The Assoc. of Corporate Treasurers CPD Entry Test


Internal Control and Treasury Audit (General Level) 

Worked Solutions

Question 1

You are the auditor of a basic cost centre treasury looking at the daily control procedures. As a minimum, which of the following control procedures would you expect to be carried out on at least a daily basis by the accounting function / back office?

A
Bank account reconciliation.

B
Counterparty credit risk monitoring.

C
Generation of accounting journals.

D
Deal confirmation.


(a)
ABC


(b)
ABD


(c)
ABCD


(d)
AD


(e)
Don’t know

Answer 

The right answer is 
(b)
ABD

These are all aspects of control which must be dealt with immediately if errors are found.  Generating accounting journals is not time sensitive in this context.
Manual V Ch 15

Question 2

You are the treasurer of a medium sized organisation making EFT payments to third parties, both banks and non-banks. Ideally whom within your organisation would you wish to authorise those payments to ensure maximum segregation of duties?

(a)
The EFT system manager.

(b)
Back office staff.

(c)
Front office staff.

(d)
Non-treasury staff.

(e)
Don’t know.

Answer 

The right answer is (d) Non-treasury staff.

All of the others are involved in treasury and therefore the segregation of duties will be incomplete if they are involved. 

Manual V Ch 15, Manual IX Ch 4

Question 3

You are the treasurer of a treasury that has been a cost centre but now wishes to start undertaking a certain amount of speculative dealing.  Which of the following specific controls would you wish to put in place over and above those you already have?

A
Formal limits on known business exposures remaining uncovered

B
Regular independent reporting of unrealised profit / loss and position sensitivity.

C
Taping of dealers’ telephone conversations.

D
Ensure all transactions in treasury management system.

E
Formal limits on market positions unmatched by business exposures

F
Enforced minimum holiday periods for dealers

 (a)
ABF

(b)
ABE

(c)
BCF

(d)
ADF

(e)
Don’t know

Answer 

The right answer is     (b)
ABE

The other controls; C, taping of dealers’ telephone conversations: D, ensuring that all transactions are in treasury management system and F should already be in place as they are a basic requirement for any dealing environment to cover the risks of disputes with counterparties and fraud.  The positions covered by controls A and E would not arise in the previous situation and B is unlikely to be relevant in the previous situation.

Manual V Ch 15, Manual IX Ch 4

Question 4

You are the treasurer of a risk averse company where most treasury decisions are taken locally.  However, the implementation of those decisions must be through the group treasury.  Hence group treasury is the only department with the authority to deal with external financial institutions.

 Which one of the following best describes the role of the group treasury?

(a)
Advisory role.

(b)
Agency role.

(c)
In-house banking role – net transactions.

(d)
In-house banking role – gross transactions.

(e)
Don’t know.

Answer 

The right answer is   (b)
Agency role.

The key feature of the agency role is that treasury decisions are taken at the local level but effected through the treasury.  The treasury is then acting as agent for the local operating companies.

Manual V Ch 15, Manual IX Ch 3, 4

Question 5

You have just been to lunch with the relationship officer of your main relationship bank. At the end of the lunch he has given you a revised set of standard settlement instructions for the bank. Ideally, who should authorise the final input of that information into the TMS or EFT system?

(a)
The dealer who deals with the bank.

(b)
The systems manager who maintains the integrity of your TMS.

(c)
The person who undertakes the deal confirmation process.

(d)
A member of the treasury audit team.

(e)
Don’t know.

Answer 

The right answer is     (d)
A member of the treasury audit team.

This input will determine the ‘addressing’ of a potentially very large amount of money.  Certainly the dealer should not be involved, this would contravene the basic rules of segregation of responsibilities.  The manager responsible for the integrity of the system is likely to be an IT manager rather than someone with an understanding of the potential pitfalls of the situation.

Anyone involved in the deal confirmation process should also be barred from this sort of task.  The point of deal confirmations and segregation of duties is that one person cannot be in a position to confirm their own actions / deals.  This should apply particularly to the settlement details – where the money goes to!  

Manual V Ch 15, Manual IX Ch 4
Question 6

In many treasury environments dealers are expected to enter deals directly into the treasury management system. To ensure the appropriate level of control, which of the following transaction details should dealers be able to enter?

A
Counterparty name.

B
Amount of transaction.

C
Counterparty settlement instructions.

D
Price of transaction.

E
Deal confirmation.

F
Value date of transaction.

(a)
ABDE

(b)
BCDF

(c)
CDEF

(d)
ABDF

(e)
Don’t know

Answer 

The right answer is     (d)
ABDF

C and E cannot be allowed.  The dealer cannot be allowed access to the counterparty settlement instructions, the potential for fraud is just too high.  Again the issue is one of segregation of duties.  Similarly, the deal confirmation cannot be sourced from the dealer – the originator of the deal.

Manual V Ch 15, Manual IX Ch 4

Question 7

A payment is about to be authorised following a transaction recorded in your treasury management system.  Prior to making the payment your authoriser requires evidence that the payment is correct.

Which one of the following is the best evidence that can be provided?

(a)
Authorisation from the dealer.

(b)
Electronic confirmation from counterparty.

(c)
Faxed confirmation from counterparty.

(d)
Authorisation from the treasury accountant.

(e)
Don’t know.

Answer 

The right answer is     (b)
Electronic confirmation from counterparty.

Again segregation of duties prevents the dealer from being involved in this process at all.  Mistakes can and do occur (other than fraud!) so the best evidence will not flow from the same treasury management system which has generated the payment.  The best evidence must come from another system, the counterparty is the only other body involved in the transaction so his system could be used, and is unlikely to suffer from the same inputting mistake as your system, if there is a mistake.  Faxed confirmations can always be forged or altered so electronic confirmation is the most secure.

The treasury accountant may be independent, but he cannot have knowledge, other than from the TMS, of the original deal.

Manual V Ch 15, Manual IX Ch 4

Question 8
Your treasury is known to deal, in a very small way, in money market deposits.  The dealer involved has significant authority to deal because she has been a mainstay of the treasury team for many years.  Unfortunately, a recent mistake has caused an unrealised loss which the dealer is very keen to offset against a potentially profitable deal.  Just at this time, a new counterparty presents just such an opportunity for profit.  The counterparty is a subsidiary of a very well-known name, but there has never been a trading relationship.

Which of the following courses of action should you follow?

(a) authorise the counterparty before the deal is done elsewhere

(b) delay authorisation until the deal is done elsewhere

(c) delay authorisation until the normal checks are completed

(d) authorise a temporary counterparty limit to facilitate the deal before full authorisation

(e) don’t know

Answer

The right answer is (c)  delay authorisation until the normal checks are completed

Trading in money market deposits is subject to the NIPs code.  A feature of this code is that corporate treasurers should understand clearly the counterparty and the market before dealing.  For the bank side of the transaction this is summed up as “know your customer”.  Clearly there are other reasons for delay; the strict counterparty credit issues being of relevance here – no matter how good the name of the parent involved.

The Treasurers Handbook 2006, UK financial regulation and market conduct, Clifford Chance

Question 9

The following is a list of features one would like to see in all corporate treasuries.

A
Experienced and qualified staff.

B
Formal reporting both internal and external to treasury.

C
Formal policy and procedures documents.

D
Regular review by internal audit.

E
Effective treasury management IT system.

Which one of the following combinations are features that enhance control?

(a)
ABCD

(b)
BCDE

(c)
CDEA

(d)
DEAB

(e)
Don’t know

Answer 

The right answer is     (a)
ABCD

The one feature missing from the above is an effective treasury management IT system.  This can make the treasury more efficient, but control comes from effective people and policies.  Therefore training / qualifications, formal policies, reporting and audit reviews are more important than the IT system – especially one operated by people, as they frequently are.  That said if dealing and accounting features are built into the systems these can contribute to enforcing controls.
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Question 10

You are the treasurer of a medium-sized company making many payments to various counterparties.  You have limited resources to implement full payment controls.  So that you can concentrate on those payments that carry the largest potential risks, you have to decide which type of payment is least likely to result in real monetary loss in the event of a payment error on your behalf. 

Which one of the following payees represents the least risk as a counterparty?

(a)
Your capital equipment suppliers.

(b)
Your relationship bank.

(c)
Your raw material suppliers.

(d)
The Inland Revenue.

(e)
Don’t know.

Answer

The right answer is     (b)
Your relationship bank.

All of the others are very likely to return any wrongful payments.  The issue is one of establishing the error and arranging for restitution.  Suppliers, whether capital equipment or raw materials, may have outstanding payment disputes with your company but, ultimately, they want to do business with you in the long term (one assumes).  Similarly the rectitude of the Inland Revenue is not in question, but the duration and management time of establishing and correcting the error may be extensive.

Manual V Ch 15, Manual IX Ch 4

Interpretation of Score

0-4 This score indicates a level of competence below that of required for a professional treasurer.  Use the resources listed to develop your skills and knowledge base in this topic.  Revisit the test in a few months’ time to check your progress or visit the exit test for a new set of questions.

5-7 Although you have some knowledge in this area, you should use the list of relevant resources to update yourself so that you get a higher score next time.  Visit the exit test for a new set of questions.

8-10
Your score indicates that you are competent in this subject.  The resources listed may be useful if you wish to develop your skills further in this area.  Remember to visit the exit test next year to ensure that you have maintained your knowledge at this level.

(7)

