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Team

Ronald A. Donasco, CPA, CIA, CFE, ACPA

Ronald obtained his Bachelor of Science in Accountancy at the University of the
Philippines (UP) in the Visayas, a premier state university in the Philippines in 2000. He
obtained his license as Certified Public Accountant (CPA) in May 2001. He has more
than 20 years’ experience in the practice of public accountancy and financial
consultancy in the Philippines, Cambodia, Vietham, Thailand, Laos, Myanmar, India,

Nepal, Sri-Lanka, Bangladesh, Indonesia and Afghanistan.

Ronald is a licensed Certified Public Accountant (CPA), Certified Internal Auditor
(CIA), Certified Fraud Examiner (CFE), and ASEAN Chartered Professional D

Accountant (ACPA).
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Objectives

At the end of the training, participants will:

O btal n e ODbtain a better understanding of Internal Controls

2 e |dentify appropriate internal controls for their
ldentify e

organizations

e Understand the key tasks and documents during
U n d e rStan d external financial audit

Kn OW e Know how to work well with external auditors during
the external audit for a successful engagement.
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Definition 1

e Internal controls are the standards and rules used by
companies to ensure that they achieve their stated
goals in the marketplace. Profitability is not only

Defl N |t| on achieved through high sales, but also from
controlling costs and limiting excessive spending.

_ _ Definition 2
O b J eCtlveS « Internal control is a process, effected by an entity's board

of directors, management, and other personnel, designed to
provide reasonable assurance regarding the achievement
of objectives relating to operations, reporting, and
compliance, which include

e Reliability of financial reporting
e Compliance with applicable laws and regulations
e Effectiveness and efficiency of operations




Reasonable Assurance

S Reasonable assurance involves
Definition two considerations:

&  The cost of the entity” s

Objectives Internal control should not
exceed the expected benefits.

* Limitations exist in any
entity’ s internal control.
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Control Classification AT

=221 Primary Control Secondary Controls
.*:s‘:.::: Compensatory (Mitigative) Controls
’:“:.3 Preventative Controls Complementary Controls

Detective Controls
Corrective Controls

Directive Controls DC@
CPAs



Control Classification

Preventive Controls
- Deter the occurrence of unwanted events

e Income and receipt processes - use of Official Receipts,
cash counts

e Payments - approval, segregation of duties, obtaining
quotation and payment or purchasing and receipt of item

» Payroll Processing - timesheet, HR checking for legitimate
employees and salaries

* Expense Reporting - proper checking of receipts and
invoices, preparation of fictitious receipt, overpricing

e Locks on filing cabinets
e Use of passwords - computer access and applications
e Approval of all expenses and timesheets before payment

Official
Receipt

Sample Only

ABC CORPORATION
o ey T T
VAT Flag |Ir-'l 144424 024 000K

|k
\EFFICIAL RECEIPT

Recenved from
snd address al
busness siyle of

= | in partialfull paymaent for

b [ES

L T TR P

No 1001

Printe 5 AcCcrmShaion Mo POBE0S 1X

Dale fssoed 08-01-13




Control Classification

Preventive Controls

- Deter the occurrence of unwanted
events

e Hiring of Staff - Background Checks
e Training

e Segregation of duties

e Transaction approvals

e Performance evaluation

e Security

e Information Technology system
*Risk assessment

e Communication system



Control Classification

Detective Controls

- Alert the occurrence of unwanted
events

e Monthly bank reconciliation,

e Reconciling actual results with expected
results;

e Performing regular review of financial reports
and supporting schedules

e Audits
e Review of submitted Financial Reports

Bank Reconciliation

."'""‘ra. o
5 =

&t A r"

=

Difference -$260 s 1
P?
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Control Classification

Detective Controls

- Alert the occurrence of
unwanted events

e The PD/manager insists on mandatory
vacations, during which another
employee performs the tasks

e Regularly performing risk assessment
e Regular staff appraisal
e Spot check of staff performance

DCo

Excellence
with Integrity




Control Classification

Corrective Controls

- Correct the negative effects

of unwanted events
Management variance report

Internal
Audit

Periodic finance monitoring
Year end Financial Audit
Internal Audits



Control Classification




4 Internal
Control
Frameworks

COSO
Framework

COCO Model
- (IIA)

COBIT -
Control
Objectives for
Information
and related
Technology

ESAC -
Electronic
System
Assurance and
Control
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COSO
Framework

The internal control framework for most
U.S. companies is the Committee of
Sponsoring Organizations of the Treadway
Commission (COSO) Internal Control—
Integrated Framework, issued in 1992,

T
I S
& &

Control Environment

Control Activities

ormation & Communication

Monitoring Actjvities
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COSO Framework

O

THE CONTROL
ENVIRONMENT

A

RISK ASSESSMENT

CONTROL
ACTIVITIES

INFORMATION
AND
COMMUNICATION

MONITORING
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A. The Control Environment o

* The control environment is concerned with the actions,
policies, and procedures that reflect the overall attitude of the
client’ stop management, directors, and owners of an entity
about internal control and its importance.

I'l::":*‘-r
e ":":*,"',
‘I.I'"#‘ " i‘ '-
& F E e
e S awnne . : Board of Management’
v & mis Dl 2 Integrity and Commitment to _boa do anagements
i L AICRG fgde ethical values competence directors and philosophy and
s audit committee ll operating style
(] 4+ % & &
(. “‘i‘ ‘ﬁ“
san?t ‘$“l
sent =

Assignment of Human resource
authority and policies and
responsibility practices

Organizational
structure

Excellence
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B. Risk Assessment %, s

Client management’ s identification and
analysis of risks relevant to the
preparation of the financial statements in
N, accordance with CIFRS.

Client
Management™ s

Auditor Risk

Risk Assessment Assessment




B. Risk Assessment %, s

Client management’ s identification and
analysis of risks relevant to the
preparation of the financial statements in
N, accordance with CIFRS.

Client
Management™ s

Auditor Risk

Risk Assessment Assessment




C. Control Activities

Policies and procedures that client
management has established to meet
=, Its objectives for financial reporting.
P Proper
authorization of

transactions and
activities

Adequate
segregation of
duties

Adequate
documents and
records

Physical control Independent
over assets and checks on
records performance




D. Information and Communication =,

Methods used to initiate, record, process,
and report an entity’ s transactions and
to maintain accountabillity for related
assets

ooooo

== For a small company with active
ks involvement by the owner, a
st o simple computerized
Pl accounting system that involves
et one honest, competent

A larger company requires a
more complex system that
Includes carefully defined

responsibilities and written
accountant may provide an procedures.

adequate accounting system.




E. Monitoring -

Client management’ s ongoing and periodic

assessment of the quality of internal control
performance to determine whether controls are

operating as intended and modified when needed.

For many companies,

; especially larger ones, an

; Internal audit department is
essential for effective

External Audit - Management

monitoring. Letter

Independent and report to
BOD

Excellence
with Integrity
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Summary

Control Environment - Board and
Management, policies and procedures on
Internal controls, oversight

Risk Assessment - Org and Auditor
assessment of high risk and actions taken to
lower the risk

Control Activities - segregation of duties,

approval, safeguarding of assets

Information and Communication - system of

recording, documentation and reporting as
Internal control.

Monitoring Activities - Internal and external

audit




N\
IC Components and its Principles %,

Control Environment -
Tone from the Top, Org
commitment to integrity,
ethical values,
Independence and
oversight on IC

Risk Assessment -Org Control Activities - Org
specifies objectives to selects and develop
identify and assess risk controls, puts policies into
and how to manage it to action to achieve its
achieve its objectives objectives

Information and Monitoring Activities -
Communication - Org Org selects, develop and
obtains, uses quality performs evaluations to
Information to support ascertain IC are present

functioning of IC and functioning

Excellence
with Integrity



Most
Common IC
Weaknesses

observed
with NGOs

Control Environment -

e 1. No financial oversight performed for the Organization to
ensure IC are in place

e 2. No proper policies and procedures
e 3. No JD or unclear JD.
e 4. Management not requiring Management Financial Report.

Risk Assessment

1. Monthly meetings does not involve review
of operation and identification of risks unless

something happened.




Most
Common IC
Weaknesses

observed
with NGOs

Control Activities -

e 1. No proper segregation of duties, no mitigating controls,
2. Proper authorization of transactions,

e 3. Proper supporting documents,

e 4. No access security, password, limits of access,

e 5. Back up and recovery.

e 6. Access to safe,

e 7. Checking of transactions, reports, schedules,
supervision

Information and Communication -

e 1. Financial Report not prepared, discussed or checked
properly
e 2. No proper system or recording (Use of excel)

Monitoring Activities

e 1. No internal audit
e 2. No external audit for the whole Organization.




Poll 8 & 9

The 30" Finance Learning Forum
Diakonia Center B

28t October 2022

= F e y
O £ A !
3 ¢l F »
i v
..r - 24
S ol i A
[ 3 - R " b
i = 3 e L
o i A if I i 3
. o i - LY
| e - : iy -
L 1 s e 1 X - g

: . » =) . g / ‘ E A v Excellence
‘. E;“ =1 with Integrity



Excellence
with Integrity




Collaboration With Accou
Firm during External A 1al

The 30™ Finance Le'arni;l |
Diakonia Center &

28t October 2@2
g 2 ek ”EI;- ?:-‘;-

o . -

(el b
iy J".M " o Q 3 ;
L N B
. ‘dl Y 'I_l.'_:ri-l dl . '1

TR X,
3 e




N EE R

‘.

.
"l|||‘
FEEE LN

TR A

’,

External Financial Audit VS .

Internal Audit

External Audit

e An external audit is an
examination that is conducted by
an independent accountant. This
type of audit is most commonly
Intended to resultin a
certification of the financial
statements of an entity. This
certification is required by certain
Investors and lenders, and for all
publicly-held businesses

Internal Audit

e Internal audit refers to the
department located within a
business that monitors the
efficacy of its processes and
controls. The internal audit
function is especially necessary
In larger organizations with high
levels of process complexity,
where it is easier for process
failures and control breaches to

OocCcur. )C@
PAs
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3 Phases of External Audit

—

Planning/ Pre- Audit
Auditor - Planning, preliminary
understanding and analysis

Org - Preparation of records,
documents and schedules

9o
-

Fieldwork

Auditor - perform audit work
(e.g. interviews, walkthrough,
analysis, reconfirmation, test of
controls etc.

Org - Arrange logistics,
schedules for staff and mgt
interviews, provide additional
documents and information,
etc.

Reporting

Auditor - Prepare final
analysis, finalize financial
statement amounts, prepare
reports, exit meeting

Org - Respond to final queries
or request of the auditors,
arrange meeting with mgt and
BOD for exit meeting, responcIDC©
to management letter and
CPAs

confirm the final amounts

Excellence
with Integrity



/0 @ “:EFHaSkS/ Planning/ Pre- Audit

e Prepare the year end financial statements,

ACthltleS tO finalize the figures, and prepare the
Support the schedules

. e Obtain the supporting schedules such as
Aud It bank statements, cash counts, and
agreements, project reports etc.

e Close the books or accounting records .-'%.:-

e Print the final financial statements for the
year IS I

e Prepare the required documents sent by i
the auditors e
DC@ S

F
1
fFuan
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‘Tasks/ Activities
to support the

Audit

Example of
List of Audit

Requirements

Document T Date Requested
1 [Trial balance as of period Softcopy 4-Ang-22
3 Profit and Loss Statement and Balance Sheet for the penod of Hardcopy/
audit 01 July 2021 to 30 June 2022, Softcopy 4-Aug-22
3 [Generalledgzer and Journal entries for the period of audit Softcopy 4-Aug-22
6  [Monthly balance sheet 01 July 2021 to 30 June 2022, Softcopy 4-Ang-22
7 [Monthly profit and loss 01 July 2021 to 30 June 2022, Softcopy 4-Ang-22
8 | A separate file General ledger for July 2022 Softcopy 4-Aug-22
%  [Orzanizational chart updated Hardcopy 4-Aug-22
10 |Updated Finance MManual or Policies and Procedures Hardcopy/
Softcopy 4-Ang-22
1 Updated Job Descrption of Finance Staff & Employment contract,| Hardcopy/
one of the Volunteer contract Softcopy 4-Aug-22
12 |Employment contracts, volunteer contracts Access 4-Aug-22
13 |Mhnutes of (Board of Directors/ Head Quarter) with finance Hardcopv 1! 4-Ang-22
14 |Insurance policies Hardcopy 4-Ang-22
15 |Contracts entered during the vear with customers and suppliers Hardcopy 4-Aug-22
16 |Contracts entered during the vear with landowners Hardcopy 4-Aug-22
17 |Contracts entered during the vear with donor Hardcopy 4-Aug-22
18 |Contracts entered during the vear with Organisation partner Hardcopy 4-Ang-22
12 |Legal correspondence (if any) Hardcopy 4-Aug-22
20 |List of outstanding lawsuits including status of lawsuits (if any) Hardcopy 4-Aug-22
. . Hardcopy/
21 (Copies of accounting forms used Softcopy 4 Aus22
1 The registration with the govemment (Include Tax Registration Hardeopy
Certificate and Card and Patent Certificate for Orsanization 4-Aug-22
23 The registration with the govermnment {all miristry MO and by Hardcopy/
Law) Softcopy 4-Ang-22
21 Financial budget forecast for current and Actual Vs Budget Softcopy
succeeding vear 4-Aug 22
15 Access to all internal andit reports/internal operations manual, Hardcopy/
rezulations and policies Softcopy 4-Aug-22
Hardcopy/
25 |Access to tax and legal documents Softcopy "
27 |Access to Accounting vouchers and supporting documents Hardcopy/
Softcopv 4-
Excellence

with Integrity
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Tasks/ Activities

to support the
Audit

Example of
List of Audit

Requirements

List of outstanding receivables and ageing analysis as at year-end

1 Soft

and subsequent collections {Annex 3) orteopy 4-Ang-22 8-Ang-22
2 |Confirmation of receivables based on audit selection (Annex 4 Softco 4 Aug 22 8-Aug-22
1 List of cash adwvance or ageing of analysis of cash advance as at Softcopy

ear-end and subsequent collections {Annex 3

Detailed listing of prepayments for any significant additions
1 during the yvear and deposits together with the supporting
documentation. Please attach the supporting documents like

Softcopy

4-Ang-22

4-Ang-22

8-Ang-22

cni'es of invoice, receiits_ contracts and others Saﬂcni J—Aui—ﬂ E.-}'Lui-ﬂ

1 |List of outstanding inventories as at 01 July 2020 to 30 June 2021,

8-Ang-22

2 Im'e:ntni count ie:rfnrmed as at 1 Iuli 2020 to 30 June 2021, Hardcni J—Aui-ﬂ E—Aui-ﬂ

1 |Asset register for the year being audited Softcopy 4-Ang-22 8-Ang-22
3 Rn].tE'nr'_n-ard {asset beginning, additions and disposals) and Softcopy
d tion schedule of asset register 4-An 22

1 Accounts payvable/ Trust funds — Aging or detailed schedule and Softco *
subsequent payments Py 4-Ang-22 8-Aug-22 "
2 |Detailed listing of Other payable — Severance pay/Medical fund Softcopy 4-Augz-22 §-Aus-22 -3
3 |Confirmation of payables based on audit selection {Annex 4 Softcop 4-Ang-22 §-Aug 22 "
=
L]
-
- - o - '
1 List nfrt:n oices from the syst?gm from operations and Hardcopy p
reconciliation to the Accounting system 4-Ang-22 §-Aug-22 %
2 |Donor confirmation (Annex 3 Hardeo 4 Aug 22 g-Aug.22 *
1 Detailed computation of monthly payroll including Income Tax Softcopy/Har i 4
computations {tax form and Voucher) deopy 4-Ang-22 8-Aug.2d .
Softcopy/Har
2 |Monthly pavroll summary for the year deo LAusd 8 Aued
1 |Legal confirmation [Annex §) Hardeopy 4-Ang-22 8-Ang-22
Monthly exchange rates used for the period of audit Softcopy 4-Ang-22 8-Ang-22
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asks/
Activities to
support the

Audit

Fieldwork
e Schedule with the auditor the meetings that needs to be

schedule from BOD, mgt and staff and beneficiaries
e Accountant/ Finance Manager should be made available during
the fieldwork for queries, walkthrough, surprise verification and

confirmation of the auditor
e Mgt should be open and provide any necessary information to
the auditor including any instances of fraud or areas of concerns

to the auditor
e Accounting system should be made available for read only

access of the auditor or an extract of the accounting records

should be prepared
e Schedule the preliminary exit meeting if requested by the auditor

ahead of time with necessary audience present
e During the last day of preliminary exit meeting, mgt and staff

&
&
L
E

» + 1
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should take time to understand the issues or concerns raised and

provide explanation as necessary so that such issues are
Immediately resolve due to lack of information or perspective/

context
e No change should be made to the books of accounts at this time. DC@

CPAs

Excellence
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L |
L
*



asks/
Activities to
support the
Audit

Reporting

e Mgt including the Accountant/ Finance Manager
should be available for any follow up question or
request of documents from the auditor (probably to be
minimal)

e Should there be additional adjustments in the financial
statements, this should be immediately be reported to
the auditor.

e When the draft report is provided by the auditor, Mgt
should review and confirm the amounts and disclosure .
in the financial statements as this is the responsibility of ~ .+* ...
the mgt. LIS e

 If the opinion is not a clean opinion, the Mgt should St K ’:
Inquire of the auditor for the reason of the opinion . -

(e.g. ungqualified, qualified, disclaimer and adverse = G

opinions) 2%, o lu
- Management letter should be provided with the EACCALTE
management response as soon as possible DCo«- -

Excellence
with Integrity
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! ::\_0 S Unqualified Opinion
\

TS e An unqualified opinion is also known as a clean opinion. The
auditor reports an unqualified opinion if the financial
statements are presumed to be free from material
misstatements. In addition, an unqualified opinion is given
over the internal controls of an entity if management has

T es Of claimed responsibility for its establishment and
yp maintenance, and the auditor has performed fieldwork to
AU d It test its effectiveness.
Op|n|ons Qualified Opinion (o3t e

e A qualified opinion is given when a company’s financial ST e
records have not followed GAAP in all financial transactions. = = = .7 ." +*°

an unqualified opinion, the auditor provides an additional -

paragraph including deviations from GAAP in the financial =™, <,% "
statements and points out why the auditor report is not
unqualified DCo:. .

Excellence
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71\ \":\;* = Adverse Opinion
Fia\ \

TITI LS e The most unfavorable opinion a business may receive is
an adverse opinion. An adverse opinion indicates
financial records are not in accordance with GAAP and
contain grossly material and pervasive misstatements.
An adverse opinion may be an indicator of fraud.

Investors, lenders, and other financial institutions do not
Types Of typically accept financial statements with adverse
Audit opinions as part of their debt covenants.
Opinions

Disclaimer Opinion

e In the event that the auditor is unable to complete the
audit report due to the absence of financial records or
Insufficient cooperation from management, the auditor ;
Issues a disclaimer of opinion. This is referred to as a 0%
scope limitation and is an indication that no opinion oveDC@;j |
the financial statements was able to be determined.1 ACP R
disclaimer of opinion is not an opinion itself. Ercalence

with Integrity
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