problems without also attempting to identify potential causes and impact.  Causes will often relate to ineffective controls, including lack of oversight and noncompliance.
2.5.4. Financial and Management Controls.  GAO standards require that auditors review internal controls and management controls during all audits.  The purpose is to (a) determine if the established controls are working as intended and (b) provide reasonable assurance of detecting or preventing errors, fraud or irregularities, inefficiencies, or uneconomical practices.
2.5.4.1. Identify Controls: During the planning phase, the auditor will identify the controls (processes and procedures) established and implemented to account for and protect assets, assure accurate reporting, and efficiently and effectively accomplish the mission of the activity under review.  This step is normally accomplished through review of regulations and internal operating instructions, discussions with managers and operating personnel, and physical inspection.
2.5.4.2. Flowchart Controls: Where applicable, the auditor should gain an understanding of the activity’s control environment and flow of transactions. Flowcharts assist in this process by providing a graphic portrayal of the operation, and they help the auditor visualize and comprehend the activity’s work processes. They are also beneficial in evaluating the adequacy of controls; therefore, use flowcharts whenever feasible.  However, the use of flowcharting is not practical in every instance.  Time constraints and the size and complexity of the activity are factors the auditor considers before reaching a decision to use flowcharts. When the auditor does not use flowcharts, a written narrative of the operation should suffice.
2.5.4.3. Test Controls. During the planning phase, auditors will perform limited tests to assess compliance with established controls and to form a preliminary opinion on their effectiveness. These tests will help the auditor determine the nature, timing, and extent of any additional detailed audit tests deemed necessary.

2.5.4.3.1. If the auditor concludes the controls are adequate, he or she should reduce the extent of detailed testing during the application phase.

2.5.4.3.2. Conversely, if the auditor doubts the reliability of controls or elements thereof, the auditor should accomplish further in-depth audit work in the areas identified.

2.5.5. Fraud. While reviewing controls, the auditor must be alert to situations or transactions that could be indicative of fraud (errors, irregularities, and illegal acts).  In addition, when auditing in areas with high potential for fraud, the auditor should review SAS 99 and discuss the audit with local District Police Department personnel. The warning signals discussed below will assist the auditor in identifying potentially fraudulent situations.

2.5.5.1. Difficulty in Obtaining Evidence: This warning signal includes difficulty in obtaining audit evidence with respect to unusual or unexplained transactions, incomplete or missing documentation and authorizations, and alterations in documentation or accounts.

2.5.5.2. Inadequate Controls: Noncompliance and lack of oversight are two important control-related problems that would allow fraud to occur without detection.  In addition, the auditor should be aware that while controls may be documented, management override could be prevalent in the department and inquiries should be made of subordinate personnel to determine whether this may be a factor.  In addition, evidence should be inspected (i.e., approval signatures, etc.) should be inspected to corroborate testimony given by the auditees.
2.5.5.3. Unexplained Fluctuations: Unusual or unexplained fluctuations in material account balances, physical inventories, and inventory turnover rates.

2.5.5.4. Performance Problems: Encountered performance problems such as delay situations or evasive or unreasonable responses to audit inquiries.

2.5.5.5. Dispersed Locations: Widely dispersed locations accompanied by highly decentralized management and inadequate reporting systems.

2.5.5.6. Electronic Data Processing Weaknesses: Known continuing weaknesses in internal controls over access to computer equipment or electronic data entry devices.

2.5.6. Metrics. Metrics are objective standards management used to assess performance. These standards may be in the form of an error rate, on-time rate, and specialized exception reports.  Management’s success in achieving (or failing to achieve) the established metrics provides a prime indicator of the organization’s effectiveness.  During the audit planning phase, the auditor should gather information regarding the identified metrics.  Later, during the application phase, the auditor should determine if the metrics are correctly computed and accurately reported.

2.5.7. Computer-Generated Data. GAO standards require that “when computer generated data are an important or integral part of the audit and the data’s reliability is crucial to accomplishing the audit objectives, auditors need to satisfy themselves that the data are relevant and reliable.” During the audit planning phase, auditors will identify the computer-generated data and reports they will rely on during the application phase to support the audit’s conclusions. During audit application, auditors will test to verify the data’s reliability (paragraph 3.7.).

2.5.8. Input From Other Organizations. Evidence obtained from a credible third party is more competent than that secured from the auditee. In addition, organizations that work with the auditee often have a good understanding of the auditee’s strengths and weaknesses. Therefore, the auditor can generally benefit by obtaining input from personnel who interact with the auditee.

2.6. Audit Planning Work Paper Requirements. Auditors will plan, prepare, assemble, and summarize audit planning work papers for every assigned audit project.

2.6.1. Follow the specific procedures for uniform work paper organization and presentation required in this instruction. See the standard Table of Contents at Attachment 1 for key items to be included in a set of work papers. Work paper material should be arranged in the same order as that shown in the indexing Attachment.
2.6.2. Automated work papers are the acceptable means of work paper documentation for FBISD Internal Audit.  All work papers must be properly cross-referenced using hyperlinks or inserted references.  Whenever possible, the audit templates should be used located in the library of the automated work paper software.
2.6.3. Beyond these procedures and requirements, auditors must use professional judgment and initiative in determining the manner of presentation.

2.7. Planning Summary Work Paper. At the conclusion of the research portion of the planning phase, the auditor will prepare a work paper that summarizes the planning results and provides rationale for the scope and to conduct the audit. Include the following elements:
2.7.1. Background Information. Provide sufficient detail to enable the auditor and Director to understand the program, system, or function.
2.7.2. Management Contacts. Identify the District officials contacted during the research and their suggestions related to the audit scope, if any.
2.7.3. Control and Fraud Assessment. Provide a preliminary assessment of the effectiveness of established controls, including an assessment of the risk of abuse or illegal acts (fraud) occurring. The risk assessment should inherently focus on:
2.7.3.1 Probability of fraud, waste or abuse. For example, illegal activity is less likely to occur in the Fine Arts Department; whereas, it may be more likely to occur in the maintenance or contracting areas.
2.7.3.2 Materiality. Consider any budget or project with a value of $500,000 or more as material.
2.7.3.3. Mandates by CPAs, the TEA, or public law. If mandates regulate the activity or program, it should be considered a high risk area in conjunction with the other risk assessment factors.
2.7.3.4 Media or Public Scrutiny. If the subject matter has high potential for media coverage, it should be considered a high risk area.
2.7.3.5 Management Controls. If the subject matter is not founded on a good system of internal controls, it should be considered a high risk area.
2.7.3.6 Prior Audit Coverage. This is a risk factor if the entity has not been audited in the past.  If the area has been audited, but more than five years has lapsed, the area should be considered high risk.
2.7.3.7 Change in Key Personnel or Operation. If principals, bookkeepers, accountants, supervisors, or other personnel in key positions have changed during the year, this becomes a risk factor. Also, when the mission of the organization changes, the opportunity for asset mishandling and accountability increases and should be considered as a risk factor.
2.7.4. Computer-Generated Data. Identify the computer-generated data that will be used during the review to support audit conclusions, if any.
2.7.5. Research Results. Identify potential findings based on networking and other similar resources.
2.7.6. Rationale to Terminate the Audit.  If extraordinary circumstances develop which causes a termination of the audit, the auditor should issue a report to all original notification memorandum recipients explaining the cause for the termination.
2.7.8. Cross-references or hyperlinks. The auditor will cross-reference by hyperlinking or manually inserting cross-references adjacent to all pertinent elements of the summary work paper indicating the index label(s) on the supporting work papers. 
2.8. Audit Program. The auditor must prepare a written audit program before starting any in-depth audit work.  The Director of Internal Audit will review the program for adequacy and approve the program before the auditor starts audit testing. The program must provide understandable audit objectives and a series of program steps that will reasonably accomplish each objective. Reference: the Audit Planning Program at Attachment 2.
2.8.1. General Guidelines.

2.8.1.1. The audit program will identify the objectives of the audit and provide a systematic series of audit procedures, tests, or steps to answer each objective.
2.8.1.1.1. Gather sufficient, relevant, and competent evidence to convince a reasonable person of the validity of the audit results. The amount and type of audit testing and evidence gathering depends upon the judgment of the auditor and Director. According to the Yellow Book, “7.50 Evidence may be categorized as physical, documentary, testimonial, and analytical. Physical evidence is obtained by auditors’ direct inspection or observation of people, property, or events.  Such evidence may be documented in memoranda, photographs, drawings, charts, maps, or physical samples.  Documentary evidence consists of created information such as letters, contracts, accounting records, invoices, and management information on performance.  Testimonial evidence is obtained through inquiries, interviews, or questionnaires (note: testimony cannot be construed as adequate evidence on its own without independently verifying the information elsewhere). Analytical evidence includes computations, comparisons, separation of information into components, and rational arguments.”
2.8.1.1.2. Design audit tests and data gathering procedures to facilitate subsequent summarization and reporting. Using spreadsheets and tables will greatly aid in summarizing data. Planning for summarization (work paper summary) and reporting during program development will reduce the time needed to complete the audit.  NOTE: If the auditor develops spreadsheets or databases for use in the audit program, the Director should (during subsequent work paper reviews) perform basic internal consistency and logic checks to verify the accuracy of worksheet formulae and calculations or to test the logic used in making database queries.  Logic tests, for example, can be verified by examining the spreadsheet formulae used in the audit tests.
2.8.1.2. Whenever possible, the auditor should use computer-assisted techniques to obtain a 100 percent data download and draw conclusions for the entire population.
2.8.1.3. When the use of 100 percent downloads is not feasible, use sampling, if possible, to accomplish the audit objectives and to maximize use of available audit resources.  Use statistical sampling when the need exists to estimate cost avoidance or the extent of an error within an entire audited entity.  If sampling is used:
2.8.1.3.1. Clearly identify the sampling plan and data requirements.

2.8.1.3.2. Include guidance on selection parameters and number of items for testing in the audit program.
2.8.2. Potential Findings. Include audit steps addressing suspected problems, probable causes, and resulting impact. Design tests to determine:
2.8.2.1. Condition: Gather sufficient evidence to support a conclusion on each suspected problem identified in the planning phase and to determine the extent of the problem. See paragraph 2.8.1.1.1.

2.8.2.2. Cause: Determine the cause of identified problems. Causes will frequently relate to control problems (paragraph 2.8.5.) such as inadequate procedures, guidance, oversight, or training. Steps should seek to identify the root cause.  For example, it is not sufficient to tell management that personnel were not complying with a particular requirement--this is not the root cause.  Management also needs to know if employees lacked familiarity with the requirement; did not have time to complete the requirement, due to understaffing or some emergency; or lacked training to complete the required task.  Management may contribute to the problem by failing to provide oversight, assigning too few staff to a task, or under emphasizing the importance of a task.
2.8.2.3. Impact or Effect (Risk): Quantify the impact of deficient conditions.  Whenever possible, design steps to capture “real” instead of “potential” impact.
2.8.3. Management Issues. Include audit tests that provide coverage of management’s suggested issues or concerns, if applicable.
2.8.4. Prior Audits. Include audit steps to follow up on the prior audit results and recommendations if the auditor identifies prior audit coverage corresponding to the audit objectives of the current audit.
2.8.4.1. Audit steps should be sufficient to determine if management took the indicated corrective action and the action corrected the deficiency.  If the condition still exists, the steps should be sufficient to fully develop a “repeat” finding.  The degree of support for repeat findings (or to clear findings) is the same as that required by the Internal Audit Department in all audits.
2.8.4.2. Include steps to confirm the amount of cost avoidance realized, if applicable.  Unfortunately, auditors frequently cannot trace changes in requirements and/or budgets to actual hard documentation to ascertain the extent that a benefit actually occurred.  However, auditors can validate savings, recovery or cost avoidance when management makes a collection or billing or cancels a contract or purchase request.
2.8.4.3. When applicable, fully document why follow up was not necessary or accomplished on the findings and recommendations in prior audits with similar objectives.
2.8.5. Financial and Management Controls. The audit program will include audit steps to test the effectiveness of and compliance with the significant controls identified in planning research. The amount of testing will vary from audit to audit and depend on the amount of control-related work accomplished during research and the importance of controls to the objectives of the audit.  Generally, the auditor will perform sufficient testing to ensure the controls in place are consistently applied.  The following provides guidance to use in assessing controls.
2.8.5.1. Personnel. Are a sufficient number of technically competent employees assigned to accomplish the tasks, and have employees received adequate formal and on the-job training?

2.8.5.2. Documentation. Are transactions and other significant events clearly documented, promptly recorded, and properly classified? Is the documentation readily available for examination?

2.8.5.3. Authorization. Are transactions and other significant events properly authorized and executed only by persons acting within the scope of their authority? 
2.8.5.4. Separation of Duties. Are key duties in authorizing, processing, recording, and reviewing transactions separated among individuals?  Refer to the organizational chart, if applicable.
2.8.5.5. Access. Is access to resources and records limited to authorized individuals, and is accountability for resources assigned? Are resources periodically reconciled to accountability records?  If so, by whom?
2.8.5.6. Computer Systems. For computer-generated data, are system application controls in place, are procedures documented for entering data into the computer system, and is access to the computer system controlled?  Are access authority levels periodically reviewed for appropriateness?  If so, by whom?
2.8.5.7. Oversight. Is qualified and continuous oversight provided to ensure personnel comply with existing controls and management control objectives are achieved?

2.8.5.8. Compliance. If the system has a process to detect errors, perform sufficient testing to satisfy yourself that the process has been implemented.  If the system requires a separation of duties, verify that one person does not have access to all steps of the process.  If a process requires approval, perform sufficient testing to ensure the proper individuals are properly reviewing the task before providing the approval.
2.8.6. Fraud and Illegal Acts. Include steps, which provide reasonable assurance for detecting fraud when auditing in areas where the potential for fraud exists and (a) planning phase audit tests indicated the existing controls were not effective or lacked compliance, or (b) controls were not tested in the planning phase.

2.8.7. Metrics. Verify the accuracy of any metrics identified during planning (paragraph 2.5.6.). Include steps in the program to determine if:
2.8.7.1. Personnel computed the metrics correctly. This involves confirming the documentation is complete and accurate and that the metrics calculations are accurate.
2.8.7.2. Personnel reported the metrics accurately. This involves performing sufficient testing to determine if the metrics calculations were accurately and completely reported to management.
2.8.8. Tests of Computer-Generated Data. Government auditing standards require auditors to determine the reliability of computer-generated data when the data is crucial to accomplishing the audit objectives.  Consequently, whenever an auditor relies on computer generated data and reports as evidence to support an audit result, the audit program must include tests to verify the accuracy of the data and reports.  NOTE: If auditors use the computer-generated data only for background or informational purposes, citing the source of the data is sufficient.

2.8.8.1. The two types of data testing methods are auditing around the computer (manual) and auditing with the computer (automated). While the auditor may use either method, or a combination of both, the manual method is the most common method used at FBISD to test data reliability in Campus/Department audits.

2.8.8.1.1. Manual Method. Use the manual method when you have a visible audit trail to verify computer-processing results. To test data reliability, (a) confirm computer-generated data with product users; (b) conduct physical counts and inspections; (c) review output listings for completeness, obvious errors, and reasonableness of values; (d) trace source documents (e.g., purchase or receiving documents) to computer output; (e) recalculate computations; and (f) develop additional tests deemed necessary to validate data reliability.
2.8.8.1.2. Automated Method. The automated method uses computer programmed tests to measure data reliability.  The auditor should take advantage of any error checking options available and include these in the audit program.  The auditor should use various footing and cross-footing techniques to ensure accuracy and identify errors when the data are entered into a spreadsheet. Use range and reasonableness checks to identify obvious errors in data accuracy.  In addition, many data downloading programs contain built-in editing options.  Finally, auditors can develop test transactions to determine whether the computer processes the transaction according to system specifications. 
2.8.8.2. Sufficient testing will be accomplished to allow the auditor to reach one of the following conclusions: the data was reliable, the data was unreliable but still usable, or the data was unreliable and not usable.
2.8.9. Follow-Up Audits. When an audit’s objective is to follow up on a prior report, limit the scope of the follow-up audit to the specific recommendations identified during the previous audit.  Unless the previous audit report contained only one or two findings, it is not necessary to follow up on every recommendation in the prior report, and do not include audit tests to explore related issues that were not covered in the prior audit.  For clarification of which recommendations to review, discuss the audit follow-up audit with the Director of Internal Audit.
Chapter 3
AUDIT APPLICATION AND SUMMARIZATION
3.1. Overview. This chapter identifies application-phase responsibilities and provides guidance that auditors will use to gather data and prepare detail work papers, summarize the audit results, document the work accomplished to assess controls and verify data reliability, and validate the audit results with management.
3.2. Application Responsibilities.

3.2.1. The Director will:

3.2.1.1. Verify the audit application phase was conducted in accordance with Internal Audit Department procedures during work paper reviews. Provide feedback on the work papers to the auditors.

3.2.1.2. Monitor audit progress and performance, and provide guidance and assistance as necessary.

3.2.1.3. Evaluate, then approve or disapprove, requests for deviations from established audit project milestones, staff hours, and objectives.

3.2.1.4. Supervise and guide the auditor through the audit application phase.

3.2.1.5 Discuss application results with the auditor on a frequent, recurring basis – at least every 2-3 weeks for experienced auditors and more frequently for newer auditors.

3.2.1.6. Review work papers periodically during the application phase, and document the review in the automated work paper software.  Auditors are responsible for checking for review notes and staying current with their work papers.  NOTE: The Director may delegate review responsibilities to any auditor on his staff at his/her discretion.

3.2.1.7. Provide the Superintendent periodic project status reports, briefings, or other reports advising of audit progress and results in person and through the department’s bi-weekly reporting process. 

3.2.2. The auditor will:

3.2.2.1. Conduct the audit in accordance with all applicable auditing standards.

3.2.2.2. Apply each step in the audit program and collect sufficient evidence to answer all audit objectives and support the audit conclusions.

3.2.2.3. Keep the Director informed on how the audit is progressing, and notify the Director of any results requiring possible action. It may be necessary, for example, to reduce or terminate work on one objective, expand work on another objective, or issue an interim report. NOTE: Any change in scope should be coordinated with and approved by the Director.

3.2.2.4. Prepare work papers to effectively and accurately document the work performed.

3.2.2.5. Respond promptly to the Director’s review comments, answering questions and providing brief explanations of actions that will be taken. 
3.3. Work Paper Requirements. Auditors will use automated work papers to the maximum extent possible. Their use greatly reduces the requirement to print work papers and enhances the summarization and review processes. 
3.3.1. General Requirements. Organize the electronic work papers to facilitate supervisory review and so that subsequent reviewers can easily follow the auditor’s logic and find support for the report’s audit results. Auditors must provide the Director with a road map through the work papers that clearly show all steps taken in the audit process.

3.3.2.1. Refer to instructions for the automated work paper software on work paper referencing.
3.3.2.2. Hyperlink whenever possible or manually cross-reference all pertinent files.  Generally speaking, hyperlinking requirements for Internal Audit Department work papers are the same as cross-referencing requirements for manually prepared work papers.

3.3.3. Supervisory Review. The Director will review completed work papers and use the automated software to record his/her review comments, questions, and tasks. The Director may use a work paper review checklist to assist in this review. The automated software keeps track of the work paper review date and approval date. 
3.3.4. Storage and Retention.

3.3.4.1. Backup. The Internal Audit department’s automated work papers are backed up on the District server nightly, and are also encrypted.  If any work is tentatively saved onto the auditor’s personal drive (H) or the department’s shared drive (S), these too will be backed up nightly.  Work kept on the auditor’s C drive or Desktop, is not backed up and should not be used as a means to store important files.  
3.3.4.2. File Labeling. Place a label on each work paper CYA folder, which identifies the applicable project and report or completion (if no report) date (e.g., Payroll Audit CYA Files- January 2007).  
3.3.4.3. Retention. Retain all work paper files outside of the automated work paper software (i.e., CYA files) for five (5) years.  Records may be moved to an off-site location if necessary for space.  Audit reports will be kept indefinitely.
3.3.4.4. Administrative Control. Safeguard all work papers. Sensitive files involving fraud or personnel actions should be kept in a locked cabinet or drawer, this is mandatory.  
3.4. Detail (Supporting) Work Papers. Detail work papers contain responses to all audit program steps and any other data the auditor needs to build a firm, evidential structure on which to base audit results, their causes and effects, and related recommendations. Detail work papers are also referred to as supporting work papers because they are linked or cross-referenced to and serve as support for the summary work papers.

3.4.1. Purpose, Source, and Details. Each supporting work paper must clearly show the specific purpose, sources, and details.

3.4.2. Exhibits and Schedules. Following are among the most common types of supporting documentation.

3.4.2.1. Requirements. The wide variety of audit subjects in the Fort Bend Independent School District may require the auditor to plan and design unique exhibits and schedules for each audit project. Therefore, properly planning exhibits and schedules will ensure they provide written evidence of work performed and pinpoint the deficient conditions. In developing an exhibit or schedule, the auditor must determine:

3.4.2.1.1.What he or she will prove (the audit objective).

3.4.2.1.2.What data he or she will need to complete the exhibit or schedule.

3.4.2.1.3. What comparisons or analyses he or she will make to prove the condition or arrive at a conclusion.

3.4.2.1.4. Where he or she will locate the data (filed, recorded, etc.) and how to identify the data.

3.4.2.2. Design. After determining exhibit or schedule requirements, the auditor must design a schedule or exhibit format that will clearly present the results of the audit work. It may not always be possible to anticipate beforehand the columns required for your schedule or exhibit. When in doubt, use a larger work paper to allow for expansion. Each schedule or exhibit must contain the following basic elements (or, as applicable, hyperlinks or cross-references to files where the information is located):

3.4.2.2.2. Identity of the organization and/or activity involved.

3.4.2.2.3. Applicable periods.

3.4.2.2.4. Sources of data presented (very important).

3.4.2.2.5. Data used for comparison or analysis (e.g., identification number, name, quantity, and unit cost).

3.4.2.2.6. Conclusion or results of the comparison or analysis. The conclusion or results should contain the following: a column displaying the variances or errant condition (expressed in quantities); a column showing the cause for discrepant conditions (enter a letter or number in the column that relates to appropriately referenced footnotes to identify the causes); and a narrative conclusion summarizing the extent of identified discrepant conditions (materiality, frequency, cause, impact, etc.).

3.4.2.3. Additional Considerations. Consider the additional information identified below in preparing exhibits and schedules (and other supporting work papers).

3.4.2.3.1. Neatness and clarity are essential elements of all work papers and are particularly critical to develop meaningful and understandable exhibits and schedules.

3.4.2.3.2. Properly hyperlink or cross reference summary work papers to the related exhibits, schedules, and supporting work papers.

3.4.2.3.3. Keep footnotes simple. Clearly explain or define footnotes on the page they appear or in a separate legend on the first or last page of the schedule.

3.4.3. Detail Work Paper Cross-References or Hyperlinks. Auditors will reference:

3.4.3.1. Supporting work papers to interdependent supporting work papers (those supporting work papers used as a source to prepare other supporting work papers).

3.4.3.2. Audit program steps to supporting work papers.

3.5. Summary Work Papers. Prepare work papers that summarize the data contained in the detail work papers (audit program step responses, control assessments, schedules, exhibits, and other related documents). Follow the guidance below on required summary work paper elements. Proper use of summary work papers will significantly facilitate both report writing and work paper reviews.

3.5.1. Objective and Scope. The auditor will specifically state in the objective paragraph what he or she expected to accomplish and why. When applicable, the auditor will indicate the general criteria (quantity, percentage, regulatory requirement, etc.) used to determine whether a deficient condition existed. A clearly defined objective is imperative as it establishes the parameters within which the auditor performed subsequent work. An objective such as “Reviewed payroll records for the period 1 Jan - 31 Mar XXXX” is incomplete since it does not state what the auditor expected to determine or accomplish as a result of the review.  This information would be better suited for the scope section.
3.5.2. Methodology. This paragraph explains what the auditor did to accomplish the stated objective. If the work performed details are stated in a supporting (detail) work paper, schedule, or exhibit, cross-referencing or hyperlinking from the summary work paper to the supporting detail will suffice.

3.5.3. Audit Conclusions. Use this paragraph to record conditions disclosed as an outcome of the detailed work performed. To assist in an orderly development of audit results for subsequent inclusion in the audit report, divide the audit results paragraph in each summary work paper into the following five elements.  This may be documented explicitly or generally, as long as all elements are included.
3.5.3.1. Condition. The first (topic) sentence of an audit results paragraph is the condition. This element will always state the positive or negative condition disclosed as a result of the detailed work performed (i.e., the issue). Ideally, this will also be the focus sentence for the audit results paragraph in the audit report. NOTE: Include positive (deficiency-free) as well as negative (deficient) conditions. For example, if the auditor found that “management established adequate inventory procedures to ensure a reliable inventory,” “testing disclosed no errors,” etc., so state in the condition paragraph. The word “none” is not acceptable to describe a positive condition.  Obviously, these items would not be passed through to the final report.
3.5.3.1.1 It is easy to get caught in the trap of citing a “condition” statement that is really a “cause” statement. If a condition statement begins with the phrase, “Procedures were not established to blah-blah-blah…” this would probably be the cause for some other specific condition. For example: “Procedures were not established to require that the campus bookkeeper make timely deposits” could be perceived as a condition statement but the actual problem (or condition) would be, “The bookkeeper was not making timely deposits” because “no procedures were established to require timely deposits.”

3.5.3.2. Criteria. These are the guidelines (policy, regulations, Texas Education Agency mandates, good business practices, Texas law, etc.) you used to evaluate the audited function.

3.5.3.3. Support. This element provides specific details of the condition. Include specific examples or a schedule that highlights the magnitude of the deficiency.  Provide support for positive as well as negative conditions.

3.5.3.4. Cause. This is the root cause (weak or absent controls or reasons for noncompliance with existing controls) of the deficient condition and is the element of the audit result your recommendation addresses. It is not enough to say that procedures were not followed is you do not also take the additional time to find out why, was there a shortage of staff; segregation of duties issue; poor management, etc.  If the condition is positive, the cause paragraph is not applicable.

3.5.3.5. Impact. This element describes the significance of the finding. If there is no impact, either real or potential, then the finding is not reportable. If the condition is positive, the impact paragraph is not applicable.

3.5.3.5.1. If cost avoidance or recoveries are identified, the detail work papers will clearly indicate how the auditor computed the benefit, including rationale.

3.5.3.5.2. For negative conditions that have weak or very limited impact to management, include “minor” or “oral” as applicable, after the related recommendation in the work papers.

3.5.4. Recommendations. This paragraph must address correction of the root cause of the deficient condition as well as correct any specific deficiencies identified in the “support” element of the audit results paragraph. If the condition is positive, the recommendations paragraph is not applicable. NOTE: If a summary work paper contains multiple findings and recommendations, ensure that the recommendations follow the related findings, i.e., do not put all findings first, followed by a “laundry list” of all recommendations. Often, auditors will find that such a laundry list will ultimately result in one or more recommendation(s) having no association with a supporting cause statement in the findings paragraph.

3.5.5. Summary Work Paper Cross-References and Hyperlinks. Auditors will cross reference all pertinent elements of the summary work paper to the supporting (detail) work papers, exhibits, schedules, etc. NOTE: Cross-reference or hyperlink supporting documents back to summary information to close the loop.

3.5.6. Summary Work Paper Quality Check. Use the following checklist to assess the adequacy of your summary work papers:

3.5.6.1. Objective. Does the objective clearly state what you expected to accomplish and why? If referenced to an audit program step, does the step sufficiently describe the objective?

3.5.6.2. Work Performed. Have you fully explained exactly what you did to accomplish the stated objective?

3.5.6.3. Condition. Does the first (topic) sentence state the positive or negative condition disclosed as a result of the audit work performed?

3.5.6.4. Criteria. Have you identified all appropriate criteria against which you measured actual performance for each objective?

3.5.6.5. Support. Did you provide specific details of the deficient condition? If applicable, did you include examples that highlight the magnitude of the deficiency?

3.5.6.6. Cause. Did you identify the root cause (weak or absent controls or reasons for noncompliance with existing controls) of the deficient condition?

3.5.6.7. Impact. Did you identify the full significance of the finding? Are cost avoidance computations and rationale used to develop resulting benefits properly documented?

3.5.6.8. Recommendations. Do the recommendations address the root cause of the deficient condition? If applicable, do the recommendations also correct specific deficiencies identified in the "support" element of the findings paragraph?

3.6. Changes During Application. If it is necessary to revise (add or delete) audit objectives during the application phase, or to terminate the audit project without issuing a report, follow the guidance in the paragraphs below.

3.6.1. Revisions to Objectives. If during the course of answering the audit objectives, audit work leads to additional review areas, notify the Director of the additional objectives. These changes should also be communicated to the auditee.
3.6.2. Audit Program Changes. Revise the audit program to add steps to accomplish the new objectives. The Director must approve revisions to the audit program.

3.6.3. Early Termination. If it becomes necessary to close out an announced audit without a report, obtain Director approval to close the project. Issue a closure memorandum.

3.7. Audit Sampling Documentation. Auditors will document in the audit work papers the methodology, computations, and inferences made from statistical samples used in the audit.

3.7.1. Judgmental Sampling. Identify sample size, what you sampled (line items, units, transactions, etc.), dollar value of the sample size (if applicable), and period relating to the universe from which you selected the sample. Also, if the judgmental sample includes only data with special characteristics or within certain parameters, identify the characteristics or parameters. (Although not mandatory for judgmental sampling, you should also identify the size of the universe if you can determine it with minimum effort.) For most judgmental sampling, use a rule-of-thumb sampling size of 30 or discuss variations to this with the Director.

3.7.2. Statistical Sampling. Auditors using statistical sampling should identify the above items as well as the size of the universe from which the sample was selected. NOTE: If you used various samples or sampling methods to achieve the audit objectives and you have deficient conditions related to different samples, include the related sample data with the applicable condition provided in the summary work paper.

3.8. Validating Audit Results. The auditor will discuss (validate) audit findings with the appropriate level of management while conducting the audit--and not wait until the end of the audit. Early validation of the findings will assist the auditor in obtaining management’s concurrence with the audit conclusions, and will provide operating personnel the opportunity to correct the identified problems before the audit is completed. An audit comment in the audit report commending management for corrective action during the audit goes a long way toward making management more receptive to the findings and recommendations. The auditor will:

3.8.1. Meet face-to-face with working personnel throughout the audit to validate the accuracy of audit data and conclusions. If personnel believe the audit conclusions are inaccurate, or the auditor has misinterpreted specific data, the auditor should conduct additional audit tests, as necessary, to re-verify the data’s accuracy and reassess the accuracy of the conclusions.

3.8.2. Discuss proposed recommendations with management during the validation discussions. If the auditor and management personnel agree on a course of action that will correct the identified problems, then management can begin work during the audit to implement the agreed-to actions. If management completes action and corrects the problem during the audit, the auditor can note this achievement in the audit report. This is often accomplished with a paragraph captioned as “Audit Comment”.

3.8.3. Conduct additional audit tests, as necessary, or examine documentary evidence to determine the validity of management officials’ statements that may impact the context, perspective, or accuracy of audit results.

3.8.4. Document the validation discussions in the work papers.

Chapter 4
DRAFT REPORT
4.1. Overview. Issue an audit report (either clear or with findings) on all projects where the auditors gathered sufficient evidence to support an opinion. In addition, issue a closure memorandum on projects terminated at the end of the planning phase or curtailed prior to completion of audit application where the auditors performed sufficient work to render an opinion. Auditors will use the guidance in this chapter to prepare, process, issue, and assure the quality of Campus/Department audit reports.
4.2. Report Responsibilities.

4.2.1. The Director will:

4.2.1.1. Review each draft report and confirm that the report is logically sound and the opinions, conclusions, and recommendations are reasonable, material, and consistent with the information presented. The Director should also check to ensure that the report addresses ALL objectives included in the audit program at the beginning of the audit.
4.2.1.2. Approve each draft report for discussion and subsequent release.
4.2.1.3. Monitor auditor progress in completing draft reports and assure reports are completed in a timely manner.
4.2.1.4. Review the draft report and assure it meets all applicable audit reporting standards.
4.2.1.5. Assure the auditor thoroughly cross-references the approved draft audit report (i.e., the report the Director approves for discussion and release) to the audit program.  Assure that all observations noted in the work paper summaries are presented in the draft audit report.
4.2.1.6. Attend report closing conferences with the auditor to the extent possible/necessary. NOTE: The Director should consider the skill level and experience of the auditor in determining which meetings to attend. At a minimum, the Director should attend all closing conferences at the Executive Director level and above.
4.2.3. The auditor will:

4.2.3.1. Prepare the draft report in accordance with all applicable audit reporting standards.  The assigned auditor has primary responsibility for the accuracy, validity, and quality of the original draft report submitted for review and shares responsibility with the Director for all subsequent revisions.  
4.2.3.2. Audit reports should be free of personal opinions or information that was not completely substantiated and documented during the audit.

4.2.3.3. Thoroughly cross-reference the Director-approved draft report to the audit program.  Assure that all observations noted in the work paper summaries are presented in the draft audit report.

4.2.3.4. Schedule a closing conference to discuss the draft report with all appropriate levels of management, and revise the report as necessary based on the results of the discussions.
4.2.3.5. Notify the Director when making report changes.
4.3. Report General Requirements.
4.3.1. Report Criteria. Issue Campus/Department reports, or close projects without a report, according to the following criteria:
4.3.1.1. Application Completed. Issue an audit report or memorandum on all projects for which auditors completed audit application. In all such cases, the respective Associate Superintendent should be provided a copy.
4.3.1.2. Projects Cancelled During Application:
4.3.1.2.1. Report. Issue an audit report or memorandum on projects cancelled before completing audit application when sufficient work was performed to reach a conclusion. In all such cases, the respective Associate Superintendent should be provided a copy.
4.3.1.2.2. No Report. If sufficient work was not performed to reach a conclusion, prepare a memorandum explaining the extent of audit work accomplished and the reasons why sufficient work was not accomplished.  Address the memorandum to the Superintendent and Board. In all such cases, the respective Associate Superintendent should be provided a copy.
4.3.1.3. Fact-Gathering Projects. Close out fact-gathering efforts with a memorandum addressed to the requestor or Executive Director/Principal of the Department or Campus visited, as appropriate. In all such cases, the respective Associate Superintendent should be provided a copy.
4.3.2. Report Types. The Internal Audit Department issues two types of Campus/Department audit reports: operational and compliance (i.e., score sheet report for activity funds).
4.3.2.1. Operational Reports. See the Attachments at the end of the manual for a sample.
4.3.2.2. Compliance Reports. See the Attachments at the end of the manual for a sample.

4.3.3. Report Format. The format for Campus/Department reports should be followed at all times.  The contents of the sections of the report should be modified based on the audit as auditors are encouraged to use their own professional judgment to best present the facts of the audits.  
4.3.4. Management Memorandum.  A management memorandum may be used to (a) to report audit results that do not warrant inclusion in a audit report but which may develop into significant problems if not corrected, (b) announce cancellation. If the memorandum is used to report minor findings as in (a) include a statement in the overall evaluation of the related audit report similar to the following: “We noted certain conditions of less significance that we reported to the management of (name of campus, department or program audited) in a separate memorandum dated _______.” Memorandums can be designed in any format that best presents the results.
4.4. Report Format. Reports with at least one audit observation (finding) may warrant a full audit report.  Keep observation titles as short as possible. Identify the subject for discussion rather than synopsize the results. For instance, use “Cash Controls” not “Lack of Control over Cash”.
4.4.1. General Section. Use this paragraph to provide pertinent background   information concerning the area reviewed, aiding readers in understanding the audit results contained in the report. Do not repeat background information in subsequent sections of the report.  
4.4.2. Scope Section. The scope paragraph should include criteria (laws and regulatory requirements) the auditor used to evaluate operations and management effectiveness.  In addition, the scope paragraph should describe the scope of work accomplished in the audit (e.g., audit tests performed). The auditor must clearly indicate the parameters of the audit and the methodology used in the review so the reader fully understands the work performed. Additional information should elaborate on:
4.4.2.1 Time Period. Identify the documents (title and time period) reviewed during the audit.
4.4.2.2. Sampling. If the audit involved sampling, indicate the parameters (number of line items, units, dollar values, transactions, etc.) relating to the sample and to the universe from which you selected the sample (if determinable). Also, indicate the period covered. For judgmental samples, identify the special characteristics or parameters used in selecting the samples. Further, indicate how the sample was used (e.g., projected to the entire universe to estimate a cost avoidance or savings-- or provide an overall assessment about an entity).
4.4.2.3. Controls. State the scope of work accomplished to assess controls in a separate paragraph. Specifically, identify the significant controls reviewed and describe how you assessed their effectiveness.
4.4.3 Objectives Section. This paragraph should state the overall objective of the audit. 
4.4.5. Audit Results- Executive Summary/ Table of Contents. This section must contain sufficient information to promote an adequate understanding of the matters reported and provide convincing but fair presentations in proper perspective. An effectively written executive summary will be informative, yet concise and will capture the attention of the reader.   NOTE: Avoid personal information, such as names or social security numbers, bank account numbers or other extraneous information in audit reports.
4.4.6. Detailed Audit Results Auditors should elaborate on the Executive Summary to include the full details of each observation.

4.4.7. Recommendations. Auditors must recommend actions that will (a) eliminate the root cause of deficiencies, (b) correct the specific deficiencies commented on in the report, and (c) achieve any claimed savings or cost avoidance. This could require two or more separate and distinct recommendations. Recommend actions are definite and should make the relationship between the recommendation and the cause of the condition clear and logical.
4.4.8. Management’s Action Plan. Government auditing standards require reporting the views of responsible management officials. Consequently, the Internal Audit Department requires management’s action plan for each audit observation (finding), recommendation included in the audit report.  Management’s action plans are not required for analyses, studies, or queries that do not result in a audit report.

4.4.8.1. In the draft report, provide an observation number and reserve space for management’s action plan immediately following each recommendation.
4.4.8.2. Request and include management’s estimated time for completion or implementation beneath each management action plans.
4.4.9. Evaluation of Management’s Action Plan. Each report should contain an evaluation of the management action plans. If the Auditor has reasons to believe that the action plans are not truthful, an additional meeting (in person or verbally over the phone) should take place to correct the response.  If management refuses, Internal Audit will have to determine, case by case, how to present this discrepancy tactfully in the audit report.
4.5. Draft Report Processing.

4.5.1. Standard Report Processing.
4.5.1.1. Discussions. After the Director approves the draft report for discussion, the auditors will schedule a closing conference with operating personnel, supervisors, and the responsible Principal or Executive Director and Associate Superintendent, when necessary.  Except for changes resulting from the discussions, the auditors should make no further changes to the audit report without first discussing it with the Director.
4.5.1.2. Discussion Records. Document the closing conference discussions on a memorandum for record and retain in the work paper folder. 
Document the following:
4.5.1.2.1. Discussion dates and names and positions of attending personnel.
4.5.1.2.2. Discussion details.
4.5.1.3. Draft Report Distribution. After discussing the report with management, (a) the auditor makes any agreed-upon changes, (b) the Director approves the changes, and (c) the Director approved the draft for distribution.  The Auditor will submit the draft report to all applicable parties and request that management actions plans along with their estimated completion or implementation date be submitted to Internal Audit.  The correspondence should include the date the information should be returned to Internal Audit.
4.5.1.3.1. Allow management 10 (or less) business days to provide their comments.  If responses are minimal and only require the efforts of one individual, 5 business days is allowable if needed.  If comments are not received within 5/10 business days, the Director should contact the responsible official and obtain a specific date for receiving comments. If further follow up results in no reply, notify the supervisor of the office from which you were awaiting management’s action plans via email or memorandum stating that the report will be finalized without their comments because no response was received. 
4.6. Follow-up Audit Reports.
4.6.1. Report Attributes. If the follow-up audit discloses the following conditions, take the action indicated.
4.6.1.1. Repeat Findings Only. Identify findings as “repeat” if the current conditions are substantially the same as that disclosed by the prior audit. Identify findings as “repeat” whether or not the cause of the current conditions and the recommendations to correct the current conditions are the same as those in the prior report.
4.6.1.1.1. If management either implemented the recommendation or took responsive action, give management credit in the follow-up audit report for taking action, and identify the reasons for the uncorrected deficiency. Since the finding still exists, it is possible the original report did not identify the root cause.
4.6.1.1.2. If management did not act on the recommendation or took action other than indicated in their written response, provide details in the report explaining why management did not act or why the alternative action management took did not correct the problem.
4.6.1.2. Repeat and New Findings. If you identify both repeat and new findings related to a follow-up issue, prepare one (follow-up) report and clearly differentiate between the repeat and the new findings. 
4.6.1.3. New Findings Only. If you do not identify any repeat findings but note other problems related to the issue, prepare a regular (not follow-up) audit report.
4.6.1.4. No Findings. If management implemented the recommendations or took other responsive actions that corrected the deficiencies, and you identified no additional findings related to the follow-up issues, issue management a clear follow-up audit report.
4.6.2. Follow-up Audit report Format. Except as noted in the following paragraphs, auditors will normally use the same format for a follow-up report as for a regular report.
4.6.2.1. Report Title. Begin the report title with "Follow-up of xxxxx'.
4.6.2.2. Synopsis. 
4.6.2.2.1. Introduction. The first paragraph must identify what initiated the follow-up audit and reference the prior report (cite report title and date). For example, "This was a locally initiated follow-up audit to evaluate management actions taken in response to Audit Report, (title), (date)."
4.6.2.2.2. Objectives Paragraph. Identify the recommendations in the original audit report selected for follow-up. For example, "The overall objective was to determine whether management actions implemented in response to Recommendations 1, 2, and 5 in our previous audit report on (title) were effective and corrected the conditions previously reported. In addition, we verified the actual amount of monetary benefits realized as a result of the previous audit." 
4.6.2.2.3. Overall Evaluation. For the recommendations followed up on, the overall evaluation must summarize all deficiencies corrected by management.  In addition, auditors must clearly identify any repeat deficiencies as "repeat findings" and reference the appropriate audit observations (finding) paragraphs of the prior audit report. Identify any benefits (monetary or non-monetary) lost because management did not act or took action that was not adequate to correct the problem.

Chapter 5
FINAL REPORT AND POST-AUDIT ACTIONS
5.1. Overview. Internal Audit Department final reports of audit will include the views of responsible management officials as a means of verifying the report’s fairness, completeness, and objectivity. Auditors will use the guidance in this chapter to receive and evaluate management’s action plans, insert management’s action plans and their evaluation of management’s action plans in the audit report (when necessary), and process the final report. This chapter contains additional guidance auditors will use to: (1) issue final reports when management does not provide comments, (2) track implementation actions on recommendations selected for follow up.
5.2. Responsibilities.

5.2.1. The Director will:

5.2.1.1. Approve the evaluation of management action plans.

5.2.1.2. Sign (initial) and approve distribution of the final report.

5.2.1.3. Maintain a log of recommendations.

5.2.1.4. Work with management to the extent possible to ensure timely receipt of responsive management action plans.

5.2.1.5. In coordination with the auditor, review and evaluate management comments to assure they adequately address the findings and recommendations in the report.

5.2.2. The auditor will:

5.2.2.1. Contact the management action officer or audit focal point 2 days before the due date to determine if any problems exist with the draft report or with meeting the predetermined due date. The auditor should also attempt to obtain advance management comments from the management action officer and provide feedback regarding the responsiveness of those comments. NOTE: The Director may choose to accomplish this action.

5.2.2.2. In coordination with the Director, review and evaluate management comments to assure they adequately address the findings and recommendations in the report.

5.2.2.3. Finalize any incomplete work papers.

5.3. Management Action Plans–General Guidance. To assure that reports are fair, complete, and objective, government auditing standards require auditors to include the views of responsible management officials in the final report.

5.3.1. Internal Audit Department Requirement. Formal, written management action plans are required for each audit observation (finding) and recommendation included in the audit report. Management must provide formal written comments approved by the Executive Director or Principal or their designated representative. These comments should include a statement that management concurs or does not concurs with the findings and recommendations, and actions planned or taken in response to the recommendations should be explained. If management actions will not be completed until some future date, an estimated completion date should be included. If actions have already been taken by management to resolve the recommendation, the word “Implemented on [date]” should be inserted after their comments.

5.3.1.1. For clear reports or reports with no recommendations, auditors will obtain from management an oral concurrence with the audit results (usually during the closing conference), and include a statement in the final report that management officials agreed with the audit results and concurred with the issues as presented in the report. Document the discussion and include a copy in the work paper file.

5.3.1.2. Formal, written management action plans are not required for clear reports (reports without discrepant conditions) and for reports with discrepant conditions if management corrected the discrepancies during the audit (i.e., no response required).

5.3.2. Late Management Action Plans. If management does not provide comments to the draft report within 5/10 business days, the Director should meet with Department or Campus officials to (a) determine the specific cause for the delay and (b) ask them for a specific date by which they will submit the comments.

5.3.2.1. If the cause of the delay seems justified, grant management the additional time, up to 10 additional business days. Document the rationale for granting any extensions in the work paper file.

5.3.2.2. If the cause of the delay does not seem justified, or management indicates it needs an extension exceeding 10 business days, the Director of Internal Audit will decide whether to wait for the management’s action plans, elevate the delay to the Associate Superintendent level, or publish the final report without management’s action plans.

5.3.3. Receiving Management’s Action Plans. When management’s action plans are received, the auditor and Director will ensure the management’s action plans indicate concurrence or non-concurrence with each audit result (finding), recommendation, and cost benefit.  The comments must also indicate the actions management will take to correct the conditions identified in the report, provide estimated completion dates for all agreed-to actions, and provide the rationale for any disagreements.

5.3.4. Inserting Management’s Action Plans in the Report. Insert (i.e., cut and paste) management’s action plans in the Management’s Action Plan paragraph following each recommendation. Insert the comments verbatim and format the text in italics to show separation from the remainder of the report.  The Auditor should never use the full report that management has submitted since there is no way to be sure that other parts of the report have not been altered.
5.3.4.1. Correct grammatical, punctuation, or spelling errors in the management comments using caution to prevent making any changes in meaning or intent.

5.3.4.2. If management personnel attach copies of various documents (policy memorandums, studies, etc.) to their management’s action plans, include the documents in the report as an appendix if the documents add to the reader’s understanding of the issues contained in the report. Otherwise, incorporate the documents into the audit report by reference only and file the documents in the work papers.

5.3.4.3. The Auditor should note whether the estimated completion date does not appear reasonable, contact management and determine their rationale for arriving at the planned completion date if necessary. NOTE: If planned management action will take over 12 months to accomplish, ensure management’s action plans provide interim milestones with which to track the completion of management action.

5.4. Evaluating Management’s Action Plans. The auditor will assess whether the management’s action plans adequately address the issues contained in the report, submit the evaluation for approval to the Director, and insert the approved evaluation in the final report. 
5.4.1. Management Concurs. If management fully concurs with the audit results and recommendations, evaluate the comments as responsive and insert your evaluation in the “Evaluation of Management’s Action Plans” paragraph at the end of the audit report. 

5.4.2. Management Proposes Alternative Corrective Actions. If management concurs with the audit results but proposes alternative corrective actions, the auditors should evaluate the management’s action plans as responsive if the proposed actions will correct the condition. The auditors should include a statement in the evaluation of management comments to indicate that management’s proposed alternative actions are acceptable.  If sufficient information is not available to make a judgment on whether alternative corrective actions will correct the audit result, delay the report and do additional audit work. Conversely, if the proposed alternative corrective action will not fix the problem, process the report as a non-concurrence.

5.4.3. Management Non-Concurs. When management disagrees with the audit results and recommendations, clearly explain in the Evaluation of Management’s Action Plans paragraph why management’s action plans does not address the issues, or are otherwise insufficient. However, if management is correct in the non-concurrence, make the appropriate changes to the report and document the reason in the work papers.  Clearly communicate the points of view of both management and auditors in the report to assist in resolving the issue.

5.4.3.1. If management non-concurs with the audit results but agrees to take the recommended actions (or alternative actions that you believe will correct the deficiency), evaluate the comments as responsive. In these instances, the auditors must still rebut management’s non-concurrence with the audit results and explain why the issue does not warrant elevation.

5.4.3.2. If management concurs with the audit results but non-concurs with the recommendations (and does not propose acceptable alternative actions), evaluate the comments as non-responsive.

5.4.3.3. If management concurs (or partially concurs) with the audit results and recommendations, but their comments do not adequately address the issues in the report, treat these comments in the same manner as a non-concurrence.  When this happens, advise management in writing of your evaluation and attempt to resolve the differences. If management elects not to revise their comments, then include the comments in the audit report and process as a disagreement. Clearly state which issues the comments do not adequately address.

5.4.4. Management Provides New Information. If management provides new information in support of a position or to contradict information in the report, the auditor must appropriately verify the new information. When necessary to provide a more objective presentation of facts, modify the final report to include the new, verified information. Associated work papers must then be updated to include the additional information.
5.4.5. Evaluation of Management’s Action Plans in the Report. After the Director approves the evaluation of management’s action plans, insert the evaluation in the final report.

5.4.5.1. Basic Report or Report Synopsis. Add a statement at the end of the audit report:

5.4.5.1.1. Responsive Comments. “Management officials agreed with the overall results of the audit. The corrective actions taken and planned are responsive to the issues and recommendations included in this report. Therefore, this report contains no disagreements requiring elevation for resolution.”

5.4.5.1.2. Non-responsive Comments. “Management’s action plans adequately addressed the issues raised in observations I,III and V. However, the management’s action plans were not responsive to the remainder of the audit results, and recommendations discussed in observations II and IV. Reference these observations for additional details and the audit rebuttal.”  
5.4.5.2. Report Placement. If management’s action plans are adequate for all recommendations in the report, include only one Evaluation of Management Comments paragraph in the report, and make it the last paragraph. If management’s action plans are not adequate for one or more recommendations in a report, include an evaluation paragraph after each Management’s Action Plans paragraph. In addition to the evaluation comments, the Evaluation of Management Comments paragraph must contain two elements.

5.4.5.2.1. The paragraph must contain the auditor’s rebuttal. In the rebuttal, do not introduce new facts that were not presented to management in the draft report. The rebuttal must support the audit results and recommendation by stating the rationale for the auditor’s disagreement with management.

5.4.5.2.2. The paragraph must contain a statement similar to the following: “We will elevate the issues in disagreement to the Associate Superintendent for (title) (or to the Superintendent) for resolution.

5.5. Final Report Processing.

5.5.1. Quality Control. The Director will appoint an independent individual to proof the audit report and verify any significant changes to the final report (differences between the draft report and the final report) as long as adequate resources exist.

5.5.2. Report Date. Date the report as of the day you will send it to the addressee. If the printing shop will be used to produce multiple copies, post-date the report to allow 1 workdays for the printing to be returned and distributed.

5.5.3. Final Report Distribution. Distribute final reports to include all parties included in the report (i.e., the Board, Superintendent, and Auditees of the area being audited, including their supervisors up to and including the Assistant Superintendents. Three extra copies should be made, two retained by the Internal Audit Department- one for the IA permanent file and the other for the external auditors.  The third copy should be provided to the Superintendent’s office for a file that they maintain showing all information distributed to the Board.

5.5.4. Revised Reports. Issue a revised report if significant errors or other circumstances (e.g., new information) materially affecting report completeness or accuracy surface after issuing the final report. Do not issue a revised report to correct grammatical, spelling, or other administrative errors or omissions that have no material impact on the meaning, intent, or accuracy of the report contents.

5.6. Reports without Management’s Action Plans. If the Internal Audit issues a final report without management’s action plans (due to non-receipt), advise the Executive Director of the requirement to elevate the report as a non-concurrence. In the Management’s Action Plans paragraph, include a statement such as “We did not receive management’s action plans before report publication.”

5.6.1. If management provides comments within 10 business days of the original issuance of the report, issue a revised final report incorporating the management’s action plans and the audit evaluation.

5.6.1.1. Use the same title as the original report. Date the revised report as of the date of re-issuance.

5.6.1.2. Insert “(Revised)” after the title on the report cover page.

5.6.1.3. On the audit report, state in the introduction paragraph’s first sentence, “This report rescinds Audit Report, (title), dated (date).” The next sentence should state, “This revised report includes management’s action plans and the audit evaluation of management’s action plans.”

5.6.2. If you do not receive management’s action plans within 10 business days after issuing the final report, elevate the report as a non-concurrence to the Associate Superintendent (or the Superintendent) for resolution action.

5.7. Follow-up Audits.

5.7.1. Purpose. Perform follow up on audit results and recommendations to determine whether (a) management took the recommended actions or satisfactory alternatives, and (b) the actions management took were effective in eliminating the deficiencies. 
5.7.2. Scheduling. At the conclusion of each audit, the Director will determine whether the report contains significant recommendations meeting the follow-up criteria discussed below. The Director will include reports with recommendations selected for follow up in local audit plans and schedule the audits after management completes corrective actions and resources are available.

5.7.3. Criteria. Use the following criteria to select recommendations for follow up.

5.7.3.1. Mission-Related Items. Follow up on audit results that involved deficiencies having significant impact on the performance of a Campus or Department.

5.7.3.2. Recoupment Actions. Follow up on all recommendations that involved management-initiating action to recoup $ 5,000 or more.

5.7.3.3. Controls and Fraud. Follow up on all reports that identified significant control problems or problems safeguarding resources from unauthorized use or disposition.

5.7.3.4. Other. Follow up on other audit results and recommendations that, in the judgment of the Director, warrant follow-up.

5.7.4. Follow-up Log. For audit planning purposes, The Director will maintain a log of recommendations selected for follow-up.
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