The AuditNet® Monograph Series

New Auditor Orientation Manual
[image: image1.jpg]



AuditNet® 2006

AuditNet® Monograph Series - Guides for Auditors

Thanks to the George Currie, Director State of Kentucky Cabinet for Health and Family Services Office of the Inspector General Division of Internal Audit for permission to use the content from their New Auditor Orientation Manual to develop this training guide. 

The monograph series grew out of my desire to establish an online electronic communication network for auditors. Before online services, bulletin boards and the Internet many auditors were operating without the benefits of peer collaboration and information sharing on a major scale. The Internet, founded on the principle of sharing and communication, changed the interaction model between auditors. Auditors can now post messages in online discussion forums, upload and download audit work programs, checklists, surveys, questionnaires and other audit related material in warp speed. Small one-person audit shops can now communicate with others and feel like they are not paddling upstream with one oar when it comes to having access to audit resources. My vision of an online information communication network for auditors became a reality with AuditNet® as the foundation.

The AuditNet® Monograph Series or AMS provides auditors with guidance on different aspects of the audit process and other relevant topics to help them do their jobs. New auditors will seek these guides to learn some basics of auditing while experienced auditors will use them as a review.  Each guide focuses on a specific subject. 

If you have an idea for additions to the AMS please send a proposal via email to editor@auditnet.org.  

Jim Kaplan, AuditNet® President and CEO
INTRODUCTION TO INTERNAL AUDITING
History of the Internal Audit function 
This section should be customized by each audit office to provide relevant background as to how the office came into being and any key facts that the new auditor should know.
Overview

An audit is fundamentally a comparison of audit evidence to audit criteria to determine findings.  The evidence is the objective information collected through interviews, visual observation, and documentation review.  The audit criteria are the expectations or “rules” of how conditions should be.  It is the criteria that distinguish one audit from the next.  For example, in compliance auditing, the criteria are the laws, regulations or policies.  

When evidence is compared to criteria, one can determine whether the audited entity does or does not conform.  This determination is a finding, and a finding can either be one of conformance, or non-conformance.  Therefore, an audit will always produce findings, even if what is being audited is in full conformance with criteria.

Other key definitions to be aware of with auditing are: objectives, scope, auditee, client, and auditor.  The audit objective(s) is simply why you are conducting an audit; usually the reason is to demonstrate conformance to stated criteria.  The audit scope is what entity is being audited, and can be a company, a site, or unit within a site or company.  

The auditor is the one collecting evidence and determining findings.  The auditor can be comprised of several individuals on a team.  There are requirements that state those performing auditing functions be qualified in their tasks.  This means the auditors must have received appropriate training.  However, there may be audit team members who do not have the training, but are on the team because of some unique expertise, such as Information systems, medial degrees, etc.
Types of Audits
Financial:  The analysis of the economic activity of an entity as measured and reported by accounting methods.

Compliance:  The review of both financial and operating controls and transactions to see how they conform with established laws, standards, regulations and procedures.

Operational:  The comprehensive review of the varied functions within the organization to appraise the efficiency and economy of operations and the effectiveness with which those functions achieve their objectives.

Consulting:  Consists of problem-solving methodologies seeking to make direct improvements in the circumstances or conditions of the client.
Auditing Standards

This section may need to be customized to identify the audit standards followed by your jurisdiction. Typically they will be either the standards of the IIA, AICPA and GAGAS to be carried out in order to:          

(a)
determine whether or not the departments or agencies: 

Conform to planned internal controls; and has been properly implemented and maintained; and

(b)
Provide information on the results of the audits to management.”

This requirement means that the organization shall:

· Have procedures governing audits and follow-up actions

· Operate a comprehensive system of audits

· Plan its audits

· Document its audits

· Demonstrate that activities comply with appropriate standards

· Determine that  audit activities were appropriately documented and carried out.

· Record results

This however does not convey the full requirements of our standards, as many other clauses of the standards also have an impact upon the audit

In general, auditor’s should be familiar with management systems, regulatory and legal requirements, processes and operations of the departments or agencies. It should be understood that no single individual may have all of these qualifications, hence the concept of the audit team.

The Difference Between Financial, Compliance, Consulting, Information Technology and Investigative Auditing

There are fundamentally the similarities among all audit types however there is a distinction for each…

THE AUDIT  - Essential Features of an Audit

The audit incorporates in a condensed form the following general features that are essential elements of any audit, i.e.:

· They are pre-planned and methodical in nature rather than haphazard

· They should be free from bias or prejudice

· They encompass some form of inquiry and critical consideration of the resultant findings

· They are concerned with all activities that affect environmental issues and with results reflecting environmental performance

· They should ensure that such activities are carried out in an effective and consistent manner in accordance with planned arrangements 

Why are audits performed?

In order to give assurance that the Department/agency operates effectively, it is essential to carry out some form of monitoring activity in addition to ongoing monitoring and measurement.  Listed below are some of the potential benefits of Internal Auditing:

· They provide a means of confirming that the Department/agency policies are understood and are being implemented.

· They give management confidence that the system is being implemented in the manner prescribed.

· They provide a structured means of identifying deficiencies in the system, agreeing on corrective action, and following up to confirm effectiveness.

· They enable system weaknesses to be highlighted before the related potential problems are reflected in the environmental performance. 

· They provide a convenient framework for investigating operations in a particular area.
· They can, by involving personnel more widely in the operations of the Department/agency, lead to increased commitment and motivation. 

Potential Disadvantages of Audits

The potential cost of the audit is often a source of some concern.  It is true that internal audits usually require additional manpower resources since they tend to be superficial if sufficient time is not allocated for preparation and performance of the audits.  Consequently, it is critical that all aspects of the audit system from the audit schedule through to control of corrective action are structured to make the most effective use of the available resources.  In this manner the auditing's contribution to the effectiveness of the Department/agency should outweigh any additional costs involved.

It is sometimes suggested that the principle that audits should be independent will mean that they will be conducted by personnel not familiar with the area being audited, thus restricting their effectiveness.  This potential disadvantage can be minimized by careful auditor selection and thorough audit preparation.  If this is done, the new insights obtained by examination of the system from a different point of view are invaluable.  If use is made of personnel from other departments within the company to meet the recommendation for auditor independence, it provides the ideal opportunity for exchange of good ideas.  It also provides an opportunity for the personnel involved in auditing to see problems from the user department’s point of view, thus increasing the potential for cooperation and better understanding within the organization.

A frequently stated criticism of audits is that they are a potential source of conflict within the organization, since they involve outsiders telling the managers responsible for the activity being audited how to conduct their business.  This criticism ignores the fact that the task of the auditor is to compare actual performance with what is stipulated in the agreed procedures, not to impose his/her personal interpretation of what is good practice.  The use of properly trained auditors who understand the role they are required to fill and the extent of their responsibilities will help audits to be perceived as a constructive process, not a disruptive one.  Internal Auditors are part of the management team and as such are tools for management.

In summary, although criticisms may be leveled against audits, in most cases either the potential benefits outweigh these, or measures can be adopted to obviate their worst effects.  In particular, the problems of audits being time consuming, ineffective or disruptive can be minimized by a properly structured audit system and the use of well trained experienced auditors.

The Audit Process

The entire audit process can be described as planning, executing (Fieldwork), and reporting.  Audit programs and procedures are mandated for the effective completion of an audit.  Our Internal Audit manual was created to describe this process, and provide suggestions on setting up audit programs.  In this section, we will examine the three major steps of auditing in detail, providing examples and suggestions towards establishing an audit program.  Once the audit program is put together it should not have to be changed appreciably.  Should there be any changes there must be management approval of the audit program changes.

Planning the Audit

A very important step is planning the audit.  This involves preparing the specific audit plan, making team assignments, deciding on working documents, and addressing any unique extenuating circumstances.  To understand the importance of planning, imagine going on vacation without planning; in other words, not knowing where you are going, what you will do, or how long you will be gone.   

The Audit Program

The audit program the document that establishes the scope, objectives and criteria, and schedule of the audit.  It also goes into specific details on what areas will be audited, when, and by whom.  Other details such as which checklists may be used, how the report is to be formatted and distributed, and how meetings will be conducted can also be included in the plan.  In essence, the audit program reflects programs, procedures, and methodologies of the audit process, in accordance with the standards.  

The audit scope defines what part of the organization will be audited.  If the full audit is divided in smaller segments then the scope of any given segment is what portion of the organization will be audited at that time.  Typically, Internal Audit prepares and Audit Plan for the year which will indicate the various divisions or activity and when it will be audited.  A typical entry may show the Department of Public Health being audited in the first quarter and the Division of Women’s Physical and Mental Health in the fourth quarter, for example.  

Also noted in the audit program is the audit objective(s).  The audit objective describes why an audit is being conducted.  Another reason is demonstrate conformance to others.  

Although audits may appear in their own right to be “good practice”, it is essential that auditors have a clear concept of what the general objectives of such audits are.  

The definition of Internal Audits highlights the need to confirm conformance with the Audit Plan and to ensure that these arrangements are effective and suitable to achieve objectives.  A number of general objectives for any type of audit should be carried out to:

· determine conformance of an auditee’s criteria

· determine whether the auditee’s has properly implemented and maintained their control structure.

· to identify areas of potential improvement

· assess the ability of the internal management review process to ensure the continuing suitability and effectiveness of implemented internal controls

The following statement of the specific objectives of an internal audit has been developed.  Internal audits should be carried out to ensure that:

· The necessary documented procedures that exist are practical and satisfy any specified requirements for the area under audit
· The necessary documented procedures are understood and followed by appropriately trained personnel
· Areas of conformity and nonconformity with respect to implementation of Internal Controls are identified and corrective action implemented
· The effectiveness of the system in meeting organizational objectives is determined and that a basis is created for identifying opportunities and initiating actions to improve controls  

The above objectives imply that internal audits are concerned with more than just the policing of an established system.  If auditors and managers are to remain committed to the implementation of effective and efficient Internal Conrtols, it must also contribute to the process of developing that system and seeking improvements.

Internal auditing must not be carried out in a way that results in the transfer of responsibility from the operating staff to the auditor or auditing organization, i.e., at all times the individual or department must retain and accept responsibility for his or her role with the controls.

If the internal audit process is not designed and implemented to meet the objectives and to avoid the pitfalls described above, it is unlikely that the top management commitment essential to an effective audit process will be readily forthcoming.

The audit criteria define what the “rules” are.  This means what the organization said it was going to do.  In audits, a common response is “the standard does not require such and such detail”.  However, if the site’s procedure does require some specific response, then it becomes part of the criteria.  In essence, the auditors are verifying the not only the system but also to what the documentation states.

How long each audit takes again is a function of resource needs and operations.  It is recommended, however, that any individual audit event not be protracted out over long time periods.   The longer a task takes, the easier it is to get distracted and lose focus.

Now we know what is being audited, when it is being audited, and to what “rules” it is being audited.  The remainder of the plan is simply then the logistics of the audit.  The logistics include identification of team members, noting if and what checklists will be used, schedule and formats of meeting to name a few.  Below is a list of recommended audit program elements:

· the audit objectives and scope;
· the audit criteria;
· identification of the auditee’s organizational and functional units to be audited;
· identification of the functions and/or individuals within the auditee’s organization having significant direct responsibilities;
· identification of the auditee’s area that are of high audit priority;
· identification of reference documents;
· the expected time and duration for major audit activities;
· the dates and places where the audit is to be conducted;
· identification of audit team members;
· the schedule of meetings to be held with the auditee’s management;
· confidentiality requirements;
· report content and format, expected date of issue and distribution of the audit report;
· document retention requirements. 

If the internal audit is to proceed smoothly, it is helpful for the internal auditor to establish a dialogue prior to the actual audit with the person responsible for the area being audited.  This dialogue usually begins with the entrance conference.  The following points should be established:

· The overall duration of the proposed audit
· The starting location and time
· The proposed scope and areas to be covered by the audit
· Work station location and who you will directly be responsible in that area
· A timetable for approximate progress of the audit where applicable
· The arrangements for any close out meeting where the findings of the audit can be agreed and corrective action requirements discussed
· The personnel liable to be involved at each stage of the audit

If an auditor does not give sufficient attention to ensuring that clear agreement is reached with respect to the above points, the potential for misunderstandings that can affect the conduct of the audit is greatly increased.  However, these initial communications with the personnel of the area being audited not only affect the “tone” of the forthcoming audit, but they can significantly influence the commitment and level of cooperation shown by that area throughout the audit process and for many subsequent audits.

Prior to commencing the audit, but once the program is prepared, the audit team assignments are made, and working documents are defined.  Working documents are those documents such as contracts, receipts, logs and checklists that are used during the audit to collect evidence.

Although an auditor should always work within the scope defined for the audit, the working documents must not be designed so that they restrict additional audit activities or investigations that may become necessary as a result of information gained during the audit.  

Audit Team Assignments and Auditor Qualifications

The Director must identify education, skills and other competencies in order to effectively conduct audits in accordance with the standards. It is not expected that these individuals are experts in each area only that they collectively possess the skills or other compenticies to discharge the duties of the Internal Audit Plan.  

In general, auditors, or collectively as a team, should have some degree of knowledge of:  management, auditing methodologies and techniques, accounting, regulatory and legal requirements.  It is well within the right of the organization to assemble a team of individuals who collectively have this knowledge, understanding that a single person with this breadth of knowledge is a rarity.

More importantly, to an extent, it is not so much the auditor’s technical skills, but his or her interpersonal relationship and observational skills.  The ability to interact with individuals, collect information, and mentally process observations is a skill difficult to teach, but influential in determining the degree of success that an auditor will have.

The auditor must be capable of exercising basic managerial and organizational skills if acting as the lead or sole auditor.  If acting as lead auditor, the ability to coordinate and exhibit leadership qualities is essential.  The auditor must have a basic knowledge of any system standard with which the Department/agency is seeking to comply without necessarily "being an expert”.  The auditor must be capable of acquiring an in-depth understanding of the company’s policy and procedures, since it is against these he or she is expected to examine the activities being audited.  The auditor should be familiar with the regulatory requirements and industry or business practices.

The auditor must be capable of communicating clearly both orally and in writing.  This requires an ability to be concise and accurate, to be able to modify the approach and questions to be compatible with the person being interviewed, and to be a good listener.

Diplomacy is an essential characteristic of the auditor, which must be balanced by an ability to be assertive if the situation demands it.  Audits should not involve constant arguments, although occasional differences of opinion are inevitable and must be dealt with firmly but fairly.  The good auditor should be able to foresee problems and plan accordingly.  These attributes, combined with an ability to make logical decisions and exercise sound judgement, provide a good basis for conduct of audits without undue aggravation.

The auditor must be able to follow audit trails to their logical conclusion, i.e., analytical abilities combined with perseverance are essential if the audit is to be searching and not superficial.  Patience and self discipline are also important in this respect.

Auditors must be observant and not liable to distractions.  They must be able to assess facts without speculation and reach consistent decisions.

Conducting the Audit

Roles and Responsibilities

Now that the audit program is prepared, the team assigned, and working documents defined, it’s time to execute the audit.  Simply, this means collecting the information, or evidence which will be compared to the criteria to assess the degree of conformance to planned arrangements.

In order to implement the audit program effectively and perform the audit, all individuals need to understand and accept their roles and responsibilities.  The audit is a team effort, requiring two-way cooperation between the auditee and auditor.  Such openness and cooperation results in a non-adversarial situation.  Recall that the goal of an audit is to assess the state of the auditees area in order to encourage corrections and improvements, and not to punish individuals. 

Lead Auditor

The lead auditor is responsible for ensuring the efficient and effective conduct and completion of the audit within the audit scope and program as approved by management.  

In addition, responsibilities and activities of the lead auditor should cover:

· consulting with the auditee, if appropriate, in determining the criteria and scope of the audit;
· obtaining relevant background information necessary to meet the objectives of the audit, such as details of the auditee’s activities, products, services, site and immediate surroundings, and details of previous audits;
· directing the activities of the audit team in accordance with the Standards;
· preparing the audit program with appropriate consultation with the auditee and audit team members;
· communicating the final audit program to management for approval;
· coordinating the preparation of working documents and detailed procedures, and briefing the audit team;
· seeking to resolve any problems that arise during the audit;
· recognizing when audit objectives become unattainable and reporting the reasons to management as soon as practical;
· representing the audit team in discussions with the auditee, prior to, during and after the audit;
· notifying the auditee without delay, of audit findings of critical nonconformities;
· reporting to the client on the audit clearly and conclusively within the time agreed with in the audit program;
· writing the audit report and making recommendations for improvements when appropriate.

Auditor

Auditor responsibilities and activities should cover:

· following the directions of and supporting the lead auditor;

· planning and carrying out the assigned task objectively, effectively and efficiently within the scope of the audit;
· collecting and analyzing relevant and sufficient audit evidence to determine audit findings and reach audit conclusions;
· preparing working documents under the direction of the lead auditor;
· documenting individual audit findings;
· safeguarding documents pertaining to the audit and returning such documents as required;
· assisting in writing the audit report.

Audit Team

The process for selecting audit team members should ensure that the audit team possesses the overall experience and expertise needed to conduct the audit. Consideration should be given to:

· education and qualifications;
· the type of organization, processes, activities or functions being audited;
· any potential conflict of interest between the audit team members and the auditee;.

The audit team may also include technical experts and auditors-in-training that are acceptable to the lead auditor. 

Auditee

The responsibilities and activities of the auditee should cover:

· informing employees about the objectives and scope of the audit as necessary;
· providing the facilities needed for the audit team in order to ensure an effective and efficient audit process;
· appointing responsible and competent staff to accompany members of the audit team, to act as guides and to ensure that the audit team is made aware of document locations;
· providing access to the facilities, personnel, relevant information and records as requested by the auditors;
· cooperating with the audit team to permit the audit objectives to be achieved;
· receiving a copy of the audit report unless specifically excluded.

For most types of audits the sequence of stages are as follows::

· Opening Conference – to explain the audit process and set the “tone”
· Examination and evaluation (Fieldwork) – fact finding through interrogation of the system and analysis of findings
· Reporting of deficiencies – presentation of corroborated facts
· Closing Conference – to advise the auditee of findings and what happens next

The Opening Conference

Even in circumstances where the auditor and auditee are well known to each other and relationships are normally very informal, it is still required to hold the opening conference that  will cover certain specific topics.  You will make a detailed memorandum of what transprired in this meeting.

There are certain topics that should always be addressed at any opening conference:.

Introductions

In circumstances where the audit team is made up of several individuals, it is likely that a number of representatives of the department being audited will attend the opening meeting.  This presents the opportunity to complete introductions and to begin to establish a working relationship with the auditees.  

Scope of Audit 

The objectives and scope of the audit should be explained. The suitability of the audit schedules should be discussed in case unforeseen circumstances are present.  The auditee must have a justifiable reason to limit your audit otherwise there would be a scope limitation.  If that is the case you will immediately discuss the scope limitation with your supervisor.

Method of Working and Reporting

The method of working and reporting should be summarized.  The team lead should outline who is likely to be involved in the audit and ensure that arrangements have been made for a departmental representative to accompany the auditors.  Obviously in those circumstances where the area being audited is small with few people employed in the area, the requirement for guides or escorts may be superfluous.  

Closing Conference

Provisional arrangements for a closing conference should be agreed with respect to both its timing and who should attend.  You will explain to them that this will be their opportunity to go over any audit findings and recommendations.

Executing the Audit

Collecting Evidence

Having established with the auditee and client the scope of the audit, now is the time to undertake an initial review of the related documentation, which will normally consist of:

· The manual and the procedures applicable to the area being audited
· Regulatory documents and specifications that typically apply in the area being audited
· The findings of the last audit of the area and any available audit checklists relating to that area
· Any records of corrective action analysis relating to that area

The examination of the manual and procedures undertaken at this early stage is a general review rather than an in-depth study.  At this stage the auditor should confirm the adequacy of the proposed scope, e.g., if a manager has provided him with an audit schedule which references various procedures but does not include one which the auditor considers essential to the operations in the area being audited.  The auditor, in undertaking this general review, should also consider how much time is necessary to prepare the required procedures and to perform the audit, and confirm that this is compatible with the actual time available.       

The foundation of a good audit is effective evidence gathering.  The ultimate interpretation of the data to develop findings will only be as good as the raw data.  The auditing planning process described above was in part intended to identify the criteria and decide what information must be collected to verify conformance.  This leads to the conclusion that the auditor must be aware of not only what the requirement is, but what type of information will be appropriate to verify conformance.   In the sections below are general comments on evidence gathering.  

Orienting Yourself to Audit

To be most effective, the auditor should be somewhat familiar with the specific area they will be auditing.  This familiarization goes into more depth than the audit program.  For example, proper preparation will include knowing an area’s significant aspects, objectives and targets, monitoring and measurement needs, and supporting documentation.  Documentation can include reference documents, work instructions, procedures, and other records.  
The auditor should arrange for a brief visual reconnaissance, or walkthrough of the area.  This allows the auditor to relate what the procedures say should be happening to what actually occurs. In addition, the auditor can note conditions that verify or contradict planned arrangements.  The key is that an audit is not a documentation exercise.  Having the appropriate documentation is only part of the story.  The organization must also have properly implemented and maintained the processes.  

This constant observation is part of the process of developing “auditor awareness”, an essential requirement for effective and thorough audits.  The auditor must always be conscious of what is happening around him or her, whether it is during the visit to a department or between departments.  The auditor must be alert and prepared to note “throwaway” comments or visual clues which will make the subsequent sampling more effective, e.g., general untidiness and bad housekeeping in an process input area may suggest that waste handling may be a potential problem area.

This awareness is something that every auditor has to develop and some find it easier than others.  It is a skill that is developed with experience and maintained through regular usage rather than one that can be taught.  You must keep an open mind and absorb what you learn and observe.

Time Management (Time Budget) – Structuring the Visit

It is often assumed that the main problem the auditor will face is understanding the workings of another department or area and finding the non-conformances.  Although a good basic understanding of the department is necessary, inexperienced auditors initially tend to find the management of time during the assessment a more significant area of concern; e.g., "How was I supposed to review all these activities in the two hours allocated and what shall I do about the other two departments I should also have visited this morning?”

One method that helps to minimize this problem is for the auditor to allocate the time available between the various activities being undertaken in that department.  It is also useful to try and identify what assessment techniques are likely to be most productive and what kind of sampling would be the most appropriate.

Finally, in attempting to structure the visit to assist time management, the assessor should look for a logical route or path he can follow.  This may be following the flow of information or material through the area, identifying the inputs, the processing stages and the outputs.  Having identified the route, the auditor tries to control deviations from it so that sampling and discussions of the irrelevant are minimized.

Interviewing

It is ironic that probably the most sensitive part of auditing is the most difficult to teach, and is more an acquired skill.  Interviewing is essentially the technique of gathering information from another individual by asking a series of questions.  This may sound easy, but there are varying styles of questions that will prompt different types of answers.  For example, closed questions (i.e., yes - no answers) will not yield details or explanations.  It is not feasible to assess how well someone understands a concept by using closed questions.  On the other hand, there is a time for closed questions, usually when the auditor wishes to verify a point or time is short.  Keep in mind also that the auditor can ask additional clarifying questions to elaborate on a point.

Other types of questions, such as antagonistic or leading are not recommended.  Also, keep in mind that silence, allowing the interviewee to think, is also a valid technique of obtaining information.  In general, interviews should be characterized by structured, thoughtful questions, putting the auditee at ease, explaining what is required, listening to the response, and avoiding personal judgement.

There are a few basic questions that are nearly always asked, at least to begin discussions.  It should be noted that interviews are situation-specific, and many other clarifying questions may follow those listed below.  You will note two sets of questions.  The first set represents elements that all employees should be able to answer, and can be asked of anyone. The next set is more specific questions.

First Set
· Are you familiar with the policy?
· Are you familiar with the program?
· What do you do in case of a procedural nonconformance?
· What do you do in case of an emergency?
· What kind of training have you received?
· How do you communicate environmental concerns or ideas?

Second Set

· What are the significant aspects and impacts associated with your function?
· How do you know what to do?  (Ask for procedures and operating criteria).
· What specific training have you received?
· Are there any objectives and targets associated with your function?
· Are you responsible for any monitoring and measurement activities?
· What records do you keep?

(Any other specific questions prompted by answers to 1-6 and/or specific

     circumstances)?

Reviewing Documentation

During an, the auditor will be reviewing a wide variety of documentation.  Documents will vary from high-level management policies and procedures to specific records.   In general, the documentation review is part of the overall evidence, gathering phase.  More specifically, the auditor is looking for the following:

· Does your documented system respond to the standard?
· Do the procedures describe what's happening?
· Is the documentation controlled?
· Are all employees informed?
· Are the procedures followed by everyone all the time?
· Is there objective evidence that the procedures are being followed?

It is easy to quickly become overwhelmed by the sheer volume of documents that may exist.  Once again, the auditor must remind him or herself that an audit is a statistical sampling in an instant of time.  There is no expectation that every document be reviewed.  Part of the art of auditing is knowing how to select a representative sampling.  Although there is much latitude with sample size, one should definitely not continue auditing until they find a nonconformance.  Unless there is an indication of a problem within the pre-agreed upon sample size, the audit is complete when that sampling is done, even if no nonconformances were noted.  The nature and size of the documentation sample size is determined during the audit planning.    

Completing the Audit

Once the evidence has been collected, the audit team meets to agree on the findings.  Recall that findings are the comparison of evidence to criteria to ascertain if they are in conformance to planned arrangements.  

It is important that the auditor records all the objective evidence available, both of deficiencies and of conformance with the procedures.  This enables the findings to be reviewed, subsequently with the other members of the team.  If a deficiency has been observed, make sure that the department representative agrees at least to the facts of what has been observed.  It is not usually appropriate at this stage to try and reach agreement with the interpretation of these facts. 

Ideally, evaluation of findings should be carried out after completion of the interviews and examination rather than on the spur of the moment.  This allows cross checking against the detailed working of the procedures and against the findings of other team members.  If a non-conformance is to be written, then there must be objective evidence that the requirements of the Department/agency procedures are not being satisfied.

Closing Conference

It is very important that the audit team and management agree on findings prior to sharing them with the auditee in order to avoid unnecessary disagreement and confusion.  Once the audit team agrees on the findings and receives management approval, a closing conference is held with the auditee.  The main purpose of this meeting is to come to agreement on findings before closing the audit. 

At the closing conference the team leader (or sole auditor) must present any findings backed up where necessary by supporting evidence.  It is essential that the audited department acknowledge any non-conformances that are being written even if they do not accept the auditor’s interpretation of the facts.  It is in this respect that the use of non-conformance notes is a distinct advantage.  These can be presented at the closing conference and the departmental representative can study them before the report is issued. 

It is important that this opportunity is taken to clear up any misunderstandings and to explain any limitations on the performance of the audit.  A little extra time spent at this stage to ensure that the audit is perceived as a constructive exercise with everyone being thanked for their cooperation will make the task of the next person to audit the department that little bit easier.

The Audit Report

Once agreement has been reached, both among the audit team and with the auditee, it is time to prepare the audit report.  The audit report is prepared by the lead auditor, although he or she may have other team members prepare portions.  The content of the audit report is determined by the audit plan and audit procedures.  Having completed the fieldwork phase and evaluated the collected data observations, etc., the assessor is faced with the problem of documenting any deficiencies he or she may have found.  The findings appear as a statement that the process is or is not in conformance with the criteria, and states what the criteria and supporting evidence are for the statement. 

The format of such reports can vary considerably and may range from completion of a simple pro-forma to expansive documents describing all aspects of the audit performance and findings.  However, irrespective of the style and format, the audit report should cover the key topics already identified as being essential for discussion and presentation at the opening and closing meetings.  In constructing the report two specific objectives must be borne in mind. The report has to provide objective evidence of effective implementation of the audit procedures.  The report also has to allow for corrective action to be addressed and that the follow-up requirements can be established and initiated.  Please check our manual for the appropriate method of reporting any deficiencies in the report. 
Earlier we considered the requirements for recording observations during the assessment and emphasized the need for them to be factual and to contain objective evidence that the system requirements were not being satisfied.  Although this appears to be fairly straightforward, in practice this is often not the case.  It is not unusual for inexperienced auditors to identify a deficiency only to fail to communicate the findings in a manner that facilitates implementation of the appropriate corrective action.  The work paper note, while not being over long, must contain sufficient information to enable a person not present during the audit to be able to gauge the seriousness or otherwise of the observation.
The use of descriptive terms such as extensive, several, isolated, etc… is essential to communicate accurately the nature and extent of the deficiency, but care must be taken to ensure that their use does not result in a lack of objectivity; e.g., the term extensive can only be included if there is irrefutable evidence to justify its use.  The auditor must also take care to ensure that the description is not only accurate but it is also fair, e.g., a statement that 50% of manifests were incorrectly signed may be accurate but is hardly fair if only two manifests were sampled.
An audit is considered successful when the auditee feels that they have useful, constructive feedback that allows them to improve the system.
Fraud
Deterrence of fraud is management’s responsibility.  Our responsibility is to examine and evaluate the adequacy and the effectiveness of actions taken by management to fulfill its obligation.  Auditors should have sufficient knowledge of fraud to be able to identify indicators of fraud.  You are not expected to have the knowledge equivalent to that of a person whose primary responsibility is to detect and investigate fraud.  Auditors should assess the facts known relative to all fraud investigations to:

· Determine if controls need to be implemented or strengthened.

· Design audit tests to help disclose the existence of similar frauds in the future.

· Help meet the internal auditor’s responsibility to maintain sufficient knowledge of fraud.

