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What is an AUP?

An agreed-upon procedures engagement, often referred to as an AUP, is a type of engagement

where specific procedures are performed and results are reported.
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How Does an AUP work?

AUP engagement targets specific subject matter such as a specific activity, and
requires focused testing procedures, which can include testing of significant
transactions.

Before beginning an AUP, the Auditor’s otfice would enter into an agreement
with the official to establish the scope of work and procedures to be performed.

Auditor’s office would then report the findings or results of the procedures.

Mike Harmon
State Auditor

www.auditor.ky.gov




Define Terms

Practitioner = Auditor (APA)

Practitioner” Report = Independent Accountant’s Report On Applying Agreed-
Upon Procedures

Procedure = The action taken by the auditor and the steps the auditor will be
performing

Findings = The results of applying agreed-upon procedures to specific subject
matter

Subject Matter = The aspects of the office that is measured or evaluated

Specified Parties = County Attorney (The intended user of the practitioner’s written report)
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Additional Terms

* Responsible Party = County Attorney (The party(ies) responsible for the

subject matter)

* Criterta = The benchmarks used to measure or evaluate the subject matter

(KRS)
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Difference Between Audit and AUP

Purpose of an Audit Purpose of an AUP
* Auditor provides an opinion on * Auditor performs specific procedures
whether the financial statements are agreed to by the official.

presented fairly, in all material respects,

* Written report 1s issued that describes
the procedures applied and the
findings.

in accordance with an applicable
financial reporting requirements.
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Difference Between Audit and AUP

Audit AUP

* Audit Standards require increased work  ® Only perform the procedures that are
on Internal Controls, Risk Assessment, agreed-upon
and Audit Planning.

* Due to auditor giving an opinion there
is more testing and audit procedures to
gain higher level of assurance
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Level of Assurance - AUP

As a result of the AUP, the auditor reports on the results of the engagement

but does not provide an opinion or conclusion on the subject matter or
assertion.
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How will an AUP save cost?

An audit provides an opinion on the financial statement so more
testing and audit procedures for planning, internal control, and risk
assessment are performed as required by auditing standards.

AUP will only include performing the procedures that are agreed-
upon.
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What are the benefits of AUPs?

At a time when budgets are stretched thin, AUP engagements have
reduced hours billed and still provide transparency and accountability.

The AUP process, which uses a prescribed format required by the
American Institute of Certified Public Accountants (AICPA)

attestation standards, allows for focused work on specific areas of
concern.

Mike Harmon

www.auditor.ky.gov
State Auditor




What is the period for the AUP?

Biseal vear 2027 (July 1L 2090 teiiine 56, 2027)
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Does An AUP limit what the Auditor’s Office can investigate? |

No — Auditor’s office could convert AUP to an audit at any time 1f Auditor’s
otfice determines an AUP will not provide sufficient oversight.
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Example Procedures

1. Obtain a list of bank accounts maintained by the county attorney that atre
applicable for the fiscal year.

* Records needed —County Attorney needs to compile a listing of all bank accounts
maintained by their office

2. Determine if the county attorney has a petty cash/change fund and
document the amount of the county attorney’s change fund.

* Records needed: If there is a petty cash fund need to see records kept on it — Any
ledgers, receipts, documentation when it 1s replenished
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Example Procedures

3. Agree receipts total per deposit tickets, receipts ledger, and bank statements
for each deposit in a randomly selected week.

®* Records Needed:

* Bank statements, receipts ledger, receipt forms, daily checkout sheet or deposit tickets




Example Procedures

4. Confirm all payments made by the fiscal court to the county attorney’s
otfice. Compare recorded receipts to confirmed payment amounts obtained
from the fiscal court and deposited into the otfice’s bank accounts.

* Records needed: Receipts Ledger, Bank Statements, Confirmation from fiscal court

Mike Harmon
State Auditor

www.auditor.ky.gov




Example Procedures

5. Judgmentally select 15 operating disbursements from the county attorney’s

. records and agree amounts paid to invoices or other supporting

documentation and cancelled checks. Determine if the disbursement is for

official business. Inspect all credit card statements (if any) to determine 1f
disbursements are for official business.




Records Needed

Detailed Disbursements Ledger

Bank Statements

Cancelled Check (Front and Back of Check)
Original Bill, Invoice, or Detailed Receipt

Original Contract or Agreement

Credit Cards:

* Credit Card Statement — Not Enough

* Need the Supporting Documentation for the Purchase
— Original Bill, Invoice, or Detailed Receipt




5. Disbursements (Continued)

* Allowable Expenses/Official Business

* Necessary for the Office
Beneficial to the public/county
Not personal in nature
Reasonable in amount and content

Propertly supported




Example Procedures

Compare lease agreements, rental agreements, and service contracts to
actual payments per disbursement ledger. Determine if services were for
official business and properly authorized.

* Records needed: Original agreement or contract, disbursement ledger, cancelled checks,
bank statements




Example Procedures

/. Inspect the county attorney’s annual salary statement to determine if the total exceeded the maximum
total allowable annual compensation as calculated by DLG. If the county attorney receives
compensation for administering the child support enforcement program, determine whether the
county attorney was compensated at the houtly rate stated in the child support enforcement contract.

* Records needed: W-2, Individual Earning Records, DLLG maximum salary calculation, child support
contracts

8.  Inspect time records for all employees for two pay periods and determine whether they are completed,
maintained, approved, and support hours paid. Determine if any bonuses were paid.

* Records needed: List of all county attorney employees, timesheets, individual earning records, other
payroll records

Mike Harmon
State Auditor

www.auditor.ky.gov




Example Procedures

9. Inspect the county attorney’s records for cold check receipts. Determine

whether the funds were used for the county attorney’s operating expenses
. in accordance with KRS 514.040(5) by judgmentally selecting a sample of
15 disbursements. Obtain documentation for cold check fees and
determine that excess cold check fees held by the county attorney on June
30 were turned over to the fiscal court, if applicable.




Example Procedures

10. Determine that money paid to the county attorney for collection of delinquent

e

taxes was used for operating expenses of the county attorney’s office in
accordance with KRS 134.545 by judgmentally selecting a sample of 15
disbursements.

If the county attorney has a traffic safety program, determine 1f the fees collected
from program participants are deposited and used for the county attorney’s otfice
operating expenses in accordance with KRS 186.574(6)(c)1 by judgmentally
selecting a sample of 15 disbursements. Confirm receipts from third party
vendors who collect these fees and trace to receipts ledger and bank statements.

Mike Harmon
State Auditor

www.auditor.ky.gov




Records Needed — Procedures 9,10,11 =

* Detailed Disbursements Ledger
* Bank Statements

* Cancelled Check (Front and Back of Check)
* Original Bill, Invoice, or Detailed Receipt

* Original Contract or Agreement

* (Credit Cards:

* Credit Card Statement — Not Enough

* Need the Supporting Documentation for the Purchase
— Original Bill, Invoice, or Detailed Receipt




Example Procedures

k2

56

If the county attorney has KRS Chapter 218A asset forfeiture funds, determine whether
these funds were submitted to PAC in accordance with 40 KAR 4:010. Obtain operating
expense documentation and determine if the use of these funds was approved by PAC and
was for a law enforcement purpose.

* Records Needed: Confirmation from PAC, Original bill/invoice or receipt.

Determine if cash balances were transferred from the former county attorney to the new
county attorney, if applicable.

* Records Needed: Bank Statements, Bank Reconciliations, Cancelled check(s)
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AUP Findings -

* AUP report includes all findings from applying the agreed-upon

procedures.

* Findings are results of agreed-upon procedure.

* AUP findings are reported whether the results were favorable or

unfavorable.
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Example Procedure and Finding
(From PVA AUP)

6. Procedure -

Judgmentally select 15 disbursements from PV A records and agree amounts to paid invoices or other supporting
documentation and bank records. Determine if the disbursement is for official business. Inspect all credit card

statements (if any) to determine 1f disbursements are for official business.

Finding -

No exceptions were found as a result of applying the procedure.
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Internal Controls




Why are internal controls important?

Internal controls reduce the likelihood of fraud or errors and provide for:

* Accountability,

* Efficient and effective operations,
* Reliable management reporting,
* Compliance with laws and regulations, and

* Protection of assets including organizational reputation
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Why do Auditors Care about Internal Controls?

Auditing Standards:

In all audits, the auditor should obtain and document

understanding of internal control sufficient to plan an audit by

performing procedures to understand the design of controls

relevant to an audit of financial statements, and whether they

have been placed in operation.
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Good internal controls are good business

Organizations manage by balancing risks and controls.

Everyone in the organization has responsibility for internal control.

It all starts with youl
You set the moral and ethical compass for all others to follow.
You must communicate a zero tolerance for fraud and reinforce the message daily in both

words and actions.

www. Vanderbilt.edu/internalaudit/control
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Internal Controls
Are Not Just
Segregation Ot Duties

Segregation of Duties is an important Internal Control but there are
others:

* Authorization of Transactions
* Retention of Records
* Supervision /Monitoring of Operations

* IT Security — Passwords/Computer Access

* Physical Safeguards — Cameras/ILocks/Safes
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Top 10 Governmental Internal

Controls

1. Segregation of Duties

2. Documentation
3. Authorization and Approval
4. Security of Assets

5. Reconciliation and Review

6. Policies and Procedures

7. Fraud Policy and Reporting
8. Access to Systems
9. Physical Control

10. Verification (pre-employment)
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Segregation Of Duties

The concept that no single individual in an organization has
control over two or more phases of a transaction.

It is used to ensure not only intentional fraud, but also innocent
error, are prevented or detected on a timely basis.
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Segregation Ot Duties

Four general functions that should be segregated:
* Authorization/Approval
* Custody
* Record keeping/Reporting

* Reconciliation

We know that some small offices cannot have proper segregation of duties.
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Segregation Of Duties

You can implement compensating controls to help offset this lack
of segregation of duties

Compensating Controls are internal controls that reduces the risk

of an existing or potential control weakness resulting 1n errors and
omissions.
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Compensating Controls
Examples

You or Someone independent of the process checking source documentation and
comparing the amounts to the appropriate records and reports

* Trace daily checkout to bank deposit and Ledger
* Trace check to invoice and Ledger
* Perform Surprise Cash Counts

® Dual Signature on Checks

These should all be documented to prove the compensating controls exist and were
performed
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Information Technology Control
Examples

Passwords

* Should be strong, not something someone could guess

* Not written down
* Not shared
* Changed Regularly

Data should be back-up

Anti-virus software should be up to date and working

Mike Harmon
State Auditor

www.auditor.ky.gov




Oversight

Ask the right questions!
If the answer is “Because we always did 1t this way,” then YOU NEED to ask WHY?
s Bindout:

* What are the requirements?

* Is it being done correctly?

As the Elected Official you are responsible for everything that happens in your office
and for all the funds that flow through your office
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Tips tor County Attorney Offices

Don’t pay bonuses.

Review Child Support Enforcement reimbursement requests
and support.

Controls over signature stamp for the County Attorney’s
signature.

Don’t mix personal and office funds.
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Tips tor County Attorney Offices

9.

0.
7
3.

If sharing space with private law firm operations, determine shared
costs and devise a cost allocation plan. If operations change, revise

plan.
Develop a policies and procedure manual.
Maintain supporting documentation for transactions.

Review internal controls system and segregate duties or implement
compensating controls.
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QUESTIONS?

. Farrah Petter, Assistant State Auditor  Jim Royse, Executive Director Office

of Local Government Audits

502-209-2902 502-209-2924
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