Core Audit Program and Internal Control Questionnaires

Cost Accounting Standards Board Disclosure Statement Program

Total Estimated Time to Complete – 160 hrs.


I. Audit Approach

As an element of the University’s core business functions, the Cost Accounting Standards Board (CASB) Disclosure Statement (D/S) will be audited once every three to five years using a risk-based approach.  The minimum requirements set forth in the “general overview and risk assessment” section below must be completed for the audit to qualify for core audit coverage.  Following completion of the general overview and risk assessment, the auditor will use professional judgment to select specific areas for additional focus and audit testing. 

II. General Overview and Risk Assessment
At a minimum, general overview procedures will include interviews of department management and key personnel; a review of available financial reports; evaluation of policies and procedures associated with business processes; inventory of compliance requirements; consideration of key operational aspects; and an assessment of the information systems environment.  During the general overview, a detailed understanding of the management structure, significant financial and operational processes, compliance requirements, and information systems will be obtained (or updated).  

As needed, the general overview will incorporate the use of internal control questionnaires (an example is provided as Attachment I), process flowcharts, and the examination of how documents are handled for key processes. 

A.
The following table summarizes audit objectives and corresponding high-level risks to be considered during the general overview:

	Audit Objective
	Areas of Risk

	Obtain a detailed understanding of significant cost accounting processes and practices, specifically addressing the following components:

· Management philosophy and operating style, and risk assessment practices.

· Organizational structure, and delegations of authority and responsibility.

· Positions of accountability for financial and compliance programmatic results.

· Process strengths (best practices), weaknesses, and mitigating controls.

· Information systems, applications, databases, and electronic interfaces.
	· Poor management communication regarding expectations may result in inappropriate behavior.

· The program's risk assessment processes may not identify and address key areas of risk. 

· Inadequate separation of responsibilities for activities may create opportunities for fraud.

· Inadequate accountability for the  achievement of financial or compliance results may decrease the likelihood of achieving results. 

· Processes and/or information systems may not be well designed or implemented, and may not yield desired results, i.e., accuracy of financial information, and compliance with relevant regulations policies and procedures.   


B. The following procedures will be completed as part of the general overview whenever the core audit is conducted:

General Control Environment

1. Interview the department director and key managers to identify and assess their philosophy and operating style, regular channels of communication, and all internal risk assessment processes.

2. Obtain the department's organizational chart, delegations of authority, and management reports. 

3. Interview select staff members to obtain the staff perspective.  During all interviews, solicit input on concerns or areas of perceived risk. 

4. Evaluate the adequacy of the organizational structure and various reporting processes to provide reasonable assurance that accountability for the D/S and compliance results is clearly demonstrated. 

5. If the organizational structure and various reporting processes do not appear adequate, consider alternative structures or reporting processes to enhance assurance.  Comparison to corresponding departments on other campuses may provide value by demonstrating better accountability.

Business Processes

6. Identify all key department activities, gain an understanding of the corresponding business processes, and positions with process responsibilities. 

7. Document positions with responsibility for initiating, reviewing, and reportable processes reportable in the D/S.  Document processes via flowcharts or narratives identifying process strengths, weaknesses, and mitigating controls.  

8. Evaluate processes for adequate separation of responsibilities.  Evaluate the D/S reporting process for adequacy of the processes to provide reasonable assurance that required disclosures have been made by the University.

C. Following completion of the general overview steps outlined above, a high-level risk assessment should be performed and documented in a standardized working paper (e.g., a risk and controls matrix).  To the extent necessary, as determined by the auditor, this risk assessment may address aspects of other areas outlined below (financial reporting, compliance, and information systems).  In addition to the evaluations conducted in the general objectives section, the risk assessment should consider the following:  time since last review, recent audit findings, organizational change, and regulatory requirements, etc. 

III. Adequacy of Disclosure Statement

A.
The following table summarizes audit objectives and corresponding high-level risks regarding financial reporting processes:

	Audit Objective
	Areas of Risk

	Evaluate the accuracy of cost accounting disclosures, specifically addressing the following components:

· Accounting practices which have the greatest impact on Government contracts.

· Accounting practices are adequately described.
	· The accounting practice described in the D/S is not current.

· The accounting practice is not accurately described in the D/S.  

· The accounting practice is not sufficiently explained in the D/S.




B.
The following procedures should be considered whenever the core audit is conducted:

1.
Identify those accounting practices which have the greatest impact on Government contracts.  Emphasis of the audit should be on such identified practices.
2. Audit D/S interrelationships as listed below to assure internal consistency.

a. If item 1.4.0 is marked A or B, item 2.2.1 or 2.2.2 should be marked A, and/or item 2.5.0 should be coded D in at least one column.

b. Section 2.4.0 should be completed only if line A of item 2.2.1 or 2.2.2 is marked.

c. Section 2.6.0 should be completed only if one or more columns in item 2.5.0 were marked D.

d. If item 2.2.2 is marked A, B, C, D, or Y, item 3.2.1(f) must be marked with a code other than Z.

e. If item 2.7.1 is marked with a code other than Z, item 3.2.3(v) should be marked D or E.

f. If item 3.2.1(b) is marked other than Z, item 5.5.0(a) must be completed.

g. Items 3.2.3(l) and (m) must be marked other than F or Z if item 4.5.0(b) is marked A, B, C or D.

h. If item 3.2.3(w) is marked with a code other than Z, item 6.3.0 cannot be marked Z.

i. If item 4.3.0, column (3), is marked with a rate code A, item 4.4.0 cannot be marked Z.

j. If item 4.6.0 is marked A, the G&A pool described in item 4.2.0 must include IR&D/B&P functions and activities.

k. If item 4.6.0 is marked B, one of the pools listed in item 4.1.0 must include the IR&D/B&P pool.

l. If item 3.2.2(f) is marked other than Z, item 7.1.0 cannot be marked Z.

m. If item 3.2.2(g) is marked other than Z, item 7.2.0 cannot be marked Z unless the plan is reportable under item 7.3.0.
n. If item 3.2.2(h) and/or (i) are marked other than Z, item 7.3.0 must be marked A.

o. If item 3.2.2(j) is marked other than Z, item 7.4.0 and/or 7.5.0 must be marked A.

p. If one of the lines in 7.1.0.A is marked, item 7.1.2 cannot be marked Z.

q. If one of the lines in 7.1.0.B is marked except 7.1.0.B.2.b or 7.1.0.B.2.c, item 7.1.3 cannot be marked Z.

r. If item 7.1.0.B.2.b or 7.1.0.B.2.c is marked, item 7.1.2 cannot be marked Z.

s. If item 7.2.0 is marked other than Z, items 7.2.1 and 7.2.2 must be completed.

t. If item 7.3.0 is marked A, item 7.3.1 must be completed.

u. If item 7.4.0 is marked A, items 7.4.1 and 7.4.2 must be completed.

v. If item 7.5.0 is marked A, item 7.5.1. must be completed.

w. If item 7.6.0 is marked A, item 7.6.1 must be completed.

x. At least one of items 8.3.1, 8.3.2, or 8.3.3 must be completed if this part is being completed by corporate, group, or home office.

y. If item 8.2.0 is marked other than Z, the corresponding part(s) (i.e. Parts V, VI or VII) of the disclosure statement must be completed.

3. Determine if the particular D/S item is adequately described (i.e., current, accurate, and complete) and document your working papers accordingly. This determination should first be attempted using data existing in your current files.  If insufficient information exists in the files to determine the adequacy of a D/S item, then perform any additional audit steps necessary to verify the adequacy of the D/S item.
a. A disclosure statement item is "current" if it describes the current accounting practices which the University intends to follow for estimating, accumulating, and reporting costs associated with covered contracts.

b. An item is "accurate" if it correctly, clearly, and distinctly describes the actual method of accounting the University uses or intends to use on covered contracts.

c. An item is "complete" if it clearly describes the cost accounting practices the University intends to use and gives you sufficient information to fully understand the accounting system being described.

When a particular item is adequately described (i.e., current, accurate, and complete) mark it accordingly and crossreference it to related audit files.

4.
If the description is inadequate, document the reasons for the inadequacy. 

5.
If insufficient information is available to form an opinion, mark the item(s) for additional follow-up.  Evaluate additional University records to verify the adequacy and accuracy of the accounting practice(s).
6. Examine closely for any disclosed practices which are different from established practices. The University may intend to make an accounting practice change.

7. Coordinate significant or unusual issues with the supervisor or the Federal Agency Official technical specialist.
IV. Compliance 

A.
The following table summarizes audit objectives and corresponding high-level risks regarding compliance with policies and procedures, and regulatory requirements:

	Audit Objective
	Areas of Risk

	Evaluate local compliance with the following requirements: 
· CASB rules, Regulations, and Standards.

· 48 CFR 9903.202

· DCAA Contract Audit Manual Chapter 8
	· Disclosed accounting practices may be noncompliant.

· Accounting practices with significant costs or sensitive issues are noncompliant with Standards. 




B.
The following procedures should be considered whenever the audit is conducted:

1. Prepare a list detailing CAS applicability dates for each standard included in the audit.
2. Survey the D/S to identify practices which appear to be obviously noncompliant with an applicable standard or acquisition regulation.
3. Prepare a schedule listing apparent noncompliance.  Also, list sensitive or critical areas requiring in-depth audit.  Perform risk analysis and assign audit priorities.

4. Audit for compliance with each applicable standard those accounting practices involving significant costs or sensitive issues.  Document findings, conclusions, and observations.

5. Coordinate significant or unusual issues with the supervisor and the FAO technical specialist.

GENERAL OBJECTIVES:

1.
Please provide the following to the extent that they are available:

a.
Mission statement or vision statement.

b.
Organizational chart.

c.
Current delegations of authority or responsibility.

d.
Most recent job descriptions for key management positions.


h.
List of key departmental contacts for major departmental activities.

2.
Please describe any significant changes to departmental operations in the last three years.  For example, please list any turnover in key positions; changes to policies, processes, or procedures; new or revised compliance requirements; etc.

3.
Please describe department management's processes or approaches for evaluating the status of CAS disclosures.  If the various approaches include any formal risk assessment process, please describe the process in detail and corresponding reporting, if any.  

4.
Do you have any concerns with regard to the current state of CAS disclosures?  If so, what are they?   If not, which CAS disclosures should be considered for selection as the focus or scope of the current review in your opinion?

5.
Has the CASB D/S been the subject of review by any outside party (e.g., Office of the President, peer review, independent consultants, regulatory agencies, etc.)?  If so, please provide the results of the review(s). 

ADEQUACY OF DISCLOSURE STATEMENT OBJECTIVES:

1.
Please describe accounting practices having the greatest impact on Government contracts. 

2.
Please explain the process for assuring that accounting practices described in the D/S are current and accurate.

3.
Please explain the process for assuring that accounting practices are accurately completely described in the D/S.

4.
Are there any accounting practices different from disclosed practices for which the University intends to make an accounting practice change? 

COMPLIANCE OBJECTIVES:

1. Are there any Cost Accounting requirements that the cognizant Federal agency has granted the University an exemption for compliance?

2. Are there any Cost Accounting Standards that are not applicable to the University?

3. In your opinion, are there any Cost Accounting Standards that are not consistently observed?  If so, please explain the requirement, and estimate the level of compliance (or non-compliance) and its impact. 

4. Which Cost Accounting Standards gives the University the most compliance issues? 

5. Who is responsible for monitoring compliance?

Cost distrib Disclosure statement

