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Economy 7 for your audits

Are you working as efficiently as you could be?

Ever since the introduction of the ISAs there has been so much focus on compliance it would be easy to overlook the commercial practicalities.  Set out below are seven simple reminders of ways to improve the efficiency and effectiveness of your audits.

1
Free your mind
Becoming slaves to the audit checklists can lead to the team not seeing the wood for the trees in terms of audit issues, instead favouring getting the job (or at least the checklists) done.

Whilst the importance of compliance with the ISAs cannot be overemphasised, a freeform planning memorandum, such as that included within the Mercia Audit Manual, can be a cost effective way of ensuring that the best of both worlds is achieved.  The audit approach can be clearly documented in a manner which doesn’t stifle creativity, whilst the on-screen prompts within the memorandum ensure that the ISA requirements are met.

Using the freeform memorandum can eliminate the need to complete up to 12 planning section forms (consisting of 28 printed pages).  It takes less time to complete and less time to review.

As the audit team become increasingly familiar with the clarified ISAs and documentation reflects new and existing requirements, with many clients the temptation must surely be there to remove the shackles and take a freeform approach on a continuing basis.

2
Those who fail to plan…

Planning an audit is about more than just complying with ISAs.  Effective forward planning can help to eliminate some of the inefficiencies which can otherwise plague audit assignments.

Having to pick up and complete somebody else’s file which hasn’t been worked on for a number of weeks has inherent inefficiencies.  This disrupted workflow, whether caused by an initial lack of information from the client or availability of appropriate team members, adds cost to a job which can be avoided through effective project management.  Ideas for addressing these issues include the following:

· Client ‘buy in’

If only we had a pound for every time on our courses, clients were cited as a reason for inefficiency…  By clearly setting out our expectations of the client (in addition to clarifying their expectations of the auditor) the client can be made to buy in to the audit process (and help make plans realistic).  Deviations from a planned timetable then have the potential to be recovered where the client hasn’t kept to their side of the bargain.  Planning letters and ‘prepared by client’ communications, which clearly set out who is doing what and by when, are a must.

· Dates in the diary

Working with clients to set a sign-off date before the audit starts can focus the minds of both the client and the audit team.  Once the sign off date is set, there is no reason you can’t work backwards through the process (putting partner and on-site manager reviews cannot straight into diaries and using prompts included within the audit manual documentation).  If this means we can afford to start the audit three weeks later than we have done in the past – good.  Many of you already do this but are you disciplined in adhering to internal deadlines as though they were external ones?

· Workplans

Not all audits fit into exactly five, ten or fifteen days.  Prepare a workplan and work out when completion time is going to fit into the diary.  Of course, the workplan and budget should be based upon last year’s actuals (which in turn requires the team to record time accurately) rather than being flexed to show a percentage of a fee.  Long-term, it must be better to know if a fee is too low than to have the team working weekends “off the clock”.

3
Delegation…that’s what you need

Many audits suffer from inefficiency due to a lack of awareness of the responsibilities expected of each team member.  Partners, managers and seniors need to discuss allocation of responsibilities at the planning stage to ensure that misunderstandings are minimised and that key areas are not overlooked whilst ensuring work isn’t duplicated.  Knowing when, and when not, to delegate a task is crucial.

Direction and supervision is more efficient than review.  Expensive members of the team will invest more time at the end – where it would be better spent.  Just because a member of the team cannot do everything, it does not mean that they cannot do anything.  Ensuring an appropriate skill mix is present within the team and highlighting areas for delegation requires forward planning.

4
The tone from the top

As we all now know, the engagement partner is required to be involved in the planning process.  They and the key engagement team members are required to hold a meeting to discuss the approach at the planning stage.  Moreover, the engagement partner must approve the planning prior to the commencement of fieldwork.

Whilst logistically, these ISA requirements may be a perceived as a bind; an efficient audit approach can be promoted by making good use of the opportunity to discuss, amongst other things, risk and where audit effort should be focussed.  These meetings can be commercial as well as compliant!  By sustaining effective direction and supervision of the audit team the tendency to veer from the planned course can then be avoided.

5
Stay on course

There is often the temptation for audit teams to perform the test that they are familiar with or the test that was performed last year when out on site.  Risk based auditing provides an opportunity to focus the audit effort in those areas of the financial statements where the risk is higher.

Amazingly, we still see beautifully presented lists of prepayments where the auditor has taken the time to check calculations back to supporting documentation, ticking in red and green pen and including a suitably annotated key.  If only the balance was significant enough to warrant all of this care and attention.  If only some of the red and green ink had been saved for the areas where there was a real risk of material misstatement.

Being brave and not testing insignificant items where risk is low is the first step.  Ensure that the work programmes tailored at the planning stage are as a direct response to the level of risk identified.  Every test within the work programme at the fieldwork stage should have a reason for being.  If not, maybe the red pen could be used to tailor – even better do this on screen using the toolbar in Creator and save the tailored programme for next year!

6
Don’t reinvent the wheel

Ensuring a culture of consistency permeates through the audit team will add to efficiencies throughout the audit.  This can be achieved in a number of ways:

· do something once, do it right and roll it out across the rest of the team;

· learn from mistakes, circulate good and bad examples;

· pool knowledge and experience by holding regular team meetings;

· make full use of the technology you already have (for example using the pro-forma working papers to create lead schedules and record testing or the Creator tool within the Mercia Audit Manual) to avoid needless duplication;

· complete documentation on screen, print, file and save for updating next year;

· ensure training is adequate for development needs.

As a reviewer, time on the clock is reduced as there is consistency in approach and documentation.  From the preparers’ perspective, they are treading a well-trodden path rather than reinventing the wheel every time they encounter something new.

7
Its good to talk

The anecdotal auditor who would rather sit in a windowless office all week than talk to their client is by no means a thing of the past.  As the number of ISA requirements increase, fees become squeezed and something has to give.  For too many, the focus is on getting a file completed with all the boxes ticked rather than sitting with the client and understanding which of those boxes never required ticking in the first place.

A clear understanding of the client is required in order to assess risk properly, understand controls and assess whether something looks out of place.  If there is something that doesn’t make sense, it is always quicker to go and ask the client, than try to work out the answer.  Though Bob Hoskins might at this point be promoting an audit over the telephone, it is always better to talk face to face and quicker to perform an audit whilst out on site – just so long as you dare to venture out of the room with no windows! 

Mercia Group Ltd

August 2011

Disclaimer - for information of users

This summary is only an overview of selected regulation and guidance issued at the date of publication. No action should be taken without consulting the relevant legislation, guidance or where necessary, seeking professional advice. Therefore no responsibility for loss occasioned by any person acting or refraining from action as a result of the material contained in this summary can be accepted by the authors or the company.

