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‘ ‘ Please enter your answer below.

To make sure you answer the question fully, you can copy the req
I:I I:I I:I below using ctri+c (copy) then ctri+v (paste) buttons.
Exam Day Materials are available in the question exhibit above. The Exam Day Materials cover

necessary information to answer the question. You can also find the Advanced Materials
attached below.

Formats

Answers to be prepared as on 5 September 2023 by Robin Patel, newly-qualified accountant on
secondment to the Internal Audit team.

Requirement

Write a briefing paper outlining your approach to being the Internal Audit representative on
the new human resources and payroll (HRP) system project board.

1a) Outline the main internal controls you would expect to be implemented in the new HRP
system. (15 marks)

1b) Describe the governance arrangements you would expect to see in the HRP
Project Board in phases 1 and 2 of the project. (15 marks)

1c) Assess the benefits, risks and possible risk management actions associated
with Internal Audit being part of the HRP Project Board. (10 marks)

(Total: 40 marks)

Feedback:

Available Answers
e Question 1a) (15 Marks)

Available Answers
e Question 1b) (15 Marks)

Available Answers
e Question 1c) (10 Marks)

Outline the main internal controls you would expect to be implemented in the new HRP system.

e Computer access controls via passwords and user rights.

e Segregation of duties: Separate responsibilities for payroll processing, authorisation, and record-keeping to prevent fraud and errors.

e Access controls: Restrict access to the payroll system and related data to authorised personnel only.

e User authentication: Require unique login credentials for each user and implement strong password policies.

e Role-based permissions: Grant access rights based on job responsibilities to ensure employees can only perform authorised actions.

e Payroll reconciliation: Regularly reconcile payroll records with financial statements to identify and resolve discrepancies.

e Approval process: Implement a formal review and approval process for payroll transactions to prevent unauthorised payments.

e Payroll register review: Periodically review payroll registers for accuracy and investigate any anomalies or inconsistencies.

e Time and attendance controls: Implement a system to accurately track and verify employee attendance and hours worked.

e Payroll cut-off procedures: Define cut-off dates and procedures to ensure accurate recording and reporting of payroll expenses.

e Payroll tax compliance: Ensure accurate calculation and timely remittance of payroll taxes to relevant authorities.

e Audit trail: Maintain a detailed audit trail of all payroll-related activities and changes for accountability and traceability.

e Documentation and record-keeping: Maintain complete and accurate records of employee information, pay rates, deductions, bank details, address, etc.
e Data backup and recovery: Regularly backup payroll data and establish procedures for data recovery in case of system failures or disasters.
e Database management: there need to be sufficient, qualified technical staff to manage/support the system.

o Physical security: the servers/machines that run the system need to be housed in a data centre with appropriate physical access controls as well as measures
like fire alarms.

e Change management controls: Implement controls to manage changes to payroll systems, such as testing and approval processes.

e Error handling and correction: Establish procedures for identifying and correcting errors in payroll calculations and payments.

e Data encryption: Protect sensitive payroll data by implementing encryption methods to prevent unauthorised access.

e Fraud prevention measures: Implement controls to detect and prevent fraudulent activities, such as ghost employees or falsified hours.

e Employee training and awareness: Provide regular training and communication to employees regarding payroll policies, procedures, and fraud prevention
techniques.

The answer should be set out in a structured way. That could be separating prevent from detect controls, identifying what could go wrong and associated
controls, or separating controls by function (payroll, recruitment, etc).
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1 mark for each control identified and adequately explained, up to a maximum of 15 marks.

Describe the governance arrangements you would expect to see in the HRP project board in phases 1 and 2 of the project.

Governance is vital on any large-scale project, but given governance failings and poor controls on the previous IT project, it is even more vital to give adequate
time and attention to project governance from the outset on this project.

Phase 1

There are alternative project methodologies that could be used. What is important is that a formal methodology is adopted.

There should be a project mandate with clear definition of scope of the project and its planned outputs and outcomes.

There should be a senior responsible owner (SRO) or similar appointed to take overall responsibility for the project.

There would be a project board formed.

The SRO would chair the project board. There should be a project manager to manage the project day-to-day, and to be accountable to the SRO.

SRO ultimately responsible for the project budget but the project manager controls it day-to-day. A project initiation document (PID) or similar setting out
how the project will be managed. This may probably only cover phase 1 for now, as phase 2 is somewhat ill-defined at the moment.

The project manager should identify the work packages involved in the project and set them down in a plan, taking into account the budget, staff resources,
etc.

Processes need to be set up for the allocation of work to project team members and the reporting of progress. In agile project management this might be
regular ‘stand up’ meetings; in PRINCE style project management it might be weekly or monthly written reports.

Project team members may be allocated into smaller sub-teams/workgroups if appropriate.
The personnel in the project team may change over time to reflect the different tasks that are being done.

There needs to be a process in place for identifying and managing project risks and issues, such as RAG-rated risk register or similar.

Phase 2

The nature of phase 2 is different from phase 1.

There may need to be a change of personnel on the project board to reflect the switch from ICT to process transformation/improvement.
The scope and content of phase 2 is unknown at the moment and will need clarification and documentation before phase 2 starts.

There will need to be governance over the closedown/exit from phase 2, such as a final report.

There should be a benefits realisation plan approved before the end of phase 2.

There should be arrangements put in place to manage the benefits realisation after the project has closed down.

1 mark for each point well-made, to a maximum of 15, with 1 mark reserved for highlighting the importance of project governance given the poor results of
the previous IT project.

Assess the benefits and risks from internal audit being part of the HRP Project Board.

Benefits

A involvement now could avoid problems later, by ensuring adequate thought is given to internal controls.
|A can give advice on risks and risk management to the project team.
This fits with the advisory/internal consultancy approach that is modern internal audit.

It is a very significant project for the Council and if it goes badly wrong there could be very serious consequences (e.g. unpaid salaries). It may be worth
making the ‘investment’ of IA resources to prevent a bad outcome.

Could be better for the Council for IA to take a ‘critical friend’ approach by providing objective challenge to the governance of the project.
IA will have better understanding of HRP to inform future audits.
Robin Patel is seconded for professional development and this is a development opportunity.

1A responding positively to a request from the Director will help to foster a good working relationship.

Risks

|Ais stretched for resources and there is a risk that this will have a negative impact on the scheduled programme of internal audits due to Robin’s time being
used on the Project Board.

Being part of the Project Board could fetter the independence of IA when auditing HRP systems and processes later.

Robin is not the most experienced member of the |A team, and there is a risk that they do not know enough about HRP systems or ICT projects to contribute
effectively.

The project could continue beyond Robin’s secondment (in fact Phase 2 is likely to do so), creating a risk of lack of continuity should someone else take over,
or losing the IA representative altogether at that point.

Potential mitigations

Independence could be protected to a degree if the |A rep on the board is involved in discussions but takes no part in decision-making.
If Robin Patel remains in IA they could be precluded from being involved in any future audit of the HRP system.

There could be a ‘Chinese wall’ between Robin and other members of |A in respect of this project, where the confidentiality of the Project Board is
respected.

Robin should have some specific training in, e.g. project governance, to ensure effectiveness in the role.

1 mark per point well-made, up to a maximum of 8 for benefits and risks, and a minimum of 2 marks reserved for points made about potential mitigations.
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‘ ‘ Please enter your answer below.

To make sure you answer the question fully, you can copy the req
I:I I:I I:I below using ctrl+c (copy) then ctri+v (paste) buttons.
Exam Day Materials are available in the question exhibit above, there is more than one tab to

this exhibit. The Exam Day Materials cover necessary information to answer the question. You
can also find the Advanced Materials attached below.

Formats

Answers to be prepared as on 5 September 2023 by Robin Patel, newly-qualified accountant on
secondment to the Internal Audit team.

Requirement

Draft a report on behalf of the Head of Internal Audit (HIA) to the Director of Finance and ICT
about submitting a bid to supply the internal audit service to Oldmill Homes.

2a) Advise on the approach to pricing the tender submission and what the
proposed tender price should be. (17 marks)

2b) Critically assess the potential impact on Internal Audit if the bid is successful. (15 marks)

2c) Evaluate the views of Chair of the Audit Committee. (12 marks)

2d) Conclude on your analyses and make recommendations about the next steps. (6 marks)

2e) Prepare a briefing paper to the HIA in which you:

Advise the HIA on how to respond to the Director of Finance and ICT’s offer to
speak to her friend at Robinson Lever & Partners. (10 marks)

(Total: 60 marks)

Feedback:

Available Answers
e Question 2a) (17 Marks)

Available Answers
e Question 2b) (15 Marks)

Available Answers
e Question 2¢) (12 Marks)

Available Answers
e Question 2d) (6 Marks)

Available Answers
e Question 2e) (10 Marks)

Advise on the approach to pricing the tender submission and what the proposed tender price should be.
There is no prescribed way for tender prices to be determined.
Alternatives are:

e Cost-plus pricing, based on calculating estimated cost of providing the service to Oldmill
e Market pricing, using the rates charged in the market as a guide

e Standard-pricing, where there is a fixed schedule of prices that are applied to any potential bids.

With cost-plus pricing there are questions about what is included in the cost and what the markup should be. The spreadsheet gives more marks for including all
costs than an answer that considers only direct costs.

In terms of what the markup should be:

e One argument is that the public sector should not make a profit and the markup should be zero per cent. Students could argue instead for a positive markup
rate to reflect the risk taken by the Council. This could be any reasonable amount, expressed as a percentage.

The risks associated include:

e the work requiring more inputs than the 233 days estimated by the HIA
o this could be because of inefficiency by the IA team or because of matters outside their control, such as discovering a major fraud

e pay rises and non-pay inflation could be different from the estimate of 2.5%.

The use of a risk markup is also valid if candidate notes there is no explicit contingency element in the HIA's time estimates.
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The calculations need to be consistent with the candidate’s conclusion/recommendation for the approach (i.e, if they suggest a 10% markup then that needs to be
applied in their calculations).

Of the 11 marks, up to 5 are available for calculating the number of productive days for each grade (columns E to K).
If candidate calculated only salary costs there is 1 mark (col Q); 2 marks if they use salaries and controllable costs (col T) and 3 marks if they use full costs (Col W).

Whichever of the above methods they choose, there is an extra 1 mark for sensible rounding of the day rates to recognise the spurious accuracy in the
calculations.

If the Candidate recommends, with good reasons, that the price should be the market price, then the calculation would be driven by multiplying 233 days by
£750/day (or a more competitive rate) to get a tender price of circa £175,000 a year. This would earn 3 marks.

1 mark for each point made (to a maximum of 7 narrative marks) in describing a workable approach to pricing the tender submission; and up to 11 marks for
calculations as shown in the spreadsheet; to an overall maximum for the question of 17.

Critically assess the potential impact on Internal Audit if the bid is successful.

Positives/benefits

e Brings much-needed income into the Council/IA Team.

e Additional income may be able to facilitate/support expansion.

e Could/should lead to a larger team with more resilience/flexibility.

e Broader experience for audit team helps their development.

e May be more attractive to potential recruits if there is more than just council work, which may in turn positively impact retention.
e HIA estimate of time input could be overstated, which would generate a surplus.

e The Council’s costs are (likely to be) lower than private firms and therefore its tender price is likely to be very competitive.

e The Council used to own the homes in Oldmill Homes and may therefore have some beneficial residual knowledge.

e The Council is not profit-seeking, and better understands the public service ethos of Oldmill Homes than private sector competitors.
o |fthe market price approach is taken there would be substantial profit for the Council.

o If cost-plus pricing approach is taken and the markup is low, the Council’s price would be very competitive.

e |f thisis successful then perhaps the Council could provide internal audit services to other public sector bodies in the city.

Negatives/costs/risks

¢ |A may not get benefit of the income, as it is not clear that this would be ploughed back into the service.
e |Adoes not have surplus resources/spare capacity, so in the short-term it would have to postpone audits in the Council in order to do the Oldmill audits.

e Alternately could reduce anti-fraud work in short-term and put fraud officers onto Oldmill audits, but this runs against the need to address recent
embarrassing fraud cases and may leave the Council vulnerable.

e May need to hire consultant auditors in short term to do the work - more expensive than employing own staff.
e Management time spent managing the Oldmill work, including the recruitment of new staff, may not have been fully factored into the HIA's estimates.

e Existing audit staff may not have enough knowledge of housing to do the audit work effectively from the outset (auditors who did the audits in the past may
have left).

e HIA estimate of time input could be understated, with negative impact on Council audit work or on delivery of the contract.
e There could be a “winner’s curse” effect, where the Council wins because it had the most optimistic evaluation of the work involved in delivering the service.
e The Council could end up penalised by clauses in the contract if it does not deliver exactly to specification.

e The Council may not have sufficient contract negotiation experience as a service provider to ensure that it is adequately protected from punitive clauses.

1 mark per point well-made, with a minimum of 5 marks for positive impact and 5 marks for negative impact, to a maximum of 15 marks.

Evaluate the views of Chair of the Audit Committee
The comment about whether councils should submit bids for third party work can be discussed in terms of pros and cons.
Pros

e Public bodies can have spare capacity and this allows it to be used productively.
e There are benefits from public bodies working together.

e The private sector being forced to compete against public bodies may in fact contribute to the competitiveness of the free market.

Con

&

e Public bodies may have an unfair competitive advantage as they do not need to make profits.

e Public bodies should not put public resources, especially money, at risk in commercial or quasi-commercial enterprises.
The role of an audit committee in local government is:

e To support and monitor the council in respect of its
o Governance
o Risk management
o Financial reporting
o Internal audit

o External audit
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o Helps the council to fulfil its accountability responsibilities to the public/community
e Forum for the review of audit conclusions and recommendations

e Helps the council to make best use of its resources
The Audit Committee oversees the work of internal audit, and approves the annual audit plan. It does not direct the work of internal audit on a day-to-day basis.

However, it is not unreasonable, given the Audit Committee oversees IA's work, for the Councillor to request that the Audit Committee has a role in the decision-
making and bidding processes.

There should be an audit charter that makes clear the respective roles and responsibilities of internal audit and the Audit Committee.
If the Audit Committee, collectively, believes an internal audit of the use of consultants is appropriate then it could request its inclusion in the annual audit plan.

However, if the audit plan is risk-based, it may be too low on the risk assessment to be included.

Councillor Daly needs to be clear between their role as a councillor and their role as chair of the audit committee and a good answer would separate the two
comments from the email accordingly.

Candidate should understand the role of an audit committee in a public sector organisation and reflect on the Chair’s comments in this context. 1 mark per
point well-made, to a maximum of 10.

2 additional marks for making a clear conclusion about whether or not public bodies should be able to provide services to third parties.

Draw conclusions from your analysis and make recommendations about the next steps.

The conclusion is likely to reflect the Candidate’s view of the risk appetite within the |A team. If they tend towards caution they would advise against submitting
atender because there are a lot of negatives. Recommended next steps might be:

e Explain to the Director the reasons why a bid should not be submitted

e Inform the Chair of Audit Committee

Perhaps the signs within the case study point to more of a willingness to take some risk, and the conclusion might summarise the risks but still recommend
making a bid. In this case, the next steps might be:

o Seek approval from Director and from the Chair of Audit Committee to make a bid
e Develop a plan for recruiting additional staff to be able to deliver the contract

¢ Develop a short-term plan for how the Oldmill audit work will be delivered pending new recruits being in post (e.g. which council audits to defer and/or use
of consultants)

Up to 3 marks for well-reasoned conclusions that flow from the candidate’s analysis. Up to 3 marks for logical recommendations for next steps and risk
mitigations

Draft a briefing paper to the HIA in which you advise the HIA on how to respond to the Director of Finance and ICT's offer to speak to her friend at Robinson
Lever & Partners.

Points that could be made include:

e |tis not against the law to talk to the outgoing supplier about a tender.
e However, Oldmill Homes may have explicitly prohibited it in their tender documentation. If so, breaching it would disqualify the tender.

e [tis not usually possible to have this contact with an outgoing supplier, and is ethically deeply questionable seeing as Robinson Lever will be the external
auditor in the future.

e Public sector procurement needs to follow the spirit of the law as well as the letter, and a public sector body needs to act in a way that is beyond reproach.

e The friend at Robinson Lever may be unwilling to give any information anyway, given it is potentially breaching client confidentiality, and particularly as they
are continuing as external auditors.

e |twould be better for any questions that the Council has to be asked directly of Oldmill Homes’ procurement manager. They can then provide common
answers to all interested bidders and maintain fairness in the process. These would cover areas such as:

o A better estimate of the time input needed to do the work.
o Anunderstanding of any concerns the outgoing auditors have about Oldmill Homes’ culture, senior management, etc.

o Whether there is something about their resignation as auditors that is not in the public domain.

1 mark for each point well-made, to a maximum of 8 marks. Up to 2 marks for the structure of the advice and maintaining a professional tone.
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