



Appendix 1.14.1


RISK ASSESSMENT – SPECIFIC AREAS – AIDE MEMOIRE

The following are areas where there may be potential risk factors which should be considered when completing the risk assessment.  Even though controls may not be tested, if a key control is absent, this may indicate the existent of an inherent risk.

INHERENT RISK FACTORS APPLICABLE TO ALL AUDIT AREAS

· Has the inherent business risk assessment identified any problems in this area

· Do the results of preliminary analytical procedures or walkthrough tests indicate potential problems in this area

· In there a history of errors or problems, regarding any audit assertion, in this area and are they still relevant

· Does this area involve significant estimation by the client or an expert

· Are service organisations used in this area

· Does the area involve transactions, which are unusual, or not subject to ordinary processing or which may be related party transactions

· Are the procedures for identifying disclosure requirements in this area adequate

· Are personnel rewarded according to performance, where measures of performance relate to this area

· Are the client’s procedures for reviewing the accounting policies and estimation techniques appropriate, and in accordance with the financial reporting framework being used

INDIVIDUAL AUDIT AREAS

1. PROPERTY, PLANT AND EQUIPMENT:

INHERENT RISKS:

· If investment properties are held are there concerns over the valuation at the period end

· Classification of investment properties against other properties

· Do property, plant and equipment include those in the course of construction

· Is the capitalisation policy unclear

· Are the client’s procedures for reviewing the depreciation accounting policies and estimation techniques appropriate

· Is the revaluation policy unclear or not adhered to

· Are there factors which might suggest that impairment has occurred

CONTROL RISKS:

· Is a detailed register of property, plant and equipment maintained by an independent person

· Is the location list of property, plant and equipment kept with regular updates made, and independent checks from the register of property, plant and equipment to the physical asset performed regularly and vice versa

· Is the register of property, plant and equipment reconciled to the nominal ledger on a regular basis

· Is there regular inspection of property, plant and equipment for signs of impairment

· Is capital expenditure compared to budget

· Where assets are held at a valuation and the valuation is performed by an independent third party:
· Has the relevant experience and professional qualification of the valuer been checked to ascertain that they are appropriate to perform the valuation;
· Have any assumptions used by the valuer been checked to ensure that they are appropriate to the company’s circumstances;
· Has the basis of valuation been checked to ensure that it will comply with the company’s accounting policy and the financial reporting framework being used

· Are there controls in place to prevent property, plant and equipment being acquired / disposed of without proper authorisation

· [bookmark: _GoBack]If property, plant and equipment are produced internally, are there controls over the allocation of costs

· Are significant items of property, plant and equipment security coded

· Is a separate record of leased assets kept which distinguishes those assets held under finance leases

2. INTANGIBLE NON-CURRENT ASSETS:

INHERENT RISKS:

· If regular impairment reviews are required to ensure validity of the assets, are the procedures used considered adequate

· Does the review of any capitalisation procedure for internally generated intangible fixed assets (i.e. website / research and development) show any departure from NFRS

CONTROL RISKS:

· Is a regular review of intangible fixed assets undertaken by management

· Are the following considered regularly:
· Amortisation rates applied
· Need for an impairment review
· Policy for releasing deferred development costs to the performance statement

· Is there an authorisation procedure for the capitalisation of intangible fixed assets

· Is a detailed listing of intangible fixed assets kept

3. INVESTMENTS:

INHERENT RISKS:

· Are any investments capable of easy conversion into cash

· Where investments are held by a third party (e.g. investment custodian) is there no Type 2 Report produced or does the third party have a poor reputation

· Are there significant investments in unlisted securities, property, derivatives and non-readily marketable securities, where the directors or an expert need to estimate the value

· Has the company failed to obtain or maintain letters of engagement with the investment managers or custodian

CONTROL RISKS:

· Is actual investment income matched to forecast investment income and are variances investigated

· Are the reports of Investment Custodian(s) kept and reconciled regularly to the register of investments and the nominal ledger

· Does management have regular meetings to discuss their investment management strategy and to review reports prepared by the Investment Manager(s)

· Is a Statement of Investment Principles (S.I.P.) produced and communicated to the Investment Manager(s)

· Are investment statements reviewed to ensure that they comply with the S.I.P.

· Is a Type 2 Report obtained and reviewed for the investment custodian 

· Are letters of engagement with Investment Manager(s) and Investment Custodian(s) regularly reviewed

4. INVENTORIES:

INHERENT RISKS:

· Are any inventories held by third parties and if so are the controls in pace adequate

· Are inventories capable of easy conversion into cash

· Do inventories include construction contracts or contracts that are recognised under the percentage of completion methodology

· Are inventory counting procedures adequate

· Is valuation of inventories (including determination of inventory provisions) a complex area

CONTROL RISKS:

· Does the client perform regular inventory counts

· At the inventory count does the client compare book inventories to actual inventories and vice versa and investigate any variances

· Are inventories and inventory records inspected for obsolescence, damage, deterioration or for slow moving items

· Are goods received notes, delivery notes and return notes used to update the inventory records

· Is inventory stored under secure conditions

· Are goods examined on arrival, i.e. physically inspected, matched to purchase order and goods received note

· Is there a regular aged inventory review which is followed up by a responsible person

· Are goods despatched agreed to despatch note / order and signed by customer as proof of delivery

· Is a record kept of partially complete transactions

· Is physical access to inventory limited

· Are internally generated documents sequentially numbered

· Is inventory held on behalf of third parties kept segregated

· Are records pertaining to inventories held on behalf of third parties kept up to date and reconciled to physical inventories

· Where inventories are held by third parties is there a formal contract between the two parties and is it regularly reviewed

· Where inventories are held by third parties are all movements communicated to the client and are certificates produced on a regular basis

· Where inventory is manufactured is there an acceptable and consistent basis for charging materials, direct labour, production overheads and where applicable, finance charges

· Is there adequate segregation of duties within the inventory system, as follows:
· Maintenance of inventory records in the accounting system segregated from physical custody of inventories and book inventory records
· Receipt of goods segregated from processing purchase invoices
· Despatch of goods segregated from processing of sales invoices
· Reconciliation of inventory count results to records segregated from physical custody of inventories

5. RECEIVABLES:

INHERENT RISKS:

· Are receivables capable of easy conversion into cash

· Is there a history of irrecoverable receivables issues, including large provisions or expenses

· Is a receivables’ circularisation not being undertaken and is the client aware of this

· Are the client’s cut-off procedures adequate

· Are there significant related party transactions

· Have there been problems ensuring that the client’s revenue recognition policy complies with IFRS

CONTROL RISKS:

· Is there a regular reconciliation of the sales ledger balances to the nominal ledger control account

· Are statements issued to customers regularly

· Are monthly management accounts prepared, reviewed and variances followed up

· Is there a regular aged receivables’ review and follow up by a responsible person

· Does management monitor the performance of the credit control function by reference to information such as receivables’ days and aged receivables listings

· Is there a regular review of credit notes issued and reasons for issue

· Is there an authorisation procedure for the write-off of irrecoverable receivables

· Are credit checks performed on new customers and periodically on existing customers

· Are credit limits assigned to new clients and approved by a responsible person

· Are orders checked to ensure that credit limits are not exceeded

· Are the credit limits of all customers reviewed on a periodic basis

· Is there adequate segregation of duties in the maintenance of the sales ledger as follows:
· Posting of cash receipts to sales ledger segregated from credit control
· Dispatching goods to customers segregated from preparing sales invoices
· Paying cash receipts into the bank segregated from posting credit notes to the sales ledger
· Reconciling sales ledger to control account segregated from reviewing the control account reconciliation

6. CASH AT BANK AND IN HAND:

INHERENT RISKS:

· Are material balances held in foreign currencies

· Are material balances held with institutions which are not governed by the national banking regulator

· Are cash balances or transactions significant

· Does the client encounter problems when reconciling their bank accounts

CONTROL RISKS:

· Are bank reconciliations prepared regularly and reviewed by a senior independent official

· Are all cash receipts banked promptly

· Are there controls in place to prevent sums being received but not properly or fully recorded in the accounting records

· Are old outstanding items on reconciliations investigated

· Are transfers between bank accounts controlled

· Are all material payments made by electronic transfer

· Are all electronic transfers approved by a responsible official

· Are at least two signatories required on cheques above an appropriate limit

· Are cheques only signed by reference to supporting documentation and evidenced as paid

· Are there controls over signed cheques which are not immediately dispatched

· Are there controls over the authorisation of electronic payments (in particular, those which are of high value) i.e. dual login is required

· Are spoiled cheques immediately cancelled and retained on file

· Is petty cash kept on an imprest system and with a reasonable level of float

· Are payments out of petty cash controlled or prohibited, e.g. properly authorised

· Is cash flow compared to budget

· Is there adequate segregation of duties in the cash handling process as follows:
· The recording of cash receipts is segregated from undertaking the banking of those receipts
· The preparation of the bank reconciliation is segregated from reviewing the bank reconciliation
· The recording of payments is segregated from those who authorise payments
· Authorising payments is segregated from preparation the bank reconciliation
· Authorising payments is segregated from purchasing and payroll functions

7. PAYABLES:

INHERENT RISKS:

· Are suppliers’ statement reconciliations and a review of other payables undertaken regularly

· Does the client have any slow invoicing suppliers or inadequate cut-off procedures

· Are there complex financial instruments

· Are there significant related party transactions

CONTROL RISKS:

· Is there a regular reconciliation of the detailed payables’ ledger to the nominal ledger control account

· Are the accounting records reconciled to supplier statements on a monthly basis

· Are monthly management accounts prepared, reviewed and variances followed up

· Are there controls to prevent liabilities being recorded in respect of goods / services which are either unauthorised or not received

· Are purchase invoices checked with orders, quantities, prices etc. prior to being posted

· Is there a regular review of aged payables which is followed up by a responsible individual

· Is there are regular review of the purchase ledger for long outstanding items and debit balances

· Is there adequate segregation of duties within the purchases system as follows:

· Raising orders segregated from acceptance of goods from suppliers
· Raising of cheques segregated from signing of cheques
· Payments of cheques to suppliers segregated from matching of purchase invoices to goods inwards notes
· Supplier statements reconciliations segregated from review of reconciliations
· Reconciliation of purchase ledger to control account segregated from review of reconciliation

8. TAXATION:

INHERENT RISKS:

· Is the company a member of a group or are there losses

· Is there a history of dispute with the relevant tax authorities, including investigations

· Has the client being involved in aggressive tax mitigation schemes

· Are there transfer pricing issues

· Are there potential double taxation issues

9. PROVISIONS:

INHERENT RISKS:

· Where experts are used (e.g. actuary, surveyors, legal adviser), is their competence considered prior to engaging their services

· Does the client regularly assess the basis on which provisions are made

· For any existing provisions are the valuations regularly reviewed for validity by the client

· For any ongoing litigation, is the need to establish a new provision regularly considered by the client

· Is there a history of write-backs to provisions

10. REVENUE AND OTHER INCOME:

INHERENT RISKS:

· Is the revenue recognition policy unclear either to the client or the auditors

· Are the procedures for the detection of fraud in relation to revenue recognition considered adequate

· Are material amounts of income derived from related party transactions, particularly where these arise from “period-end adjustments”

· Are cut-off procedures in place adequate

CONTROL RISKS:

· Are monthly management accounts prepared, reviewed and variations followed up

· Are sales orders sequentially numbers

· Are controls in place to cover partial delivery of orders

· Are there controls to prevent invoices being rendered where goods are no dispatched / services are not provided

· Are credit notes authorised by a responsible person before issue

· Are invoices matched to orders and dispatch records

· Are there price and discount master-files used for pricing goods

· Are there independent checks on discount levels and calculations either by an independent person or computer logic check

11. DIRECT COSTS AND OTHER EXPENDITURE:

INHERENT RISKS:

· Does the area include significant cash transactions

· Are the cut-off procedures adequate

CONTROL RISKS:

· Are monthly management accounts prepared, reviewed and variations followed up

· Are purchase orders sequentially numbers

· Are open purchase orders and goods received notes reviewed and followed up regularly

· Do all purchase orders require a signed / authorised requisition note prepared independently of the purchasing department

· Are purchase orders authorised

· Are invoices agreed to backing documentation (goods received notes / orders)

· Are purchase invoices (or order, depending on whether the accounting system track purchase orders) only posted once they have been authorised

· Are all goods returned to suppliers recorded and checked to credit notes

· Are logic checks performed on purchase orders, quantities, prices etc. prior to being input

12. PAYROLL:

INHERENT RISKS:

· Does the area include significant cash transactions

· Are the procedures for the authorisation of bonuses, overtime, pay increases and expense claims adequate

CONTROL RISKS:

· Is there an independent review of payroll prior to payment

· Are salaries control account reconciliations performed regularly

· Is there regular comparison of actual to budgeted payroll and are variances investigated

· Is there regular comparison of number of names on payroll to number of actual staff

· Are expense claims authorised prior to payment

· Is preparation of payroll segregated from payment of wages

· Is there independent authorisation for any changes to payroll e.g. leavers, joiners, overtime, sickness, bonuses

· Is there written authorisation for changes in rate of pay

· Are master-files regularly maintained and changes authorised

· Are all pension matters supervised by an appropriate individual
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