1) Audit of Insurance Companies

Q: When auditing an insurance company, auditors must look at the risk of the businesses they insure, and the risks within the insurance industry itself. What are the 5 most common risks within the insurance industry?
Answer 
1) Credit Risk
· Debtors unable to pay obligations
2) Market Risk
· Market fluctuations that will devalue the current and future cash flows (i.e. real estate values decrease). Includes Equity Market, Interest, Currency, and Real Estate risks
3) Insurance Risk
· Products do not meet their expectation resulting in a rise in insurance claims
4) Operational Risk
· Losses occur due to a company’s operational procedures, internal controls etc. (anything that arises from business activities)
5) Strategic Risk
· Company struggles to meet strategic plans and goals 
· Struggles to adapt to changes in competitive, economic, legal and political environments

Q: Why do insurance companies invest premiums? How are their investing strategies determined?
Answer 
· Insurance agencies invest their premiums to gain extra revenues
· Investment strategies are determined by insurance types provided since different types of insurance will require different levels of liquidity i.e.
· Life insurance: steady frequency of claims, long term investment as bonds and real estate
· Auto Insurance: unpredictable payouts, short term investments like stocks and derivatives

Q: What are the riskiest line items for an insurance company?  Focus: Assets
Answer  
· Cash
· Cash needs to be readily available to pay clients for any claims they report
· Premiums Receivable
· One of the largest account balances
· Auditors should pay close attention to this account as a misstatement on this account can materially affect the financial statements of the company.
· Auditors need to verify the collectability of these premiums receivable.
· Reinsurance Assets
· amount of money the insurance company is to receive from the reinsurance company for claims that have exceeded their limit
· Auditors are to verify the collectability of this account just like any other receivable account
· Assets classified as held for sale
· Items that owners do not want to be repaid as the cost is too great and surrender to insurance – assets need to be carefully valued as they are often impaired
· important account to verify to ensure they are properly valued
· Investments
· Is a large secondary source of income for corporations, also affects liquidity 
· Auditors must verify that limits (maximum allowed) are being respected by insurance companies and that there is a good balance between short-term and long-term investments. 
· Auditors should focus on verifying the existence and the valuation of the investments account.

Q: What are the riskiest line items for an insurance company? Focus: Liabilities
Answer 
· Claim liability
· Amount that is estimated by actuary, auditors need to ensure that it is conservative for industry
· This account also includes estimations of claims incurred but not yet reported
· Reserve for Losses
· Larger claims, or claims that take longer to process
· Unearned Premiums
· Portion of premiums that are unexpired or not fully earned until policy expires
· Revenue recognized on month to month bases but prorated on day to day basis if policy is cancelled before end of term
· Auditors must ensure accuracy and proper revenue recognition techniques implemented

Q: What are the riskiest line items for an insurance company? Focus: Income  Statement
Answer  
· Premium Income (R)
· Major source of revenue (Price paid by policyholders for coverage under various insurance policies for a certain period of time
· Auditors must ensure balances represent actual amounts received
· Investment Income (R)
· Second largest source of income, auditors need to ensure that investment income is accounted for properly by vouching to the investment reports and the investment income summary
· Claims (E) 
· Largest expense for insurance companies, claims need to be reasonable and true (investigate fraudulent claims)
· Costs include investigation, appraisal, adjustment, settlement, litigation, defence and appeal of claims
· Auditors must examine if insurance company recorded clams at current values according to rules of GAAP
· To ensure Accuracy, they must trace back expenses to invoices
· Commissions (E)
· Ensure that commissions on insurance sales are being paid fairly and according to policy
· Auditors must look at how commissions are made up and how they are paid.

Q: What are the IFRS risks for Insurance Contract and Insurance Risk?
Answer 

· Insurance Contract: a contract where the insurer accepts significant risks from the policyholder by compensating the policyholder if certain events occur 

· Under IFRS the premiums collected must be larger than the possible outflow of compensation to be considered a contract

· Non-Traditional Insurance Contracts: Warranties, Guarantees embedded in a lease
· Insurance Risk: any risk other than financial risk

Q: How should management account for an insurance contract?
Answer  
· Weighted average of cash inflows and outflows
· Time value of money
· Margin

Q: What is an insurance margin and what are the two ways it is determined?
Answer  
· Insurance Margin: helps to eliminate any gain that is recognized at the beginning of a contract (risk adjustment)

1) Explicit Risk Approach
· Creates a risk adjustment account for residual margin that will keep any accounting gain and profit 
· Should income should be released over time of the contract
· Should not be adjusted for changes in estimates 

2) Composite Margin Approach
· Difference between PV of inflows and PV of outflows to defer accounting profit 
· Allocated over coverage and claims handling periods
· No adjustments for changes in estimates

2) Contract Auditing

Q: What is a contract? What is contract auditing? 
Answer 
Contract: Legally binding agreement between 2 or more persons for a particular purpose (goods or service exchange) 

Contract Auditing:  an analytical review that helps determine if a contractor is performing what is set out in the contractual agreement. 
· Focuses on the contractor’s internal business controls and policies 

Q: What are the three components of a contract?
Answer 
· The Offer: proposal made to show there is a willingness to enter into a contract exchange
· The Acceptance: agreement to be bound by the terms set out by the offerer
· The Capacity: parties are legally capable to enter into a contract (mentally sound, age of majority, free from influence) 
· The Genuine Consent: both offer and acceptance made and a genuine contract is made between both parties. In cases of fraud or misrepresentation, the agreement can be destroyed
· The Consideration: the thing of value that is promised by one party to another that is exchanged for another item of value
· The Legality: parties are not to engage in a contract that involves illegal activity

Q: Why should a company ask for a contract compliance audit? 
Answer 
· Tactical Reasons
· Validation of controls
· Identification of risk exposure
· Improved contract management
· Benchmark against best practices
· Strategic Reasons
· Rapid growth, acquisition
· Supply chain effectiveness
· Outsourcing of key functions
· Changes in market conditions

Q: What is the scope of a contract compliance audit?
Answer 
· Scope of a contract compliance audit is usually the organization’s internal controls – this helps the auditor decide if the contract is being fulfilled in an efficient and economical manner 
· Other variations of scope will be set out by management for the auditors to perform 

Q: What are the five stages of contract compliance auditing?
Answer 
1) Pre-Contract Investigations
· Examine and assess documents relation to contracts to be examined and decisions management team has taken in respect to contracts
· Auditor may be able to identify and prevent unnecessary spending 
· Auditor may also be able to identify bribery and corruption (i.e. employee submitting contractor’s tender after closing date)
2) Currency Of Contract Investigations
· Management Controls are assessed through sampling techniques, spot checks, system appraisal techniques, and risk analysis, focusing on costs spent within contract
3) Final Account Investigations
· Auditor should conduct investigations in an accounting format
i. Timing important as auditor examines account or contract before completion
ii. Auditor should examine the account independently in order for them to identify weaknesses, errors, or fraud
· Before the completion of the contract check the validity of the expenses
4) Post Completion Investigations
· Auditor re-appraises project or contract to see if expected benefits achieved
· Auditor also assess performance of contractor and determine value for work
· Auditor also review organizations costs and performance to ensure final account balances complete
5) General Investigations
· Auditor will help management assess and report on management’s efficiency and control systems
· Auditor will look at procedures related to contract and examine if improvements needed

Q: What are the 4 major frameworks that will manage how auditors will review a contract audit?
Answer 
1) Legal framework
· Rules and regulations to govern contracts when party fails or refuses to fulfill promises outlined in contract. Canadian law for contracts:
· Contract law: for a contract to be enforceable by law it needs to follow legal standards of a contract; if breeched consequences can be forced
2) Management control framework 
· Contract follows internal control procedures, and the objectives of the company. As an agent of the company management has all basis of a contract covered. 
3) Accountability framework 
· Outlines the roles and responsibilities of individuals engaged within the contract, and what happens when an individual breeches contract. This also refers to regular reports to ensure the contract is delivering the output desired
4) Special purpose framework
· Auditing for special purposes – auditors can apply CAS 800 to compliance audits

Q: What are the 4 reasons as to why firms should conduct a contract audit?
Answer
· Effectiveness – are the contracting objectives being met? 
· Economy – were quality goods and services acquired with the best price?
· Efficiency – is the contracting process being managed in the most efficient way?
· Compliance – are contracting policies and directives being followed?

Q: What is a compliance audit? What components are most analyzed by the auditor in a compliance audit? 
Answer 
· Requirements: contract should state what work is needed for the contract to be completed (Statement of Work), price, timeframes and general objective
· Bid Solidification: Request for Proposal create the most fair and transparent way to submit a bid
· Contract Award: management should ensure that contract is possible (enough cash to pay) and meets the company’s needs
· Monitoring: ensuring regular audits are done to avoid excessive spending, or overpayment. Stages:
· Contract closeout audits – typically completed before final payment is made.
· Two-phase audits – the first phase typically is scheduled near the beginning (such as at 20 percent project completion) and the second before final payment is made.
· Monthly payment audits – these keep a close watch on contract cash outflows and help to resolve potential problems before they lead to delays and cost overruns.
· Other – quarterly, semi-annual, or annual audits are common for long-term projects.
· Training: sound training practices are essential to ensure compliance with contractual agreements. Must ensure proper training provided to clients.


Q: What is contract management? 
Answer 
· Contract Management: management of contracts between engaging parties (customers, vendors, partners, employees). It includes: 
· Negotiating terms and conditions of contracts
· Ensuring compliance of defined terms and conditions of contracts
· Oversee creation of documents, or amendments to documents


3) Corporate governance

Q: What is corporate governance? What are the four pillars?
Answer 
Corporate governance includes a set of rules, processes, or laws by which businesses are operated, regulated, and controlled. Well-defined and enforced corporate governance provides a structure that, at least in theory, works for the benefit of everyone concerned by ensuring that the enterprise adheres to accepted ethical standards and best practices as well as to formal laws. 
· Rules or processes help run how a corporation is controlled – based on ethics, independence, and transparency 
· Involves the 4 pillars
· External Auditors
· Internal Auditors
· Management
· Board Of Directors
· Used to protect the shareholders 

Q: What is Sarbanes-Oxley? What was its purpose? What did it change (3 main areas)? 
Answer 
· Sarbanes-Oxley (SOX or SARBOX) is meant to enhance financial disclosure and add more accountability to corporate and criminal fraud.
· PCAOB: register CPA firms, regulate firms, enforce laws + punishment
· Auditor Independence: partner rotation, limit auxiliary services
· Corporate Responsibility: CEO and CFO accountability for Financial Statement line items and disclosures
· Enhanced financial disclosures
· Corporate and Criminal Accountability

Q: According to the Sarbanes Oxley, what are the duties and responsibilities of executives?
Answer
· Proper review and revisions of report 
· Identifying any material misstatements 
· Indicating all financial material information 
· Creating and maintaining internal controls 
· Communicating any control or fraud issues 

	
Q: What is the Canadian Equivalent to SOX?
Answer 
Bill 198 – based on SOX – differences:
· Compliance dates ( by 2004 vs 2008)
· Internal control compliance (auditors do not need assurance regarding company’s internal controls)
· Level of assurance (reasonable assurance vs remote chance)

Q: what are the advantages and disadvantages of Sarbanes Oxley
Answer
· Advantages
· Restored Public Confidence
· Increased Transparency
· Stronger Internal Controls
· Increased Duties of Executives
· Disadvantages
· Increased duties for executives
· Increased Costs

Q: What is the role of an external auditor in corporate governance? 
Answer 
· Provide opinions and give assurance on accuracy of company’s financial statements
· Assist the goals of corporate governance by evaluating the system. Important concepts of the role of external auditors
· Nature and extent of accountability of external auditors
· Principal-Agent relationship between management and external auditors
· Liaison between mgmt, BOD, audit committee, internal auditors, and SH – must maintain independence to all parties (issue because one of those parties pays the auditor)
· Must identify weaknesses in internal controls, governance and FS, but should not advise a solution in a way as consulting services 

Q:  What is the role of an internal auditor in corporate governance? What are their responsibilities? 
Answer 
· Internal auditors help audit committees meet corporate governance responsibilities by:
· Supervising and observing external auditors 
·  Evaluating management and compliance efforts 
·  Evaluating managements control systems 
·  Managing audit committee investigations 
·  Auditing corporate governance efforts and process 
·  Evaluating management’s SOX efforts

· Internal auditors are responsible for:
· Safeguarding Assets
· Ensuring integrity in financial information
· Assisting with the business’s compliance with laws and regulations

Q: What are some issues concerning internal auditors? 
Answer 
· Independence 
· Responsible for compliance efforts and internal control procedure auditing and operational audits
· Relationship to top management (who to report to if management disagrees with opinions/commits fraud)
· SOX Compliance
· More responsibility for IA with SOX, Internal auditors are responsible for finding fraud 

Q: Who is the management of a company? What are their responsibilities? 
Answer 
· CEO: company president, responsible for entire operations of corporation and reports directly to chairman and board of directors
· COO: managing functions of the corporation (marketing, production HR) and reports directly to CEO
· CFO: financial well-being of the company, reports directly to CEO
· Responsibilities:
· Day to day operations
· Creates the tone at the top – the working environment 
· Agent for the shareholder – should increase Shareholder wealth 
· Control ERM

Q: What is the BOD and what is their role in corporate governance? 
Answer 
Responsibilities: BOD are elected by the Shareholders to protect their assets
· Be in charge of management compensation 
Composure: management directors, independent directors, and Shareholder reps
Duties:
· Duty of care – exercise diligence and skill of a reasonable prudent person 
· Duty of loyalty – work in honesty and good faith for company

Q: What is an audit committee? What are their responsibilities? 
Answer 
Audit committee is a committee totally independent from any of the BOD
Responsibilities:
· Appointment and compensation of external auditors
· Oversight/liaison with external auditors
· Pre-approve the work of any non audit service 
· Members must be
· Financially literate
· Have one financial expert: have accounting knowledge, understands financial statements, can analyze the accounting policies, understand internal controls, understand audit committee functions

Q: What is required of the audit committee when communicating to the BOD? 
Answer 
· CAS requires External Auditor to audit committee communication
· Matters to communicate:
· Strategic decisions affecting the nature, timing, and extent of procedures
· Suspicions or detections of fraud
· Concerns of the integrity or competence of management
· Areas where additional audit procedures could be performed
· In adequate information can result in a risk of a material misstatement, or inability to obtain sufficient and appropriate audit evidence 

4) CSAE 3416 Reporting

Q: What is a CSAE 3416 and what are the 2 different types?
Answer 
CSAE 3416: tests the internal controls of a service organization
· Type I: Report on Controls Placed in Operation
· Report on the controls at a specific date – if they are fairly presented, suitably designed to meet control objectives, and if they were in place at that time
· Type II: Report on controls and operating effectiveness
· All of the material in Type I plus an opinion on the controls that were in place over a specified period of time (6+ months)

Q: Who uses a CSAE 3416 Audit? What is the value for these users?
Answer 
· Management
· Detect & respond to deficiencies in internal controls
· Users of the Service
· Customers assured that company will meet their requirements for the job
· Auditors of the Service Users
· Help the auditor of the customers determine if the FS are fairly presented based on the services received 

Q: How does a CSAE 3416 Audit Differ from a Financial Statement Audit?
Answer 
· Financial Statement Audit: Controls are used to determine if the FS are presented fairly
· CSAE 3416 Audit: opinion is solely on the strength of the Internal Controls and on their ability to meet the control objectives of management
· More controls are tested as the strength of the controls are the focus of this audit 

Q: Regarding the transfer of Canadian Standards Section 5970 to CSAE 3416, what are the major areas that 1) remained the same 2) had a significant change. What was the purpose of the new standards?
Answer 
· Purpose: to have similarities between Canadian, US, and International standards allowing a single report be relevant in all three areas, also increase the quality of service organization audits
Similarities 
· Focus on internal controls, 
· Type I and Type II audits, and
· Intended report users (management, customers, auditor of customers) 
Differences
· Written assertion to management required
· Auditor must comment on suitability of controls 
· Auditor must disclose any reliance work used
· Follow up action is required where internal controls are not suitably designed or unfairly presented. 

Q: What are the three documents produced after a CSAE 3416 Audit? What extra document can management request?
Answer 
1. Readiness Review (Optional Report @ Request of Management)
2. Management Assertions
3. Descriptions of Control Systems
4. Auditor’s Report and Opinion 

Q: What is the purpose of a Readiness Review Report?
Answer 
· Provides a list of IC that would pass or fail auditor testing, and which ICs need work in order to be deemed feasible. 
· Completed by IA or a separate audit firm to avoid self-review 
· Shows what management needs to adjust before the CSAE 3416 Audit to come out with an unqualified opinion 

Q: What is the purpose of a Management Assertions Report?
Answer 
· Management testifying 
· Description of service organizations controls systems accurately presents the system that was designed and implemented properly 
· IC are suitable to safeguards the assets in the corporation
· Controls were followed properly to reinforce the control objectives stated in managements description over period of time specific to audit engagement
· Scope of this report will affect scope of work completed by the auditors
· If management refuses to attest to their work, auditors are faced with a scope limitation – auditor must withdraw or provide a qualified opinion

Q: What is the purpose of a Description of Control Systems?
Answer 
· Prepared by auditor and management, this report outlines the services provided and the procedures that go into providing these services
· Helps to analyze risk areas and potential focus for auditors
· Helps to show customers how risks are being avoided
· Any reliance work should be disclosed here

Q: What is the Auditor’s Report and Opinion?
Answer 
· Result of the CSAE 3416 Audit
· Opinion of the internal controls of a service organization (on date or period of time)
· Elements of the note to the opinion statement
· Criteria used in testing system
· Method of testing and any limitations
· Standards applied during audit
· Statement of risk assessment within organization  

Q: What do auditors need to understand about a service organization while planning a CSAE 3416 audit?
Answer 
· Risks to the firm
· The business environment
· Evaluate the effectiveness of IC on the written assertions from management regarding control objectives and controls in place to meet objectives

Q: what does CSAE 3416 require from management? Responsibilities?
Answer
· Management must prepare description of the service organization’s system accompanied by a written management assertion. 
· The description and assertion provided must be complete, accurate, reasonable and presentable. Furthermore, the assertions must be made available at all times to user entities.
 
· Management is in charge of selecting criteria to be used and these criteria’s must be outlined in the assertions. 

· Control objectives must be specified by management and if these control objectives are specified by law, regulation or another party, a description of the party specifying the control objectives must be identified. 

· Management is charged with identifying the risks that threaten the achievement of the control objectives stated in the description. 

· Management must provide reasonable assurance that the control objectives stated are suitability designed, implemented, documented, and are operating effectively to achieve the stated control objectives. 

· Management must provide at all times to the service auditor, access to all information relevant to the description of the service organization’s system and the assertion stated by management. This includes access to records, documentation, and personnel. 

· If in the case that a subservice organization was used, management must provide a description of the services provided, along with whether the inclusive or carve-out method was used. 


Q: What are some common techniques used in control testing during a CSAE 3416 Audit?
Answer 
· Walkthrough: tracing transactions through the transaction cycle through observation and inspection
· Any IT Control Test
· Authentication: password, passkeys, locks
· Authorization: users and their authority to access or input information 

Q: What is the difference between a Financial Statement audit and CSAE 3416 in the areas of Materiality, Criteria?
Answer 
· Materiality
GAAP
· Numerical (percentage of NI, Revenues, expenses etc)
CSAE 3416
· Qualitative
· Opinion is on RISK not misstatements

· Criteria
GAAP
· Set rules and guidance standards
CSAE 3416
· Based more on control objectives set by organization 

5) Current cases in auditing

Q: Please give a little history about Nortel, and the changing point in the timeline where the error/fraud occurred.
Answer 
· Northern Electric and Manufacturing (1895) and a focus on telephone equipment and services
· 1990s – Nortel Networks; venture into Wireless Communications
· Tech bubble BURST and stock prices shattered
· No more cash
· Not enough revenues to bring up stock price
· Retirement of Roth to be replaced by Dunn
· Implementation of Return to Profitability Plan

Q: What was the audit failure in Nortel? 
Answer 
Deloitte’s oversights:
· Accruals: did not review in depth enough
· Controls: the ability to override transactions
· Independence: Nortel was the largest client
· Industry / Environment: how other similar companies were coping at the time

Q: Fill in the fraud triangle, and some rational for the Nortel Three to commit their alleged fraud? 
Answer 
· Motivation
· Return to Profitability Plan: bonus in each profitable quarter, increasing bonus if profitability was consecutive
· Had some of the largest compensation packages in the industry
· Justification
· Pressure to meet market expectations to increase stock price 
· Decided acts were not illegal, were using grey acting areas
· Opportunity
· Authority and power as highest executives, weak internal controls, and inefficient BOD 

Q: How did the Board of Directors fail to complete their role in corporate governance? 
Answer 
· BOD inefficiencies
· Too large
· Dysfunctional dynamic
· Too slow in marking decisions
· Technical skills
· Lacked financial expertise
· Not knowledgeable on Nortel operations / revenue recognition parties
· Busy
· Directors had too many other engagements
· Not enough time to monitor Nortel 

Q: What are the 4 areas where Nortel is accused of committing fraud? 
Answer 
· Reserves
· Putting $300M & $151M in 2002 & 2003 to release later and inflate revenue to meet the market projections
· Understating Revenue
· Overstating in 2001, understating in later periods to smooth income
· Accelerated Revenue
· Recognized fibre-optic sale contracts early $3B in future years
· Capitalization of R&D
· Vs expensing
· Social Engineering 
· Inflating and deflating the stock price along with option issuance 

Q: What are the conclusions from Nortel? 
Answer 
· Should always have professional skepticism
· Look at the industry trends
· Take warnings such as “profit warnings” as red flag
· Management integrity and value
· If it’s too good to be true it probably is

Q: Please give a little history about MacAfee, and the changing point in the timeline where the error/fraud occurred.
Answer 
· Creating computer software to protect against viruses
· Goyal did not want to be fired because sales were down, so he falsified reports that goods were being sold to distributor (vs only being held) 

Q: What was the audit failure in MacAfee? 
Answer 
· McAfee did not have any auditors when the scheme was unveiled
· An auditor should have seen the violation of GAAP principles, lots of suspicion transactions regarding the buyback of goods from distributors, and manipulation of reserve (tax and A/R accounts) 

Q: What are the conclusions from MacAfee? 
Answer 
· Should have been proactive in implementing internal controls (ERM, CSO, external auditors) 
Afterwards internal controls were fixed by external auditors 

Q: Please give a little history about the Mint and the changing point in the timeline where the error/fraud occurred.
Answer 
· Creates all of the circulatory and special edition coins for Canada, and some contract work for other nations
· In 2008 the Mint was extremely busy with internal activities and contracts – forced process some goods externally due to space and safely constrictions 

Q: What was the audit failure in Mint? 
Answer 
· Deloitte found $15M of gold MISSING. Called in 4 experts
· The Bank Group: physical and procedural security
· Microsoft: reviewed IT system for data manipulation, backdoors, calculation errors
· RCMP: investigating theft and other criminal activity
· all three parties deemed controls were strong
· IBI group: engineering processes
· Mint did not benchmark the process for LOSS properly 

Q: What are the conclusions from Mint? 
Answer 
· Not all accounting failures are due to fraud – this arose from accounting estimates being incorrect
· Deloitte took proper procedures to find the gold, conducting the audit in a mature manner
· Mint counts inventory more frequently, all processes are documented with more detailed, a Precious Metals Controller has been appointed to protect from further loss

6) Environmental Audits

Q: What is an environmental audit and what are the types of environmental audits?
Answer 
· Environmental Audit: very specific type of assurance engagement where a company has responsibility to a user and a professional is used to verify the company is meeting certain benchmarks. 
· used to verify a company’s compliance with applicable laws and regulations related to environmental matters
· Compliance Audit
· Review of company’s compliance with 
· (1) internal policies
· (2) external regulations and laws that company is subject to
· Environmental Liability Audits
· To quantify some of the potential impact of an environmental disaster that can be included on the FS

Q: Why are environmental audits needed? What do they aim to achieve?
Answer 
· Useful since auditors are better positioned than average user of the report to get access to detailed information
· Users of assurance engagement reports rely on professional practitioners to issue an opinion for these reasons:
· Information imbalance implies average users don’t need detailed information that could be used to reach a conclusion
· Remoteness  of location of company’s operations is in a far-off location that isn’t easily accessible
· Complexity of information : even if users had the info, they wouldn’t properly understand it
· Achieve: identify areas of concern for people who are affected by company’s operations
· Provide recommendations and outline consequences 

Q: What are Advantages and Disadvantages of Environmental Audits?
Answer
· Advantages
· Improve external regulatory and internal policy compliance 
·  Reduce risk of fines and lawsuits for non-compliance 
· Increased management and employee awareness of environmental issues and concerns 
·  Potential cost savings (for example, in waste reduction) 
·  Change a company’s approach from reactive to proactive 
·  Better public image through a commitment to environmental issues 

· Disadvantages
·  Commitment of resources to run the environmental assessments 
·  Temporary disruption of plant operations 
·  Increased vulnerability/ exposure to litigation issues 
·  Increased liability when failing to respond to audit recommendations 

Q: Who are the users of environmental audits?
Answer 
· Internal Users (management): minimize costs of compliance, liabilities 
· External users: Vested Interest Stakeholders: (i.e. purchasers, creditors): stakeholders who would not want to sign a business deal if they are not compliant with environmental concerns as they would expose themselves to loss
· External users: Unvested Interest: users who are affected by the operations of the company for non financial reasons (i.e. neighbours)

Q: What is EMS? What are its benefits and disadvantages?
Answer 
· Environment Measurement Systems:  a set of management procedures that allows an organization to identify, evaluate, and reduce environmental impact of its activities
· Three Stages
· Planning –setting a policy and outlining environmental objectives/targets
· Implementation – evaluate policy and how it aligns with legal requirements, available technical/financial resources, stakeholders etc. 
· Measuring and Monitoring – document any changes, have regular management reviews of policies and procedures and change as necessary to meet with the regulatory and social environment  

Q: What is ISO 14000?
Answer 
· ISO 14000:  internationally recognized standards for environmental audit 
· Viable alternative is ISO 14001 which contains all the elements needed to develop certification for an EMS
· Small companies may use ISO 14001 and self declare their EMS meet the requirements in order to reduce the cost of a full environmental audit as required by ISO 14000

Q: What are the components of an environmental audit? 
Answer 
· Objectives:  primary goal of environmental audit is to help protect the environment, Internal and external users, and promote future sustainability. Environmental auditing helps:
1) Determine how well the EMS and equipment are performing
2) Verifying compliance with relevant regulations
3) Minimize human exposure to risks from environmental, health, and safety issues 
· Nature and Scope:  depends on the nature of the audit and level of assurance needed the scope will vary but always fall back on 4 main themes:
1) Environmental 
2) Safety
3) Occupational Health
4) Product Safety 

Q: What is the importance of having rules and regulations regarding the environment?
Answer 
· Rules and regulations help to minimize effects of industry on the environment. It will avoid damaging life to animals and plant, and will help with the long term health of people, the environment and society. 
· Auditing and accounting have a hard time reporting on environmental issues and need rules to ensure consistency and quality of work
· There are rules and regulations on many levels of society

Q: What are some of the consequences of violating environmental laws (in Ontario)? How are these violations penalized?
Answer 
· Penalized on a case by case basis with the following in consideration:
· Effects of the non compliance
· If this is a repeat violation, or have been past violations
· If the accused is providing false/misleading information, or is obstructing the process
· General fine formula:
· A + (B – C – D – E) 
· Fine for all the monetary benefit made for the contravention + the gravity of the situation

Q: Who should perform an environmental audit? 
Answer 
· Since there needs to be a lot of different areas of knowledge we need an integrated team:
· Auditors
· Lawyers
· Industry Specialists (mining, fishing, farming)
· Internal Auditors
· Related Field Specialists 

7) Evolution of the Accounting Profession 

Q: What were the focuses in AUDITING during these time periods?
Up to 1840, 1840-1920, 1920-1960, 1960-1990, 1990-present
Answer 
· Up to 1840: Checking up on people with fiscal responsibilities
· 1840-1920: Finding fraud and errors; see if FS are represented accurately
· 1920-1960: Give creditability to the FS, see if materiality exists, investigate internal controls
· 1960-1990: Doubt in value of audit profession
· 1990-present: SARBOX – increased responsibilities for auditors and management for FS representation 

Q: What are some issues auditors can run into when auditing human capital (in the future). What are some tests they could perform if human capital became a line item?
Answer 
· The value of human capital 
· Formula’s used
· Time period (contracts, average life)
· Value (education, training, other skills)
· Other values that will increase/decrease this value
· Tests for auditors:
· Recalculation
· Analytical (creating expectations)
· Test items used within the calculation  

Q: How are rules and principles applied in accounting? 
Answer 
· Rule: apply to a specific situation
· Too much complexity with excess technical compliance issues
· Principle: applies to a set of guidelines
· Vague and up for misinterpretation 
· The mix between the use of rules and principles helps decide how much professional judgement the institution/government feels we should be using while creating and evaluating financial statements. 

Q: Where may the auditing profession go regarding levels of attestation? What are hard and soft numbers?
Answer 
· Multi-level attestation: evaluate the number on the FS, and the process of creating that number
· Hard vs. Soft numbers: numbers that are easily verifiable vs. numbers creating using professional judgement and historical trends 

Q: How do non-financial indicators tie into auditing in the future? 
Answer 
· Financial reporting standards may require a larger focus on non-financial performance indicators
· Will help evaluate the effectiveness of management
· Help evaluate where the company is heading
· If this is information that investors need in order to make decisions, auditors may require to provide assurance on its reliability and accuracy. 

Q: What are MNE and what challenges do they provide auditors today? 
Answer 
· MNE: Multi-national Enterprise
· Increased globalization in today’s world; requiring a need for integrated auditing and accounting standards 
· Challenges:
· Local business practices and customs: language, customary practices, use of local resources (i.e. Unreliable mail)
· Currency: translation methodology
· The law: type of audit assurance, disclosure requirements
· Distance: reliance on other auditors to gather and communicate information 

Q: List pros and cons of harmonization auditing standards 
Answer 
· Pros
· Comparisons between foreign competition will be easier
· Subsidiaries will be able to use the same accounting standards as their parents 
· Companies can receive more capital from foreign investors
· Auditing corporations will save training and travel costs
· Cons
· Smaller audit firms in smaller countries are at a disadvantage competitively
· Some countries lack the accounting bodies to help enact and promote the change
· Political and economic environment affect how standards will be intertwined , if possible 

Q: How is the CA Council of Senior Executive Strategic Planning Task Force planning to rebrand the CA designation? Why is this fitting/not fitting? What does that mean for the profession? How can it be accomplished?
Answer 
· CA’s dominate all senior financial positions and advisory roles
· Losing ground to other designations (tax lawyers, CFA’s, MBA’s other Bcomm, CMA’s, CGA’s etc). 
· Strong positions in large companies, CA’s may not see as adding enough value for mid/small – sized firms (not enough planning, advisory, implementation skills) 
· Create a multi-stream education system
· Test for CA capabilities first
· Continue training in a special field of enterprise such as IT, finance, tax, management
· Possible Issues:
· CA’s will not all be trained equally (as multi streamed)
· Will auditing quality be decreased as lessened the focus on assurance

Q: What is proposed in the CA, CMA, and CGA merger? What possible benefits and criticisms does this merger face? 
Answer 
· Create Chartered Professional Accountants – single designation that meets all of the International Federation of Accounting standards for education
· Creates a name that is international recognized
· All accountants in country are recognized on same level and held to the same standards as each other
· Pros
· Canadian accountants are recognized globally (useful for MNE)
· Reduce competition between accountants and gain market share from other professionals 
· Less confusion for business to see what accountant they need 
· Cons
· CA’s feel cheated as their designation is the hardest to acquire (remedy: retain current designation for 10 years)
· Waste of resources if failed (viewing past attempts)

8) ERM – Enterprise Risk Management

Q: Define as COSO framework and identify components regarding risk identification
Answer 
· COSO:  Committee of Sponsoring Organizations consists of the American Accounting Association and others.
· It issued the Internal Control Integrated Framework, or IC which is considered a widely accepted method of authority on Internal controls and is incorporated into policies, rules, and regulations used to control business activities
· Event
· incident or occurrence, from sources internal or external to an entity that affects achievement of objectives.
· Risk
· possibility that an event will occur and adversely affect the achievement of objectives.
· Opportunity
· possibility that an event will occur and positively affect the achievement of objectives.

Q: What is ERM? How does it differ from internal controls? 
Answer 
· ERM: “... a process, effected by an entity’s board of directors, management and other personnel, applied in strategy setting and across the enterprise, designed to identify potential events that may affect the entity, and manage risks to be within its risk appetite, to provide reasonable assurance regarding the achievement of entity objectives...”
· ERM sets internal controls  to respond to identified risk after evaluating business processes and linking them to organizational objectives (are more relevant and flexible to the business) 
· 5 basic principles behind ERM (Romney & Steinbart 2009)
· Corporations are formed to help create value for their shareholders (owners)
· Therefore management must decide how much uncertainty it will accept as it creates value during the normal course of business
· Uncertainty results in risk, which makes it possible that something can negatively affect company’s ability to create value
· However, uncertainty can also result in an chance to positively affect their ability to create value
· ERM framework helps manage uncertainty and helps create and preserve value

Q: What are the 8 components of ERM (Integrated Framework Executive Summary)? 
Answer 
1) Internal Environment
a. Helps establish the entity’s risk culture 
b. Includes risk management philosophy, level of tolerable risk, integrity and values which the company is trying to uphold, and the environment in which the entity operates
c. Auditors: useful in pre-planning and planning  engagements to help assess risks of the entity being audited 
2) Objective Setting
a. Objectives must exist before management can identify potential risks that could affect their completion
b. ERM ensures management has a process in place to set objectives and make sure the objectives are consistent with the mission and entity’s acceptable level of risk
c. Auditors: Auditors should know what are management’s objectives when preparing the audit to help further understand the client’s business environment 
3) Event Identification
a. Both internal and external events that could affect completion of objectives to help distinguish between risks and opportunities
b. If opportunities are found, they should be implemented in management’s strategy formulation
c. Auditors: This is mostly done by management, but auditors should inquire about internal and external events that could affect the materiality of any of the financial statement accounts 
4)  Risk Assessment
a. All potential risks are analyzed as a basis for determining how they should be managed and their impact considered as well
b. Employs combination of qualitative and quantitative methodologies, and assesses risk on both inherent and residual basis
c. Auditors: Auditors should be involved in performing their own risk assessment of the company when performing an audit rather than basing their conclusions on management’s assertions 
5) Risk Response
a. Management selects appropriate risk responses, choosing from avoiding, accepting, reducing or sharing risk, to develop a set of actions to help align risks with entity’s risk tolerance
b. Auditors: This is a managerial role, not auditors’ role. Auditors can analyze risks and recommend suggestions, but it’s ultimately management’s responsibility to choose the correct risk responses 
6) Control Activities
a. Entity should make sure that policies and procedures are established and properly implemented to ensure risk responses are carried out effectively
b. Auditors: Auditors can examine the control activities as part of a test of controls during the audit to help check for fraud and to test the strength of the company’s internal controls 
7) Information and Communication
a. All relevant information should be identified and communicated in a form and timeframe that would allow people to carry out their responsibilities
b. Communication has to occur throughout all levels of the entity
c. Auditors: Need to understand how the information system relates to the accounting information system and how roles and responsibilities for financial reporting are communicated 
8) Monitoring
a. All of the ERM is to be closely monitored with modifications added if necessary. Usually accomplished through ongoing management activities, separate evaluations, or both
b. Auditors: Obtain an understanding of the major activities that the entity uses to monitor internal control over financial reporting, including those related to the control activities relevant to the audit, and how the entity initiates actions to fix deficiencies in its controls 
Q: How is effectiveness measured? 
Answer 
· If 8 components are present and working effectively 
· ERM also assessed on how useful it is helping achieve 4 categories of management objectives 
· Strategic – high level goals that are aligned with supporting the entity’s mission
· Operations – effective and efficient use of the entity’s resources
· Reporting – ensuring that the reporting is liable
· Compliance- ensuring that the entity is compliant with applicable laws and regulations
 
Q: What are the limitations and criticisms to ERM? 
Answer 
·  Limitations: uses human judgement – error
· Mgmt has ability to override ERM decisions
· Criticisms:
· Extremely difficult to implement (time and resource intensive)
· Self Assessment done by mangers usually, who have varying knowledge concerns the probability of the risks (bias)
· Ranking System used in COSO(the likelihood-impact method)
· The definition of risk according to COSO is different from that of risk experts in industry 

Q: How does ERM help Internal Auditors? 
Answer 
· Increase efficiency: management better understands their own potential risks and already has resources assigned to identify, measure, and respond to risk
· Stronger corporate governance: establishment of Chief Risk Officers (to create ERM), and more information to report

Q: How does ERM help external auditing?
Answer 
· Understand internal controls better (and their -process in reducing risk)
· Identified risk outline by client
· If responses are appropriate
· Communication to management is opened (often want feedback and recommendations) 

9) Offering Documents

Q: What is an offering document? 
Answer 
· Any type of document that provides assurance for a corporation’s securities
· Offering documents contain information through documents such as
· Prospectus,
· The offering memorandum,
· And other FOFI
· They provide assurance for a corporation’s securities with financial and non-financial information
· Helps investors with decision making 

Q: What is a prospectus? Define the different types of prospectus (5)
Answer 
· Prospectus: offering document required by securities legislation for publicly traded companies and contains information regarding securities and associated risks for investors
1) Preliminary and Final Prospectus: must be filed before final prospectus; includes investor’s investment demands confirmed by the directors of the company – pricing is not included at this stage; will be offered to any interested investors
2) Long Form Prospectus: required when a company is offering its shares to the public for the first time; includes information on securities (and how they will be used), general business information, and associated risks
3) Short Form Prospectus: culmination of important information to investors found in other financial statements – used after a long form prospectus has already been offered
4) Shelf Prospectus: short form prospectus  that helps a company to sell securities quickly – provides a base prospectus (with reviewed information) and then shelf prospectus that are released when securities need to be sold
5) Post Receipt Pricing Prospectus (PREP): issuer can omit certain information and defer pricing of the securities for up to 20 days

Q: What other documents can be used in conjunction with the offering documents?
Answer 
· Financial Documents 
· Reflects future transactions
· Helps to understand the effects of an acquisition/disposition in a company
· Should be reviewed by auditor before being presented by a company 
· Offering Memorandum
· Information on nature of the business, contains forward oriented financial information such as potential results of operations or changes in financial positions 

Q: What are some of the responsibilities of the auditor when examining an offering document?
Answer 
· Before accepting an engagement
· Understand the terms of engagement
· Determine if the requriemnts of the engagement are within the professional experetise of the auditor and others involved
· Understand the requirements of the jurisdiction in questioin (local laws)/foreign jurisdiction
· During an engagement, auditor must do these procedures to give consent
· Audit Financial Statements in the offering document 
· Review financial and non financial information
· Review subsequent events etc. 
· Obtain appropriate written representations from management

Q: What is forward looking information? 
Answer 
· Forward looking information: disclosures regarding possible events, conditions, or results of operations that is based on assumptions about future economic conditions and courses of actions and includes future oriented financial information with respect to prospective results of operations, financial position or cash flows that is presented either as a forecast or a projection 

Q: What is FOFI? Who is responsible? Criteria for FOFI? Auditor responsibility regarding FOFI?
Answer 
· FOFI: prospective results regarding operations, financial position, or changes in financial position based on current economic conditions and future courses of actions
· ISSUER is responsible for what FOFI to release, and when to release it 
· FOFI must be reasonable, based on current information, can be limited to a time frame that can be estimated, use historical data, and have the date of management approval as well as cautionary information and any other material factors
· Auditor must determine if the FOFI is reasonable by way of client’s business / business environment, current internal controls, ability for company to develop accurate forecasts, and evidence that the corporation used to create forecast 

Q: What is typically included in a FOFI document?
Answer 
· FOFI can be the statement of management responsibility, BS, IS, SE, CFS, all the notes to the FS and the Statement of Management Responsibility 

Q: What must an external auditor do when examining a client’s FOFI?
Answer
· Understand client’s business and its environment
· Understand the IC and the client’s method of developing the forecasts or projections
· Execute procedures and obtain sufficient appropriate evidence on the forecasts or projections
· Issue the report

Q: What is the 1933 Securities Act?
Answer 
· Objectives
· Provide investors with financial and other significant information about their investment choices
· Not allowing deceit, misrepresentation, or fraud in the sale of securities to the public 
· Protect investors and prevent unnecessary losses due to incomplete or inaccurate information  

Q: Outline the registration process for the 1933 Securities Act? What is the purpose of registration? Who is exempt? 
Answer 
· Purpose: to regulate the companies that sell shares to the public – only registered companies can trade openly and they must provide the required information
· Registration Process
· A description of the issuer’s properties and business;
· A description of the securities to be offered for sale;
· Information about the management of the issuer;
· Information about the securities (if other than common stock);
· Financial statements certified by independent accountants.
· Parker Watichman LLP.  “Security Laws and Acts”
· Exemptions: securities for private individuals, government securities, small sales of securities

Q:  What is the role of auditors during this registration process?
Answer 
· Auditor’s Role: 
· Ensure disclosures are accurate
· Documents do not conflict with the financial statement and disclosures
· All material facts are properly disclosed 
· Largest risk period

Q: What is the difference between the 1933 and 1934 Securities Act?
Answer 
· 1933 Securities Act: first time registration and initial security selling for companies targeting investors in their primary market
· 1934 Securities Act: securities being traded within a secondary market and not necessarily directly between company and investor 

Q: What is the registration process for firms under the 1934 Securities Act? Who is exempt from registration?  
Answer 
· SEC has power to register, regulate and oversee:
· Brokerage Firms
· Transfer Agents
· Clearing Agencies
· And other self regulating agencies like the NYSE and ASE
· Companies registered with the SEC must legally comply with the SEC’s corporate reporting standards 
· Quarterly reports are made public on EDGAR

Q: What is the auditor’s responsibility the securities act of 1934?
Answer 
· Must audit annual reports (10K)
· Firms are not required to have their 10Q quarterly reports audited, but it is recommended. 

Q: What is the purpose of the SEC? What do they oversee? 
Answer 
· Created after the Securities Act 1934
· Power to register, regulate and oversee 
· Brokerage Firms
· Transfer Agents
· Clearing Agencies
· And other self regulating agencies like the NYSE and ASE

10) Audits of NPOs

Q: What is an NPO? List some examples?
Answer 
· NPO: An entity without transferrable ownership interests organized exclusively for social, educational, professional, religious, health and charitable purposes. 
· Charitable Organizations
· Social and Recreational Clubs
· Health and Social Assistance Organizations
· Churches and Religious Organizations
· Professional Bodies and Associations

Q: How are NPO’s Accounted for?
Answer 
· Section 4400 of the CICA Handbook states NPO’s should use Fund Accounting
· Emphasises accountability by showing how the money is spent, rather than profits and how revenue is earned. 
· Fund accounting uses self-balancing accounts (funds) for purpose of segregating Assets, Liabilities, Revenues, Expenses. NPO’s use the following fund categories:
· Unrestricted current fund: used to account for current assets that can be used at NPO’s discretion
· Restricted Current Fund: used for current assets that are subject to restrictions assigned by donors and grantors
· Land, Bldg, Equipment fund: serves to record cash, liabilities and investments reserved to acquire land, bldgs, and equipment
· Endowment Fund: used to account for gifts that NPO has agreed to maintain intact in perpetuity or specific future date
· Custodian Fund: held and disbursed according to donor’s instructions
· Two methods used to record assets, revenues, expenses, and other amounts into funds:


· Restricted Funds Method: details of financial statements are organized into funds, the revenues are able to be recognized when received 
· Deferral Method: matches contributions with related expenses 

Q: Typically what are the three types of contributions for NPO’s?
Answer 
1) Restricted Contributions: contributions subject to externally imposed terms on how funds should be used
2) Endowment Contributions: where original asset must stay intact, but benefits may be used by NPO (i.e. investment fund, building, equipment)
3) Unrestricted Contributions: contributions can be used for any purpose within the NPO to meet its objective 

Q: What is the purpose of financial statements within an NPO?
Answer 
· Statement of Operations
· Shows extent that the programs are self funding 
· Extent that contributions are received and expenses are used 
· Statement of Net Assets
· Shows resources available for the NPO to continue to carry out services  

Q: What are some specific areas auditors should be cautious about before completing an NPO audit?
Answer 
· General Knowledge: 
· Sources of funding
· Applicable legislation
· CAS Standards: remain the same for all types of audits
· Auditor Independence: 
· Realize that NPO’s are not immune to fraud
· Know that all of SOX Regulations apply
· Auditors only take on HONORARY positions; have that clearly stated on all materials 

Q: During an NPO audit, how are the following areas affected? Internal Controls, Materiality, Risk Assessment, Fraud 
Answer 
· Internal Controls: inherently weak because NPO’s rely on volunteer, may not have clear authority and responsibilities outlined, and lack of training for staff members 
· Materiality: based on budgetary effectiveness, expenses used, or contributions 
· Risk Assessment: timing of donations, donations needed to remain a NPO, valuation and occurrence of donations, control over staff/volunteers 
· Fraud: NPO’s are not free of fraud – skimming, larceny, and fraudulent disbursements are most common 

Q: What are some specific red flags in the fraud triangles for NPOs?
Answer 
· Motivation
· Inability to generate cash flows from operations while reporting increases in donations
· Boosting financial results to not lose contracts or large donors
· Maintaining tax exempt status
· Being able to issue donation receipts for taxes
· Keeping status of the organization in  good standing
·  Opportunity
· High Turnover of volunteers
· Weak Internal controls
· Lack of Segregation of duties due to limited staff
· Inexperience of volunteers
· Atmosphere of trust, no one believes charity would commit fraud
· Rationalization
· Tone at the top
· Just borrowing
· Under appreciated/underpaid – volunteers!
· NPO is being dishonest – sharing the spoils 

Q: In an audit plan, what are the 5 line items that auditors should be attentive to verifying?
Answer 
· Restricted Assets or Restricted Use of Funds
· Restrictions are known to employees and kept in writing 
· To meet completeness assertion, auditor must ensure awareness within the organization of all restrictions on use of funds
· Temporary and LT investments
· Investments are classified properly, and the terms if any investments are held in trust accounts
· Capital Assets
· How the capital assets were acquired 
· NPO can chose from capitalized, capitalized and depreciated, or expensed right away as methods used to account for capital assets
· Deferred Revenue and Cut Off of Revenues
· Subscriptions are up to date (renewal and follow up procedures are up to date), cut off dates for receipts and donations
· Donations
· Valuation of donations should be major concern of auditors since NPOs use estimates to determine value of donated equipment, furniture, materials and services
· Auditor must ensure all recorded donations meet these conditions
· Their fair value is reasonably estimable
· The organization would usually pay for these items or services
· Auditors must  verify existence of recorded donations and ensure adequate disclosures

Q: What are the 4 ways donations are recorded in an NPO? What are the implications on the auditors? 
Answer 
· Donations can be received as Cash, Property Plant Equipment, Materials and Services, and Pledges
· Auditors need to ensure donations meet 2 conditions 
· The fair value is reasonably estimable
· The organization would usually pay for these items or services 
· Other issues include proving ownership over donations, proper disclosure of all donations, and donation receipts are issued

Q: Why is it hard for NPO’s to register for an audit? How can this be remedied? 
Answer 
· NPO’s are not always audited because:
· Cannot afford a proper audit
· They do not think it’s a good use of resources
· We can remedy this situation by:
· Government funding for audits
· CICA helping firms learn NPO audits with training programs 

11) Public Sector Accounting

Q: What is public sector auditing? And who are the main users of such audits? 
Answer 
· Public sector accounting is auditing governmental departments and crown corporations (on federal, provincial, and municipal levels)
· Used by 
· Management
· Ministers
· Parliament
· The Public 

Q: What is the Office of the Auditor General? What are the 2 main acts that govern the OAG?
Answer 
· OAG conducts the audits of Crown corporations, the government of the territories, and most federal departments. 
· Provides advice and assurance regarding the government’s use of public funds 
· Governed by the Auditor General Act and the Financial Administration Act

Q: What are types of audits that the OAG provides?
Answer 
· Attest of the audit of public accounts /government agencies
· Value for money audits of selected government activities
· Assessment if money was spent for the public good, and used to run government programs efficiently & effectively
· Value for money audits of public sector organizations receiving government grants 
· Special assignments
· In the department, assets are safeguarded and controlled, resources are managed efficiently, operations are effective 

Q: What are the Auditor General Act and the FFA?
Answer 
· Auditor General Act: regulates the OAG and how the Auditor General is appointed, their length of term, and salary. It also outlines how many reports the OAG reports
· FFA: governs the crown corporation and states they need an annual audit report, need to follow the regulations of the Auditor General, and orders special examinations every 10 years

Q: What is a special assignment as conducted by the OAG?
Answer 
· Special Examination: form of performance audit, completed by the OAG special examinations ensure that:
· Assets are safeguarded and controlled
· Resources (human, financial, physical) are used efficiently and,
· Operations are carried out effectively
 
Q: How does an audit from the OAG differ from an audit from a public accounting firm? (stages of the audit)
Answer 
· Planning: high risks items are systems and practices the OAG deems essential to the Crown corporation 
· Opinion: opinion for OAG are:
· Reasonable assurance that there are no significant deficiencies in the systems
· One or more significant deficiency
· There is not reasonable assurance a corporation’s systems and practices achieve the objective (VERY BAD)

Q: Who are the OAG accountable to? 
Answer 
· The OAG present their findings to the Board of Directors of the Crown Corporation, the appropriate minister, and if necessary Parliament
· Since no fees are paid, the Crown Corporation has access to all documents, and can continue the audit as long as it feels necessary to uncover any inefficiencies. 
Q: What was the issue with Via Rail? Why is this important? How did the OAG react?
Answer 
· Via rail does not own its railroads. At the time of the OAG audit a negotiation of service agreement was being carried out – with the negotiations uncertain, and no contingency plans being carried out, OAG deemed that this was a significant deficiency in Via Rail’s performance. 

Q: What was the issue with Marine Atlantic? Why is this important? How did the OAG react?
Answer 
· Marine Atlantic failed to provide timely service for their ferry rides and had poor capital asset management. Marine Atlantic is the only way for travellers to travel from the mainland to Labrador. The OAG deemed that Marine Atlantic does not meet its objectives as a Crown Corporation. They are continually trying to remedy this.

Q: What was the issue with Canadian Mortgage and Housing Corporation? Why is this important? How did the OAG react?
Answer 
· CMHC was not taking care in documentation their expenditures, a very important issue when it comes to public funds. CMHC sent CCSB fund to purchase advertising. CCSB would create the contract and hire an agency, but CMHC would never see the contract and what it consisted of. The lack of transparency between these related party transaction forced OAG to demand that CMHC pay it’s supplier directly 

Q: What was the issue with Export Development Canada? Why is this important? How did the OAG react?
Answer 
· EDC was in for a special examination audit, where the OAG found nothing wrong with the policies and internal controls implemented. The OAG did recommend that the EDC put into place an IT development system so it may build a better IT infrastructure in the future.

Q: What was the issue with Canada Post? Why is this important? How did the OAG react?
Answer 
· Canada Post was in for a special examination. The OAG determined there was a deficiency in their new postal update initiative, creating a bottleneck in the growth of the Canadian Postal system. 



