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months of 1392 had remained with
Mottameds for long periods. This
also raised concerns about the
genuineness of the expenditure.

Unauthorized or Excess Expenditure
on Travel, Salaries and Allowances
21.Unauthorized or excess salary was
paid to 279 temporary employees at
the Centre (Afs 11.098 million), two
employees in Baghlan province (Afs
360 ,(26000 persons appointed in
Badakhshan province as facilitators
under the Literacy Programme (Afs
158,400). Similarly food allowance
was paid in Badakhshan province on
the basis of unverified criteria (Afs
653,550) and in excess of authorized
limit (122,120).

22.Travel expenditure aggregating
Afs.12,25,468 was either
unnecessarily incurred on avoidable
foreign travel of internal audit
staff (Afs 849,644) or in excess of
authorized taxi fare (Afs 375,824).

Excess Expenditure and
Improprieties in Procurement of
Goods and Services

23.Action in cancelling 53
contracts valuing Afs 331,860,137
for construction of schools and
administrative offices in 16 provinces
owing to under performance was
taken after much delay. The retention
money and performance guarantee
of the contractors aggregating Afs
28,108,875 are yet to be forfeited
and transferred to government
account. In two other contracts
the liquidated damage for delayed
completion of work aggregating Afs
152,422 was not recovered.
24.Irregular and unjustified
preference for the second lowest
bidder during bid evaluation in
purchasing 1130 laptop computers
resulted in financial loss of USD

46059 (Afs 2.4 million) and controls over-ride.
25.Procurement of goods and services valuing an
aggregate sum of Afs 46,77,157 were either made
without prior approval of procurement authority (Afs
495,600) or paid for in excess due amount (Afs 294,420)
or beyond contractual obligation (Afs 33,25,000) or
in excess of value of work done in four provinces (Afs
562,137).

Non-compliance with Tax Law

26.Withholding tax aggregating Afs 8,053,171 was not
realized in 10 contracts for providing internet services
(Afs 925,692), from 18 suppliers of goods and services
in 7 provinces who did not have or produce valid
business licenses (Afs 6,830,382), from Government
business entities (Afs 221,547) from the salaries paid to
employees (Afs 47,990) and from rent paid to property
owners whose buildings were taken on rent in three
provinces (Afs 27,560).

27.Freight tax aggregating Afs 282,994 was not
recovered from transportation service providers in one
case at Kabul central and 10 cases in the provinces
of Bamyan (1), Kandahar( 6 cases), Herat (2 cases)and
Nangrahar (1 case).

Management of Stores and Stocks

28.There was a significant degree of non-compliance
with store accounting procedures that include failure
to carry out annual physical verification of stores, non-
reconciliation of physical and book balances of stores
and inaccurate store accounting.

What SAO Recommends

The Report recommends strengthening of internal
audit by augmenting its human resource and greater
professionalization of its work practices. It recommends
better and more effective operation of existing controls
as well as a few new control measures to overcome
gaps in the overall internal control frame work. To
negate the consequences of internal control failures
this report recommends recovery of unclaimed /unpaid
government dues on account of taxes, penalties and
liguidated damages, overpaid cost of services besides
unauthorized payment of salary and allowances and
other remedial measures involving an amount of
Afs.157 million.
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construction costs for better control
over cost estimation and tendering
of construction contracts.

11. Internal Control over immovable

properties such as land and
buildings for which the Ministry of
Education is responsible needs to
be strengthened as a large number
of such properties in Kabul itself are
under encroachments. The position
of encroached properties in the
provinces is unclear as no centralized
database of such encroachments
exists at present.

Financial Reporting

12. Under the development budget,
an expenditure of Afs 1,049,194,
actually incurred as per the related
payment documents under distinct
object codes, was incorrectly
reported in the AFMIS / Qatia
as expenditure 'not elsewhere
classified' under object code 22809.
13.In5 provinces material differences
were observed in relation to allotted
budget and expenditure between
the AFMIS based Qatia and the
Qatia statements in the Mustofiate.
This resulted in inaccurate financial
reporting in these provinces.
Possibility of similar variations
existing in other provinces cannot be
ruled out. There is need for regular
reconciliation of provincial and
central accounts of MOE.

14. The position of unadjusted
balance of advances under the
operating budget in years prior to
1392 was not correctly reflected in
the AFMIS data based on which Qatia
was prepared. While AFMIS indicated
that during the year 1392 practically
no reduction had been achieved in
the unadjusted advances related to
preceding years, almost 97 percent
of these advances were actually
reported to have been adjusted in
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that year. These differences were partly attributable to
adjustment of advances after the cut-off date for closing
the AFMIS balances but before the end of the financial
year. The balance of unadjusted development advances
at the end of FY 1392 as per Ministry of Education
accounting records was Afs 444,150,338 as against Afs
486,085,262 shown in the Qatia.

Financial Management

15. Major part of operating budget advances of Afs
396,263.806 was given for procurement of goods
and service, travel purposes and as petty cash. In the
development budget, 71 percent of the advances were
given for procurement of goods and services, and 29
percent for acquisition of assets.

16.Almost 71 percent of the advances from the
operating budget givenin 1392 (Afs 396,263,806 million)
were adjusted in the same year. Maximum amount of
advances that remained unadjusted during the year
related to the provinces of Badakhshan and Kandahar.
An aggregate sum of Afs 39,382,556 advanced in 7
other provinces and at Centre Kabul during 1391 and
1392 also remained unadjusted.

17. Under the development budget 96.7 percent
advance given in 1392 amounting to Afs 171,485,220
remained unadjusted at the end of FY 1392. Significant
reduction in the magnitude of unadjusted advances
at the end of 1392 was, however, achieved in the
subsequent months.

18.Large sums of cash aggregating Afs 122,232,333
had been advanced to two Mottameds in Kabul
where banking system is well developed. Adjustment
documents for an aggregate sum of Afs 66,492,000
found short during physical verification of cash balances
during audit, were not available on record. Most of the
expenditure for which the cash advances were used
or likely to be used was such that it could have been
incurred on post payment basis. Hence, drawing such
large sums of cash in advance was unnecessary as well
as risky.

19.An aggregate amount of Afs 43,339,057 out of Afs
59,433,222 advanced in 8 provinces to Mottameds
either remained unadjusted or adjustments were
unsupported by appropriate or acceptable documents.
20. In Kapisa, Badakhshan and Baghlan provinces the
internal controls to regulate expenditure on salaries
had been ineffective. Undisbursed salary of 64 teachers
and other staff amounting to Afs 420,670 for different



General
Education received an aggregate
funding of Afs 5,681,540,142 but
spent only 80.30 percent of the
allotted funds.

6.In 26 out of 56 development
projects included in the budget no
expenditure was incurred indicating
that the projects had not taken
off. This was a trend that was also
observed in the preceding years.
In three development projects
being implemented in 5 provinces
additional appropriation of Afs
20,192,310 remained unutilized.
Under the development budget,
out of a total of Afs 373,643,917
provided under the contingency
and reserve codes an amount of
Afs 199,160,000 equivalent to USD
3,830,000 remained unspent.

Development and (v)

Review of Internal Controls

7.The present internal audit set
up in the Ministry of Education is
marked by a duality of approach
and methodology. While retaining
the existing internal audit set up,
the Ministry has taken initiative to
break out of the traditional mode
and established an internal audit
unit based on the charter of the
International Institute of Auditors
(HA). The aim of this initiative is to
expand its influence to gradually
cover and transform the entire
internal audit organization.

8.The traditional internal audit
practice in the Ministry are credible
in terms of scope and coverage
but suffer from methodological
and reporting weaknesses. To that
extent it is not able to contribute
sufficiently and effectively in
bringing into focus internal control
weaknesses in the operations of
the Ministry or to pinpoint issues of
internal governance. The working

results of the new IA unit though excellent in form
and presentation have been seemingly limited in their
impact on the overall internal audit function.
9.Ministry of Education have taken notable steps to
bring about a modicum of internal control over its
payroll function. Considerable progress has been made
in the last few years to authenticate its human resource
data and streamline disbursement of salaries to a
widely dispersed work force despite many challenges.
The key features of the change brought about are (a)
introducing staff registration system, (b) assigning of
APIN number to registered employees, (c) generation
of monthly payrolls on the basis of Payroll Registration
database (d) payment of salaries through banks (e)
reconciliation of financial accounts with MOF and DAB,
(f) checking of attendance of teachers in schools by
Line Directors on a random basis. However, the task
of minimizing the risks in Ministry’s payroll function is
still incomplete and significant gaps remain in its Payroll
Registration System (PRS), both in terms of coverage
and control. Considering the magnitude of numbers and
complexities involved, the PRS needs to be considerably
strengthened in terms of hardware, software, human
resource and institutional support within and outside
MOE.

10.The Ministry of Education has a robust legal and
techno-administrative framework for regulating the
procurement function. It can immensely benefit from
the excellent guidance literature in the form of different
manuals developed under the World Bank funded
EQUIP project. The distribution of responsibilities for
procurement of goodsandservices often poses problems
in speedy administration of the procurement life cycle
and hence leaves considerable scope for coordination.
Capacity limitations of staff particularly in the provinces
pose a long term risk which needs to be addressed.
The performance monitoring of contracts, however, is
weak particularly in respect of procurements effected
in the provinces. Evidence of delays in completion of
construction contracts and shortfall in utilizing funds
allotted under the development budget indicate that
procurement plans are not being used as an instrument
of effective internal control to address the risk of
budgets being underutilized. Overall adherence with
tendering procedures at the central level is satisfactory.
Documentation of procurement contracts needs to
be standardized across Ministry’s offices. There is
also scope for maintaining an up to date schedule of
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provinces should strengthen their

internal 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. It also urged
the Ministry to recover government
unrealized dues and to introduce new
controls as suggested in the report.
Appropriateaction wasalsosuggested
to augment human resource in
Internal Audit Department and to
improve monitoring of sub-projects
being implemented under different
programs. Action was also needed to
rationalize project implementation
timelines as well as the practice of
granting eextensions in construction
projects.

Ministry of Education

The Ministry of Education s
responsible for imparting basic and
primary education in Afghanistan
and its vision is to ‘develop human
capital by equitable access to
quality education for all to enable
the people of Afghanistan to
actively participate in sustainable
development, economic growth,
stability and security of Afghanistan’.
The Ministry, therefore, strives to
expand access to school education
by establishing more schools and by
enhancing enrolment of students,
both girls and boys, to upgrade
the standard of general technical
and vocational education through
better educational infrastructure
and enhanced capacity for training
of teachers. Its share in the total
core budget expenditure of the
Government of Islamic Republic
(GolRA) in 1392 was about 12.38
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percent which is equal to %2.92 of the Gross Domestic
Product (GDP) of Afghanistan

Budgetary Management

1.The share of Ministry of Education in the total core
expenditure budget of the Government of Islamic
Republic (GolRA) in 1392 was about 12.38 percent. The
share of Ministry’s expenditure in the total expenditure
of the government was12.56 percent which was equal
to 2.92 percent of the Gross Domestic Product (GDP) of
Afghanistan.In absolute numbers the total expenditure
of the Ministry during the financial year 1392 was Afs
34,924,962,011. This included operating expenditure
of Afs 29,195,124,537 and development expenditure of
Afs 5,729,837,474 million. The operating expenditure
was 14.75 percent of the total operating expenditure
of the GolRA. The development expenditure was 7.1
percent of the total development expenditure of the
government.

2.The utilization of operating budget appropriation
was 98.5 percent. More than half of the development
budget appropriation amounting to Afs 7,529,585,633
remained unallotted to the Ministry of Education which
still spent only 38.40 percent of budget appropriation.
3.As much as 76 percent of core (operating and
development) budget was spent on payment of salaries
and wages; 20 percent was spent on procurement of
goods and services and 4 percent on acquisition of
assets.

4. In most of the provinces the percentage utilization of
fundsallotted for operational purposes was high, ranging
from 90 to 100 percent. In the case of development
expenditure this percentage was moderate to high,
ranging between 60 and 90. The Line Directorates in
the provinces refunded Afs 317,799,305 that remained
unspent from the development funds allotted to them.
The percentage of development funds refunded rose
from 5.81 percent in 1390 to13 percent in 1392.

5.The maximum development budget was provided to
three programmes viz., General and Islamic Education
(43.22 percent), Curriculum Development and Teacher
Education (24.57 percent) and Education Management
(18.65 percent). Percentage utilization of budgeted
funds in these programmes was 67.79 ,80.86 and
83.27, respectively. The major development projects
undertaken under various programmes viz., (i) Teacher
Education, (ii) Management and Capacity building
(iii) Basic education (iv) Education Infrastructure



internal auditors at the managerial
level were the major weaknesses of
internal audit function in the MRRD.
Absence of sharp focus on materiality,
sampling, auditing tools and working
paper templates suggestedfurther
scope for professionalizing audit
methodologies. There was also need
for reforming the reporting structure
and for fine tuning the presentation
of material in the internal audit
reports

10.Most  key controls in the
procurement function were in place;
but their effectiveness remained
unproven. Existence of controls had
not prevented occurrence of mistakes
in implementation of contracts and in
disbursement of contractor's dues.
Project Management

11.A sum of Afs 3,626.550 million
(%17.3) from the development
budget had remained un-allotted.
Uutilization of the development
funds actually allotted rose from 52
percentin1391to 95 percentin1392.
This was largely due to increase in
the sums advanced during the year
under various projects.

12.Almost  91.64  percent of
development  expenditure  was
incurred on projects under the four
major programs viz., NSP, NRAP,
NABDP, and AREDP. The remaining
8.36 percent of development budget
was spent in 23 other projects. In
6 of those projects no expenditure
was incurred while expenditure
in 17 projects ranged between 4
to 50 percent. Low utilization of
the budgeted funds under several
projects was indicative of insufficient
rigor in budget estimation andin the
monitoring of projects.

13.Data of sub-projects taken
up under NSP, NRAP and NABDP
indicated that fewer sub-projects
are being completed even as a

larger number of sub-projects were being started each
year. The database of sub-projects did not incorporate
important details like the scheduled and actual dates
of completion of sub-projects, thus limiting its utility in
monitoring project implementation.

14.Timelines for performance of sampled contracts
for construction project were extended taking into
consideration factors like climatic conditions, security
situation or accessibility of construction sites that were
quite predictable and would have been known while
setting the timelines. Therefore, extension of timelines
for completion of project were granted on grounds that
were not fully justified. This also reflected weakness in
planning and monitoring of projects.

15.Technical review of 10 construction projects
completed during 1390 conducted along with the audit
for the financial year 1392 as per SAOs current audit
practice, indicated excess payment of Afs 3,529,250 and
USD 130,608 in respect of quantum of work that was
not actually executed.

Compliance with Procurement Law

16.Provisions of Income Tax law were not complied
with while making payments for procurement of goods
and services.Business receipt tax or withholding tax
amounting to Afs 787,567 was either not deducted
from the supplier’s bills or deducted short.
17.Liquidated damage charges amounting to Afs
3,410,972 and USD 2,902 recoverable from 6 suppliers/
contractors were either not recovered or recovered
short.

Revenue Performance

18.Revenue collections by the MRRD during the year fell
short of estimates by 40 percent. Gap between actual
and estimated revenue varied widely year after year,
suggesting risk of inaccurate estimation of revenues.

Results of Provincial Audits

19.Audit of 7 provincial offices of MRRD indicated
serious breach of internal controls. High ranking
officers took unjustified financial benefits by drawing
inadmissible overtime allowance and reward money
amounting to Afs 352,024.

What SAO recommended
The SAO recommended that the Ministry of Rural
Rehabilitation and Development and its agencies in
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Budgetary Management

1.During 1392 the MRRD was
authorized budget appropriation of
Afs 21.679 billion i.e., 6.04 percent
of total core budget appropriation
of GolRA. Of this, the share of
development budget was 96.71
percent. It could spend only 78.9
percent of its budget i.e., Afs 17.105
billion. Total ddevelopment bbudget
spend (Afs 16457 million) was 78.49
percent whereas Operational budget
spend was 91 percent.

2.0nly 82.70 per cent of the total
development budget appropriation
for the year was actually allotted.
Under the operational budget 17.8
percent of funds (Afs 1267 million)
were appropriated through Reserve
Codes and Contingency Funds
which was much in excess of 3
percent ceiling stipulated in Article
9)32) of Public Finance Expenditure
Management (PFEM) Law. Only
75.55 percent of funds appropriated
in this manner were actually
utilized. These factsindicated weak
compliance of Budgetary Law and
procedures.

3.Expenditure of Afs 3.5 million
incurred for hiring aresidential house
for the use of Respected Minister in
charge of Rehabilitation and Rural
Development was in contravention
of Budget execution instructions of
the Finance Minister.

Financial Reporting

4. Expenditure amounting to
Afs 12.09 million that could be
related to regular object codes
was classified under codes that are
meant for reporting expenditure
that cannot be classified elsewhere.
This misclassification of expenditure
apart from being unjustified also
compromised the correctness and
transparency of the MRRD's Qatia
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for 1392. About 91 percent of this expenditure was
incurred under AERDP project under the Development
Budget.

Adjustment of Advances

5.All  advances disbursed under the operating
expenditure in FY 1392 were adjusted within the year
but position of advances pending adjustment from the
previous years (Afs 9.25 million) continued to remain
unchanged.

6.Under the Development budget 67 percent of the
developmental expenditure was initially in the shape of
advances (Afs 11081 million) given during the year. The
adjustment of these advances during the year was 93.3
percent, which was a significant improvement over the
previous years. Advances of Afs 4505 million from the
previous years were still lying unadjusted.
7.Unadjusted advances under the development budget
amounting to Afs 574.4 million related to NSP and the
balance Afs 167.41million related to other programs.
While 95 per cent of advances given by NSP had been
adjusted within the year no advance was adjusted
under other programs.

8.Despite availability of banking services large sums of
money ( Afs 10 million in one case and Afs 94 million in
another case) where advanced to Mottameds who in
turn disbursed money for different purposes To permit
large amounts of cash to remain in the custody of the
Mottameds at any given point of time carried risk of loss
due to theft etc.

Internal audit and internal controls

9.The audit planning and coverage of MRRD’s operations
by internal audit was generally credible. Inadequate
human resource and absence of professionally qualified




COMPLIANCE AUDIT REPORTS
DEVELOPED BY THE SAQ IN RESPECT OF
FOUR MINISTRIES OF GOIRA IN 1393

Bl Second Part

Ministry of Rural Rehabilitation and Development

The Ministry of Rural Rehabilitation and Development (MRRD) is responsible for
reduction of poverty in rural areas through a wide range of programs funded by both
the Government of Islamic Republic of Afghanistan (GolRA) and the International
Community. It is an important agency of the GolRA under the Agriculture Sector. It
develops and implements various programs for promoting responsible social and
financial growth in rural areas, primarily in the non-farm sector. This reports identifies
weaknesses in the internal control system and risk of non-compliance in financial and
non-financial management of its operations.
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