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INTRODUCTION

CHARTER

Asia Pacific Medical Centehklan, Inc. supports Audit Division as an independent,
objective, assurance and consulting authority wisichll provide its Board of Directors,
Management, Stockholders and other governing bodies with a reasonable assurance that its
key organizational and procedural controls are effective, appropriate and complied with.

ACCOUNTABILITY

The Audit Manager, irthe discharge of his/her duties, shall be accountable to the

management to:

1 Provide periodic reports to the Management and investors

1 Provide annually an assessment on the adequacy and effectiveness of the
organi zationds pr oc e 8Sesand mdnaging its oskstirrtieel | i n g
areas set forth under the mission and scope of work,

1 Report significant issues related to the processes for controlling the activities of the
organization and its affiliates, including potential improvements to thosegses,
and provide information concerning such issues through resolution,

1 Periodically provide information on the status and results of the annual audit plan and
the sufficiency of division resources, and

1 Coordinate with and provide oversight of other colrtnd monitoring functions (risk
management, compliance, security, legal, ethics, environmental and external audit).

RESPONSIBILITY

The Audit Manager and staffs of the audit division have the responsibility to:

1 Develop a flexible annual audit plan ugian appropriate riskased methodology,
including any risks or control concerns identified by management, and submit that
plan to the audit committee for review and approval as well as periodic updates,
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1 Implement the annual audit plan, as approved, imotuds appropriate any special

tasks or projects requested by management and or Board of Directors,

Maintain a professional audit staff with sufficient knowledge, skills, experience, and
professional certifications to meet the requirements of the Charter,

Evaluate and assess significant merging/consolidating functions and new or changing
services, processes, operations, and control processes coincident with their
development, implementation and/or expansion,

Issue periodic reports to the managensemmarizing results of audit activities,

Keep the management informed of emerging trends and successful practices in
internal auditing,

Provide a list of significant measurement goals and results to the management,
Assist in the investigation dfignificant suspected fraudulent activities within the
organization and notify management of the results, and

Consider the scope of work of the external auditors and regulators, as appropriate, for
the purpose of providing optimal audit coverage to thamigation at a reasonable
overall cost.

AUTHORITY

The Audit Manager and Audit Division staff are authorized to:

)l
)l

= =4

Audit the entire APMC operations.

Have unrestricted access to all functions, records, property and personnel relevant to
the audit performance

Have full and free access to the Management Committee,

Allocate resources, set frequencies, select subjects, determine scopes of work, and
apply the techniques required to accomplish audit objectives, and

Obtain the necessary assistance of personneiliis of the organization where they
perform audits, as well as other specialized services from within or outside the
organization.

The Audit Manager and Staff of the audit division are not authorized to:

Perform any operational duties for thiganization or its affiliates,
Initiate or approve accounting transactions external to the audit division,
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1 Direct the activities of any organization employee not employed by the auditing
division, except to the extent such employees have been apprgpassained to
auditing teams or to otherwise assist the internal auditors.

VISION

Audi t Division wil/| be the source of APMCO s

the highest quality of service and continuously maintain high levels of commitment,
professionalism, efficiency and integrity.

MISSION

To provide reasonabl e assurance to the Manc
organizational and procedural controls are effective, appropriate and complied with.

VALUES

We are committed to live th®PMC corevalues at all times.
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ORGANIZATIONAL CHART

MEDICAL OFFICER
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AUDIT MANAGER

|

INTERNAL AUDIT
OFFICER
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SECTION 1000: POLICY

1100. POLICY ON AUDITING

The audit division will meet or exceed the Standards for the Professional Practice of
Information Systems Audit and ContrAksociation (ISACA) Code of Ethics, Institute

of Internal Auditors (IIA) and Philippine Institute of Certified Public Accountants
(PICPA).

1200. INDEPENDENCE / OBJECTIVITY

To provide for independence of the audit division, its personnel report tAutthié
Manager, who reports to the Medical Officer in a manner outlined in the section of
Accountability. It will include as part of its reports to the Management Committee a
regular report on internal audit personnel.

In order to maintain objectivity, Alitors will immediately inform the Medical Officer of

any factors that may be perceived as impairing their objectivity on an assigned audit.
Also, Auditors will take great care to prevent even a perception of partiality by
maintaining a professional distze from the staff of the client while performing an audit.
Questions concerning any relationships with auditees or potential auditees should be
brought to the attention of the Audit Manager. Finally, Auditors will not accept anything
of value from an eployee, supplier, or business associate which would impair or be
perceived to impair their professional judgment or objectivity. Any gifts accepted will
be immediately reported to the Audit Manager.

1300. CONFIDENTIALITY/CONDUCT

Much of the informatin available to auditors and verifiers is of a sensitive or confidential
nature. Audit personnel should be prudent in their use of information acquired in the
course of their duties or information which is available to them. They will not discuss
any maters pertaining to the audits performed by the division in other than an official
manner.
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Auditors shall not use confidential information for any personal gain or in a manner which
would be detrimental to the Company or any employee of the Company.
Auditors will take adequate measures to prevent the unauthorized release of confidential
materials or information in any medium including paper copies, microfiche, or computer
files. Such materials should be adequately secured from theft, reproduction, or casual
observation.
Confidential materials include any information (except public information), but not
limited to, the following:

1 Company manuals
Audit reports and work papers
Financial records
Database/network library
Employee personnel, benefit, or payroftmmation
Supplier information
Company licensed software
Any information which could cause the Company embarrassment or liability.

= =4 =4 -4 -8 4 A

CONDUCT

The following guidelines are established regarding personal conduct and the
confidentiality of audit or businessformation acquired through audit assignments:

1 As a member of the audit division, you are representing the highest level of
management. Conduct yourself in a manner that reflects favorably upon yourself
and those you represent. You are expected taisegrrofessional skill, integrity,
maturity of behavior and tact in your relations with others. In general, you are
encouraged to be friendly with all Company employees without affecting your
objectivity. You should guard against any conduct or masmsriwhich permit
an i mpression that you consider yoursel
As far as possible, take the position of an independent/objective analyst and
advisor. Avoid the image of policing.

1 In the course of your assignments, yoill e in contact with personnel at all
levels of authority and position. At all times, independence in mental attitude is
to be maintained. Reports resulting from your efforts should always contain full
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and unbiased disclosure of all but minor auditdiings. Although you report to
the audit division, you have responsibilities to both management and the personnel
being audited.

1 Much of your work is confidential; therefore, be discreet on and off the job in
discussing current or past audits or your peasassessments of audit customers.
Judgment should be exercised in the security of audit work papers, programs,
records and information at all times.

1 Never indiscreetly discuss any information you obtained during your audits.

1 Avoid extremes of dress personal grooming. Comply with the Company dress
code.

1400. RELATIONSHIP OF AUDIT TO THE MANAGEMENT COMMITTEE

The relationship to the Management Committee should revolve around a core role of
ensuring that the committee understands supports andesediassistance needed from

the audit function. Consideration of the work of auditors is essential for the management
commi ttee to gain a complete understandin
component of Audit os r o | neure whiatt dbjectivels eare ¢ 0 mmi
accomplished and the committee views Audit as their trusted advisor. The Audit Manager

can perform several activities to accomplish this role:

a. Request that the management committee to review and approve the audit charter on
an anual basis

b. Review with the management committee the functional and administrative reporting
lines of audit to ensure that the organizational structure in place allows adequate
independence for the auditors

c. Assist the management committee in evaluating attequacy of personnel and
budget, and the scope and results of audit activities, to ensure that there are no
budgetary or scope limitations that impede the ability of the audit function to execute
its responsibilities

d. Provide information on the coordinati with and oversight of other control and
monitoring functions (e.g. risk management, compliance, security, business
continuity, legal, ethics, environmental, external audit)
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e. Report significant issues related to the processes for controllirartivéties of the

company, including potential improvements to those processes, and provide
information concerning such issues through resolution

Provide information on the status and results of the annual audit plan and the
sufficiency of divisionresources to the management committee

Develop flexible annual audit plan using an appropriatebesded methodology,
including any risks or control concerns identified by management, and submit that
plant to the audit committee for review and approvavel as periodic updates

Report on the implementation of the annual audit plan, as approved, including as
appropriate any special tasks or projects requested by management.

Incorporate into the audit charter the responsibility for the audit division totrep

the management committee on a timely basis any suspected fraud involving
management or employees who are significantly involved in the internal controls of
the company. Assist in the investigation of significant suspected fraudulent activities
within the company and notify management committee of the results.

1500. COMMUNICATIONS WITH THE MANAGEMENT COMMITTEE

The Audit Manager should consider providing communications to the management
committee in the following areas:

a.

Management Committee shduneet privately with the Audit Manager on a regular
basis to discuss sensitive issues.

Provide an annual summary report or assessment on the results of the audit activities
relating to the defined mission and scope of audit work

Issue periodic reports tihe management committee summarizing results of audit
activities

Keep the management committee informed of emerging trends and successful
practices in internal auditing

Together with external auditors, discuss fulfillment of committee information needs
Review information submitted to the management committee for completeness and
accuracy

Confirm if there is effective and efficient work coordination of activities between
auditors and other departments. Determine if there is any duplication between the
work of the auditors, and external auditors and give the reasons for such duplication.
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SECTION 2000: AUDIT PLANNING

2100. AUDI T6S ROLE I N THE RI SK MANAGEMENT P

Risk management is a key responsibility of management. The key stakeholders in
effective lusiness risk management include shareholders, Management Committee,
business units, process owners, and Audit to which responsibilities are shared. To achieve
business objectives, management should ensure that sound risk management processes
are in placeand functioning.

Boards and Management Committees have an oversight role to determine appropriate risk
management process in place and that these are adequate and effective. Auditors should
assist the Management Committee by examining, evaluating,rtirepo and
recommending I mprovements on the adequacy
processes.

I nformation from managementds risk manage
planning audit activities.

RISK ASSESSMENT PROCESS

The Audit Manager should establish Aisased plans using the risk assessment process
to determine the priorities of the audit a

Objectives
1 Identify, prioritize, measure and source business risksmwitie company or a
specific business process within the company. This entails a comprehensive look
at business risks that affect the organization as a whole. These risks are generally
not specific to one business process but rather are applicablecagjéimézation
wide level. Some of these risks include competitor risk, political risk and
regulatory risk.
1 Evaluate the effectiveness of controls within the company or a specific business
process within the company and
1 Enhance the performance of a specific business process within the company.
Audit Procedures regarding risk management process
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1.Send questionnaires to division heads

2.Audit determines high risk areas

3Meet with divisionéto agree on audi't
4 Present adit plans to the Audit Manager

5.Present the audit plans to Management Committee

Background information should be obtained about the activities to be reviewed. A review
of background information should be performed to determine the impact on the
engagementSuch items include:

)l
il

= =4 =4 =4

Objectives and goals

Policies, plans, procedures, laws, regulations, and contracts which could have a
significant impact on operations and reports

Organizational information, e.g. number and names of employees, key employees,
job desgriptions, and details about recent changes in the organization, including
major system changes

Budget information, operating results, and financial data of the activity to be
reviewed

Prior engagement working papers

Results of other engagements completenh process

Correspondence files to determine potential significant engagement issues
Authoritative and technical literature appropriate to the activity.

If appropriate, a survey should be conducted to become familiar with the activities, risks
and controls, to identify areas for engagement emphasis, and to invite comments and
suggestions from auditees. A survey is a process for gathering information, without
detailed verification, on the activity being examined. The main purposes are to:

T

il
il
)l

Understad the activity under review

Identify significant areas warranting special emphasis
Obtain information for use in performing the engagement
Determine whether further auditing is necessary

A survey permits an informed approach to planning and carrying out engagement work,
I's an effective tool for applying the
most effectively. The focus of a survey will vary depending upon the natutiee of

engagement. The scope of work and the time requirements of a survey will vary.

and

ar
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Contributing factors include the auditord

activity being examined, the

type of engagement being performed, and whether theysigvyeart of a recurring or
follow-up assignment. Time requirements will also be influenced by the size and
complexity of the activity being examined, and by the geographical dispersion of the
activity.

A summary of results should be prepared at thelosion of the survey. The summary
should identify:
1 Significant engagement issues and reasons for pursuing them in more depth
Pertinent information developed during the survey
Engagement objectives, procedures and s
Potental critical points, control deficiencies and/or excess controls
Preliminary estimates of time and resource requirements
Revised dates for reporting phases and completing the engagement
When applicable, reasons for not continuing the engagement

=A =4 =4 4 -4 4

Components:
Identification/creation of risk universe i this list involves the identification of business
risks applicable to APMC. The list of business risks is called the Risk Universe.
Brainstorming techniques together with the department/division heads are adxain
ideas with respect to all of the risks that may impact the organization. A business risk
model is used as a framework for the identification process. Factors considered in the
risk assessment process are in the risk universe are as follows:

1 Environment risk

1 Process risk: operations, empowerment, technology, integrity, financial risks

1 Information for decision making risk: operational, financial, strategic
Changes in management direction, objectives, emphasis, and focus should be reflected in
updaes to the audit universe and related audit plan.

Prioritization of identified risks i this phase prioritizes risks based on the ff. criteria:
Significance the impact that the event, action or inaction would have on the company if
it were to occur
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Likelihood 1 the probability that the event or action would occur assuming no controls
are in place to mitigate the risk.
We focus on areas with high likelihood and high significance.

Evaluation of control effectiveness i n t hi s phase, ksbheafibi ghe
analyzed for control effectiveness. Participants create a control map which helps to
establish perceived performance gaps. Potentially watdrolled risks are identified,

as well as ovecontrolled risks which are deemed candidates ficiency reviews.

2200. LINKING THE AUDIT PLAN TO RISK AND EXPOSURES

The audit uni verse can include components
incorporating components of the strategic plan, the audit universe will consider and reflect
theover al |l business pl an. Strategic plans

toward risk and the degree of difficulty to achieving planned objectives. It is advisable
to assess the audit universe on at least an annual basis to reflectttbament strategies

and direction of the company. The audit universe can be influenced by the results of the
risk management process. When developing audit plans, the outcomes of the risk
management process should be considered.

Audit work schedulestould be based on, among other factors, an assessment of risk
priority and exposure. Prioritizing is needed to make decisions for applying relative
resources based on the significance of risk and exposure. A variety of risk models exist
to assist the AutManager in prioritizing potential audit subject areas. Most risk models
utilize risk factors to establish the priority of engagements such as: peso materiality, asset
liquidity, management competence, quality of internal controls, degree of change or
stability, time of last audit engagement, complexity, employee and government relations,
etc.

Changes in management direction, objectives, emphasis, and focus should be reflected in
updates to the audit universe and related audit plan.

In conducting audiengagements, methods and techniques for testing and validating
exposures should be reflective of the risk materiality and likelihood of occurrence.
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Management reporting and communication should convey risk management conclusions
and recommendations to e exposures. For management to fully understand the
degree of exposure, it is critical that audit reporting identify the criticality and
consequence of the risk activity to achieving objectives.

The Audit Manager should, at least annually, preparatarsent of adequacy of internal
controls to mitigate risks. This statement should also comment on the significance of
unmitigated risk and managementds accept an

The toll audi t activityos plan of engager
undertaken at least annually. The input of management and the board should be
considered in this process.

The Audit Manager should consider accepting proposed consulting engagements based
on its potential to improve management of risks, add value, angpr ove t he ¢ o0 mg
operations. Those engagements that have been accepted should be included in the plan.

2300. AUDIT PLANNING

Audit planning shall be undertaken, at least annually, and should cowaa Beriod.
The planning process involvegaslishing:

1 Goals

1 Engagement work schedules

1 Staffing plans and financial budgets

1 Activity reports

The goals of the audit activity should be capable of being accomplished within specified
operating plans and budgets and, to the extent possible, shonidaserrable. They
should be accompanied by measurement criteria and targeted dates of accomplishment.
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Engagement work schedules should include the ff:
1 Activities to be performed
1 Target period/dates
1 Estimated time required, taking into account the sajgbe engagement work
planned and the nature & extent of related work performed by others

Matters to be considered in establishing work schedule priorities include:

1 Dates and results of previous audit

1 Updated assessments of risk and effectiveness ofnéslagement and control
process
Requests by Management Committee, and other units
Current issues relating to organizational governance
Major changes in business, operations, programs, systems and controls
Opportunities to achieve operating benefits
Changes to and capabilities of audit staffs. The work schedules should be
sufficiently flexible to cover unanticipated demands on the audit activity.

= =4 =4 -4 =4

2400. COORDINATION WITH EXTERNAL AUDITORS

Internal and external auditing work should be coordinate@nsure adequate audit
coverage and to minimize duplicate efforts. The scope of internal auditing work
encompasses a systematic, disciplined approach to evaluate and improve the
effectiveness of risk management, control and governance processes.o@ertiand,

the external auditorbés ordinary examinat.
matter to support an opinion on the overall fairness of the annual financial statements.
The scope of work of external auditors is determined by thefiegsimnal standards, and

they are responsible for judging the adequacy of procedures performed and evidence
obtained for purposes of expressing their opinion on the annual financial statements.

Oversight of the work of external auditors, including coaation with the internal audit
activity, is generally the responsibility of the board. Actual coordination should be the
responsibility of the Audit Manager. The Audit Manager will require the support of the
board to achieve effective coordination of awabdrk.
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The Audit Manager may agree to perform work for external auditors in connection with
their annual audit of the financial statements. Work performed by the auditors to assist
external auditors is subject to all relevant provisions of the inteuditirag standards.

The Audit Manager should make regular evaluations of the coordination between internal
and external auditors. Such evaluations may also include assessments of the overall
efficiency and effectiveness of internal and external auditingctions, including
aggregate audit cost.

Assessments of the performance of external auditors extending to matters beyond
coordination with the internal auditors may address additional factors such as:

Professional knowledge and experience
Knowledge oftke companyds industry
Independence

Availability of specialized services

Anticipation of and responsiveness to the needs of the company
Reasonable continuity of key engagement personnel
Maintenance of appropriate working relationships

Achievement of contracommitments

Delivery of overall value to the organization

=4 4 4 4 4 4 45 5 2

The Audit Manager should communicate with external auditors regarding certain matters
to have an understanding of the issues which include:

1 Those that may affect the independence of the extendébas

Significant control weaknesses

Errors and irregularities

lllegal acts

Management judgments and accounting estimates

Significant audit adjustments

Disagreements with management

Difficulties encountered in performing the audit

= =4 48 8 4 —a -9

Coordination of audiefforts involves periodic meetings to discuss matters of mutual
interest:
1 Audit coverage
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1T Access to each otherdés audit programs an
1 Exchange of audit reports and management letters
1 Common understanding of audit techniques, methodseaminology

SECTION 3000: TYPES OF AUDITS

APMCO s Audi t Di vision foll ows t he I nf or mat
Procedures for Auditing and Control Professional Practice of ISACA (Information Systems
Audit and Control Association) and Philipps Auditing Standards. A variety of audits are
performed in the review of APMC and the Empl

Operations Audit

Revenue Verification

Financial Audit

Hospital Information System (HIS) Audit
Compliance Audit

Investigaive Audit

Other Service

= =4 =4 8 -4 -4 -9

3100. OPERATIONS AUDITS

These audits address the effective and ef
resources, and evaluate whether procedures and controls are best used to achieve company
goals and objectives. Operations audit is done in all departments.

3200. REVENUEVERIFICATION

The audit primarily relates to accounting, reconciliation and reporting of cashiers and
related transactions. Revenue audit review, examines, evaluates and validates the accuracy
and completeness of cashierdés transactions
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3300. FINANCIAL AUDIT

These audits primarily relate to accounting and reporting of financial transactions
including commitments, authorizations and receipts and disbursement of funds. Financial
audits validate the accuracy, completeness, and authorization of records and account
balances, and address accounting for and reporting of all financial transactions. An
additional purpose is to determine whether there are sufficient controls over cash and
similar assets as well as policies and procedures governing the acquisitioneaofd us
resources. These transactions should be properly reported in the financial statements and
supported by accounting records and financial documentation.

3400. HOSPITAL INFORMATION SYSTEM (HIS) AUDIT

HIS audits address the internal control environhod automated information processing
systems and how people use those systems. HIS audits typically evaluate system input,
output, processing controls, backup and recovery plans, system security, and computer
facility reviews. HIS audits evaluate all &gps of computer services including: existing
computerbased systems, systems under development, systems development process,
computer center operations, and operating systems.

3500. COMPLIANCE AUDIT

These audits addr e salhetetcetolaws and iedulations,peliges r t me
and procedures, government requirements, and restrictions imposed, etc.

3600. INVESTIGATIVE AUDIT

Overview

Investigative audits are performed when appropriate. These audits focus on alleged
violations of compny policies and procedures and others that may result in prosecution
or disciplinary action. Internal theft, misuse of company assets, cash losses, inventory
manipulation, misrepresentation and conflicts of interest are examples of reasons for
investigatve audits. For complicated/complex cases requiring specialization or technical
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knowledge, an external service investigative agency may be tapped for an
enhanced/comprehensive audit report.

Investigative Audit Process

The Audit process documented in tM&nual should be followed. However, initiation

of the investigation usually begins with actual audit findings, feedbacks/tips from other
units, or request from the management; these discussions replace the tragigairaj o
conference. Audit procedures are generally not shared with the auditee. In fact, the
objective of the investigation may be masked so that the potential for losing evidence is
not increased. Fieldwork and interviews are dictated by the circumstaModspaper
organization and standards should comply with the guidelines iMtmsial Auditors

are not allowed to request Incident Report from auditee.

Reporting
The report publication process is adtso ver

has been committed, the Auditor should contact the Audit Manager by phone immediately
and who shall keep abreast of any ongoing investigations. When the audit reasonably
certain that an illegal act has been committed, the Audit Manager will contact th
appropriate company officials. It is important to maintain confidentiality in all
investigations to protect the reputations and careers of those involved.

3700. OTHER SERVICES

Audit also performs other aabc services such as:
1 Review of policies angrocedures of various units,
1 Membership in crosfunctional process teams,
1 Involvement in pramplementation reviews,
T Orientation of audi t personnel and oth
audit procedures, and,
1 Others as requested by management.
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SECTION 4000: AUDIT PROCESS

SECTION 4000: AUDIT PROCESS

( smwrT ) The planning stage of audit

engagement includes

S : familiarizationand review of the
et Unoredne e operation. A meeting with the
Process/ Planning of detaileg management responsible for th

Audt Auditor activity being audited is require(
l Manager/Internal Audit | to discuss the objectives and
Officer scopes of work and to gather
Audit Fieldwork < guestions and concerns or any
requests to be reviewed. Pre
l audit meeting may not be
required for orthe-spot audit.
Initial Draft Report Auditor/Auditee
N Gathering evidences for
measurement and evaluation th
—— | Audit Manager/Auditor | observation, interview and
examination of records.
Y Fieldwork includes initial

discussion to validate findings
and release of validated finding
to auditee.

v

Reporting Overview (Wash
Up Meeting)

Auditor submits and discusses
initial draft to audit supervisor.

A 4
Review Final Draft Report
l Audit Manager/Auditor/

Auditee

N

Adequate?
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l Audit Manager/ Medical
Y Director The auditor discusses the audit
Release of Final Audit Report findings, Conclusions and
recommendations with the
l auditee and his/her immediate
Exit Conference supervisor.
l Auditor finalizes the audit report
Follow-up and indicates in the report to
whom audit was discussed.
l Auditor Immediate superior shall be
@ given nine(9) days to resolve th¢
case upon receipt of audit repol
Auditor/Auditee/
Management
Final audit report is released to
the auditee and the manageine
Auditor/Auditee

Audi teebs comm
report and any inaccuracies or

impractical recommendations a
resolved.

Auditor shall conduct a follow
up audit focusing mainly on the
deviations/action plans noted
above.
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Auditor/Auditee
Issue Corrective Action Report
l Auditor shall issue Corrective
Close Out Meeting [ Action Plan reportor
unsatisfactory results on
v committed action plans.

END

If required, the auditor shall
meet with the auditee for
general comment and
suggestion of the audit proces

Estimated Time Table to complete the Audit Process

Activity Estimated No. of Days
Preliminary Survey/Pre audit Meeting/ Understanding the 2.00
Process/ Planning of detailed Audit

Fieldwork 4.00
Reporting Overview 1.50

Exit Conference 1.00
Follow-up 1.00

Close Out meeting 0.50

Total estimated no. of days to complete an audit process 10.00
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4100.PRELIMINARY SURVEY & RESEARCH

4101. INITIAL RESEARCH (FAMILIARIZATION)

Prior to meeting with the auditee, the assigned auditor/s shall obtain a basic

understanding of the operation or system under review. This review will normally

include:

1 Review of permanent/continuing audit file (if available)
1 Review of previous audit work papers, reports, management letters (if available)
1 Review of department financial statements (transactions) including historical

trends if available
1 Review of department organization and staffing
1 Consultations with other audit staff who have been involved with similar audits

or are familiar with this department, related files, systems, etc
1 Review department goals/objectives

T Review departmentds

4102. PERMANENT FILE

mi Ssi on

statement
1 Review and resech for applicable laws, regulations and departmental policies

and procedures
{1 Evaluation of need for'8party consultant/s and other technical experts.

A permanent file should give the auditor general knowledge about the Thret.
information in the file is not expected to change significantly from-y@gear, but

it i S

pertinent

to the

current

year 0s

in gathering general knowledge about the unit. It might also be usefuhiparing
the current year to the prior year or performing analysis. A permanent file should

only be prepared for audits that we continually do or if the area audited is a system

such as payroll, accounts payable, &efore a permanent file is estabksh
consult with the Audit Manageidf a permanent file is not prepared, useful
information can be filed in the work papers.

a u
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4200.PRE-AUDIT MEETING

A pre-audit meeting is held to communicate information with all who need to know about
the engagementAttendees should include the engagement team and members of
management responsible for the activity being examined. The meeting should be held
during the planning phase of the engagement.

An agenda for this meeting should be prepared and sent to thde&tseprior to the
meeting, and a copy of the agenda should be included in the working pagersmary
of the topicsdiscussed at the paudit meeting, thelate of the meeting andattendees
(name and title) should be documented as minutes in the workpapers. The topics of
discussion should include the following:
1 Planned engagement objectives and scope of work
1 Timing of fieldwork and report issuance
1 Audit team members assigned to the engagéme
1 Process of communicating throughout the engagement, including the methods, time
frames, and individuals who will be responsible
1 Business conditions and operations of the activity being examined, including recent
changes in management or major systems
1 Questions, concerns or any requests from management
1 Required documents and Audit space
1 Matters of particular interest or concern to the engagement team

Description of the audit divisionbdés proced
in addition toreport issuance, including how, when, and to whom the engagement results
will be communicated, and followp process.

4300. UNDERSTANDING THE PROCESS

The auditor wil/l review the unitds interne
the audior uses a variety of tools and techniques, including flow charts, interviews, data
gathering and analysis. The review of internal controls helps the auditor design tests to

be performed in the fieldwork section of the audit.
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4301. IDENTIFICATION OF P OTENTIAL PROBLEM AREAS

An objective of the preliminary review is to identify potential problem areas. One of the
first steps in determining problem areas is to identify those processes, activities and
functions that are significant. These can be idiextids those processes or activities:

1 Which are susceptible to fraud, abuse or mismanagement

1 In which there is a large amouvdlume of transactions or large investments in

assets which are subject to loss if not carefully controlled
91 About which concernBave been expressed by management
1 In which prior audits have disclosed major weaknesses or deficiencies

This phase of the preliminary review should identify the significant activities of the area
and what inherent risks exist. Once activities and riake been identified, the next step

is to evaluate controls.

The auditor is responsible for determining how much reliance can be placed on the

entityés controls to protect its assets,
applicable laws antegulations, promote efficiency and economy, and produce effective
results.

A complete review of all controls is not always necessary because some controls may be
irrelevant to basic issues which are the subject of the audit effort. Therefore, the audito
must identify those controls which are the most important and critical to the operation
and concentrate on them. Some controls which can normally be identified as critical are
those which are designed to protect against:

1 Substantial financial losses

T Noncompl i ance to SOPOGs

1 Mismanagement

1 Legal violations
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4302 EVALUATION OF THE INTERNAL CONTROL ENVIRONMENT

The evaluation of the system of internal controls should provide reasonable, but not
absolute, assurance that the fundamental elements o$y8tem are sufficient to
accomplish its intended purpos&€he study and evaluation should be adequately
documented and properly supported by tests, observations and inquiries. The use of
information system methods that can affect the reliability,

accurag or usefulness of financial or statistical data and reports should be included as
part of the study and evaluation.

Internal controls are evaluated throughout the audit examination. Auditdrarge
assigned in the engagement should prepare the prograssist them in performing this
aspect of audit work. Generally, the guidelines are incorporated in the audit program in
the form of internal control questionnaires, checklists and specific audit tests and
procedures. Although the written audit guideirare invaluable aids, Auditoramarge

must ensure that each assigned staff member is familiar with the scope and objectives of
the internal control review.

The review of the system of internal controls is performed by discussing the control
proceduresmethods, and plan of organization with the auditee. The auditor may use
internal control questionnaires or checklists as well as written memoranda, flowcharts, a
transaction walkthrough, and other applicable techniques in determining the adopted
control procedures and the method and plan of organization. These techniques are
preferred because they provide adequate documentation. In addition to discussion with
the auditee, auditors make inquiries and perform observations relating to the system of
internd controls. These inquiries and observations, and resulting findings and
conclusions are also documented in their working papers. This documentation includes
identifying control strengths and weaknesses and-cefesencing them to the audit tests

and pocedures concerned with substantive testing.

To assist in evaluating the system of internal control, the auditor should consider the
following:

1 Types of errors or irregularities that could occur

1 Control procedures to prevent or detect such errors guiagties

1 Whether the procedures have been adopted and are being followed satisfactorily
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1 Weaknesses which would enable errors and irregularities to pass through existing
control procedures

1 The effect these weaknesses have on the nature, timing and axéemtiting
procedures to be applied

1 Audit methods used to study and evaluate existing internal controls include:
Internal Control Questionnaires, Narratives, Flowcharts, Working papers, tests of
compliance, etc.

1 The nature, timing and extent of tests ompliance are closely related to the
control procedures and methods studied by the auditor.

1 Additionally, the auditor must consider the availability of evidence and the audit
effort required to test compliance.

4400. PLANNING THE DETAILED AUDIT

Theelements of materiality and relative risk must be considered in performing the audit.
The due professional care standards do not imply unlimited responsibility for disclosure
of T rregularities and other defdbetmseci es.
areas where significant problems or deficiencies may exist, rather than in areas that are
relatively unimportantTime should not be spent examining or developing evidence
beyond what is necessary to afford a sound basis for a professionahop

The results of the preliminary review should be analyzed to determine the need for a
detailed audit and the specific areas to be covered. The detailed audit program should be
prepared allocating the project budget time established for the figtdw the specific

areas to be covered in the audit.

4401. AUDIT PROGRAM DEVELOPMENT

The audit program outlines the necessary steps to achieve the objectives of the audit
within the defined scope as listed in the assignment sheet. The audit progdetaited

plan for the work to be performed during the audit. A selstructed audit program is
essential to completing the audit project in an efficient manner.

A well-constructedhudit program provides:
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1 A systematic plan for each phase of therk that can be communicated to all
audit personnel concerned

1 A means okelf-controlfor the audit staff assigned

1 A means by which the audit manager can review and compare the performance
with approved plans

1 Assistance in training inexperienced staff nbens and acquainting them on the
objectives, scope and work steps of the audit

1 An aid to the audit manager in making possible reduction in the amount of direct
supervisory effort needed

1 Assistance in familiarizing successive audit staff with the naturevark
previously carried oufThe program consists of specific directions for carrying
out the assignment. It should contain a statement of the objectives of the operation
being reviewed. For each segment of the audit program should (1) lists the risk
tha must be covered in that segment, (2) show for each risk the controls that exist
or that are needed to protect against the indicated risk, (3) show for each of the
listed controls the work steps required to test the effectiveness of those controls
or setforth the recommendations that will be required to install needed controls,
and (4) provide space for referencing the related audit working papers.

Standardized audit programs are available and should be used or modified to achieve the
audit objectives. fie Section Audit Head or auditor-amarge shall submit the APG to

the Audit Manager for approval. The auditor includes an estimate of the hours necessary

to complete the project. The section audi
todatead t hen discusses any concerns or propc
tailor-fitted, as necessary, during the course oktigagement

4500.FIELDWORK

Fieldwork is the process of gathering evidence for measurement and evaluation. Audit
evidence is obtained by observing conditions, interviewing people, and examining
records. Audit evidence must provide the basis for audit findings, conclusions and
recomnendations. The purpose of fieldwork is to complete the audit procedures identified
in the audit program in response to the audit objectives and in support of the audit
conclusions.


































































