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ANDMA

* Afghanistan National Dis
ndate to coordinate and manage all aspects re

has the ma

emergency response to disaster, with the
and development phase being the responsil

aster Management Authority (ANDMA)

lated to
post disaster recovery
bilities for national

disaster management policy and plan.

* As per the disaster cycle, activities to be carried

out by ANDMA

have been organized in four stages:

uring Non-Disaster Situation (Mitigation & I’rcparcdnms)
Disaster  (Preparedness &  Warning

¢ a Likely

ination)

Disaster (Declaration, immediate Response, Search &

er (Recovery & Rehabilitation)
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the audit.

Ali Hashim of the World Bank
and Bill Allan of the IMF, based
on their experience of designing
and implementation of treasury
system in Europe and Central
Asian region, developed a
Treasury Reference Model (TRM)
in 2001, which provide design,
flow and functional processes,
functional and technical
specifications, flow charts,
charts of accounts, GFS reports,
etc., involved in a automated
and computerized treasury
systems to assist in designing a
treasury system. TRM serves as
a model for IFMIS for TSA.

In Afghanistan, setting up of
the TSA has been combined with
the setting up and operation
of the “Afghanistan Financial
Management Information
System”  (AFMIS).  AFMIS
is applied for controlling
expenditure against budget
and appropriation limits,
processing payments and entry
of payment details, requisitions
and purchases, etc. The Treasury
General Ledger (TGL) provides
the details of transactions as per
the chart of accounts.

AFMIS structure is given at
annex

Following from the aforesaid
discussion, in its audit, SAO
should consider taking up the
following areas also:

® \Whether there are any third
party payments on behalf of the
government of Afghanistan and

if yes, how are they disclosed in the financial statements,
as required by the Cash Basis IPSASs? At present, Qatia
statements do not reveal any such information;

® \What steps have the government taken to integrate
the development budget donor’s funds in the TSA and to
remove the practice of “special accounts” for projects;

m Take steps and ensure audit of the Client Connection
Statements (CCS) for ensuring reconciliation of receipt and
expenditures paid as “direct payments” by the donors such
as the World Bank, ADB, etc.;

® \What are the reasons for not accounting the revenue
of the AISA and the investment proceeds of the DAB in the
TSA and how are they to be integrated into the TSA;

m Whether any borrowing is applied to operating
expenditure and if no, how are the loans and borrowings
applied in the development budget expenditure?

® Undertake IT audit of the AFMIS and examine to
validate its control and security, validation of its processes
and outputs, and reliability and completeness of the
information and the database for financial reporting,
processing of payment and other activities.
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done by Da Afghanistan Bank (DAB) and amounts earned are kept by it to
compensate DAB for bank services used by the government. It is anticipated
in coming years that the earned money will be paid to the government and
DAB will be compensated for the banking services provided based on market
rates”.

However, this was also reflected in 1390 budget and continues at present
as well. This appears to be contrary to the provision of Article 15 of the PFEM
Law relating to Investment of Public Money, which provides as follows:

“1. The Ministry of Finance may authorize the investment of public money
in financial deposits and the liquidation of such investments in accordance
with the provisions of law.

“2. All revenues from investments made pursuant to paragraph 1 of this
Article shall be included in the Consolidated Fund [of Afghanistan].”

Currently the amounts earned through investment of public money
are retained by DAB to compensate for bank services utilized by the
Government and investment income does not flow to the Government
account, as stipulated by Article 15 of the PFEM Law. It is not known whether
government through the proceeds of the investment is overcompensating
or under compensating the DAB. In either case, it is an avoidable strategy.
More so, exclusion of proceeds from public money from budgetary process
should also be avoided

® As per Article 11 of the PFEM Law relating to “Deposit of revenues to
bank”, “All revenues of the State shall be deposited into a designated official
bank account, which means public assets, including any funds that become
public money upon receipt, must be deposited into a designated official
bank account promptly. However, the aforesaid cases of AISA and DAB are
contrary to this provision as well.

® As per Article 12 of the PFEM Law relating to “Payment and Expenditure
of Public assets and Tax [Expenditures], it is provided that:-

e Payments or commitments to pay public money may only be made in
conformity with the provisions of this Law.

¢ Public assets cannot be spent unless authorized in accordance with the
provisions of this law.

e Expenditure or commitments to expenditure of public money by the
state administrations shall only occur when the Ministry of Finance has
confirmed and issued in writing an expenditure authorization through the
allotment form for the fiscal year.

m Certain other principles/practices for financial management also
include:

e No borrowing is applied to fund operating budget expenditure, which
is met through the usage of domestic revenue and grants from donors.
This means no loan is applied for operating expenditure. However, a small
portion of the development budget is funded from loans/borrowings;

¢ Almost all development budget expenditure is met from the aid/grants

from donors — donor countries
and multilateral /international
agencies;

* No domestic debt is created
and loans/borrowings are only
from external sources;

e Most of the loan
agreements are combined with
grants components thereby
restricting the extent of future
liability;

TSA and Integrated Financial
Management Information
System (IFMIS)

Recognizing an important
role of the TSA in management
of treasury function and overall
public financial management,
the World Bank and the
IMF have pressed in many
countries, especially, those
heavily dependent on external
grants, for setting up and
strengthening TSA. Based on
various experiences, it has
been recognized that TSA
should form part of the design
of an Integrated Financial
Management Information
System (IFMIS). In other words,
TSA should be implemented
along with a financial
management information
system, which serves as a
database for all approved
budget, payment, accounting
and financial reporting based on
an integrated General Treasury
Ledger (GTL). It should also
serve as an important source
for a variety of Management
Information ~ System  (MIS)
reports, useful for both financial
and policy decision makers and
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Article

directly by the donors. For example in Afghanistan, certain payments in case
of development projects, above a stipulated ceiling, are directly made by the
World Bank. Though accounting entries are available in the state accounts
(called Qatia accounts and the financial management database called
AFMIS), they are not reflected in the statement of the central bank, DAB.

Audit of such transactions are to be focused separately and by reconciling
the available payment statements, called the Client Connection Statement
(CSS), and available with the concerned donor. Under financial audit and
other audits, in all such circumstances, the audit needs to plan its audit and
assess the risk of exclusion of any such information from the scope of audit.

The reasons for maintenance of the Special Accounts for donors’
development funds in Afghanistan and other countries rest on concerns
of possible diversion of project specific funds to other purposes and lack
of reliability of controls relating to expenditure within the overall public
financial management set up of the governments. As such, main concerns of
the donors for insisting on maintaining separate accounts and cash balance
for the grants and aid meant for development projects can be summarized
as follows:

¢ Assurance for use of donor aid and grants for the specific projects and
excluding possibility of diversion of funds for other purposes;

e Ensuring liquidity for timely payments during project execution;

e Reliability of controls in managing funds and compensating lack of
adequate information emerging out of the public finance management,
accounting and financial reporting system;

e Easiness to obtain separate audit opinion on the financial statements
of the projects (either through the SAl concerned or independent auditor);

¢ Minimize exposure to exchange related fluctuations/losses in the value
of donor aid (when currency exchange rate regime is volatile);

e Maintain interim control on payments above certain threshold/ceilings.

Maintaining the donor grants / aid for development projects under
special accounts away from the TSA could be a major discontent among
national financial managers, including the MoF in Afghanistan. It is hoped
that these donor issues would be addressed sooner than later, first by
addressing the concerns and additionally, by providing for currency based
segregated accounts for proper monitoring.

Principles of financial management in Afghanistan

Combined with principles of treasury functions and financial management
therein, Afghanistan has also adopted the following tenets of financial
management:

® As per Article 3 of the PFEM Law, “revenues and expenditures of state
administrations shall be presented on a gross basis”. This means, all revenues
should first be accounted in the TSA as receipts of the Government and any
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expenditure there from should
be approved by the national
assembly.

However, there are two
visible exceptions to this rule.

Firstly, Afghanistan
Investment  Support Agency
(AISA)  generates  revenues
from registration and licensing
of commercial, consultancy,
trading and industrial and other
enterprises, which are not
brought to the TSA. AISA applies
it for its expenditure outside the

budget and the TSA.
This needs rethinking
and audit should examine

the necessity of such an
arrangement and  provides
adequate comments for
further considerations of the
government in this regard.
Secondly, as per the budget
documents of 1391 (Tafseel
strategy Sarmaya guzari daulati,
Dari page 13 & English page 16),
it is stated that “it is the policy
of the Ministry of Finance that
excess funds not deemed to be
needed immediately to support
budget expenditures shall be
invested to earn additional funds
for the government. Current
investment of State funds is




Article 2 (12) of the PFEM Law states that “Treasury Single Accounts" means
the official bank accounts in the Da Afghanistan Bank or any other financial
institution designated and controlled by the Ministry of Finance to centralize
public money and other receipts held in trust and to manage authorized
payments.

Article 7 of the PFEM Law relating to the responsibilities of the treasury
states that “in order to carry out the relevant affairs, the Treasury of the
Ministry of Finance shall have the following responsibilities and authorities:

1. Efficient management of the State's financial resources through a
centralization of budgetary revenues, efficient financial planning and timely
management of budget expenditure;

2. Managing the Consolidated Fund;

3. Implementing and managing the treasury bank accounts and payment
procedures, which include the Treasury Single Account and official bank
accounts through defining the Treasury Single Account structure of accounts
and sub accounts, and ensuring necessary cooperation for activating treasury
accounts including opening and closing bank accounts;

4. Implementing financial plans;

5. Managing cash assets;

6. Implementing the budget and performing expenditure controls in
accordance with revenue and expenditure plans and providing information
pertaining to funds, assets and commitments, appropriations and allotments
in accordance with the provisions of this law and other Treasury instructions;

7. Maintaining the Treasury General Ledger and recording transactions
according to budget classification and accounting rules compliant with
internationally accepted standards and principles;

8. Providing regular reports on the implementation of the State's budget
and other financial matters for the Ministry of Finance;

9. Upon the confirmation of the Ministry of Finance, issuing necessary
instructions covering the relevant affairs;

10. Performing management for the debts of the state;

11. Compilation of the annual accounts of the financial operations of
state including appropriation accounts and financial statements;

12. Managing and controlling the affairs related to processing of
expenditures and other treasury related responsibilities in the Mustofiats of
centre and provinces;

13. Performing other responsibilities delegated in accordance with
provisions of this law.”

Treasury in Afghanistan follows a centralized payment and cash
management system through its central body at the Ministry of Finance
in Kabul and its agencies, Mustofiats, in provinces. In other words, all
payments are validated and released by the Ministry of Finance in Kabul
and its agencies (mustofiates) in the provinces (welayats) through the Da
Afghanistan Bank (DAB) and its branches. The TSA in the form of TSA 600100

and 600102 are located in the Da

Afghanistan Bank (DAB).

Treasury operates the bank

accounts in the DAB for
operating  expenditure
development expenditure.
operating expenditure,

the
and
For
two

treasury accounts, 600100 — Afs
currency account and 600102
— Foreign currency account are
operated by the Treasury. All
domestic revenue designated in
Afs is taken into 600100 and all
transfers from 600102 foreign
currency (such as on account
of ARTF, LOTFA and CSTC) for
operating budget expenditure

is taken into 600100.
operating  expenditures

All
are

incurred through the 600100.
Donors’ grants for development
expenditure are routed through
project specific accounts and are
not part of the treasury account

for the purpose of cash bala

nce.

The funds for the externally
aided projects routed through

the development budget
maintained through Sp
Accounts outside the
While the TSA covers

are
ecial
TSA.

the

operating budget transactions,
both expenditure and revenue

(revenue from domestic
well as external sources),

as
TSA

does not include the donor’s

aid / grants meant for

the

development budget projects. In

short, the development bu
expenditure technically is
part of TSA.

dget
not

Further, certain payments
through the donor’s grants,
though on-budget, are made
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Development Bank (ADB) and others, advocate that in countries, which face
resource constraints and are heavily dependent on donor’s assistance and
grants, a major challenge for the Treasury is how to manage the flow in order
to ensure that funds are available in time to meet payment obligations,
while preventing arrears accumulation, reducing the need for government
borrowing and maximizing returns on cash balances. In order to ensure
central control over cash, governments are advised to operate a Treasury
Single Account. This is a single account or set of linked accounts where all
government revenue is deposited before it is allocated for expenditure
purposes.

Generally speaking, TSA is a banking arrangement for managing treasury
functions - cash balances, payments and receipts of a government through a
unified structure of government bank accounts. TSA provides an important
tool for centralized treasury function and management of cash resources.
TSA can be described as a bank account or a set of bank accounts linked
with each other through which the government transacts all its receipts and
payments and gets a consolidated view of its cash position at the end of
each day.

A standard Treasury Single Account is organized along the following lines:

(i) line ministries hold accounts at the Central Bank, which are subsidiary
accounts of the Treasury’s account;

(i) spending agencies under the line ministries hold accounts either at
the Central Bank or, for banking convenience, with commercial banks; in
both cases, the accounts must be authorized by the Treasury;

(iii) spending agencies’ accounts are zero-balance accounts, with money
being transferred to these accounts as specific approved payments are
made;
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(iv)  spending  agencies’
accountsare automatically swept
at the end of each day (where
the banking infrastructure allows
daily clearing);

(v) the central bank
consolidates the government
position at the end of each day
including balances in all the
government accounts.

In  brief, treasury is a
mechanism for managing public
finance and the TSA is a means
for the treasury to monitor
and manage bank accounts for
the public finance in a unified
manner.

Treasury, TSA and financial
management in Afghanistan

Afghanistan in the present
regime has adopted TSA for
managing its public finance.
The Directorate or Department
of Treasury (o= <wby) in
the Ministry of Finance is the
main agency responsible for
payment, expenditure and
cash management. It is also
charged with the responsibility
of maintaining financial
information management
database, called the AFMIS and
the accounting records and for
the generation of monthly and
annual financial statements
called, the Qatia Statements. All
the public fund bank accounts
are opened, managed and
monitored by the treasury.

The mandate and scope
of the treasury function is
comprehensively defined in the
Public Finance and Expenditure
Management (PFEM) Law, 2005.




in war (modern day concept of disinvestment), ushr or tax on goods and
merchandise brought into Muslim area (state) for trade and sale by non-
Muslim foreign traders (modern day concept of import duty). An integral
part of the bait-ul-mal was the practice of welfare of the people. All the
needy people whether they were orphans, widows, poor, disabled or elderly
in the Islamic state were supported by the bait-ul-mal. Even debt of those
who died without paying them due to their inability was repaid from the
bait-ul-mal. It is also said the people who were without work or unable
to work were given stipends. Bait-ul-mal came to be not only the central
treasury and custodian of all revenues and payments but also a trustee of
all public assets.

In ancient Indian history, during the Maurayan period, Kautilaya (also
known as Chanikya) was a learned man and wrote his Arthasastra, a book on
economics and statecraft. In Arthasastra, Kautilaya, amongst other things,
also discussed about various taxes, such as 1/6th of their agricultural produce
or trade profits, etc., that the people were to pay to the ‘treasury’ of the
kingdom. In return, the emperor or the king was to act as the benefactor of
the people and practice what Kautilaya called ‘yogashema’, meaning welfare
of the people.

Concept of Treasury and Treasury Single Account (TSA)

In the contemporary times, the term “treasury”, within the context
of public financial management and management of public finance, is
synonymous with a department or agency within the Ministry of Finance
of a government, which is in-charge of the receipt, management, and
expenditure of the public revenue. In short, treasury is concerned with
finance and taxation, expenditure and cash management, and the related
bank accounts, often termed as treasury accounts. Since treasury directly
deals with the matters of receipt and payments and the management of cash
balances of the government, it is also identified by the “Treasury Account”
through which all the receipts and payments as well as the balances are
routed. In other words, treasury account is the virtual place generally
maintained with the central bank through which public funds are received,
kept, managed, and disbursed.

As per the Cash Basis IPSAS “Financial Reporting under the Cash Basis of
Accounting” issued by the International Federation of Accountants (IFAC)’s
International Public Sector Accounting Standards Board (IPSASB), paragraph
1.2.8, it is mentioned that:

“In some jurisdictions, a government will manage the expenditure
of its individual departments and other entities through a centralized
treasury function, often referred to as a “single account” basis. Under these
arrangements, individual departments and entities do not control their own
bank accounts. Rather, government monies are managed by a central entity
through a “single” government account or series of accounts. The central
entity will make payments on behalf of individual departments and entities

after appropriate authorization
and documentation.
Consequently, individual
departments and entities do not
control the cash that they have
been appropriated or otherwise
authorized to expend”.

Treasury function and
cash  management include
aggregate control of spending,
efficient implementation of the
budget, minimization of the
cost of government borrowing
and maximization of return
on government deposits and
financial investments. These
objectives are sought to be
achieved through centralization
of cash balance through a
centralized account, called
“Treasury  Single  Account”
(TSA) with the Central Bank and
administered under the single
supervision of Treasury under
the Ministry of Finance. Such
an arrangement involves daily
centralization of cash balance
and recording of transactions as
per the same set of classification,
as required for accounting and
financial reporting purposes. It
further requires cash planning
through budgeting and
implementation plans, cash and
borrowing plans under overall
borrowing policy, and preferably,
setting a multi-year perspective

on budget, borrowing and
spending.

International and  multi-
lateral funding and donor

agencies, such as the World
Bank, the International
Monetary Fund (IMF), the Asian
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Treasury &
Financial Management
in Afghanistan

Introduction & some historical perspectives on the concept of

“treasury” or :p!>

The term “treasury” (..!;=) has been applied for long in history to
designate a place, building or enclosure that keeps valuable things or so to
say, treasure, collected by kings, lords, religious high priests and anyone who
take public offerings, share of public money or through disposal of public
assets. During the Classical Greek times, the term treasury was used to
describe the buildings made to keep gifts to the gods, such as the Siphnian
Treasury in Delphi or similar buildings in Olympia. In Ancient Greece,
treasuries were always made as part of religious buildings such as temples,
so that state funds get status of purity and no one thinks of stealing or taking
it away.

In Islam, the concept of “bait-ul-mal” (Jui <) or ‘central treasury’
(cp' &5 ») is akin to the concept of present day treasury. During the times
of Prophet Abu al-Qasim Muhammad ibn Abd Allah ibn Abd al-Muttalib ibn
Hashim, whom we know as Prophet Hazrat Muhammad (saw), no permanent
central treasury was established, no reserves were kept, the revenues that
were collected were immediately distributed amongst the people and the
needy. The same situation continued during the Caliphate of Hazrat Abu
Bakr Siddiq (ra).

However, during the Caliphate of Hazrat Umar (ra), due to success in many
wars, larger quantities of revenues were generated and a need for bait-ul-
mal was felt. Previously, salaries were not paid to those who participated
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in various wars (¢%) but with
the increasing men in the army
and the increasing revenues,
Caliph Umar (ra) started paying
salaries to the fighting men. A
central treasury or JuJi o was
established in Madinah along
with  accounts department.
The building, which housed the
treasury, was called bait-ul-mal.
Later, the provincial treasuries
were also set up and salaries and
stipends were paid.

During the period of Caliphs,
the sources of revenue for the
bait-ul-mal included mainly
voluntary contributions of the
followers of Islam (modern
day concept of charity or
donations or grants), zakah or
zakat (compulsory Islamic tax
for Muslims), sale and disposal
of assets and goods acquired



NGOs (Health);

b) Control risk in implementation of development of projects;

c) Control risk in payments and potential revenue loss to government;

d) Control risk in expenditure management;

e) Control risks in procurement and contract management;

Invariably, development budget utilization by the four ministries has been
found to be very low. Ministry of Education could utilize only 33.2% of its
development budget of 1391; Ministry of Public Health, 53.4%; Ministry of
Martyr’s, Disabled, Labour and Social Affairs, 53.9% and Ministry of Public
Works utilized only 56.6% of its development budget of 1391.

In the Ministry of Public Health, a major portion, 67.9% of the development
expenditure of the ministry in 1391 was transfer to NGOs and the Ministry
spent only 32.1% directly through its agencies.

In the Ministries of Public Health and Public Works, it was found that there
was uneven monthly implementation of development expenditure resulting
heavy expenditure in a few months and either no expenditure or very less
expenditure in other months. This contributes to under implementation of
development budget.

The controls for application of appropriate provisions of the rules and
regulations in making payments are found to be weak in all the four ministries.
This shows potential of control risk and indicates not only weak control in
the application of applicable statute; it also results in revenue loss to the
government. This is most apparent in:

a. Inappropriate application of rate of ‘Fixed Tax in lieu of Income Tax’ and
‘Business Receipt Tax’ in making payments; and

b. Non-deduction of Income Tax from salaries and other payments to
employees.

The controls for expenditure management are also found to be inadequate
and weak which result in irregular payments, misclassification of payment and
inadequate expenditure management. This is most apparent in:

a. Substantial amounts of advance payments from operating and development
budget are not adjusted within the year;

b.Llarge sum of expenditure have been recorded under “Not Elsewhere
Classified” and are not identified with any appropriate object of expenditure;
c.Payment in excess of applicable rates, payment from operating budget
instead of development budget for contract staff, payments without supporting
documents and without evidence or without eligibility fro payment;

d. Substantial amount of contingency funds and reserves code funds against the
ceiling of PFEM law;

e.Duplicate entry in AFMIS, inadequate maintenance of accounting records, etc.
It is found that the controls for procurement and contract management are

not able to ensure compliance
with the applicable procurement
guidelines, provisions of the
various contracts in the four
ministries. This is most apparent
in:

a.Non compliance with provisions
of the Procurement law and
violation of lowest bid price
principle and competitive bidding
or minimum of three quotes
principles;

b. Lack of enforcing the terms of
contract including non-recovery
of penal charges for delay in
completion of work;

c.Irregular payment to contractors
without appropriate authority for
overtime and additional works;
Recommendations

It has been recommended that
the ministries and their agencies
at the centre and the directorates
in the provinces should strengthen
their controls and monitoring
systems to ensure compliance
with provisions of applicable
rules, statutes, agreements
and budgetary  authorities
for appropriate deduction of
taxes while making payments,
expenditure management,
procurement and  contracts
managements and execution of
development budget projects.
They should ensure application
of existing controls and
introduce required controls,
where it is absent to meet the
control risks pointed out in the
audit findings.
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® Procurement, utilization and monitoring of goods inventory,

® Payments from Contingency and Reserve codes,

® Other related documents and items.

A check list for the aforesaid tests was prepared. The check list is based on
“audit criteria for compliance” taken from the Public Finance and Expenditure
Management (PFEM) law, the Income Tax law, the Custom law, the Procurement
law and Charts of Accounts and also sought guidance from specific requirements
of donor’s agreement applicable for relevant project, as applicable. Samples of
M-16 payment documents were generated from the AFMIS (Treasury General
Ledger) and also taken from M-20 register of the agencies and were applied to
test the effectiveness of internal controls and substantive tests for compliance
with authorities and rules.

With regard to materiality, substantial numbers of the transactions (M-16)
with Afs 1 million in operating expenditure and Afs 5 million in development
expenditure were selected in the samples. The samples coverage was also done
with a view to select transactions across various expenditure Major Codes (21-

V() v a

25) including those related to “salaries and wages”, “advances”, “not elsewhere

”

classified”, “overtime”, “transfer to NGOs”, “payment to consultants- individual

VN » u, » u

and firms”, “utilities”, “pensions”, “asset acquisition”, “purchase of goods and
services”, “purchase of equipments”, “capital advance payments”, “recurrent
capital transfers”, etc. For payments pertaining to “contingency funds and
reserve codes”, “not elsewhere classified”, “advance payments”, detailed
checking was planned and carried out.

In the context of public sector, transactions/events, which are material by
nature or context (not only by amount), were also considered. Materiality by
nature means those errors (figures or events) that become material because
of their nature and need to be stated with high accuracy and as per budgetary
requirements, as they are required for budgetary control or terms of agreement
and should not vary by even a small amount. Such cases, amongst others, shall
relate to excess payments over appropriation or allotments; misclassification
between operating and development expenditure; the cash balance; inter-
major codes misclassification; tax, duty and other exemptions without
appropriate authority; loans given to an entity written off, etc. Materiality by
context refers to those errors (figures or events) that are material because of
implication for other aspects. For example, when expenditure has been incurred
second time against a duplicate allotment (i.e., after one time expenditure
against the original allotment has already been incurred); or when a ministry
shows remaining balances out of the allotment when it has spent all the allotted
funds, etc.

Field audit was based on the audit planning memo and the checklist based
on the samples. To cover the audit entities (ministries and its agencies), both
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horizontally and vertically, i.e.,
samples were selected for the
agencies of ministries at the
centre (Directorates of Provincial
Education, Literacy, Technical &
Vocational Dept, Construction
dept, of education etc.,, Health
care, HR & training, Policy &
planning, Mechanical and Road
depts., Orphanage, day care,
pension, martyrs and disabled) as
well as agencies in the provinces
(ministries provincial directorates,
hospitals, etc).

Reported audit findings

In the audit, it has been found that
the ministries and their relevant
departments and agencies at the
centre and directorates in the
provinces have not adequately
complied with PEFM law, Income
Tax Laws, the Procurement Law
and other budgetary authorities
in making payments, managing
expenditure, procurements of
goods and services and execution
of development projects. They
have also shown weak control
in executing the provision of
contracts.

Results of audit reflected in the
Compliance Audit Reports of the
four ministries are organized as
per the following:

a) Utilization of the development
budget and lack of control on
project implementations (all
ministries), uneven  monthly
expenditure of budgets (Public
Works and Public Health), transfer
of major portion of budget to
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and regulations is especially important when auditing government programs
because decision-makers need to know if the statutes, laws and regulations are
being followed, whether they are having the desired results, and, if not, what
revisions are necessary. Additionally government organizations, programs,
services, activities, and functions are created by laws and are subject to more
specific rules and regulations.

The new Audit Law, 1392, under Article 2, amongst others, stipulates the
following responsibilities of the SAO:

(i) To provide reasonable assurance on realization of revenues and expenditure
of government budgetary agencies;

(ii)To ensure consistency of financial and accounting activities of government
and all other government entities that are utilizing or holding public properties
under the provisions of legislative documents;

(iii)To ensure transparency in Government accountability and all other
government organizations that are utilizing or holding public assets.

In line with aforesaid Compliance Audit objectives and to cover more than 25%
of the core national budget expenditures, SAO analyzed the expenditure pattern
(operating and development) of the ministries for 1390 and 1391 and risk based
on expenditure, control environment and other factors such as significance of
sectors, such as education, health, infrastructure and social affairs.

Four ministries namely, the Ministry of Education, the Ministry of Public Health,
the Ministry of Public Works and the Ministry of Martyrs, Disabled, Labour &
Social Affairs were selected for Compliance Audit in 1392 as special engagement
for meeting the ARTF IP benchmark requirements. The audit of these ministries
included coverage of about 27% of core budget expenditure (operating and
development).

Audit Reports on the results of Compliance Audit in the four ministries have
been submitted to the Ministry of Finance and the World Bank, the last being
on Sth November 2013.

Methodology

Based on the expenditure pattern and significance of the agencies including
their importance for sectors such as education, health, infrastructure and social
affairs, four ministries, namely, the Ministry of Education, the Ministry of Public
Health, the Ministry of Public Works and the Ministry of Martyrs, Disabled,
Labour & Social Affairs were selected for compliance audit in 1392. These
ministries had expenditure of about 28% of the core budget in 1390 and 27% in
1391. The requirement of coverage of 25% expenditure of the core budget and
risk analysis also suggested selection of these four ministries.

Based on the experience of the previous audits and the risks analyzed in
previous audits, these ministries were found to be relevant vis-a-vis weakness
of internal control and internal audit, under-utilization of development budget
appropriations, weakness in expenditure management and lack of compliance
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with budgetary authorities, lack
of control in procurement and
contract management, lack of
control to execute the provisions
of the relevant law such as the
Public Finance and Expenditure
Management (PFEM) law, Income
Tax law, Custom law, Procurement
law and Charts of Accounts and
the weaknesses in observing the
provisions of the agreement of
the donors and various guidelines
of the relevant agencies especially
the Ministry of Finance.

The results are as under:

The following areas were
subjected to audit tests and
scrutiny for the compliance audit:
m  Effectiveness of Internal
control and follow up on
recommendations of the internal
audit as well as “compliance
assertions”,

® Transactions and information
available in the AFMIS,

® Deduction of applicable taxes
at source in compliance with the
provisions of the income tax law:

® Payrolls, salaries and other
payments,

® Payments related to procur
ement of goods and services,

® Awarding and monitoring of
procurement contracts for works/
projects and the payments made,
m Release of funds to NGOs and
its monitoring by certain agencies,
e.g., M/o Public Health,

® Project funds received from
donors,

m Utilization and monitoring of
petty cash / cash inventory,



SummaryofthereportsoftheAuditorGeneralofCompIiance
Audit of four ministries to fulfill the ARTF-IP benchmarks
criteria, 1392 for the Supreme Audit Office (SAO)

Context As per the specific requirements
Afghanistan Reconstruction Trust Fund (ARTF), a multi-donor fund monitored/ of Compliance Audit stipulated
administered by the World Bank, has set Incentive Programme (IP) benchmark under the Fundamental Auditing
criteria to be fulfilled by target ministries of the Government of the Islamic Principles of the INTOSAI (Level
Republic of Afghanistan (GolRA) and other independent government agencies 3 ISSAls) as well as the Auditing
including the Supreme Audit Office (SAO), Afghanistan to receive incentive fund Guidelines and methodology
on completion of the benchmark. (Level 4 ISSAIs), SAO undertook
As per the ARTF IP benchmark criteria related to the SAQ, it needed to carry out audit of select ministries to fulfill
Compliance Audit and submit the audit reports on results of the Compliance the requirements.
audit as per the following requirements: As per the INTOSAI ISSAI 4000
& 4100, compliance audit deals
Year of Coverage Audit as per Auditing | Publication of Reports with whether the activities of
expenditure Standards public sector entities are in
1390 %5 of the entireexpenditure  [INTOSAI Reports should be published accordance with the relevant
1391 %20 of the entire expenditure | INTOSAI Reports should be published laws, regulations and authorities
that govern such entities. As
per INTOSAI ISSAI 300 (300.4.2),
Last date for submission of the Audit Reports was 10th November 2013. reviewing compliance with laws
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