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PREFACE

Interncl c¢ontrels are safeguards that cre put In place oy the monagement of an
ergarisation fo provide assurance that its operaticns are procesding as planned.

The International Organisation of Suprema Audit Institutions (INTOSAI) has prepared
Guidelines far Internal Controls in the Fublic Sector. This stipulates that internal contrel is an
integral process that is effected by on entity's manogemant and perionnel and s designed tc
provide recsonable cssurance that the following general objectives are being achieved:

& fulfilling occountability obligations;

& complying with applicasla laws and regulatiens;

® executing orderly, ethicol, economical, efficient and effective operations; and
» sotfeguarding resources agalnst lnss.

Interncl controls consist of five Interrelated components, viz.,
centrel envirenment

risk czsessment

conirel activities

infermat en and communicatien

manitoring

LI B

The massive size and scale of government eperaricns and axparditure call for effective
Internal controls ever Its cperclons. Inrernol contrals help strengthen the public cecountabllity of
government and help bolonce the competing demonds of delivering o responsive and quality
service to the community whilst recognising fiduciary responsibilities and malntaining standcrds of
probity, prudence cnd ethics. Internal controls are, therefors, closely aligned with geed
QovErnance.

This Manucl seeks to loy dewn o framework for evaluation of internal centrels in
Government Ministries and Departments.  Interncl control is o dynamic procass that confinucusly
adapts to the structurc| and other changas in an organization. Henca |ust as the checks indicated
inthe Monual would need to be supolemerted by the field offices while carrying our assessment of
the effectiveness of Interncl contrals, this Manual woule alse need o be reviewed and updared
periodically.

[Vined Rai)
Comptroller and Auditer General of Indin
New Dalhi
Moy 22, 2009
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Chalptcr INTRODUCTION

Mature of Internal contrels

Interncl contrals, in simple terms, are activities ond safeguards that are put in place by the
monagement of an organisation to ensure that its activities are proceeding as planned.
Every organization has some form of irternal contrels. Effective internal cortrals are o
prerequisite for any svccessful organisation. Internal contrels are essential for good
gﬂ'ﬂ?ll’lﬂl’l:ﬂ-

MNoed for internal controls in governmant

The size and scale of government operaticns call for effective intemal controls over its
coperafiars. Interncl controls helg strengthen the public accountakility of government and
help bolance the competing demands of delivering a respornsive and quality sarvice to the
commuriry whilst recognising fiduciary responsibilities ond malmteining standards of
prebity, prudence cnd ethics.

Scope of the Manwal

The present Manual seeks to lay down a framework for evaluation of nemal controls in
the minktries and departments of Government of Indla, State Governments, parastatal
orgarizations, etc, which are oudited by the I1A&AD. The terms ‘entity’, ‘erganization’ and
‘management’ wherever used in the Manual hove to be understood inthis context.
Definitien

Interncl cartral is an integral process that is effected by an entity’s manogement and
personrel ond |5 designed to provide reasonable assurance thot the followling general
objectives cre being achieved:

& fulfilling cecountability cbligaticns;

& complying with applicatle laws and regulations;

® executing orderly, ethicol, economical, efticient ond effective operations; and

.

scfeguarding resources against loss.

Internal Controls Evalvation Manual ‘ 1 ‘
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Internal control as an integral process

(1) Internal comtrel Is not cne event or dreumstance, but a serles of actions that

Fithe obove context

“Intarncl Contral Syctem meors cll the palicies
and procedures [internol controks) adopted Gy
the monagement of an entfity t¢ ossist in
achieving manacement's objective of snsuring,
as far o8 proclicable, the orderly ond efficien
conduct oF itz business, neluding adherence to
monagement policies, the sofeguardiag of
asse’s, the prevention ond detection of fraud
and error, the ccouracy and completeness of the
accourting records, ond the fimely preparation
of relioble finarcial information. The internal
audit function constitutes a ceporcte comparent
of Intemaol contral with the objective of
detarmining whether other internal controls are
well dasigned ond properly cperated.” (Refer
AAS G ssued by the ICAl ]

permeate an antity's activities. Thece actions
occur throughout an entity's operations on on
ongoing basis. They ars pervasive and inherent
in the way the managemsant runs the
organisation.

(2) Internal contral should be built in rather
than bwilt on. The internal contral system is
most effective when it is bu'lt into the
arganisation's Infrasfructure ond
operotiens ond it an irtegral part of the
essence of the orgaonisction. By building 'n
internal contrel, it becames part of and
integrated within the bosic management
processes of plonning, executing and
monitoring.

6.

(3) Bui't in internol contrel also helps in cost

confral. Addirg new procedures thet are separate from existing enss adds costs. By focusing
on existing operotions and their confribution to effective internal contrel, and by integrating
controls irte Dasic operaling activities, an orgeonisafion often can avoid uwnnecessary
procedures and costs.

Effected by management and other personnal

(m

(2]

Internal conirel s accomplished by ‘ndividucls within an  crganisation.
Consaquently, internal contrel is effected by people. They should know their roles
ond responsibilities, and limits of cuthority. An organisetrion's people indude the
management and other personnel. Altheugh the management primarily provides
aversight, they also set the entity's objectives and have everdll responsibility for
the internal contrel system. As internal contral provides the mechanism needed fo
help understand risk in the context of the organisation's objeclives, the
management will pur Internol control activides In ploce ond monltor and evaluoie
them. Thereforg, internal control is a tool used by the management and is directly
relatad to the entity's objectives, As such, managemeant is an important e'ement of
internal contral. However, all persennel in the organisation play impertant reles 'n
making it happen.

similarly, internal centrol is offected by humen nature. People do not alwoys
wnderstand, communicote or perferm consistently. Each individual brings to the
workploce a unigee background and technical ability, and has different needs
and priorities. These realities affect, and are affected by, intermal control
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e Internal conirels provide only reasonable assurance and nol absolute assurance

(1)

(2)

[3)

[4)

(5)

Mo mattar how well designed and aperarad, internal contral cannol provide
managemen! absolute asturance ragarding the achievemant of an entity's
objectives. Reasenoble assuronce equates te o safistactary level ef confidence
under given considerations of costs, benefits and risks.

Catarmining how much asturance iz reascnable requires judgment. In exercising
that judgment, mancgement should identify the risks inherent in their eperations
and the cccegtable levels of risk under varying circumstances, and assess risk both
gquantitetively and qualitatively.

Reasenable assurance reflects the notion that uncertainty end risk relale to the
future, which no one can predict with certainty. Also factars outside the cortrol or
influence cf the organisation can affed the ability o achieve the objeclives.
Limitations clsa result from the following realiles:

® human judgment in decision making con be faulty;
#® breakdowns con cecur because of simple arrors or mistakes;
* controls con be dircumvented by collusion of two or mare people;

* management ¢can override the infernal control system; and

e decisions on risk responses and establishing contrals need to consider the
relative coste anc benafits.

These limitofions predude monogement from having obsolute ossurance that
objectives will be achieved.

Reasonable assurcnce recognises the fact thot the cost of internal control should
nat exceed the benefit derived. Cost refers to the finandal measure of resources
consumed in accomplishing a specifiec purpose like Rupees spent and 1o the
eccnomic measura of logt eppertunity, such as deley in eperation:, dedinre in
service levels or productivity, er low empleyee merale. Benetit is measurad by the
degree to which the risk of foiling to achieve stated objective is reduced.
Examples indude increasing the probability ef detecting fravd, waste, abuss, or
arror; preventing on Improper actlvity; or enhareing legal ond regulotory
compliance.

Cesigning internal controls that are cost beneficial while recuecing risk to on
occeprable level requires thar managers clearly undersiand the overoll ohjectives
to be achieved. Sysrems with excessive contrels in one crea of cperotions may
adversaly affact other operations. For example, employess may try to cireumvent
burdenscme procedures, inefficient operatfion: may couse delays, sxcessive
procedures may stifle employee creativity and preklem sclving or impair the

Internal Centrols Evaluation Menval ‘ 3 ‘



timeliness, cost or quality of services provided to beneficiaries. Thus, benctits
derived frem excessive cormtrols in one arsa may be outweighed by increased costs
in ather octivities.

Achievement of ebjectives

(1) Internal control s gearad to the achievement of o separare but interrelated series
of ganeral enfity level objectives. Theca ganeral cbjectives ares

(a)

(b)

(e

Fulfilling occountability obligations

Accountability iz the process whereby public service bodies ard the
individuals within them are held to account for their decisions and actions,
including their stewardship of public funds, foirmess, and oll aspects of
performance. This will be realized by developing and maimaining reliable
and relevant fincncial and nen-financial infermation end by means of a fair
disclozure of thet information in fimely reparts te internal as well os external
stakeholders.

Mon-financial information may relate to the eccnomy, officiency and
effectiveness of policies and epercfions |perfoermance infermation), and 1o
internal contrel and iis effectivensss.

Complying with laws and ragulations

Governmen: orgonisation: are required o follow mony laws and
requlations. Examples Include the Canstiturlon, Finanzce Aczr, Internartional
treaties, lawe ond regulations on proper administraticn, accourting low,
environmental protection and civil rights law, tax lovws, enfi-corruption law.

Executing orderly, ethical, sconomical, efficient and effective operations

The ertity's eperations should be orderly, ethical, econemical, efficient and
effective.

'‘Orderly mears in o well-organised or methodizel way.

‘Economical’ meons not wosteful or extravagant. It means getting the right
amaunt of reseurces of the right quelity delivered at the right time and place
atthe lowest cost,

‘Effectiva’ refers to the cccomplishment of objactives or to the extent to which
the outcomes of an activity match the objectives or the intended effects of
that activity.

‘Efficient’ refers 1o tha resources used 10 achieve tha ohjectives. It maans the
minimum resource inputs to achieva o given quantity and quality of ocutput,
or @ maxirnum output with a given quaniity and guality of reseurcs inputs.

Irterral Controls Evoluation Manval



'Ethical' relates 1o moral principles. The importance of ethical behavieur and
prevention and detection of fraud and corruption in the public sactor has
become more emphosized since the ningties. General expectations are that
public servonts should serve the public interest with Folrness cnd monage
public resources properly. Citizens should receive imparrial rrearment on the
basis of lagality and justice, Therefora, public ethics is a prerequisite tg, and
underpins public trust ard is a keystone of good governance,

() Sofegquarding of resources

(i)  The significance of safeguarding the resources in the public sector needs 1o
he stressed. This is du= o the fact thot budgetary occounting or accounting
on a cash basis, which iz sfill widespreed in the public tecter, does not
provide sufficient assurence related to the maintenance of recorde of the
resources. As o reslt, the organisctions in the public sector de not alwoys
have o record of all their assets, which mcokes them mcre vulnerable,
Therefore, controls should be embedded in soch of the activities relaoted 1o
the manogement of resources of the erfity, from tha entry untll the
dispositien.

(ii] Other resources such os infarmation, source documents ond accounting
recorcs ore olso In danger of being stelen, misused or occidentally
destroyed. Safeguarding such rescurces and reccrds hos become
increasingly important since the arrival of compuler systems. Sensitive
information stored en computer media can be destroved cor copied,
disiributed and abused if care s not raken to protect it

2. Limitafionz onthe effectivenes:z of internal confrols

(1) An effective Internal contral systam, noe motter how well concalivad and operoted,
can provide cnly reasonable and not absolute assurance to management about
the achievement of an entity's objectives or its survival. It can give the management
infermaticn about the enfity's prograss, or lack of if, fowards the achisvement of
the objectives. But internal control connet dhange an inherently poor manager into
n geod one.

(2 An effective system of internal control reduces the probability of not achievirg the
objectives. However, there will alwoys be the risk thot interncl controls Fail to
operate os designed.

(3 Because internal control degpends on the human factor, it is subject to flaws in
design, errors of judgment or interpretation, misunderstanding, carelessness,
fatigur, distroction, collusion, abuse or override.

(4) Shifts ‘'n government policy or programs, demogrophic or economic coenditions are
typically beyond mancgement's contrel.

Internal Centrols Evaluation Menval ‘ 5 ‘



(3]

The Following are some of the reasens limiting the etfectiveness of internal control
syshems.

)

(&)
(<)

Al

Dne majer limiting factor is that the dasign of an internal contral system
tacos resource constraints. The bencfits of controls must consequently be
considered in relation to their costs. Maintaining an internal contrel system
that eliminates the risk of loss s not reclistic and would probably cost more
thon Is warranted by the beneflir derved. In detarmining whether o
particular contral sheuld be established, the likelihoad of tha risk cecurring
and the potential effect on the anfity are considered along with the relatad
costs of astablishing a new control

Controls may not keep pace with charges in conditions.

Generally, conlrols are cimed al roulineg or wsual trarsactions.  Hence,
rransoctions of anunusuolnature might escope the contrals,




Chapter COMPONENTS OF

2 INTERNAL CONTROL

10. Interncl contral is designed to provide reasoncble assuronce that the entity's general
oblectives aore being achieved. Therefore clear ohjectives ore o prerequisite for an
effective imernal control process.

11.  Infernclcentrel consists of five interrelated components:

& conirel envirenment
& risk ossessment
®  control astivifies
# Informotionand communicotian
®*  monitoring
12 Relationship between abjectives and componenis

(1)

There Is a direcr relationship batween the objectives, which represent whar an
arfity strives to achisve, and the internal contral compenants, which represent what
is neaded to achieve them. The relofionship is depicted in a three-dimensional
matrix, in the shage of a cube. The four objectives — accountability, complionce,
operotions and sofeguarding resources — are represented by the vartical columns,
the five companents are represented by horizontal rows, ond the ergonisation or

erfity and Its dapartments cre deplctec by tha third dimenslon of the marrlx.

Internal Controls Evalvation Manual ‘ 7 ‘



(2) Eoch component row “cuts oeross” ond applies te all feur objectives. For example,
financial and non-finandal dota generatad from internol ond external sourcss,
which belong 1o the informatian and communication component, cre needad 10
mancge cperctions, to report and fulfill accountability purpeses, and to comply
with applicable |aws.

(3) Similarly, Inoking at the objectives, all five components are relevont 1o each
ob|ective. Toking ona ablective, e.g. effectivenass and afficlency of operations, It Is
clear that all five companents ore opplicoble ond imporiant to its achievement.

(4) Irternal contral is not enly relevant t&¢ an entire erganizaticn but also to cn
individual department. This relationship is depicted by the third dimension, which
represents entire arganisations, entities and cepartments. Thug, one can focus on
any of the marix's cells.

[3) The five camponents of internal contral are briefly explained in the subsegquent
paragraphs

13. Contral enviranmeni

(1) Conmrol amvironment meons the owerall anlude, owaoreness ond octlons of
manogament rego rdlng the internal cantral system and its importance in the antity.

(2) The centrel environment is the foundation for the erfire internal control systam. It
provides the discipline and structure as well as the elimate which influences the
overall quality of internal control It has overall influence: on how objactive: and
strategy are established, and contrel activities are structured.

(3) The control environment sels the fane of an organisation, nfluencing the control
consclousness of its staff. It is the foundaticn for all other components of internal
control, pravicing discipline and structure.

‘ 8 | Inferral Contrels Evaluation Manval



(4) Elements of the contrel ervironment are:

® the pertonal and profesdonal Integrity ond ethical values ef the
management and staff, including o suppertive altitude toward internal
cantral;

competencs;

the “tene at tha top™;

organisational structure; and

human resource polides and practices.

14. Risk Assessment

(1) Risk assessment is the process of
identitfying ond analysing Indicators of weak conirals:
relevont risks to the achievement | =  Govt. palicies set aut ir Acts, Rules, Stafutes and
of the entity’s cbjectives and Regulations, ete. [Weak contral: pelicies peorly
determining the oppropriate ml:lur:rﬂudlr"hnnrupnrly Followed)
response. As stressed In the | * Employees’ codes of conduct (Weck control:
definition, internal contral can vielaton of codes)
provide only reasonable | » Cleor crgerizational chart [Weak control:
assurance that the objectives of B )
the orgonisaticn are being | » Infernal pre-contrel systems like budget,
achieved. Risk assessment as a measiry, et (Weak cantrel: wrang bidgatary
compenant of interncl contrel, assumptions, inadequate ireazury control, ate.
plays a key role in tha salection | = Idencificetion and conwal of interanl  and
of the cppropricte conol | Seene e ol s
activities fo uncleriake. p:-i‘lrﬂnw;:r A e |

(2 Consequent'y, setting objectives | «  Cost-benafir analysls of maler ooriiles [Weak
s a precondition to risk contrcl: absance of CBa)

assessment, Objectives must be | o Commiment ik drrge (Weok centiok o rigid
defined before the manage- system not responding to change)

ment can identify the ricks to
thalr achlavement anc toke tha
necessary octions to monage the rists. That means having in ploce an engoing
precess for evalualing and addressing the impact of risks in a cost eflective way
and having staff with the appropriate skills to identify and cssess the potential
risks, Intarnal contrel activities are a response to risk in that they are designed 1o
contain the uncertainty of cutcome that has been identifiad.

15, Rizk |dantiFlcation

(1) A strategic approach to risk assessment depends on identifying risks against key
organisational objectives, Risks relevan® to those objectives are then considered
and evoluoted, resulting in o small mumber of key risks. ldentiFying key risks is not
anly important in arder to identify the most important arcas t¢ which resources in
risk assessment should be allocoied, but also in ordar 1o allocate responsibility for
management of these risks.

Imernal Centrols Evaluation Menval ‘ 0 ‘



16.

(2)

(3)

An entity’s performance | ypdarsionding Risk
can ke at risk d""_’ 1S | & fisk Is auyiing ot could jsepardiss the achiavement of
|rn1'=rnul ar exiernal cbincties of lon cracnisaiion. The fellowing crerticns shoek!
ractars ab botn the entity | he asked by the monogemens while formulating on
ard activity levels, It is, | erganizational pelicy [astivity. The auditors, on the other hand,
therafere, important that | while evaluating internal control reed 10 see il such isswes hove
risk identification is bBeen conticerad whis formulating policiee and octivities:
comprehansdya, »  Whol could go wrong?

s Howeould we foil@
Risk identification should | =  “Whal mus: go right for us fo succeed?
be on ongeing, | o o e e oodte protect
. = ala o weneedto p
inte miﬁm prmlﬁsl_{mc = # Do we hove liquid osseds or assets with oliemotive uses?
often _"“'Eﬂm“:d withthe | | Hew could semesne staal From the deportment?
planning procass. o  How could we know whether we are achievivg ourn

ehjectivas?

s Oawhat rfermalion co we mest ralyd

s Onwhat dowe spend the most money®

& Hewdowe bill and sallast aur revenus?

»  Who! decisions reguire the mos! judgmen?

s Whal adlivities are mostcomplexi

= “Whal aclivities are regulated?

a8 What B eur greaiess legal eepoarak

Rizk avalustian

(1

12)

In crder to decide how to handle risk, it is essential not arly to identify in principle
that a cartain type of risk exists, but to evaluate its significance and assess the
likelihood of the risk evert eccurring. The methodelogy for anabysing risks con
vary, largely because many risks are difficult te quantify (e.g. risk te repulatien
and image) while othars lend themselves to quantification [particularly financial
risks). As such, risk evaluation espaciclly for tha former is o sukjective exercize.

One of the key purpases of risk evalvation is 1o infarm manogement about areas
of risk where action needs to be token and their relative pricrity. Therefore, It will
wsually be necessary to develop some frameweork for categorising all risks,
Cenerally, such categerizafion will be as high, medium, ar low. It i3 betler fo
minimize the categorics, as over refinement may lead to spurious separation of
levels whichin reality connet be separated clearly,

| 10]
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Undersionding link between weak internal cantiel and fraud.
Weak irternal contrals nat 2nly permit frawd, they asthually encourage it

Casisof froud:

L
L}

[ ]
-
L ]
L]

Lossof publicconfdence in gevernment
Loss of repuiction of tha Innocent
Punighmert ot tha parpatratar

Froud pravention:
Managament’s commitment te malrtcin good cantrels
Elected offida < support for monagament's commirment ro controls

How to control the fiduciary risk of fraud:

Fallow up on advarse indicabors

Chack the control decuments

Coraful exarinarion of unwsual ransazrians
Analvtical review of transaction: through sourcas

Most commion types of froed:
Missing asset: finventory
Pilfering

InFleted travel claims
Drouble poyments

Fales clairms

Payroll fraed

In svart, by passing the regulatary fromewerk is the most commen anatery of any frouc. The audit froil will be
ovailable through confrol doouments lThe cosh book, stock ledger, bincords, st

17. Risk profile
The: result of the actions cutlinec above will be a risk profile for the organisation.
18. Davelopment of rasponses

(N

(2)

(3)

Having cdeveloped a risk profile, the organisation can then corsider on
oppropriate response,

The procecures that an arganisation installs to treat risk cre called internal control
aclivifies. Risk assessment should play © key role in the selection of appropricie
conirel activities to undertake. [t is not pessible o eliminate all risks ond internal
eenircle can enly previde recetonable asturance that the objectives of the
erganisation are being achieved. However, entities thal actively ossess and
marnage risks ore more lieely 1o be better preparad 1o respond ouickly when
things go wrong ond to respond to change in general.

In designing an internal contrel system, it is impertant that the conirel cctivity
installed is propertienate 1o the risk. Apart from the most extreme undesirable
culcome, itis normally sufficiant 1o design a control to give a reasonable assurance
ef cenfining loss within the risk cppetite of the erganisation. Evary contrel hes on
associated cost and the control activity must offer value for its costin relation to the
rlsk thot Irls addressing.

Internal Controls Evaluation Monual ‘ 11 ‘



(4]

Since governmental, economic, industrial, regulotery and operotfing conditions
cortinuglly change, the ritk environment of any organization iz constantly
changing, and priarities of cbjectives ond the consequent importance of risks will
shift and change. Fundamental 1o risk assessment Is an ongolng, Irerctive process
to idantify chonged conditions ond toke octions os necessary. Risk models and
related controls have 1o be regularly revisited and reconsidered in order 1o have
assurance that the risk profile continves to be valid, that responses to risk remain
apprepriately torgeted and proportioncte, and mitigafing centrels reman
effective as risks change over time,

19. Information and Communication

(1)

Information and communicction cre essential to the reclisation of all the internal
control objectives. For example, are of the objectives of internal contrel in a
governmant organization is fulfilling puklic accourtability obligations, This can be
achieved by developing and maintaining relickle and relevant Financial and non-
financial information and cemmunicoting this information by meon: of a fair
disclosure in timely reports, Information and communication relating te the
organisation’s performance will create the possibility 1o evaluare the orderliness,
athicaliry, econamy, efficlency and affectivensss of aperariens. In many casas,
certain infarmotion or communications hove to be provided inorder to comply with
lows and regulations.

Informelion

A precondition for reliable and relevant information is the prompt recording and
proper classificatlan of transcetlons ond avents. Pertinent Infarmartion should be
identified, coptured and communicated in o form and fimeframe that enables
staff to carry out their internal control and responsibilities (fimely communication
to the right pecple). Therefore, the internal contrel system ond all transactions and
significart events should be fully documentad.

Irfermaticn systems preduce reports that contain cperatioral, financial and non-
financial, and complionce-relarad information and that meke it possible to run
ond contral the operatlons. They deol not anly with Internolly generated data, but
also informaotion obout externol events, activities and conditions necessary 1o
enable decision-making and reporting.

Management's ability to make appropricie decizions iz affected by the quality of
irformaticn which implies that the infermation is:

cppropriate (Is the needed infarmaotion there®);

timely (lsit there when required?);

currert (Is it the latest availcble?);

cccurate (s it correct?);

ceceassible [Canit be obtained easily by the relevont partiest).

® &% & & @

| 12]
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Communication

13)

(6]

(P

Effectlve communication should accur In all directlons, Flowing down, across and
va the crganisation, throughout all components and the entire structure.

All personnel should receive a clear message from top management that control
responsibilities chould be taken sericutly. They should understand their own rele in
the internal control systam, as well as how their individue| activities relate 1o the
work of others.

Infermation is o bosis for communication, which must meet the expectations of
arovps and individucls, erabling them to carry out their respansisilities effectively,

One of the meet critical communizations chonnals is thot betwaen the management
ond s staff. Monagement must ke kept up 1o dome on perfermance,
developmenis, risks and the functioning of internal cortrol, and ather ralevant
events and Issues. In the some woy, the monagement should communicote to Tts
staff whot information it needs and orovide feedbock and direction.

In additien 1o internal cammunications, management should ensure thet thera are
adeguate means of communicating with, aond obtoining information from external
parlies, as axternal communications can previde input that may heve o highly
significont impact on the organization achieving its goals.

20. Maonitoring

(1

The system of internal corntrol
must be under continuing | Imdiceions of weakcontrob:

supervision by monagement te | #  Regular rece’pt of govermment orders, rules,
determina thars it is ﬂminning regulations ete. by the feld formations
cancarning their sphera of activity (Waaok cantrals

os prescribed and is modified, obsence of a quick cemmurication system)

as cppropriate, for chonges in
conditions, Monitaring internal | ® Regulor reporiing systam for manogement

tral ansuras thet contrals are cantrel [\Weak controh absance of a reporting

through pedodic retsrns
operating as intended cnd that i pe ' ]

S #* A system of communicotion with intarnal awdit
they are modified ["Weak contral: intermal audit net infarmad imely

appropriately fer changes in abowl system breachas]

conditions. This is accomplished
thraugh ongolng monitoring
octivities, saparote evaluotions or a combination of both, in order to ensure that
internal control continues 1o be applied at all levels and across the entity, and that
internal control achieves the desired results,

Ongoing monitoring ocours in the course of normal, recurring operations of on
erganisation. It is performed continvally ond on o recl-time basis, it reacts
dynamically te changing concitions and is ingrained in 1the entiry's operctions. As g
rezult, it k& more affective thon seporote evaluotions. Since separare avaluations
take ploce after the focd, problems will ofien be identified more quickly by
ongoing monitoring roulines.
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(3)

(4}

[3)

(&)

(]

The scope and Frequency of separcie evaluations should depend primerily on the
assessment of risks and the effectiveness of cngeoing monitoring procedures. When
making that determinaticn, the arganication should consider the nature and
degree of changes, from bath imernal anc external events, and their associared
risks; the competance and experience of the personnel implementing risk
responses and related cortrols; ond the resils of the ongoing manitoring.
Separale evoluations of control can obo be useful by focusing directly an the
effectiveness of the contrels ot a spedfic time. Separate evalvations moy toke the
form cf self-assessments as well as a review of cortral d=sign ard direct testing of
irternal control. Separate avalvations may clss be perfermed by the axternal
ouditers.

Usually, some comblinctlon of engeling monitoring and seporate evolusatlans will
emsure that intarnal contral mointoins its effecliveness over time.

All deficienciea found during ongoing menitering or through separate evaluations
should be communicated to the appropriote level of management to take
necessary action. The term “deficiency™ refers to a corndition that affects on
entity's chility 1o cchieve it gereral objectives. A deficiency, therefore, may
represent o perceived, potantial or real sharicoming, oFf on opporiunity 1o
strengthen Irternal control to Increase the likellhood that the entity's general

objectives will be ochieved.

Monitoring internal centrel should include policies and proceduras that ensure that
the tindings of audilts and cther reviews are adequately and promptly resolved.
Managers are raquired to.

(i} promptly evaluate findings from oudits ond othar reviews, including those
showing deficiencies and recommendations reported by auditers and others
whe evalucte ogencies cparalions,

lii] determine propear actionsin responze to firdings and recommendations frem
audits anc reviews, ard

[iif) complete, withinestablished time frames, cll odians that correct ar otherwise
resolve the motters brought to their altention.

[he resclution pracess begins when oudit or other review results cre reported 1o
managament, and e only complatad after action has been token that

[i} corredsthe identified deficiencies,
[ii] producesimprovements, or

(i} demonsirates rhot the findings ond recommendations do not worrant
manogameant actian.

| 1]
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21.

Centrol activities

(n

(2)

Cantrol activities are the pealicies and procedures established ond execurad 10
oddress rlsks and to achieve the entity's abjectives.

To be effective, contral activities need to:

be apprepriata (that s, the right control in the right place cnd commensurale
o the risk involved];

function consistently ceocording to plan throughout the period (that s be
comalied withcarefully by all employees invalved and nat bypassed when key
personnel are away or the workload is heovyy|;

be cost effective (that iz, the cost of implementing the contral should not excead
the banefit: derived);

be comprehensive, reasonable and integrated into the overall erganisaticnal
objectivas.

Control activities include © range of policies and procedures as indicated balow.

(i)

()

Avthorizolion and approval procedures

Awthorizing and executing transactions and events shouvld be only dons by
persons aclting within the scope of their avthority. Authorizofion = the
principal means of ensuring that only valid transactiens end event: are
initiored a: inended by management. Authorizarion procedures, which
should be dacumented and clsarly commuricoted te managars and
employees, should include the specific conditions and terms under which
auvthorizations are to be made. Conferming to the terms of an autherization
means thot employees act in coccerdance with directives ond within the
limitations estoblishe d by manogement or lagislation.

Segregotion of duties [authorizing, processing, recording, reviewing)

To reduce the risk of error, woste, or wr::ngFu| octs and the risk of not
detecting such problems, no single individuol or section should control all key
stages of a transaction or event, Rother, dut'es and responsibilifies should be
ausigned systematizclly to a number of individuals to enswure that effective
checks ond balances exist. Key dufies Include autherizing and recording
transactions, processing, and reviewing or auditing transoctiors. Cellusion,
howaever, can reduce or destrey the effectiveness of rhis internal control
technique. A small organisation may hove too few employees to Fully
Implement this rechnique. In such coses, the manogemert must be owaore of
the risks ond compensate with other controls. Rotation of employess may
help ensure that one person does not deal with all the key aspects of
transactions or avents for an undue length of time. Also, encouraging or
requiring annual holiday: may help reduce risk by bringing about a
temporary rotation of duties.
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(i}

(i)

()

(vi)

(i)

Conirel over access boresources and records

Accett to resources ond recards i limited ra authorizad individuals who ore
accountable for the custady nnd’.r'ur use of the resources. Restricting occess 1o
resources reduces the risk of mauthorized use or loss 1o the gevernment and
helps to achieve mancgement objectives. The degree of restriction depends
on the vulnerability of the resaource and the perceived risk of loss or improper
vie, and should be periedizelly amsessed. When determining an ossef's
vulnerability, its cost, portability and sxchangeability should be considered.

Verificolions

Transactions and significant events are verifiad before and after processing,
e.g. when goods are deliverad, the number of goods supalied is verified with
the number of goods ordered. Afterwards, the number of goeds invoiced is
verified with the number of goods receivec. The inventory is verified by
parforming physical stock verification.

Reconciliation

Records are reconciled with the appropriate decuments on a regular basis,
e.0. the accounfing records relating to bank accounts are reconciled with the
correspending bank stotements.

Reviews ol aperating performonce

Operafting performances are reviewed against a set of stardaords en o
regular bosis, assessing effectivencss and etficiency.

Reviews of operations, processes and activities

Operations shovld be reviewed. This type of review of the actucl operations
of on crganisation is d' fferent from the monitering of internal control.

Supervision (assigning, reviewing and approving, guidance and fraining)

Competent supervision emsures that internal contral objedives are achieved.
Assignment, review, ond approval of anemployee's work encompass:

¢ clearly communicating the duties, responsibilities and accountabilities
assigned to aach steff member;

» systematically reviewing eoch member's work to the extent necessary;

& approving work at critical peints to ensure that it Hows s intended.

A supervisor's delegation of work should not diminish the supervisor's
accountability for these responsibiliias and durles. Suparvizars also pravide thair
employees with the necessory guidonce and troining to help ensura thot errors,

wasle, and wronglul acls are minimized ond thol monogement direclives ore
uncerstood and achieved.

1]
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I4) The above mentioned list is not | jndicators of weakconirals

exhaustive vl enumerates the ® Revieaz of performonce ogainsr ohjpcives

most commen  preventive and [Waok controh absence of reviews]

cetective comral activities, ® Docurentatian of odgivites (Weak eantrol:

(5)  Onece a control activity is absence of proper docymentatior)
Implemented, it Is essenticl that | ®  Prescripien of performance indicators [Weak
msuronce aobout it effective- control: lack of performence incicaters)
ness Is obtained. Moreover, it | @ Key racoacilictions lics bank recorciliotion, crsn
must be clear that control reconclliction, cmset recondliation, etc) [Weak
activities form only a component confrol: erratlc ar non-recanclliotion)

of internal cortral. They should
be integrated with the other four
comaonants of interncl contrel.

22, Information Technalogy Central Aclivilies

i) As informaticn technelegy has cdvenced, erganisations hove bacome incraasingly
dependert on computerized informafion systems to carry out thelr operations and
to procets, maintain, and repert assantial infarmation. As a result, the reliability
and security of comauterized dota and of the systems that process, maintain, and
report these data are a major concern o the manogement and auditers of
organlsations,

(2) The uwse of culomated systems to process information introduces several risks that
n=ed to be considerad by the arganisation. These risks ariss, inter alia, frem:

# uniform processing of transactions;

® Information systems automatically initioting tronsoctions;
* Increcased potential for undetected arrors;

& axizrencs, completenass, and volume of audir rrails;

¢ the noture of the hardware and software wed; and recording of wusval or
nan-rovtine franscctions.

For sxample, an inhersnt risk from the uniform processing ef trarsaction: is that
any error arksing from computer programming precblems will eccur consistantly in
similar transactions. Effective information rechnelogy controls con provide
management with reasonable ossurance thatr information processed by Its systems
meats desired control chlectives, such as ensuring the completeness, timeliness, and
validity of data and preser ving its integrity.

i3) Information systems imply specific tyoes of conmtrol octivities, Therefore
infermaticn techneology contrels consist of hwo brood groupings:

® General contrals; and

¢ Application controls
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General Controls

(1) General controls are the structure, policias and procedures thet apply o all ar
a large segment of an entiry's Information systems and help ensura their
proper operation. They creote the environment in which applicofion systams
and controls operate.

(2) The major cotegories of general controls are:

[} entiry-wide securlty pragrom plonning ond manogement,

(if] occess controls,

liiif} contrals on the development, maintenance and chenge of the application
saftwars,

iv) system softwore controls,

I¥] segregation of duties, and

vi) service corfinuity.

Application Controls

(1) Application contrals are the structure, policies, and procedures that apply 1o
separate, individval applicaticn systems, and are directly related to individual
computerized opplications, These controls are gencrally designed to prevent,
detect, and correct errors and irregularities as infarmotion flows through
infermaricn systame.

(2) General ond application contrels are interreloled and both are needed to ensure
complete and accurate infermation precessing.

(3) Because infarmotion technology change: rapidly, the assccioted conirols must
avelve constantly to remain affective

| 1]
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Chapter ROLE OF INTERNAURIT
3 IN INTERNAL CONTROLS

5. The role of Internal Awdil

(1) Internal audit ic a very imporfan® component of internal contrel, Internal auditors
examine the effectiveness of internal contrel and recommend improvements, but
they de nothave primary resparsioliry for establishing or malntalning It.

(2) Traditienally, 'intarmal audit’ developed et an audit service te managamart te
enaire that each unit of the argarization follows the palicias, proceduras end
instructions loid down by the monogement ond the records are mainloined
accurately and pramgtly. As such, the irternal cudit function was concerned more
with reutine checking and review of the variouws reccrds maintained in an
arganization.

[3) According to the madern view, intarnal aud't ia no lenger considered o3 o routine
checking and review of the records. The fellowing deFnition given by the Institube
of Internal Auditors, USA [IIA) reflacts the modern view.

“Infernal auditing is an independent appraisal function estakblished within an
organization fo examine and evalvate iis octivities as a service to the
arganization. The objective of internal auditing is 1o assist members of the
arganization in the effective discharge of their rezponsibilities.  To this end,
infernal ouditing furnishes them with onalyses, opproiscls, recommendations,
counsel and infermation concerning the activities reviewed."

According to this definition, an intermal auditor has fe go beyond the books of
account ond records and cppraise the various functions of the erganization.

(4) To achieve eftfectiva irternal control, best prodice requires o robust internal cudit
funclion complementary with ather tools such as froud controls, safety cedil cnd
gregram evaluation. Thus cne of the principel functions of internal audit is the
examination of internal centrel systems Internal audit provides the senior
management, with a valuoble resource te avaluate internal contre’ systems, and to
previde assurance concerning the affectiveness of contrel systems. Inrernal audit is,
In effect, part of the performonce monltoring process.
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Main Objectives of Internal Audit

(1)

(2)

(3]

As per the modern proclice, the internal audil should be vested with the
resaonsibility to assess and review the internal confrel system, gquality asserance
precedures and risk management procedures in tha office. |t should help the
ofFice 1o identify and evaluate significant exposure to risk end improve the risk
management and control systems.

The internal awdit activity should evalvate risk exposures relating te the
arganization's governance, operations, and infermation systerms regarding the

s Reliability and integrity of financicl and operctional information,
® Effectivenass and afficiency of operaticns.

® Scleguarding of assets,

® Compliocnce with lows, regulations, and controcts

The internal cudit activity should assist an arganisation in maintaining effective
contrals by evalvating their effectiveness and efficiency and by promating
continuous improvement. Boased on the resulrs of the risk assessment, the internal
ovdit octivity should evoluote the adequocy and effectlveness of contrals
encompassing the organisation governance, operations, ond information systens.

This shculd include:

s Reliabiliry and integrity of financicl and eperetional infermation.
# Effectivenzss and efficiency of operaticns.

® Scleguarding of assets.

&  Complicnce with laws, regulations, anc controcts.

Internal Awditin Gevernmaent Deparitments

Internal cudit units have been set up in the accounts orgonisations in the Minlstries
/Departments. However, their funclioning is very limited and corfined mcinly 1o
accounting weork. The various reports of the Compircller and Auvditer General have
breught to light several deficiencies in the functioning of the intermal avdit units and the
need for effecting substentiol improvements,

Kl
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Chapter ROLE OF EXTERNAUINT
1 IN INTERNAL CONTROL

I8, Responsibility for inkernal canirol
(1) It should be chearly borne in mind thot the monagemeni of e odminisirolive
body/department is primarily responsible for infarnal confrol. External ouditers
aloy an impartani rele in the internal contrel precess. Howaver, they are not
rasponsible for the establishment or operation of the arganisation's internal
comiral system,

(2) t ks the palicy of the Comptroller and Avditer General of India (CEBAG), ceting as
‘ndependent external ouditor, o encovrage ond support the estoblisyment of
effective internal contre! in the gevernment. The assessment of intermal contrel
alays an impeortant port 'n the CRAG's compliance, financial and performance
audite, The various Forme of oudit reperis infer alic communicata the avdit Findinge
and recommendations onimermal canmtrols to management and legislature.

29. Importance of assessment of internal contrel

(1) The aszessment cf internal control, efore underlaking substarfive aud't tests, is
impeortant for the fellowing reasons.

M Inview of the large size and complexity of medern government ministries /
deportmeants, affactve internal control systems are essendial for their proper
adminisiration. In view of the huge volume of tronsacticns, it will be
Impassible far the exrernol ouditor to carry aut a deralled oudir of a lorge
number of transacliars within the constrainis af limited time and resources
avalilable.

i) Increasing use of computers and avtemation has considercbly affected the
flow of transactions and documents. The auditer may net be in a pesitien te
hove the irfermediate documents ang links which are waful in a manual
system. This cells fer greater reliance on the internal cartrals in the
computerized systems.

i) An audit can be made more afficiert if the narura, fiming and extant of
substantive oud it procedures are determined on the basis of on evaluotion
of the effectiveness of the internal control systems.
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31.

(2)

The external auditer should get an understanding of the accounting system and
related interncl conkrols in the ministry / department under audit and should study
and svaluata tha operation of those contre's upen which he wishes 1o rely In
determining the nature, timing ond extent of other audir precadures. Where the
axternal auditar cancludes that he con place relicnce on cartaln Internal contrals,
his substontive procecures would normally be less extensive than would otherwise
be required and may also differ cs to their nolure ond timing. On the other hand,
where the external cuditer finds that intermal contrels in certain areas are not
adequats, he may decide to apply mere extensive substartive procedures, or
change tha timing of the tests to be applied, or exitend his audit tests to carry out o
mere detoiled examination of the unsatisfactery aspects of the system.

The Auditing Standards of the Comptroller ond Auditer General of India stipulcte
that the study and evaluation of internal cantral sheuld be carried out according
to the type of audit undertaken. In the case of regularity [finandal] cudit, mainky
such controls are evaluated that ass’st in sefeguarding ossets ard resources, and
assure the cceuracy and completeness of accourting recorcs. In the case of
regularity (cempliance] audit, such ossessmant iz mainly of contrels thaor assise
management in complying with laws end regulations. In the case ef performance
audit, such controls ore evoluated thot ossist In conducting the business of the
oudited entity in an economic, efficient ond effective manner, ensuring adherence
to management polices, and produdng fimely and relicble Financicl and
management infermation,

External ouditors’ ossessing of internal control procedures

External auditers assessing of internal conirol procedures implies:

determining the significance cnd the sensitivity of the risx for which controls are
being asessed;

assessing the suscepfibility to misuse of resources, foilure to oftain objectives
regarding ethics, economy, effidency ond effectivensss, or failure o fulfill
accountability obligations, and nen-compliance with laws and regulations;

ldantifying and undarstanding the relavant Internecl contrals;
determining what iz already known about control effecliveness;
assessing the adequacy of the control design;

determining, through1esting, If contrals are affective;

reporting en the indernal control assossments and discussing the recessary
corractive actions.

Interface bebween external guditerand internal audit

(1)

The externol ouditors need to develop o good working relationship with the
internal aodit unils sa that exparience and knowkedge can be shared and werk
mutvally can be supplemented cnd complemented se that the benefits 1o be
gaired con be maximised. Incleding internal audit observations and recognizing

| 2]
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their contrioutions in the external audit repert, when apprepriate, can alse foster
this relationship, The external cuditors should develop orocedures for ceseszing
the internal auvdit urit's work to determine te which extent it can be ralied upen. A
strong internal avdit unit could recuce the audir werk of the external avditer and
avald needless duplicarion of wark. The axternal oudiors should sudy the
internal audit reports, related working popers, and complionce to and sattlement
of internal oudil findings.

(2) Although internal and external auditors have different and clearly defined roles
they co share tha some broad purpose of serving Parlioment ond the public by
helping to ensure the highest standards of regularity ond propriety for the use of
public funds and resources and in promoting efficient, effective ond econamic
public cdministration. Geod ce-ooeration maximises the benefits which can be
gained from working together in arsas where there i3 an overlap in the work to be
done.

Imernal Centrols Evaluation Menval ‘ y£] ‘



Chapter AUDIT METHODOGY

32,

33,

This chapter details the aucir methodolagy 1o be used for evaluoting the internal contrels.
Thie includes evalucting the adeguacy of axisting infernal contral arrongements and
testing the actual operation of internal controls. The avdit should be conducted through
sample check of records in the selected departments and their suberdinate /ettached
offices. The audit should also cover the systems and practices Followed with refereance to
the grovisions of the Central Secretoriat Mamal of Office Procedure [CSMOP),
government rules, arders and instructions, etc. The somple for oudit, interalio, should cover
recards ralating to budger and expendiure, manpower palicies, intamal werk study,
internal audit and various cantrol registers. One of tha mast important dimansions of
internal controls is control aver the state of affairs in the attached, tield and suberdinate
offices functioning under the administrative control of the department and autenamous
bodies recelving grant-in-aid from the department.

Evaluation of the adegquacy of existing internal contrel arrangements

(1) In eansidering tha ndaquacy of contral, the auditor should start with higher leval
conrols, for example, strotegic planning, which affect the whola system, and work
dewn to the lkower leval contrels such as those over individval transacticns, Thare ig
no absslute measure of what constitutas adequate control. Auditars must usa their
judgement in cetermining whaot level of control s appropriate in the light of their
evaluation of the risk and matericlity invalved.

(2) In evaluating the adeguacy of controk, the auditer need: to consider the
likelihcod of undesirable events occurring (risk) and their significance to the
crganisation (materiality).

(3) Ritk may be viewed os the chance |or probability) of cne or more of
management's ebjactives not being met. It refers both to unwanted cutcomes which
might arise and tc the potential failure to realise desired resulta

(4) Maoteriglity is a reflection of the significance to the ergonisation os o whele of o
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‘tailure to achicve management's abjeclives. In censidering materiality, the ouditor
should take into account:

(i) the possible direct and indirect financ'al consequencas;

(i) the importance of particular management cbiectives in the context of the
organization's overall objectives; and

[iiif) the pctenticl for embarrassment to higher management [Ministers,

Secrelaries and other higher of ficers).

(5) If the auditer is not satisfied that the existing controls are adeguate 1o ensure that
objectives are acchievad, or if no contrals exist at all, a control weakness will have
been identified. The auditor should vse professional judgement in deciding
whather controls ore odequote.

(&)  Controls should not be evaluated inisolation as they interrelate and cften cpercte
in a hierarchy. Where controls appear ta be missing or inadequale, the oudilor
should search for other controls which compernsare for the apporent weaknass and
enable the control okbjective 1o be met.

() Two most cammon tocls vsed in intemal entrel evaleation are flewcharting and
internal control questlonnaires.

34.  Flowcharling

Thiz it @ diagremmetic methed of recording and describing a tystem which can show the
flow of decuments, informaticn or processes and the related contrels within that system. It
can show the interncl contral system at a glance and can ke helpful 1o an auditor whe
analyses a system to find cul haw effectively it works and ta delecl ony weaknesses in the
system.

35,  Internal conircl questionnaires (ICQs)

An 12 liste o serias of guestions which the cuditer may wish te ask te understand and
evaluate on irternal control system. The questions are pre-designed and it con be
ensured that all aspects of aninternal control system are covered, The questionnaire con
also be kepl as a record of the avditer's evoluation of the internal contral system.

36. Testing of Internal Controls

(1) Avuditors use resting 1o confirm the'r inderstanding of how a system works and 10
form or corroberata an eginien cbout the adequacy or otherwise of a internal
cenirel, This 15 done by measuring poarticular charocteristics of selected
transactions or processes and comporing the results with those expected.

(2 Testing may be undartoken ot different stoges in an audit, dapending on the
purpose of the tests,
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Types of tesis
"Walk threvgh' fests

(1

"Walk through” tasts are desigred to confirm the auditor's understanding of how
o system operates. This understanding con be derived from o combinction of
ebservation, inferviews and examinotion of management's documentation of the

systam,

In conducting "walk through” tests, the auditor looks primarily for evidance of the
existence of controk. This may involve examining o number of different
transactions ot aach slage of the proces: or fellowing the same transaction from
start to finish,

Compiliance tasting

(1)

(2)

(3)

[4)

‘When the auditer considers that an internal contrel is adeguate and will contrioute

to the achievement of a control objective, the next step is to detarmine whether the
centrel ks effactively anc consisrently appliad. if tha effactiveness of the contral is
likely to vary, for axampla, when diffarent staff are responsible for eperating the
canirel, the avditer should ensure that the sample selected for testing takles
acccount, o2 far as practicabls, of such variations.

The aim of compliance testing is to obtain cssurance thar controls established oy
management are operating as inlended ond ore effective. It is not intended
primarily os a means of ideatifying errors or failures to achieve objectivas

Errors found in compliance testing may indicate contrel weaknesses. They do not
demonstrate positively thot the system is failing o achieve its objectives. The
cuditer should clsa consider the risks involved and the need for more siringent
cenirols over opplication of the procedures. The auditor is more concerned with
the reosons for errors or omissions ond the effectiveness of contrels rather thon the
mistokes themselves.

Records of controls, e.g., signatures confirming thot checks hove been undertaken,
ore not necessarily proof that the controls hove been proper'y applied. The
cuditor may need to reperform the process to discover any instances where the
cenirel hasnet bean perfermed corracty.

Tasting siralegy and process

Planning the fesfing

(1)

The avditor should decides

= whal 1o tesi
- whateach testis for
- e b bast,
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(2) The level and direction of testing should toke acccunt of the analysis of risk and
materiality undertaken o2 part of the evaluation of control,

(3) ‘Where the ouditer is tatisfied thet there are wecknesses, depending vpen the
audit objectives and time aveilable, the auditer may carry on Further testing to
determine whether significant cantrol weaknesses have been exploited.

Period of tecfing

() Tests should normally be reflecting the current transoctions. If changes in operating
conditions, for exomple the performonce of particular staff or pressure ar
particvler timas, are likaely 1o affect how contral: operate, the auditer should take
this into cecount in selecting the transactions to be examined so that the audit
Findings are represeatative,

Leval of tasting

[5' There can be no hard and fast rules about the amount of i'Esﬁng necessary except
thot the ouditor should roke into account the materiality of possible fallures 1o
maet objectivas. The cost of testing large populatiens is vsually prehibitive, unless
computer interregation & possible. The auditer con adept sampling techniques.
The auditer should take inte account all relevant factors, including the testing
chiective, risk and materialily, resulls of evaluation of contral by the audiicr, the
fime avalloble and the varlabllity and woloilliry of the populotion to be tested.

39. Principal technigues Farlesling conlrols

(1) The fellowing paragraphs describe the prindpal techniques For testing contrals.
DII.'EH'UDT;DI'I

(2 Observation is particularly impertant where there is ne permanent record of
aclivifies. For example, discreet cbservation by the auditor can reveal whether
there is improper oceess o o restricted compueter area despite stringent formal
centrels on paper.

Inferviewing / Inquiry

(3) Interviewing is vseful when evidence is absant or unclaar. Care shauld be taken
because the beheviour ef the auditer could etfed the attitude of the auditee and
an insensitive aporoach could lead te anuncooperative and dafensive reaction.

Analysis

() ‘Where o transoction or process comprises a set of interrelated ports, the ouditor
may nead ro anclyse and verify each part before he or she can form a udgemen:t
about the whele. Fer axample, in audit of contracts, the soundnass of the contract
itself depends on the neture and inter-relationship of its individual terms and
cenditians.
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Verification

(3]

Verification involves the auditor confirming the wruth, accuracy or valigiry of
transactione. The role of audit is 1o evaluate and test the controls, net te confirm the
validity of data as an end in itsclf. In using verificetion tests, therefors, the auditor
shculd ensure that they are related to the operatiar of controls. Methods used are:

(i) comparisen - with some ascertaincble fact er standard, for example, that
instruction manuvals are up to date or staff have ottended appropricte
training courses ol prescribed interval

(] confirmation - chacking withthird parties
(i) vouching - checking o transaction against supparting docurmentation, for

axample, a payment to a supplier against the corresponding purchase
order cnd stock entry, ete.

EE-"FEI"EI’NDI’IL‘F_"

(&)

Re-performance is particularly relevant where caloulations or measuremeants have
been supposed|y chacked s a contrel and the auditor wishes to check that the
cartral actually cperoted. For saample, there might be a control that a prescribed
percentage of payments exceeding cerrain value should be checked oy
supervisory officers. The auditer may reperform the check on & sample of thar
percentage.

Tast Hate

(7)

Test data are commeonly vsec for testing computer systems, but may also bevsed in
manual systems, for example, fo test controls over types of tronsadions which
acour Infrequently.

Deocumentation of test results

(1)

(2)

Adaquate documentation of the testing undertaken it imporiant fo support the
conclusiens reached by the auditor. For each tast, this should include:

s test objectives

¢ detall of the nature and extent of tests inchuding any methods used to

determine the size ond selection of samples
® test results and the cuditer's eveluatian
& conclusions.

Testing should be documented to the level necessary to encble o reviewer to
perform ary of the tests,

| %]
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1. Reparting

(1) The auditars should comply with the requiremants of the Auditing Srandeards with
regard to Reporting. The fellewing areillustrative requiremants:

!n performance audifs

(2 Avditors should repcrt the scope of their wark on internal contrels and amy
significont weaknesses found during the audit.

(3) Reporting on intarnal controls will vary depending on the significance of any
weoknesses found ond the relaticnship of those weaknesses to the awdit
objeclives

In financial ovdiis

() Auditors should repoart deficlendes n internal contral that they onsider to be

reportakle conditions. The following are examples of marters that may be
reportable conditions:

® Absence of appropriare segregofion of duties consistent with appropricie
contral objectives;

® Absence of appropriaie reviews and approvals of transoctions, accounling
entries or systems cutput;

# [nadeguate provisions for the safeguarding of assets;

& Evidenca of failure 1o iofeguard asters from loss, damage eor
miso ppropriation;

e Fvidence that o system folls to provide complete ond accurole output
consistent with the auditee's control cbjectives beccuse of the misapplication
of control procecures;

s Evidence of Infentlonal overrice of Infernal contral by those In outharlry fo the
detriment of the overall objectives of the system;

# Evidence of failure to perform tosks that are part of internal contrel, such as
reconclllation not prepored ar not timaly prepored;

® Absence of o sufficient level of control conaciousness within the crganisation;

& Sigrificant deficiencies in the design or cparction of intarnal zertrel that zould
result in violations of lows and regulations having o direct and material eftect
on the financlal statements; cnd

& Fecilure te follow vp ond correct previowsly identified deficiencies in internal
cantral.
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(7)

(8

(9

Avditors should repart whether satistactory action was token or not, en the audit
reports,

In reporting repertable conditions, auditers should identify thote that are
individually er cumulafively material woaknesses. Auditors should ensure that
standards for objectives, scocpe, methodelogy, oudi results and report
presenfalion, as appropriote are followed in their reports on audit of financial
statements.

‘When avditers detect deficiencies in internal contrel that are not of material
neture, they should communicale those deficiencies to e audites, preferably in
writing. If the ouditars have communicatad other deficlencles In Intarnal control to
top monagement, they should refer to such communicotion when they report en
infernal control. All communication: to the avditee about deficiencies in internal
contral should be documented in the working papers.

The report should be drofred in accordance with the requirements of the 'Siyle
iZuide'issuad by the Comptlroller and Auditar General.

Additlonal guidonece an understanding Audir Risk ond extrocts fram Andifing and
Assurance of the Institute of Chortered Accountants of Indic is given in Appendices
| & Ilte this chaptar.

| 0]
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Appendix |

UNDERSANDING MDIT RISK

L] In very broad terms, audit risk is the risk of a moctericl mizstoctement of o finoncial
statement itern that is or should be includad inthe cudited financial ssatements of an entity.
In this regard, a financial statement item inclodes any related notes to the finoncial
statements.

. In theory, cudit risk ranges anywhere fram zere (0.0, where there is complete certainty of
rno material misstatement, to one (1.0), where there is complete cerfainty of a material
misstatement. In practice, however, audit risk is alwoys greater than zero. There is always
some risk of moterial misstatement os it is not possible, (except for the oudit of the simplest
of financial statemenrs), due ro the limitaricns inherent in bath accounting end auditing, T
be absolutaly cartain that a material misstatament will not exist,

Components of audilrisk
Audit risk [AR] may be initially decompesed info bwo components:

& tha ritk af A meteriel misstatement af a finandal stareament iterm in the unauditaed
Financial statements [RMM] cnd

® the risk that the misstatement will not be detected by the ouditor (equcl to one minus
tha probabilliry of detection by the audirar, (1 - PriDal).

Thus, if there was a 50% risk of a material misstalement in a financial statement item in the
unaudited financicl statements and a prebability of B0% that the misstatement would be
detectec by the auditor, audit risk, or the risk of o material msstatement in the audited
finonciol stotements would be equaol ta 10%,. 1.a,

AR=RMM x (1 - Pr{Da)]
=0.5x(1-0.8)=0.10

The risk of material misstoterment in the unaudited financial stotement [RMM] moy be
decomposed os follows:

& theainherant risk of o material misstotement scourring (RMMI) and
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® the risk that it will net be detected by the entity (equal to one minus the probability of
the entity dedecting the misstatement (1 - Pr(De)),

Thue, substituting the twe components of EMM, cudit rigk can be mothemarically defined as
follows:

AR =RMMI x{1 - PriDe)) x (1 - Pr(Da))
Thus, if there was
8 an B0% inherent rick of ¢ matarial misstatement in @ Financial stotement item,
s 0 30% probahility of such o misstotement being detectad by the entity, and

® o probability of 40% that, if not detectad by the entity, the missratemeant would be
detected by the auditor,

oudit risk, or the risk of @ moterial misstatement in the avdited finoncial statements would
beegualte 33.69%. 1.e.

AR = RMMi x {1 - PriDe)) x (1 - Fr(Da)]
=06x(1-03]x(1-0.4)=0.336

The three components of audit risk (RMMI, 1 - PriDe), and | - Fr|Da)), are referred 1o

raspectively as inherent riazk [IR], control risk [CR] and cetection risk [DR]. This gives rise 1o
the audit risk model of:

AR=IR x CR x CR, wher=

® |R, inherent risk, is the perceived level of risk that 2 marerial misstatement moy occur
in the client's uvnaudited Financial statements, ar underlving levels of aggregatien, n
the absence of internal control procedures. In the last example cbove, inharent risk

was B0%%.

& CR, control risk, is the perceived level of risk thal @ material misstatement in the
lient's unauditad Financicl statements, or underlying levels ef aggregation, will nat be
detected ond corrected by the management's internal contrel procedures. In the |ast
mxample above, conirol risk was 70%.

& DR, detection risk, is the perceived level of risk that & metericl misstatement in the
client’s unauditad financicl statements, or underlying levels of aggregation, will net be
delected by the auditor. [n the lost example above, detection risk was 60%:.

There ara twe distinct concepts of cudit risk - the ccceptable leve! of avdit risk and the
ochievable level of audit risk. The acceplable level of cudit risk [AR®] is the risk of a
matarial misstatement in finoncial statements that s occeptoble 1o the ouditor. The
ochlevahble level of audit dsk [AR] Is the risk the audited finonclol stiatements will contaln o
material missrotemens. (AR is an ex anfe conzept and thus it is referred ro asthe cchievable
level of risk rather than an ex po:sf concept of an achieved leval of risk)
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® The accepilable level of audif risk [ARY] is estimated by reference to the expected
relionce on the cudited Financial statements. The grecter the expected reliance, the
lower Is the acceptakle level of audit risk. The gehievable level of audit risk [AR] is
estimoted by reference to the ex onfe components of the oudit risk model. Thot is, the
astimeted achievable valves of inherant, conrral and deracrion risks. The aim of on
auditer is to achieve an acceptabkle level of audit risk; to achieve a level of audit rigk
that is acceptable to the auditer.

&  There are similerly two concepts of detection risk - the acceprable level of detection
risk and the achiavable leval of detection risk. The acceptable lavel of detection rick
|DR*] is the maximum level of detection risk an auditor can allew te eccur, On the other
hand, the achievable level of detaction risk [OR] is, broadly, the risk that a material
misstabement in the unoudited information will not be detected by the auditar, [Again,
CR is an ex ante concept and thus 11 s referred to os the achlevahle leval of risk rother
than an ex post concapt of an achieved level of rigk).
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AUDIT METHODOLOGY

Extracts from AAS 6

In a continuing engagement, the auditer will ke aware of the accounting and internal control
systems threvgh work carried cut previously but will need to update the knewledge gainad and
consider the need to obtain further oudit evidence of ony changes in controls. Before relying an
procedures performed In prior audits, the cuditer should abtaln oudit evidence which supports this
reliance. The auditar would obtain oudit evidence as 1o the nature, timing ond extent of any
changes in the entity’s accounting ond internal control systems since such procedures were
performed and assess their impadh on the auditer’s intended raliance. The lenger the time
elopsad since the performance of such procedures the laser the aswrance that may result.

The auditor should consider whethar the imternal contrals were in use throughout the period. If
subsiantially different contrels wera used at diffarant times during the periad, the auditer shauld
consider each seporately. A breokdown in intermal conirels tor a specific pertion of the period
requires separate comnsideration of the nature, timing and extent of the audit procaduras to be
applied to the fransaclians and other events of that peried.

Accounling ond Infernal Confrol Syslems

{n Interncl contrals relofing to the occounting systam ore concernad with ochlaving the
Fallowing objectives:

(a) Tronsactions are executed In accordance with monagement's genercl or specific
outhorisotion.

(=) All trenzactions and other events are promptly recorced in the correct amount, in
the appropriate cccounts and in the proper accounting peried so as fo permit
preparation of financicl statements in accorcance with the appliccble accaunting
polides/practices and relevant statutory requirements, if any, and 1o maintain
accountebility for assats,

(¢ Assets ard records are safeguarded from unauthorised access, vie or dispositicn.

(d) Recorded ossets ore compored with the existing ossets ot reasenchle intarvals
and appropricie cclion is taken with regard to any differences.
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The euditer should ebtain an understanding of the cecounting system sutficient to identify

and understand;

- majer classes of transactions in the enfity s operations;

b how such transactions are initiatad,;

i signifizont cecounting records, supporting documents and specific azcounts in the
finandal statements; and

- accounting and financial reporting process, from the initiation of significant

transactions and cther avents to their inclugion in the fincnecial statements.

DrdTnnriI}r* the cuditor's undersh::m:!ing of the occounting and internal cantrol systems sigrl'F'l:un’r
rathe oudit Is obtained through previous experience with the entity ond is supplemented by:

(i)

"

inguiries of opprapriote monogement, supervisory and ather personnel at various
arganisarional levels within the entiry, together with reference to documentation,
such as procecure: marvals, job descriptions, system: descriptions and flow
charis;

inspaction of documerts ond records preduced by the accocunting and internal
contral systems; and

observation of the entity’s activities and cparations, including observation of the
arganisation of computer eperafions, personnal performing conirel precedures
and the nature of tramsoction precessing.

In the audit of finarcial statements, the cuditor is concemed only with those polizies and
procedures within the accounting and internal contrel systems that are relevant te the
cssertions made in the finoncial statements. The understending of relevant czpacts of the
accounting and intermal control systems, together with the inherent and contral risk
ossessments and ather considerations, will enohle the ouditor tos

=

assess the odeguacy of the accounfing system as a basis for preparing the
finandal statements;

identify the types of potential materal misstatements thot could coour in the
finandal statemenis;

consider factors that offect the risk of motericl misstatements; and

develop on appropriate cudit plan and determine the naturse, timing and extent
of his audit procedures
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Chaﬁpter DETAILED CHECKLISTS

42, This Chapter provides the illustrotive checklisis in the Annex thal may be vsed for
evoluaoting internal contrals in government. The Arnnex contoins o gerernl checklist
followed by checklists for some specific areas.

43. The checks mentioned in the checklists in the Annex and the areas to be covered are
illustrative and not exhoustive. The ouvditors should toke into cccount the noture of

functions of the particular Ministry /Department, provisions laid down in relevant Codes,
Manuale, Rules ond Regulations as prescribec by the Government and Instructions issved
fram fime to tfime by the Office of the Comptroller and Auditer Generol.
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Genaral Checklict For Evalualion af Internal Coanbrals

AnneXx

Check

Yes

Mo

NA-

Woaork

Fapar
Reference

Whether there exist: a formal medhanizm in
the shape of Acts & Policy stotements In
respect of standard: erd processes for infemal
coniral

Whether the Organizafional struclure provides
for clear reporing lines that astablish links
beween accountability, responsibilty and
auvtharization of various activilie:

YWhether the top monogement is comscious of
the importance cf intemeal confrel and gives it
adeguate iImporonce.

[Refer GFR 54)

Whether a well defined delegotion of powers
exlsts, witn Imporiont l,."' exceptlanal maners
being undor the powers of higher levels of
monagamant

Whether the Objectives of the Organization
are wel defined and whether there are any

specific target: prescibed

Whether procedural manvals exist in respect
of:

o Finorcial maters  [eosh,  banking,
acoountiug, Income, expenciure,
budgefing, ete)

n Staff recruliment, framing, performaonce
and dizcipline

e Purchase of goods ond services, comroces

d  Qutsourcing of furctions

s Cace of persanal conduct with guidoaca
on gifts and hesgitality

f. Lhe of computer systems

Whether the varicus officials are given
adecuate training in their functional creas

YWhether there are spedfic ond aitainable
targets ted for various efficers / officials in tha

orgunisation

Whether an Iniemel avdit system & in place

Whathar thara i teparotion of dutias in such a
way that mere than one individual is involved
in & tromeodtion

YWhether there are physica oces meoswures
rastricting access to  buildings, information
syshems, valobles, et
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1Z.

13.

Whether there is o system of swpervision anc
review of the work of various Functionarizs
Wharhar there are  sysmams  for  saking
adequate remedicl aclion in case of theft,
fraud, defaleation, ars

14,

VWhether there are odeguote safeguords
protect cash, vaoluables ond resources through
security / police escort, sofes, strong rooms,
physical occess restriction, ate.

15.

Whather fhere are systems & SniUre
sequential membering of doouments, receipls,
vouchers, ahe.

14,

Whether there ore systems of Reconciliations,
Le, the act of Lbalaning one system ic
ancther, fer axample, bank reconciliction,
reconciliafion of deparimental figures with
accounting figures

17.

Whather there are systems T ensure fimely
rendition of accounls

1E.

Whether fthere are  systers fo obtain
dadararion of omar, intimotion of cerrain high
value transactions, e,

1%.

Whather there is on adequate cnd ralicble
MIS which will enswe thot Iimportamt /
excopfional matlers or mafters  reguiring
arentian ore baing reparted to apprapriome
higher levels of managemert

Whether the depariment hos prepored omy
manual or flow chart listfing ow steps In vorious
activitias and proceduras which are spacific 1o
irs working.

21.

Whether the Stofl nipection Unt or Intermal
Wark Study / OEM Unit or any other agency
hos performed (I) Qrgonkoron ond Methods
Studes and [i] Werk Meawrement Study, etc
for prascribing appropriote work norms and
stondords of outpu! in kerms of guality and
guartity oz envisoged in CEMOP and, IF 20
w!1ﬂ1:i‘|'n:r their recommendation: were com :fied
Wi

Whather time limits were ficed for disposal of
caves and, il 5o, whether these lme lmils were
adbered fa.

Whathar the references from Mambers of

Parlicment and YIPs were prometly abendsd
to in the prascribed manner,

Whether any monthly progromme of Inspacticn
of sections / dedes during o year was drawn
by the Daparment / Ministry

Whether each seclion/de:k in the deparimernt
Is inspected by an officer of ¢r abeve the rark
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of Under Secrelary/Desk Officer, who does
net hondle any part cf the work of the
section/desk concerned, once in o year fo
ascertain the extent to which the provision of
the CSMOP ond insruerons lped rhearaunder
are being Followed as per CEMOP,

24,

Whethar the Inspecting Officer, ofter carrying
out the inspection oi indicoted obove, has
reportad significant paines, if ony, emarging
from the inspection, to the Secretary,

27,

Whethar the Inspecling Officer hag in
additen, brought the Impartant Fndings o the
notice of tha Department of Administrative
Eeforms ond Public Grievances (AR & FG) by
I0h April eadh yeaor.

28,

Whether the Depaortment [/ Ministry hes
davited procedures and strotegies for risk
assesament [ risk identfication, grading of risk,
analysis of impact ond plon fer  risk
management (including control activities for
meritering @nd  mikigating  the  risks),
commensurate  with the guontum of funds
handlzd, geogrephical spread, complexifizs,
dagree of decemrelizarion, diversity in natre
of the activities of the Department )/ Ministry.

29,

Organisational analysis including pracedural
manuels, delegalion of power

Exomine [ Internal comtrols hove been
atructured to emsure a ckear ond logical plon of
erganisational functions which establishes clear
lines of avtherity and responaibilty for
adminisirefive, Fnancial and technical achivitics
keaping In  view the enfitys bagic

objective/activity. See iF.

a. Crganizafional wel-up iz desigrned o serve
the malr oblectives/goals/activities of the
srgonsotion,

b. The wvniti are funclionally segregated to
sncsura  profestional,  Functional  and
technical specialisation,

c. Posrs created and dwtias assigned hove the
opprovol aof the comperent outhory.

d. The financiol functions are seporate from
odministrartive funclions.

e. The person resgonsible for the custedy of
the resource: is separate fram the one wha
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records transactions, maintain oooounts ane
financlal reports.

f. The dufies/resporsibiliies and  finondal
powers of each authority are clearly defired

g: Mo post hos remained vacant for a long
period ond whether additional charge helc
by aneother officiol hos  dilvted and
impacted finoncial /functionnl propriety

h. Procedural manuals hove besn prepared for
various Functions ond oclivitie: ond these
manscls are  reviewed ond updofec
perisdizally.

Administrafive Contrel Registars:
mMairtenance of vorass control regiorers s on
Impartant element of Intemal confrol srructure.
All registers induding =vbsidiary records should
be in presac’bed form and puges should be
mumbered, Following is on llustrarive st of
some of the stondard control registers being
maintained:

a) Expenditure cortrol regisier

b) Advaonce ragister

¢] Pay bill regisier

d) TaA and LTC bill regicter

e Medical dalm sxpenditure regisiers
f) Library accession/issve regisler
a) Stationery register

h! Stock register

il Stodk iszus regider

il Daead steck ragister

k| Invastment register

[} Register of comroos

m) Register of refund of revenue
n) Grants-in-aid register

ol Sanclion register

pl Register of cheque books

3.

EDOP contrals

Exomine:

1} Type of octivity /function computerised

2) Whether worous reports genercted ore
keing avthenticated /utlised for the purpose

for which these have Been developed.
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3] whether presvision exists for  generating
Monogement  Informalion  System  (MI35]
reports for control purposes.

4] Whether odequate sscurity exited for
peeassing as well as recording,/modification
of data enly by autherised persennel.

5] Whether there axist well defined pelicy or
guidelne: on occess cortrol, the system
Imegriry and continuity plan In case of

disasier.

32,

Whethar the administrative repeort contains-

* A certificate signed by the secetory of the
miniciry /department  certifying that  the
presaibed Intemnal control systems as per the
Stotement of Internol Condrels [SIC) have
been odhered 12 and the recommendations
af internal audit hove been ached wpon,

& A stotement showing the recommendotions of
internal audit and action taken an eodh.

33

Monitoring & Evalvation of pregrammes and
schemas

*  ‘Whether the implementing agencies have
wbmitted physical and Francial fargets
In respect of the programmes schemes
imglemented by the department/ministry,

#  ‘Whether any physical inspection of works
executed in the depormenr wos conducrard
by the Carirolling Cficer

34,

Eaview the functioning of Farllament Unil ta
see how It ansures fimely disposol of oll
paper: and moeaitering that the assuronce:s
given 1o the Lok Sobha ard Eajva Sobha ore
fulfilled within o oerod of rthree manths,
whether a Regiser of Peorliomentory
Assuramces wos mainfoined.

a5.

As per Central Secretariat Manucl of Office
Precedura [CSMOF], every dapariment snould
formulate on Annwal Action Plon indicasing time
frame of aclion with menth-wise break-up of
torgets 1o be achieved in respact of soch of the
aclivities to ba performed during the ensuring

financial year in the month of January, 5o that the

programmes and project: undericken by the
deportment are imglemented in a systematic
monner within the prescribed time frame.
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Monthly performance reports on the tems of
Mction Plan indicating the detail of targetac
and ocunl performonce with commants on

variance, end guarterly reperts sheuld be
prapared.

Theck whether tha requirements were compliec
with,

Comments | Compensating Controls:

| 4]
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Chacklist for Evaluation of Internal Controls relating to Cash Management

g

Check

Whather cosh book s mairmined in prewcribad
form

¥Yes

Wark

Paper
Refarence

Whather csosh  bosk poages  are  machine
numbered

Whather cosh boak contcing a certificate an the

first poge regarding the number of pages duly
signed by compatent outhority

Whether entries of receiats and expenciture cre
mode prompty every day in the Cash Baok and
aftested by DDO everyday ofter verification of
receipts  amd  poayments with  challans  and
vouchers?

Whaether pre.numbered receipts are lssued in
case of cosh receipts

Whather tha antriat in the cath boak are chacdad
by an cfficer not connacted with the writing of
enth hoalk

Whether certificate to the effect that the cash
balance found during  physical  werificarion
agresd with the balonce is recorded in the cash
bl

Whather surprise check of cesh bolonce s
conducted perlodically by  owhorities  not
regpontsle for maintenonca of cath book and o
certificate to fhe effect that the cosh bolonce
found during shrysical verificotion agreed with
the book bolonce §s recorced

Whether o report of surgrise check is maintcined

Whether huge cath bolance is mairtained, in
compansen with reguirements for immediote
dishursament. [&: per Rule 100 (2) of Feceipt &
Payment Rules, 1983 money shall not be drawn
from Gavernment oocounts ealess T it requirad
for imrediate disbursamant].

1.

Whather poyments ore preferably mode by
cheque only and whether payment of lorge
amaunrs [ayessdirg preseribed value) s made in
cash and nel by cheque (Payment of amount
exceading Ri 10,000 sheuld be maode by
chequas, a: requirsd by Reccipt and Payment
Rules, 1983).

12.

Whather the book balonce: are pericdically
checked with physicnl baloncss and mollizd

13

Whather receipts ore  corractly  poasted  in
chrenclagical arder from all receipt books
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Whether bank recorciliotion s  preporsd
regularly and differences bareeen bolonces as
per bonk pas book ord cash book cre being
investigated and claarmd.

15.

Whether cash reccipts are net diverted fo mect
doy ro day expenditure

1£.

Where subsidary cath beoks are malmained,
the ransacticms therein are accoswvred far in the

main cash book prompty

Whinthar coshias hot furrithad fidaliry honcls

Whether cash bolance: are kepd within limiks
prascribad ard net excestive

Whether all receipts {ircluding cheques, dra'ts,
ate.| ware posted in accounts and deposited into
Covernment occound on the same doy or next
working day. (s per Racaeipt ord Payment Bules,
1983)

Whether Bank accounts have been opened with
proper approval

Whather there it a reed and justification of
having rore thon ene bank cocount.

Whether the paymerts are properly outhorised
and recorded imrediately in the oo,

Whathar countertolls of pay in slips er cach
receiphs are on record.

Whethar cheque books ars kept in tafe cstody
and the presoibed procedure is duly obhserved.

Whether the pold chegques ocomponying the
Bonk Soroll are exomined 1o find oot thot there
are no wnouthorised ollerations in the nomes of
the payees and the amounts poyable. In coses
where such alterchons are found eves under
aMestaticn of the DDD, the coses are checked
with reference to the reloted pa'd vouchers ond
sanciion,

Whether adeguaote core s taken in Ewing
chegques in liay of concelled /time barred chaques
with reference to relevant records

Commeants [ compensating contrals:
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Checklist for Evaluation of Internal Cantrale relafing to Budgeting and Expendilure Cortral

Chech

Tes

=M A=

Paper
Radaranca

Whether there are rules and instructions relating
m rthe formulcrian of budger and reviesd
cstmakes ond responsibilifizs  of  different
functioncries.

2.

Whether there wore wida varictions under
“Revenve Expenditure”, “Caooitol Expenditure”,
“Loons”, "Lrarged” and "Veoted” cotegories.

® ‘Whether the expenditure iz contained within the
hpﬂw revicad asfimatac.

B 'Wos the sxpanditure under Plan and nan-Flon

within the revised estimate? Was here on exces
or saving beyvond 10%3

® ‘Ware there parsisient saving: over lost three
years undar any Mojor head, indicating poor

pre-buedget scrutiny of scherwes?

Whether the Revisad Estimotes and Busdgsd
Estimates submitted te Firance Dept. cre
apporec by the estmate reczived from the
estimating avtharities for vorious zones/cfficers,
wic, (DDCs)

Whether the soving: wera surrendared belora
the  end of  firncial yeor/oifecting
implamentation of progrommes and activities.

Whether thera are arrongemartts s prevend
transfer of funds from the Consclidoted Fund 1o
daposit accounts for utilization in wheequen
financlel vears

Whather the drowing and diesursing officers crs
adhzring ic the fime schedulzs proscribed for
submisslon of esfimotes.

8

Whether the Deportmert is exerzising adeguaie
wruting over the estimores furnished by the
drowing ond dishursing officers and  the

justifization furnished in support of eriginal
L it {1 aned LML of cddrional

requirements,

Whether the adwin‘srrative Secretory ard Head
of the Deportmert are exarcsing adeguate and
eifective role in formuloting the departmental
budgat and a=arzising fthair dedignoted
resporsibilites.
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10

Provision of funds
Examina whethan

a, Contrsl records are muairtoined to watdh
progress of revenue ond expenditure against
estimated recelpts ond allocated funds.

b, Yoriation between ocwal expenditere onc
budgel  ollocation  are  exomieed ol
cppropriote levels and wherever necessary
re-appropriction is approved by specified
cuUthorties

Whethe:  there  adequate  srstern  onc
arrangements  avoiloble far determirotion of
allstmert of funcas to various drawing anc
disbursing officers aad rhair imaly relacse

12,

Whethe- the DDO i5 nominated by compstent
authariry.

13

As par GFRE 291, permorent odvance or
imprast for mesting doy to day confingent anc
emergent expenditure sheuld be granted to ¢
governmant sarvant by the heod of deparment
in consultetieon with Intermnal Raance ‘Wiag,
keaping the arount of scdvones ta the rinimm
as required for smooth functioning.

Cheds whether the arovisiows are complizd with.

Whethe: the advoness drown an obsrract
confingert bills far making edvance payment 1o
spplier a1, are adjusted within fifreer days of
the drawal of advance (as required by Rule

293(2) of GFRs_2005)

Ched:  whether contingent  advances, TA
advanees, LTC advonees, ete. ore adjusted wirin
the preseribed poriod.

Ir.

Whethe:s the cantral registers predwribed under
the GFRs, Recaipt and Poymant Bules, ete. for
ereprcising check over expencinre are proparly
maintaired in the preseribed momner.  Some
lNustradlve records are Cosh Book, Bill Beglster,
Deod Stock Register, Register of Undisbursec
Pay ond Allowonces, Stock Reglster of Recalpt
Books, TA Bill Register ond Log Books.

‘Whethe: tha funds ore releazed dmely 1o vorlous
drawing and dishursing officers

‘Whethe: thers ore adesguote arrongemerts far
communicetion of alleimants to the drawing one
dllbuulng officers concarnad

19

Whethe: there is adequate madhinery for
seprcising sxpendiure contrad ond  monitoring
experditure incurrad by field units
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20.

Whether the monthly expenditure stotements are
racaived timaly from the drawing and disbursing
officers,  crrangemants made fer their
doementation avd analysis and are ther viilized for
the purpase of sxercising effactive confral owver
& panditurs,

Whather there 13 o mechanism to  prevent
irreguiar  diversion of fundk ond  exerciting
contrsl  aver wtilisoton amd prevention  of
eliversomne.

22,

Whather there are adeguete orrangements for
manitaring expencinre an whemas and thair
adequacy,

23,

REush of expanditure

Whether thare is mechanism to ensure urifarmity
in axpenditure in every quarter ond prevent rush
of axpandiure rawercs the close of rhe finoncial
vaar, [Rule 5&(3]) of CFR:  provides shat rush of
wxpencituns, portcularly in tha closing monhs of
the finercial year, shall ke regerded a3 o
breach of fivedal  propriety. MOF hos
amphatized that under an  effactive cash
managemenl syslem, no! more than 33 percent
of the budget sheuld be wiilized during the last

guarier,)|

4.

Econemy measvres

‘Whather the instructiens isswad fram fime te fima
by Ibe Ministry of Fironce, Depariment of
Expenditure for obsenving fiscal prudence and
aviterity in  expendilure  mapagemend  cre
complied with,

[Fer axample, according fo  instructions  of
1652001, reiterated on 2492004 and
2371.20C5, 10 percent cut in the number of
poits wal to be mode and posts lying vocant for
mare than cre year were 1o ba abalishad.,

Hove these Instructlons been Implememed by the
Ministry, and it ottached eond whoerdinate
officest

Are resirictions on office eapenses, telephonss,
patrol, hospiality, etc. impored by MOF

implementedy |

25.

Whather the expenditure on secrat servicas s
being odequately moniiored by the respective
Head of the Office threugh reperts submitted by
the officer designoted for incurring expendiure
on Eecral sersoem
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26.

As per Rules 53 and 58 of GFR:, controlling
officer thousld maintoin o Liobiity Register n
form GFR & in order to see that there b no case
of excess expendifure cover fhe sanctionec
amowni. Further, in order to maintain proper
contral over axpenditure, the controlling officer
should cbiain from spending outhorites, Bability
stotements In form GFR - §-A every maonth,
starting Frem the meonth of Oceober in each
finondal yeor.

Clesck whelher these provion wers complied
with,

Comments/Compensaling Centrols:

| 4]
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Checklist for Evaluation of Internal Controls relating 10 Accounting

.;:_lﬂ

Check

Work

Paper
Reference

Whether there is regular reconciliotion of Fgures
of expendiure and recelpts by the Drawing and
Disbursing officers (DDOs) ot periodical interval
with the figures booked by Faoy ond Accounts
DOffices [FACE) in #he accounis and with tha
aocredited bonk and by the PAD with the Bonk
and whather ditfersnces ore investigated and
comedions mode?

(Para 1.10 of the Civil Accounts Manual)

Whather the princizsel acceunts cfficer [PAD] of
eah Minlstry & sending in the prescribed
preferma o menthly stolement shewing the
experdilvre vis-d-vis the budge! provision wicer
the wvarious heads of oocount, to the head of
Department responsible for overall contrel of
sxpancirure agoine the gram of the Ministry of
a whsle,

Whather the Figures s¢ communicetes by the
FAD are cempared by the Heod: of deparment
with those comsolidoted in Ferm GFR 12 and
differances If ony, are token up with the PAD.

Whether the Heod of Deportment ks furnlshing o
quarterly certificote to the PAD cerfifying the
cormecness of the figures for the guaner.

(Para 1.7 of the Ciril Accounts Monval).

Whather the CDO: were sending the fsts of
mizcelloneous receipts received In cosh and
valuables remitted Inta Benk bo the PACH
Whather recelptz ore belng usec o meet
expenditure, unless autherized by oppropriote
iules,

Whather a steck cccount of Feceipt Books s
mainfained wrd dosing bolunce in the  siock
actount wverified by the Head of Office
periedically ond o cerificate & thal eflfec
recorced in tha register (85 per Bulas 22 fo 24 of
Receipt and Poyment Rulesl.
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Realization of deporfmantal ravenus

Whothes systems hove been preseribed for

ensuring that

al  Proper record of receipt Books s kept ane
the books are issved only o porsons
outharieas o Tive receipha.

bl Heceiph are machine rumbersd and are
lsgued in chronological order.

4| Recaipr are corractly pested in main cath
heak.

dj  Where subsidiory oecounds are kepd, totals
ore taken 1o main coshbook and the
rece’pls are correctly pasted,

el Reverwe 1o be reclised i comedly
ossessed, demaond notice Is isusd onc
recovery watdhed threugh aroper cortrol
racords whidh are parledically reviewsd.

f)  Reverwe is correctly dassified in account.

gl In respect of realisafion by way of money
ordar, chegues and drafts, an etfective
system of collection and accounfing has
heen prescribed and follawad.

h] The reverues reclised are duly pasred n
Cemond and Collection regiviers and eross
chackad o ensure that collactlons as postec
in Demand and Colledion registers howve

been culy tuken 1o cash book,

i) Logs of revenues it duly examined onc
wiitten off under sanction of opproorale
outharity.

Acguittance of paymenis

Whethe: the legd guitome in sepoocrt of
poymant made i obtained in on Acgquitance Reall
in Formm GAR 24 for poy ond allowances and on

the office coplas of Eills for other payments. Under
Rula 72 of Caviral Gevernment Aczsunt (Rese’pt and
Payments) Rules.

Whethe: Acguitionce Rolls ond oflice copies of
bills en whizh guittance & oblained are stompes
as PAID,
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Wheather maneys wers drowa on AC Bils and
kept in “Deposit” ta avaid lepse ef  grant.

Whather meney: drawn on fully  vouchad
contingent bils were supported by proper
cortificates, for examrple; certificate regarding
recelpt of stores, sub vauchers.

Whather advonces are adjusted m oppraprione
head [for example, medical odvances), whet |1
tha coatral  exencined by Head o
office Depariment in this regord?

Whather hills whwined or the fog end ore
cleared by PAC, Treawry/how many retumed?

Whather the retormts in form SFEs-12 were
wbmitted by the controlling officers to the Admn,
Department?

Whether the presrbed forms to  show
sxpenditure agoinst the heads of accourts, to
watch receipt of the prescribed refurns, etc. cre
mainrained in the Directcrotes or in the offices of
the selected CDOa,

Whather Danadd Stock ragiver & maintained anel
eniries made a3 seon a3 an ltem s procured and
Inmpes ore mods#

Whather the physical balavses of deod steck
irems it wollind with rhe book holonace of soch
item periedically?

Ragister of undithurisd pay and allowances

a  Whether an accoun® ¢f undisbursed pay and
olicwaonces ks keot In a reglstar In Form GAR
25 [As per Mote 2 below Rwle P2(3) of
Eece/pt onc Poyment Bules)

s  ‘Whether entries of the fotcl ond particular
omount undisbursed cre made agoinst scch
bill serally and whsequent payments thereod
entered in the oppropricte colomns of the
regisdter ord the cash bock ond each such
sntry amtasied by o gozetted officer.

= \Whethar balonees of each manth are properhy
earrled Forword te the nest?

®  wWhether acion it mken o dishurse the
amaunt to the scyees prematlyd

Whather the Bill Register iz maintained in Farm
GAR-2 by each head of office wha is avthorizad
e drow merey on bills tsigned by him, reviewsd
marthly by a gozetted officer and the result of
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the review recorded thersin to  prevent
presentation of Fravdulent bills.

TA Bill register

*  SWhetter there is o conirod v emore thot TA
cdvances ore adjusted within 12 doys of
complefion of The tow?

* ‘Whather it it erarad ther, sven whan na
edvance I3 drawn For the teur, TA bill is
winmirred within nne year, os preseribed n
GERs?

Log Boha

* Are logbooks in respect of soff cors anc
athar vehides mainiainec in the correct form
ord ertries mads prompiyE

* s the lcg book belng scrutinlzed by o sanlor
afficar once a manth?

& s there a conirel to check mivee of the staff

cord

#+ |3 histary sheel of vehizle mariained?

21,

Cffice Contingencies

Examine whethar:
a. Proper record of expenditure under each
cotagery [ staticnery/ poslage,

maintenancs of vehicles, Freight, carrage ot is

keing maintained.

b. Expenditure on various Trems of confingencies
it regulcted according to presarbed szales
crd provision of funds

Vouchere

Exomine whathar the fallawing contrals are n

place:
a, Weuchers are entered ir a chronclogical
arder and are given distinct sasicl numbers.

b. Claims are cearly stoted ond ore duve onc
admissible.

¢. Arithmeticol caleulations are chedked.

| %]
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d. Receipt: of the claimants are availchle.

e, Materials purchosed with reference to the
claims admitted for payment are duly recordad
in the relevant stores/stock regisiers.

f-Claim admitted is cersidered recscrable for
the purchase and sanstion far purchase /payment
kmwed by predcribed owharity s avallabla on
record.

a. Youdhers are duly stamped "poid” and
cancelled to eliminate possibility of deuble

payment,

h. Payments are, as far os possible, mode by crossesd
chaquay

LVouchers are correctly clossified and entered intc
accounts.

23, | Whather regislers for watching dizpesal of asdit
oblections cre maimtalned?

Comments { compensaling conirols:
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General Cheeklist for Bvaluatian of Internal Contrals relating to Parsannel Adminictration

5 Cheeh Yz | No MA- Wark
Mao. Paper
Refarence

I. Whethe: there eaiits o homfer [/ plocement
policy of cfficers at various levals¥

If s0, whethar the policy provides for rolction of
officers posted ot a poriculer dlace [/ post after
completing a defined tenure (aspecially ceniitive

places,/posts)?
Whethe- the palicy wos implemertacy

Whethe: approval of the competent awtherty
was chioines, far any deviations fram the ais
down poliey?

Whethe- there exisls o centralized datobase of
officers® ploces of posting, duratian, posts held,
ete.  for  enabling implementetion <f the
tronsfar ‘olacemem policy®

2 Whethe- thore iz o policy of retoling the cuties
of sraff, & prevenr davelopmemt of vested
intarests ond enlarge the range of the shills of
erployees by sxposing them o different kinds
of work (for exomple, say, in a key seat for not
more thon 2-3 yeors ond in o section for not
mere than 5 yearz).

3 Whether thera are systems to obtaln declaration
of asets, intfimafion of certoin high value
tronsoctions, et

4, Whether the deoparmend has prepored any
Manual er flew chart listing ot seps In vorlous
activities ond procedures which are specific bo it
working.

3 Whether there B an effective system in place for
merlordng of: (@] Fresh oppoimiments, (b
Pramction and fransfer

&, Wherther, in rerms of Deporment of Expenditurs,
Minigtry of Finance CM Mos. 7[3] ECoord /7%
doted 05-08-99 cnd DOPT OM no.2/8,/2001-
PIC dated 186501, reifercted by the Ministry of
Finonce oum nos 7(5) E.Coord/ 2004, dotec
24.09.04 and 7(2]E. Coord/2005, dotec
23.11.05, 10 per cerd cut in number of posts was
mode ord oboliien of posk Iying vacant for
mere fhan one year was ensured.
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|

Whether, in case of vpgrodation of pests, the
conditions of upgrodation ware complied with
flke wrrerder of a lewer post)

Wheather, a5 required by G0, MF, .M. Mo,
3 I13FE IV (A} 76 dated 25th November 1974
halow Rule 199 o Supplementary Rules (SE], tha
head of the cffice is inpecting armuclly ot leas
wn par ren' of the service hooks and leove
acsounis.

Whather the service books of offizials complating
rwanty five years of service (bafors five yaors of
refiremant were wverifisd by the Poy and
accaunrs oMics

Whather any  indudtier/aeniority list 2
maintaineds

“Whether government has installed  internal
contral for monmitoring fresh appointments and
trovsfar ond postings in the depariment.

Whather infarmotion regarding senctionsd poss
vi. parsons in podtion was avallaklz in @ date
oz,

Whether persons were trorsferred from/te
Astonomous  Boadies  only  with  proper
government ordars,

Manpower analysis

whether internal cortrols cre In ploce for
ensuring thet:

a. Sraff pattarns conform to norms and standords
prescribad for the purpose.

b Clear demorcotion of functional
responsibiliies exls! omong the personnel

. Job ornalysls, dewription and specificotions
hare been clearly jpel oul

d. Allecction ond octual deployment of
manpewar & of per sonctioned strength and
controls are cvailable for menterng efficient
and effective utilisction of manpower.

&, Fropar systeams hove bean  institeted for
reviswing a1 periadical intervals the weork laod
and odequocy or ctieralie of monpower
IESCLITES.
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15

Advances le amployess

Audit will examine whether confrol recorcs hove
been devited cnd cre being maintcined for
ensuring thot

a. Froper record of aodvonce Is kept onc
recorery is walched

b, Amcurt remaiming wnutilised i1 promotly
refurded

€. Racovere: are made in all caves o= par rules

Teh.

Whethe: thera 1 a sysfem fa ensure insurance of
house/flet purchosed wsing Howsz Building
Advonce (HBA). #s per Rule 7ibj of the House
Building Advance Rule: on official has to imsurs the
house /flot Immediotely ot his own cost on
completiorn  of constructisn er purchose of
house/flct for not less than the omowt of
advonce and thall keap it so intured fill the
advance fogether with interest thereon i3 fully
repaid ta the gevernment,

17.

Prevident Fund Accounls
Examine whethar

»  Whether there are adeguale conlrols over
sanclion of odvance withdrawal from GFF

1o prevent frovdulent drawals,

» The contributions to the fund are n
accordance with the prescribed rotes one
are credited o proper occounks.

& The increate or decrease 5 reguiated in
ascardancs  with rilss  and  contriBations
recovered.

# The odvonce or withdrawol, both refundoble
and nonerefundakle are duly authorised for
the specified purpoles occording 1o
preseribed  rules/seales and refund  of
advonce /withdrawal s wakched.

& rtared it correctly omessed at preceribec
rales ond eredited at the aad of the
finonclal year *o the indlvidual oocounts.

*  Balance in ecach account i5 worked out at
the end of the yeer ond communcoted e
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the individual employes for oacceptance/
varificatian.

18. Expaenditure on salary fwages

Exuming wheiher:
a, The empleymert of individual i3 appreved by
the sompetent authosity.
b. Therz are written authorities in accouts
deportment for general incremse in pay,
individval increcse  in  poy, advonces  of
walary /woges /Ta, erc, leave availed, medical
relmbursemant, boms, etc.
. Froper control record of emgloyment on
specified jobs s available.
d An amessmenl of work wisd-vis the
expenditure incurree is made.
# Thare are adeguote contrel: against the
chances of inclugion oF fictitious nomes, over-
stoting of rotes of wages or the days of work
put in, efc,
f. All existing posts have been created wnder
orders of compstent outherity and are in
preseribad pey scales.
g Pory finafion has been reguloted correctly
awording 1o the rules opplicable and tha
dedudtiors for pravident fund, income tox and
advances taken have beean correctly made ord
contral reglsters hove been maimalned.
h Tours are duly sonclioned by the competent
autharity and claims reguloted occording to rules

T?. Service records
Exuming whether:

a, Procedures hove been laid for ensurimg that
iervice recards of cll emplovess are keing
maintained and dhecked.

E. All everte are being reccrded in sarvice
records and are being checked.

c. Momirafions in respect of DCRG and provident
furnd have besn mede and ara avallable in the
service records.

d. All persanal enfitlements cre being correcthy
worked ouf, checked, paid and properly

recorced,

Commeants /| Compensaling Confrals:
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Cheacklist for Evaluation of Internal Audil

Check

YWhethe- there s an omangement for Infernal
auwdit

Yas | No | -NA- Woark
Paper
Reference

‘Wherthes thers ors arrangements o Snsure
Indepanderce of the imtzrnal avdit officials one
prevant canflict of interest

Whethe- the internal avdit werk ancompasses ell
the impertant fusctianal areos ond desks ar
merely confined to cocounts

Whatha: the imemol audit wing alsa covars the
varicus public sector wnils and autonomous
hndiat urder rha Ministry / Deparmanr

Whethe: the duties relating to intemal audic are
separate frem those ralatiag to financial advize,
reeaipt, dishurtemerr and accounting funeriong

Whethe: the eod of indermal audit [Chief
Cortraller of Accourts] reparts directly w0 the
Sacrefary.

Whethe:s the internal avdit wing iz adequarely
staffed oy quelfied aad traihed persennel

Whethe: the rtemal ouckt officals cre given
adequate training in intemal cwdit work onc
periodiccl in-terice fraining progrommes for

vpgroding their knowledge ond skilla,

Whethe: the infermal avdit  officiele  are
possesing adequate exparierce in the functional
areas which they are required fo cudig

10.

Whethe: the internal audit officicls are being
redained in the internal audil wing cs cpecialists,
or being transferred out to other wings?

1.

Whethe:  large oumber of  ltermal  audit
objections are outstending For long

12,

Whethe: the freguency of intemuol  audit s
adagquate

13.

Whethe- the planning of internal awd’t work anc
alloeotion of fime and seriedicity of audit are
based on risk oawessment

Hew fwhether it 1 ensured in oudit ploneing ihak

# Al kay ricks ore idenrified and cotegorized:
end

& Examined with reference o thalr [ka!lhoos
crd impac
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Whether all the units or offices planned for
internal cudit ware covared, o whather thare i
a sheritall

Whelher odecvale fcllow-up odlion is laken in
respect of the findings and recommendotions of
intarnal sudit

Whather the internal  oudir repans  include
swbstortive findings, ond nel merely mingr
procedural lopsss

Whather tha infemol oDucit repert containg
genine [ssuss of Intemcl contrels, cempliance,
frovd owarenss: ond | pravention  and
perfermance issues.

YWhather the iniemol ouchh reports  confain
recommendotions For correcting the deficiencies
madiced,

20,

Whaether the internal ouwdit reports on eoch
amignment are sent fo the corcemed Secretory
in the farm o o monagemes lemerd (cooy
endorsed fo the head o the unit avdited).
YWhather thare Ba Best Prodgke Gulde or
Manupal for the intemal oudit wing and whather
they are vadated

21.

Whather the imrarmal oudir wing is ousoeciorsd
with any risk o=sssmert octivity for the
Department ¢ Minstry

22

Whather Audit Cemmittess are confifvted in the
Ministry /Department  for  reviewing  the
compliones of the recommendarions given by tha
internal oudit

23,

24,

Coordination  betwesn infernal ord statulory

audits=

= whether Annual Aucit Flore and programmes
are shured fo avoid deplication and ol in
their respective avdit planning;

» wheiher Instifuilonol mechanlzms cre
created Fe anevre commen uwndarstanding

ond sharing of audit techniques and methods;
= whether there it oy sharing of fraining
YWhether the Internal ouditor osslsts the Secretory
of the Ministry /departmert in monitoring  the
actien  taken en the Ffindings and
recommendaticrs comioined In the local Aodit
Inspecticr Heperti and Avdit Beports of the
CRAGY

25

Whether periodic meetings are held betwean the
stautary aucler cnd Intermal aucl o review tha

progressd

25,

Wheather o Hegister of SeMlement oF Audit
Qbjecticrs |Statutory Awdt) was maintained.

Comments /| Compansating Conirals:
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Checklist for Evalualion of Internal Conlrols relating to Stores

Purchase of Stores

Check

Yas

Wark

Papar
Refsrence

Check  whether there  are  well-devisad
departrentel regulotions / instructions governing
purchase, receipt, inspection, custody,  Biue,
condemnation, sale [ disposal ond seck
varificotion of cores

Check whether there are chedks bo =nsure that
the quantity ta ba purchosed woe determined
tcking infe account the present and future work
requirsments of rthe concerned aucites entity
(including raguiremerts received fram units and
fiald formariane] ord tha requiramant Ao
besn awessd an a realistie kasis and rer
merely based on availabiliry of funds.

Cheek whether availakiity of funds [budget
provisions) Is checked onc nct exceeced, before
considering proouramant.

iherk whether dores of rthe reqoirad
specificafions covered wnder rote  corfracts
entered Into by the Direcorote Gemerol of
Supplies end Dizposals or ony oiher approved
rote controdt were purchosed only under such
rate contracts.

Check whether there 5 o system to ersure thei
epen <ormpetifive tender (a5 preseribed under
ihe relzvart Finonclal Rules) wos odopred for
purchases Frem contrectors or suppliers

Chece whather the system ensures thar purchoses
are made anly frem the kowest tenderer unless
there ore recorded reason: far not deing sa and
duly epproved oy the competent avthority [Rules
137 to 141 of GFRs)

~

Check whether there 13 a system to sraure that
stores procwred [ordered) are of opproved
gquality and gpecificafion:.

Check whether there ks a well defined delegaticn
of power: to sancion purchases,

iheck whether the purchase arders are spliv up
0 as to avoid the npcossity For obboining the
requisite sancilon of higher outhorities (Rule 148
of GFRs].
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Check whether there s a mechanlsm to enwure
that the purchase order terms and conditions
conferm to the applicokble codal provisions and
iistructions / orders issuad from time 10 tme by
the Gavernmrent,

Check whather necassary precoutions one roken
to sofeguard government inforests in cases
Imvclving advance socyments for supply of stores
in terms of the cordract previsions or Government
orders.

12

In coses where advance was poid te supplicrs,

check wherher the

a. Advances pald ore os per terms of ogreement
b, Advorce has been limited 10 the admsible
amawnt and s not pald chead of gprescribe time
¢. & proper record of such advancs is kept and

recovery fadjustment i3 waiched
d. Stares were receivec within the stipuleracd
peried and the advanee payments adjusted.

13

In crise on the affizsr draws money on abstrac
confingert billa for moking advance poyment to
swpplise aic. whather it = ensured thor the
advonce is odjsted within Fiffeen days of the
drawal of odvance. [(Rule 232 (2} of the GFRs
2005].

Comments / compensating conirols:

Custody and Issue of Stores

Chack

Yas

“NA-

Work
P‘qu-r
Referenen

Check whather officars smrusted with csedy of
sicres or holding charge of stores have furnished
the seourity praccribed In terms of the instrucions
imezd from fime b fime by the compeoient
outhorkry and whether such securfty Is currantly In
ferce

o]

Check whethar o porticular official hos been
resposicle  for  the owstody of stores  for
proloaged perlods ond, If so, what sofeguards
ware haoen 1o prevent mizuse of kis position
Check whather adequare storoge facilities are
ovoilable ond precovtionory meoswres hove
beern taken toc protec sicres from damags,
undue detericretion, thelt, pilferage; efe.
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Check whether discrepancies, If uny, between the
hook halancet and the ground bolonce: wers
reconcled promptly.

Cherk whether appropriate and affective fallow.
up action has been taken an reperts of physical
varificotion of piores for making gooad any losies,

Check  whether odegucte precautionary
meaiwras Rowe beesn 1oken to prevent misuse of
miatarials Bswed 1o contracters fer use in warks

Ched: whether there s o mechanism o ansure
that adequate efforts are made ke transfer
surplus  stares 1o other  warks,  divisions,
departments or offices where these could be
uilizad,

Check whether a repert on surplv: stores that
could not be sa tromsferred to other works,
divisicrs, departments or offices and on obaclete
and unservicechla stores, specifying e reasoant
for so declaring them, hay been promptly sent tc
the comparent outioarty  far Focilivaring  thedi
dispesal

Chedtc whether there s o mechanlsm fo ensure
that all iszues of steres are supperted by proper
indents ond hove been opproved by the
compelert authority end acknowledged by the
irtended recipients

Cheds whether there is a mechanism to ensure
that only swch moteriols as are orovided in the
agreamett were Bwed to confrasters in o
phmsed moreer bosed om s we withir ©
reasonable paricd.

Chede whether there Is o medchanlsm 1o ensure
that the ccale, I oy, preseribed by the
Covernment or any other outhority for iswe of
stores of any porticelar kind, woe net excesded
while issuing the shores.
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Write-off (disposal of stores

Check

Yes

-NA-

ﬁﬂlk
Paper
Reforence

Whathar there 1 a mechanios o engure rthee
odogquate measures are toker fo swrvey ond
segregote surples, urserviceable ond obsolete
deres ond to  consider their disposal in
accordonce with the procedures prescribed by
ovarnmant in thiz regard.

Check whether the sole of surplus stores Is mode
on receipt of poayment: in advance against
oroformo involoes

wheck whether sales en eredit are outhorised by
the competent cuthor'ty

wheck whather the sole procseds cre promptly
realised, In cote of sales on credit. Analyse ond
commant upen any instances of proceeds agains
cred't =zales remaolaing  unreallsad  for
sonsiderable periods.

Camments [ compensating centrols:

Store: managemant

Mo.

Check

Check whether opproprioie stock limis  for
different categorsies of store: wers fixed by the
audiee entity / Government,

Tes

Ma

“MA-

Wark

Paper
Refarance

Chech whetker the balancas in stoch axceed the
orascrlbad limis.

Check whether there hos been rwsh  of
axpendliiure on procuremert of the close of the

fimarcial wear ¢r fichiticus bocking merely with @
view 1o utlising the budget grants.

Comments [ compensaling conirols:
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Stores records

Chesk Yes Me | -MA- Wark

zv
g
L

Reference
1. Chede whether cll stores ware exomined, on
receipt ond while accepling delivery;, 1o
determine thelr condition and to ensere that they
wara of the approved quality, maks and
specificafions and the guantities conformed 4o
these ogreed vpen,

2 Chedt whether the stores hove been rtogen on
tock ond entersd in the Good: Received
Shests,'Bin Cords.

3 Check whether the previcus stcck Balorces hove
been correctly worked cut, corrled forward and
authenficated by a responsible officer.

4. Chode whether the individual bin cards howe
been molniolined cdhronologlcally bosed on
receipts and issues,

5 Check  whather the Fricad  Swcres  Lacdgers
containing the value ascount of Meres have been
maintaired, wherever required 1 be mainraired.

Whare priced occaurnds ora mainfained

5 Chack Yae Me | -NA- Wark
Mo. Paper
Refarence
1 Chedt whether the stares are priced In the
prescribed  mannar with reasonable aecurocy
and the rofes initiclly fized ore reviewed
pericdicaly, correloted with market prices ond
revised where mecessary,

2 Chede whether the value ascounts tally with the
acoun's of works ond deporments corrected
with slores trarcactons.

3 Chedc whether there Is o system of reconcilation
of the balance: with quantity accounts

L] Cheack whather weps have aeen 1oken for the
adjustment of profit or low dus to revavalion,
ok warifieatian ar ather couses not indientive af
any serisus disregord of rules.

Comments [ compencating conbrale:
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Physical verification of steres

Check

Check whether thera Is o system of regular
phrysical verification of all stores, (Rules 192 and
194 of GFFs provides for physical verificotion
of all storec ot leart ance evary year under rules

orestribed by the bead of the Departrment.)

Yes

Mo

-MA-

Wark
Foper
Refarance

Chadk whether & certificate of verflcatian of
sicres b recorded periodically oy the responsible
autharity.

Check whether the system odopred by the
axecutive for verification s odequote ond
HIPET.

4,

heck whether the discrepancies Found on s*ock
varificofion core  properly  imvestigoted ond
reconcled,

Check whether the staff responsidle For stock
verificafion are, wherever possible, indspenden:
af those respensible for the physicol cmstody of
sicres or for maintaining the accouits.

Check whether the stock veriflers work, wherever
practicoble, direcly wunder the control of the
Fevarnmant and not wuncer the heoads of the
individual depariments concermead.,

Comments [ compencaling conlrols
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Checklist fer Evaluation of Imernal Controls relating to Granis-in-aid and Leans

5
Me.

Check

Yat

-MA-

Wark
Paper
Refaranca

1.

Whether thers 5 or adequcte system o fumnish
e CRAG [ audie Office of the |AZAD every
yvear defailed information about the finandal
aEisiance ﬂi'ﬂﬂ'l'l W wariaus  instinstions, tha
purposels) for which the assistonce was
wanctioned and the teral sxoendiuee of the
institufions in order to idertify the bodies and
aurhariries thar atraoc oodil under Secions 14
and 15 of the CAAG's [DPC) Act.

Whather thare it a well defined dalagoricn of
powers to sanction gronts in aid?

Whather there is a system to wotch racaipt of
viilisation cerfificates from the recipients of
grants?

Whether thers is o system of assessment by the
sanctioning autherity regarding the suitability of
the institution secking the gromt and satisfying
about clearance of any ollegorions against the
institufion

‘Whather thers ¢ g0 mechonseam ' eansors that no
grants are sanctisned whare thare I3 reasoncble
doubt or wgpestior of corrupt procices unless
the institubion concomcd hos boer deared of the
ullagnlt-uns-

r

Whather thare is a system of indicatng, n every

order sonctiering o groat,

* whetter i is vecurring or nonsrecurring in
nakure
the chject for which it is given
the genaral and spacal condirions, If any,
attached to the grant

- a provition be the eifed that the accoumfs
ol the grontee instinions shall be open
ingpection by the senchioning
authority /Audit  whessver  considerad

nasaceary by tism

Where the power of sanclionng grants |3
delegared ta subordinare suthorities subjest w2
the prior fulfillment of certain conditions by the
grantess, wasther rhe soncticring aurhariry e
having adegucte methad: to safisfy itself of such
Hulfil e,
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Whethe there is a system to ensure that, before
a grant it paid, the sanctioning cuthorities under
s control showld, os far as pessible, obtan
audited stotements of the occounts of the
grantes institvtions in order to estoblizk thot the
grant s justified oy thelr finonclol pedilon anc
alse to ensure that any previous grant was spent
for the purpose far which It was Intended, In cose
sweh  reguirement it stipuleted by  the
Covernment,

@

In case of recurring gronts-in-ald mads to en
instinifian, whetker the soncrioning autharity has &
system 1o salivly itself that the insfitvtion cortinues
fo function oz intended and thar the circumstances
in recagnifizn of which the grant was sanctiznee
still continue ro exise.

Q.

Whethe: theras is a syitem fo provide 1o Audit, ¢
fommad  cetificate  confiming e proper
uilizaticn of the gront from the odministrafive,
techrical ond Ffnonciol peoints of view. Audit
thould watch the complionce of this reguirement.

Explaimeriam

Hermally, the cerfificates should be based on
audited statements of accounts asd  reports
regording the performerce or achievements of
the grontme in relotion ta the abjects ond
condifions of the grants.

1.

12

Release of grani-in-gid (GIA)

W'hether the Ministry of Finance (Mof) expenditure
maonagement guidelines of 23.11,200%5 or othar
ribevont instructions have been followed while
ralansing GlA 10 muranamous hociss,

Explanatian

Ministry  af Finonce through i expendifure
management guidslines dated 23.11.05, hac
diractad that in arder 1o reducs the depanderce
of avtanomaows bodies on budgatary support anc
81 them an a course of grearer self-relicnce, the
general purpase defict grart-in-gid in 2005-08&
weuld be reduced 1o 95 per cend of octwal
amowni of sudh granls given in previous three
¥EOrs,

Cartral to watch utlization of loons end grants

Under Rule 224(2) of GFRs, tha utllzation
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certificate (UC] in respedt of won shovkd b fumished
within a recsonable Hime a®ler the laan i paid o
an instiution. The target date sheulkd a3 for a2
poisible be nor leter than eighreen months from
the date of sonction of the loan. The due date
for submission of the utilization certfizare shauld
b specified in the letter of sanclion of the loan,
The target date as specled should e rgidly
enforced and extansion should be allowed only
In very exceptlonal ciroumstances In conswltation
with the MOF under infmotien to the Aodi
Cfficer. Mo further koone should be sanclioned
unlez: the sonctiering authorities ore satisfied
about the oroper uilicotion of earlier loon
tanctionad to an institution.

What it the cmoaunt of lean: fer which uiilizakien

certificares have nol been received even alter
tha dus dote¥

War there o control system to watch fimely
receipt of s and 1o ensure that further relecse
of lnar Iz not made wunles: the UC for prevous
leens was submited?

Under Rulz 212[1) of GFRs, whenever & ron-
recUrFing grant it tancionad ta on indinron, o
certificate o astval ullization ofF the grast for
the purpoie For which it wos given should be
insisted woan. The UC should be submitted within
12 montts of the closure of the finonclal year.
Further, cccerding te instructicr of MOF of Moy
2003; no fresh grort Is ¢ be releosed unless
ulilization certificates For the previous graats
were fumished.

Check whether there wos releoss of further
grante even thewgh the U in resped of the
earlier gront wos ol received,

Under Rules 208 ord 20% of GFRs, if finondal
asistonce wos proposed io be gronied te o
profit-making  sodety or crgonfzotion, the
feasibility of giving swch esistance oz loon
instead of gront-in-aid should be specifically
cantiderss by the sanctionng aotharity in
conzultation with the Mof.

Was this comiderad before relecsing grarts 1o
profit-making scciaties/orgonizomions?
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# Hova genarol princ’ples far oward of grant-in-
aid For centrally sporssred schemes been
followard®

#Whether fime bound fargets for moniloring,

mid ferm evakcton and detsiled impast
studies were prescribed?

*Whether thare were any changes in the fime
schedule, finandial position ond objectves of
tha eriginal wchemes¥ i so, wera the change:
reporied o e Minisiry?

*YWhether an evolugtion mechanism wos built
into the project for conourrent review and mid-
tarm acticn where necessary?

*Whether o mechanism exicte to ensure thot the
funds relecsed hove been utilized effectively®
#YWy'hether o mvechanism exist: to ensere thot the
data and Focfs relating ke physical onc

financicl performance are correct?

#%Whether plor schemes that are in opeorotion
with simllar chjectives targating the some
popsafion wers comverged and the schames
not vielding resulis werne weedsd out®

# YWhether post completion review of cenirolly
sponsored schemes was done and reviewad by
the Min'stry?

16.

'ﬁ'uﬂumﬁm leans and odvances

YWhen the department gives loons o
institutions fargonizations inclucing public sactor
en‘erprises, the terms and  conditions are
spacified The nomber of insralments in which the

lcan is to be ~epaid, ond the rate of interest are
spacified. FPAD will whmit s the minkistry
anmuglly a sotement In Form GFR 20 showing
detaile af suitanding lcons. Under RBule 233 af
CFR:, the Ministry should waich receipt of the
annuol stotement from the PAC, ond conduct o
review of the coses of defaults in repayment of
the Instolments of prindpal ond Interest due, onc
take witable measurs: to enforce repoyment of
the sarme,

Urnder Rule 220(3) of GFR:, Government showks
ley down a precedurs ‘or periodizal review of
the old kean: so hat prompl odicn can be taken,
if necessary, for anforcing regular payments.
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Ascertcin the amount of repaymerts of cutstanding
and in‘erest. Anclyse the outstanding year wise.
Was any acion taken by the Departnem [
Ministry fo enforce repayment?

17. | Dutstandirg guarantee fees

Ay per rule 248 (1) and (2] of GFRs; 2005 all
Governmert gearontes:s in respect of internal
berrowings by Public Sectar Undertaking: would
be skject t¢ a guarantes Fes of one per cond
per anmwm on the cutstonding omount o the
beginning of the weor cnd s poyoble in
advance, Such gearattee fee should be levied
before the guarantes iz given and thereafter on
the first of April every yeor In case of non-
paymant of guaranhes fee on the due date, the
guarantee fee should be charged at double the
normal rates for the pariod of defoult.

Check wherther there ore odequore conrrols 1o
ensure compliance with this requirement.

18, | Cheek  whetber oppropriofion & re.
appropriation from Plar heads to non-Plan
heads are made only with the prior approval of
Ministry of Finance. (Rulz 10{&){d) of Delegation
of Finanda' Powers Rules).

Camments | compensating conhole:
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