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reviewed by the IA, the professional competence of the staff were
low and audit consisted of routine financial checks for transactions
but did not audit high risk areas like contracts and procurements.
IA did not have the knowledge and training in conducting review of
systems and procedures including the IT bases MIS. The Manuals of
Internal Audit were developed many decades ago and there were
no detailed procedures for conducting audit of specific areas. The
Standards of IA were not in line with the international standards and
a charter of internal audit was developed in one Ministry so far.

Procurement & contracting, in a major Ministry having large
budget for procurement of goods and service and acquisition of
assets ( Code 22 and 23) showed the following internal control
weakness.

The Ministry could not spend the funds adequately due to weak
planning and monitoring. Large number of contracts was made in
the last two quarters and the supplies were not made in the year.
Committed funds remained unspent.

The annual procurement plans were developed by a central
unit without review of the requirements placed by various units.
The budget was based on this plan and the result were unjustified
procurement.

The staff were not adequately trained in handling procurement
of sophisticated equipment and stores. Gap of knowledge led to
deficiency in receiving goods. The documents for imported goods
showed lower specification than the contracts. But payments were
made for the goods as specified.

Monitoring the implementation of contracts (timeliness and
supply of goods) was deficient. Despite delay in supply of goods and
services, the penalty in several cases was not imposed. Due to weak
financial control , taxes on the suppliers invoices were not deducted
in correct rate.

Coordination between key departments was weak. The
Procurement Directorate, Stores Directorate and Finance Directorate
were not functioning in coordinate manner.

Unnecessary single source contracts indicated non compliance
with the Procurement law and weak control environment. They also
prevented the Ministry from getting competitive price. Pricing of
these contracts was not properly assessed and the vendors offered
reduction in price upto 15% in many cases.

Challenges in evaluation of internal controls by SAO

The auditors have to be allocated sufficient time for the evaluation
of internal control. Currently the micro audit plan of compliance
audit of the entities of SAO is being revised to provide time at the
planning stage to understand internal controls in key areas and

document the controls.

Evaluation of internal
control should focus on key
controls. These controls help
in meeting the important
compliance requirements
and mitigate the risks to
prevent non-compliance to
authority. The judgment and
understanding of the auditor
of this aspect should be
encouraged.

Auditors will need
to develop professional
judgment through repeated
experience in  assessing
internal controls to gain
confidence..

The audit executives
(Directors in SAO) need
sound understanding of the
control environment and
internal control systems.
They should lead this part
of the audit from the front.
They have to be trained
in this area and should be
encouraged to participate in
the audit process.

On their side, the audit
mangers should be prepared
to spend time and learn the
relevant techniques to to
equip themselves to evaluate
controls.

SAO will need to inform
the GOIRA agencies and
Ministries  about the
auditors’ responsibility in
understanding of the internal
controls in the entity’s
operations. This will generate
trust about SAQ’s audit
objectives and necessary
cooperation from the entity.
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Coordination among key departments

Monitoring Internal and external monitoring systems

Internal Audit Independence, professional qualification of
staff, using international standards

Other relevant high level controls

Process controls

The process controls are evaluated to assess that the risks at the
level of the entity’s operations (subject matter at the entity level)
are mitigated to achieve efficiency and economy in compliance with
the Laws, rules regulations etc. Evaluation of internal controls in this
area is also necessary for performing the audit of the transactions
against the criteria.

The major process and systems in the Ministry/agency include
— IT systems, budget, accounting and finance operations, HR
management, acquisition and management of assets, project
management etc. The coding system of the Chart of Accounts (Codes
21 to 25) can give good indication of the activity in the Ministry/
agency.

Internal Control Area Source of controls/criteria

Laws The Constitution, SAO Law, PEFM law, National
Budget, Procurement law, Civil service Law, Labour Law, Hydrocarbon
Law etc

Donor Regulations Specific regulations from the Donor agency
for the accounting, procurements, staffing, contracting etc

Decrees of the president Specific orders of the President

Manuals  Accounting Manual, other Departmental Manuals
like the Manual of Stores and Stock, Qatia Regulations that deal with
detailed procedures and regulations at all stages of the processing of
procurement, transactions and roles & responsibility of key officials

Ministry’s/agency’s regulations and procedures Internal orders
of the Minister, Dy Minster, detailed procedures for systems and
subsystems, Job description of staff, project guidelines,

Informal procedures In some cases, the Ministry operations
are guided by conventions that may not be written

The operational controls mainlyincluded the budgeting, planning,
monitoring, staff training and professional development,compliance
of rules and procedures and risk management.

The evaluation of internal control should include (a) Control
Testing of transactions. INTOSAI standard allow the selection of
common samples for control test and substantive tests.(b) other
procedures like walk through tests, Internal control Questions( ICQ),
Flow Chart, Organizational diagramme, check list to map systems,
Interview of the key operational staff, IT system security test( where
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necessary) etc

The auditors may use the
templates developed for the
ICQ by SAO and customize
them as necessary for specific
audits. Otherwise the Auditor
should develop the ICQ and

interview questions and
the Audit Supervisor should
review the same to ensure
that controls in all key risk
areas are covered.

SAO findings in Internal
Control systems

SAQ’s compliance audit
conducted internal control
review in major ministries,
especially its internal audit,
procurements, pay roll.
The findings included the
following.

The Internal Audit , now
managed by the Ministries
, since the amendment of
Art 61 of the PEFM Law,
were ineffective and did
not make value additions to
improve governance and risk
management. Internal audit
had no real independence-
its annual audit plans are
approved by the Minister
whose activities are to be




auditor should be a relevant indicator of the control environment.
If important recommendations are not implemented, it may raise
qguestion about the senior management’s commitment to improve
control and fix accountability for lapses. These are typical instances
of the control environment in government agency. Compliance
auditors use the following procedures for reviewing the tone at the
top:

o Reviewing and documentation of the key policy and
procedures; turnover of senior management staff

o Analysis of the media reports;

o Interviewing of the top functionaries like Minster, Dy Minister,
Department Heads, Project Coordinators and Directors;

0 Gathering information on complain of unethical behavior,

o Reviewing implementation of audit recommendations;

o Observation of the key process

SAO Auditor should be systematicin understanding and reviewing
the tone at the top keeping in mind that these may involve sensitive
matters. As far as practicable, confidentiality of all procedures should
be ensured at all stages of the review. Auditors should Records
of the process followed should be maintained. The senior audit
professionals in SAQ like the Directors assisted by the Team Leaders
should perform this review in consultation with the Dy.AG.

The audit programme for review of control environment will
include the use of structured interview, document summery,
document review, checklist, flow diagramme etc. Auditors will
summerise the findings in recording the “ Understanding of the
Entity “. The results of the review of the control environment are
useful for deciding the audit approach depending on the nature of
the compliance risks that may be identified in this review.

Internal control systems

For understanding the internal control systems of the subject
matter area, the auditor should have good understanding of the
risks that are faced by the management through the controls. The
internal control system may include organisation level controls and
process controls.

Organisation level controls

These controls include those systems and procedures that ensure
that the compliance objectives at the Ministry level are met and
risks mitigated through these controls. Audit of compliance should
review these controls both at the organisation level and also at the
operational levels to derive assurance about their effectiveness.

The organisational controls will address the risks of compliance in
the following areas( illustrative) :

Internal Control Area Control activity/source of controls

Security  GOIiRA’s security policy for the Ministry operations,
coordination with security agency of the government regarding

security of the staff and
assets in  the Ministry’s
offices and installation, IT
System security

Authority Laws,
Regulations, Manual, written
procedures

Financial and operational
Reporting Budget
Reports, Project Reports,
Revenue collection Reports
from Ministry to MOF

Management
Organisational chart, Clear
procedures for recruitment
and retention of staff

Operational
controls Delegation
of power, segregation of
responsibility, orders to
comply with the Laws |,
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a combination of both according to
audit scope. This can be explained
through the following example.

For compliance audit of the
revenue receipts for example,
the rate of tax to be paid for each
transaction by a contractor as per
the Tax Law and the penalty for
late payments are examples of
guantitative controls. The criteria
canbedevelopedonthebasisofthe
guantitative controls. The system
and procedures in assessment of
revenue and collection of revenue
are qualitative controls. Evaluation
of quantitative control is rather
straight forward as the controls are
laid downin quantitative terms. But
the evaluation of the effectiveness
of qualitative controls requires
various procedures. Professional
judgment of the experienced
auditor is the crucial element in
assessing the controls.

Why internal controls are
evaluated

In evaluating internal controls,
the auditor assesses the risk that
the controls may not prevent or
detect material instances of non-
compliance.

In regard to compliance, the
internal controls primarily aim
to prevent or detect the non-
compliance that are material. The
Auditors focus on compliance of
significant nature as their impact
is material. The auditors anlyse
the nature of formal and informal
controls and the risk of material
non-compliance and test the
controls that deal with them.
Through the evaluation of internal
controls, the Auditor gathers
evidence for providing reasonable
assurance on the reliability of
the systems and procedures that
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supports compliance.

The audit procedures to evaluate controls should include
procedures to understand (a) the control environment and (b)
the internal control systems.

Control environment( tone at the top) in budgetary agencies

For control environment ( tone at the top), the Auditors
should document the ethical practices by the top management,
fairness and transparency in decision making, competency of
staff , awarereness of senior management of the compliance
regulations, compliance in key areas( budget, procurement,
recruitment, accounting, donor regulations in aided
projects, implementing the orders of the President and the
Parliament, response to the external audit recommendations),
independence and competency of the internal audit system, risk
management practices and the monitoring and communication
within the organization.

In the line Ministry in Goira, the top management will
mainly include the Minister, Dy Minister, Governors, Heads of
departments ( Finance and Administration, HR, Procurement
and Asset management, Project management), Senior Project
Managers.

SAQ’s compliance audit in the 2014 fn major line ministries
indicated the weak control environment( tone at the top ) in
some ministries as following :

o Minister awarding himself for efficiency of the staff in
his ministry

o Minster hiring a house while government housing was
available

o Excessive and unreasonable expenditure on the guests
by a Dy Minister and doubtful invoices furnished for such
expenditure

o Awarding single source contracts for goods and services
that were not urgently needed or propriety items —some
contractors getting repeat orders

o Internal auditor’s annual plan approved by the Minster
whose activities were to be audited (conflict of interest)

o Holding excessive amount of cash by the Mohtammeds
in Kabul where banking services were established and
unjustified advance payments

o Rolling of unadjusted advances to cover new advances
(facilitating unadjusted advances)

o Awarding repeated advances to staff without adjusting
the previous advances

The accountability for key functions, communication on
major operations and financial management will show how the
senior management is conducting the ministry’s operations.
Prompt action taken to recommendations of the external
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Evaluation of Internal Controls
in Compliance Audit by SAO

Introduction

Forauditofthebudgetaryunitsin GolRAsuch
as Ministry, agency, SOEs , municipalities, that
are holding public money or public properties,
the auditors examine the internal controls in
their accounting, financial management and
operational process .The auditors need to
understand the internal controls to evaluate
their effectiveness to mitigate risks. This paper
will discuss the main issues in audit of internal
controls in the conducting compliance audit in
SAO.

INTOSAI standards and SAQ’s responsibility

The Supreme Audit Law 2012 authorises
SAO to adopt the INTOSAI standards. The
Fundamental Auditing Principles of auditing
(ISSAI 100) explain that in performing an audit,
the public sector auditors should understand
and evaluate the reliability of internal controls.
In the case of compliance audit, controls that
assist management in complying with laws and
regulations are relevant. The auditors should
look at the internal controls at the entity level
and also at the subject matter level.

TheISSAI 4100 (dealing with the Compliance
Audit Guidelines- para 6.6 )deals with the
understanding of the Internal Controls that is
considered asintegral part of the entity and the
relevant subject matter. The auditors should
evaluate the internal controls in the planning
stage of the audit. The evaluation should also
be carried out at subsequent stages of audit
for gathering evidence in subject matter areas.

Pranab Mukhopadhyay

Team Leader, Cowater
International

Understandinginternal controlsis necessary
for the knowledge of entity

The auditor should understand the control
environment and the relevant controls and
consider whether they are likely to ensure
compliance.

ISSAI 100 explains that control environment
ss the culture of honesty and ethical behavior
that provides the foundation of system of
internal control to ensure compliance with
the authorities. In compliance auditing, a
control environment that focuses on achieving
compliance is of particular importance.

Alongside the knowledge of control
environment, the auditor also needs to
know the internal control system in order to
understand the audited entity.

The specific subject matter and the scope
and nature of audit will decide the particular
type of control that the auditor will focus
on. The auditor should consider whether
the internal controls are in harmony with
the control environment so as to ensure the
compliance with the authorities in all respect.

Qualitative and quantitative controls

The subject matter of audit may be
gualitative or quantitative. For example, the
financial statement or the revenue receipts of
government are quantitative subject matters
for audit. The procurement system or internal
audit system are qualitative subject matters
for audit. The auditor should focus on the
gualitative or quantitative internal controls or
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