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INTRODUCTION

This study has been undertaken in context of egpees gained by the Audit Agent in
the workings with the CAO staff and a number ofentstudies undertaken earlier.
Purpose of the study can be summarised in a bereskso make CAO office more
effective.

The scope of this study can be categorised intoviihg two broad areas:

» To study CAO'’s present structure and suggest ré\sgeicture and organisational
changes, including a revised staffing structurprtivide a flexible base on which
CAO can operate, and

» To identify and agree with senior CAO managemeaninglementation strategy,
to modernise their working practices and procedunethe context of current
needs and to implement the initial phase to thergxiossible.

This report examines the needs of an SAI in thadbereas as elucidated in its strategic
Development Plan. It examines these in the comtegtesent day position, suggests
improvements, or where the same is not feasiltlei@juncture, at least identifies these
as issues which require attention in future.

CAO Organisation Structure is examined, from arralVeontext, and changes are
suggested, along with rationale, to give push stititional mechanisms within the CAO
office, which help achieve the overall objectivessavisaged in the Strategic
Development Plan. Another important area, thafll@& required was to provide an
Implementation Strategy for implementing Audit Riang Manual.

METHODOLOGY

To undertake the above tasks, the studies undertakéhe Audit Agent Bank reviewing
different aspects of CAO working were reviewed.rRireent among these are,

— Strategic Development Plan (Sept 2004 to Sept 289%9eveloped by CAO with the
active assistance of the Audit Agent,

— Audit Planning Manual for CAO office

— Report on workings and methodologies of CAO audhitigs

- PKF quarterly reports

— Auditing Standards issued by INTOSAI

— European Implementing Guidelines for INTOSAI Audgistandards

Further a number of studies undertaken to reviewkings of SAls of other countries
were also reviewed. Such extensive study of doctsrteziped in understanding the type
of standards and needs of a SAI office. The doctsneansidered have been
acknowledged.



To ensure that this study does not remain an adadexarcise, in-depth discussions
were held with almost all the directors of the CAfilce, to understand their present
level of working, identify the problems that they dacing and to find ways, which help
build on these processes and procedures and de@élOpstructure in a more organic
way, rather than grafting new structures which matybe sustainable.

A final discussion was held in a meeting with al@ Directors, where the conclusions
reached were discussed and the directors’ views ta&en on suitability of
implementing the same. Their views have been censitiwhile framing the final
recommendations.

Discussions were also held with World Bank offisjakho are not only funding the
present Technical Assistant programme but haveusidertaken studies in this area, to
take their views into account while preparing ti@gort.

A few of the documents used by the CAO staff waretanslated in English and studied
as well as discussed with the concerned persohthi8lhelped in understanding the
present methodologies of the CAO office.

STRUCTURE OF THE REPORT
The report has been basically structured in foatices.

= This Section A, is the introductory section, coagrscope, methodology, including
conclusions and recommendations.

= Section B, the largest section, examines the $jia@evelopment Plan in some
detail, giving current status, as ultimately thiarPis the basis for all analysis and
conclusions.

=  Section C provides Implementation Strategy for enpénting the Audit Planning
Manual.

= Section D covers the analysis and recommendatmrmSrganisational Structure of
CAQ, its rationale and Terms of Reference for pesdweading new Directorates.

MAJOR CONCLUSIONS AND RECOMMENDATIONS

The conclusions and recommendations covered irstmsmary are of immediate
importance and hence need to be considered foemmggitation.

Restructuring CAO
Organisation Structure

CAO office at present is headed by an Auditor Gaindrrhas 9 individual directorates,
headed by individual Directors. CAO also has tweilig AGs, who undertake works as




assigned to them by AG. These directorates aren@mggh on the basis of functional
responsibilities, i.e. providing audit support thiferent type of organisations. Presently
there are no inhouse capacity-building directorateany other departments. Whatever
capacity building is offered, it is done througlechnical Assistance of Audit Agent or
through cooperation with Indian SAI. However thare no inhouse responsibilities on
anyone to plan and oversee such a function, exbapPlanning & Analysis Directorate
undertakes certain coordination functions of thaiing with Indian CAG.

Although Auditor General does get involved in agnumber of capacity building
measures, however for an SAI there are a numbaspcts, of capacity building, such as
research, looking into working standards of CAQiaghole and finding ways to
improving them, legal aspects, providing trainingli#ferent levels of the staff and
monitoring the same. It is obvious that AG, whosemiask is to provide leadership and
take decisions in regard to various CAO respon#s| cannot, on its own, undertake all
such functions and manage them. It is expectedribatutional mechanisms need to be
in place within CAO to manage these responsibdiirean effective manner.

Accordingly, it is recommended that CAO has twoggnan Audit Operations Wing and
an Research and Human Resources Development Whegwb wings should be
managed by two Deputy Auditor Generals.

The Research and Human Resources Development \Winddshave two Directorates,
one should be called Research and Legal Directaratevould be responsible for
studying the present practices and procedures @ @Amprove them to comply with
International Auditing standards, studying differgypes of audits that CAO should be
undertaking and developing methodologies on hopréwide the same. It would also
have a Legal cell, its main responsibilities wolédto help Govt. of Afghanistan develop
laws in the field of audit and bring them to theemmational standards and provide
support to Planning & Analysis Directorate to decth actions to be taken on audit
findings which have legal implications.

The other Directorate under the Research & HRD wimguld be called Education &
Training. Its main responsibility would be to woskth Audit Agent and other
international bodies like SAI to develop and tragmplans for CAQO'’s staff. Overall
responsibility of this Division will be to develagapacities of CAO staff to an
international level. It should also help govt. dhAanistan in developing overall
Financial Management capacities in Afghanistans Tifurther described in detail
below.

No major changes are suggested under the AuditaBpes Wing of the CAO, as it will
constitute of the present directorates which anetioning relatively smoothly and hence
should not be tinkered with too much. However failog two changes are suggested to
improve the overall audit potential.

CAO office is undertaking audit of a number of Dosapported projects, however
presently these are being done mainly by the Aligént, who takes some support of



CAO staff, however, the technical know-how of undking such audits does not get
transferred to the CAO staff, as presently the AAdient has to work with different
CAO audit staff, with no single person from CAOitakoverall responsibility of having
these techniques transferred to CAO. It would berfare appropriate for the Audit
Agent to work with one Directorate, who the Audgéat would be responsible to train
such techniques within a specified time. Presergdorate of NGOs, which is
responsible for undertaking audits of NGOs, whosangported by donors, could be such
a Directorate, which could undertake such audite Mmethodology of audits to be
undertaken for donor projects being implementet®0s will be quite similar to the
Donor Funded projects being implemented by the Goften with the help of NGOs.
Hence it is recommended that Directorate of NGO&pe be made wider to include
Donor Supported projects, or the Directorate ctngldalled Directorate of Donor
Supported Projects.

It is also recommended that CAO should have regjioffiges, presently a large amount
of CAO staff time and manpower is spent travellioglifferent provinces in

Afghanistan. This also creates a number of log@toblems. CAO has already applied
for having five Regional Offices, this is a valeluest. This study also finds justification
for such a request.

Progress over implementation of Auditing Standarelsds strengthening

As mentioned above, presently there is no inhoosawttee or body, which is ensuring
how INTOSAI standards will be implemented at the@#ffice. Till the time changes as
mentioned above are implemented, CAO should fortewdaore committee which
should work with the Audit Agent to improve andamtalise the international Auditing
standards.

Acceptable Accounting Standards

All financial statements should be prepared ornbtss of acceptable accounting
standards. Presently there are no standards, wiifehent institutions, particularly the
Govt. of Afghanistan needs to follow. Most ministior even entities do not prepare
financial statements. CAO office should work withinigtry of Finance to set-up certain
minimum level of acceptable accounting standardsettollowed. The committee as
recommended above could also help in this regard.

Review of Internal Audit Depts. at different minest

Presently only around 14 ministries have intern@itadept. There is a proposal by the
Ministry of Finance to enhance the scope of therirdl audit in a major way. The
Directorate of Internal Audits at CAO undertakedaw of different internal audit depts.
that are operating in different ministries. Genlgrplrpose of such a review is to provide
external auditor with effectiveness of internal iafwhction, however it has been
observed that the reports prepared by this Diratéaare not considered by the audit
group which undertakes the external audits. Thectbrs during a debriefing meeting
held by the consultant at the end of the studyeabte provide the same to the audit
groups. It is recommended that a copy of the rdpogirovided from FY 1384 to the




external audit groups which will be responsibledadertaking audit of the entity
reviewed by the Directorate of Internal Audits.

There is also a need to review the process of ttecidrate of the Internal Audit group.
This should be undertaken by the Audit Agent duriaghext contract.

CAQO office should develop a comprehensive polickidls upgradation

Skill upgradation of CAO staff is the major needtwd hour. To promote this among its
staff members, CAO should develop a comprehensilieyy linking incentives and
promotions with acquiring of new level of skills ang its staff members.

Complete Skill Development Plan

Under new contract, the Audit Agent should be retpebto provide a complete plan for
capacity building of CAO staff. The plan shouldicate targets, with milestones to be
achieved during the tenure of the contract.

Need to develop an autonomous body in Afghanistan

Considering lack of Financial Management skill@A\fghanistan, there is a need to
develop an agency on the lines of an Accounting@oaan Institute of Chartered
Accountants, which can fill the void to provide edtion and training in the area of
auditing and Financial Management in general. Alglosuch a function is normally not
associated with an SAI, however considering thalitmms of Afghanistan, and since
CAO is the only lead organisation, with some exgrae in such a field, it should
coordinate efforts in this direction with Ministof Finance.

| mplementation of Audit Planning Manual

Planning & Analysis to further improve its procedsr

During FY 1383, Planning & Analysis Directorate enitok a more flexible approach in
its Planning, which has resulted in approx. 50%aeraardits being undertaken compared
to the previous year. It is recommended that thectbrate needs to continue this
approach and further improve it by prioritising atsdits.

This can be done through a structured risk analykike making its annual plans.
However as present the data for this risk analgsmet fully available, the annual plan
for FY 1384 will be based on a limited risk anasydtlowever during current year, the
Planning Division will take steps to obtain suchagdao that from next year the annual
plan will be based on a proper risk analysis, aftersidering different risk factors, such
as expenditure allocated, revenues, previous yaad# experience, etc. In this regard
Extracts of a revised Planning Manual, alongwittiase formats are attached with this
report.

A number of meetings were held with the DirectoPtdnnning & Analysis, to help him
implant the risk analysis procedures.



I mproving Audit procedures

Gap Analysis Study

To further improve audit processes and procedurésal audits undertaken by CAO, the
Audit Agent has suggested a study be undertakdnthat Audit Groups. This study is
being termed as Gap Analysis study and is aimétkatifying gaps between the
working procedures of the CAO audit groups ancegsiired under INTOSAI standards.
The study is being undertaken by a staff memb&kd¥, UAE. The consultant has
worked closely with the PKF personnel. The studyascomplete as yet, however the
initial findings of this study indicate following amn gaps which need to be worked upon
by the PKF Training to be undertaken during Jan’05.

No Permanent Note Record being maintained by thditAdirectorates
No evidence of pre-audit analysis being undertaken

Preparing specific audit programs

No formal determination of materiality limit

No evidence to suggest if samples being selectedepresentative of

population

= Documentation of audit evidence and review underidky the seniors

Training to be more interactive and practical

The Audit Agent has planned a Training to be cotetlito improve the above
procedures. The Training needs to be planned iaraer that it is practical. While
clarifying the rational of these processes, it sgedocus on providing formats, suitable
to CAO. A coordinator from CAO side should be pd®ed to the Trainer. The trainer
should develop formats in close coordination with €AO, so that formats can be easily
assimilated with CAQO’s workings. The focus durihg training should be to implement
these formats. The trainer should give practicateses, wherever feasible, particularly
for developing audit programs. The delegates shbeldivide into groups, with
requirement to make presentation of their exercises

Implementation of above procedures to be undertakamphased manner

The above procedures should be undertaken in @@lmaanner, starting with certain
identified audits. Initial audits in which this exe&se is to be undertaken will be called
Pilot Audits. Subsequently based on these pilottauithe processes will be implemented
in other audits too. During the debriefing meetad with the Directors, it was agreed
that Control & Monitoring Directorate will prepageplan for this and would monitor the
implementation process. The Trainer needs to wattk the concerned Directorate to
ensure that such a plan is prepared and the Ca&tvtdnitoring Directorate is clear on
how the plans needs to be implemented.




Role of Control & Monitoring Directorate

As can be seen from above, Control & Monitoringetorate has a very important role
to play in implementation of above processes. Eignited not only to the preparing of
Plan, but suvsequently to ensure that various AQdhups are implementing this
process. Accordingly the Control & Monitoring Ditecate should modify its reporting
format, which it uses presently, to identify if tAadit Groups are complying with the

procedures as identified during the Gap Analysigi$sand using the necessary formats
as prescribed during the Training.

It is recommended that the Trainer should work vihtl Director of the concerned
Directorate to help modify this format.



Strategic Development Plan
and

Current Status of CAO



INTRODUCTION

To study and comment upon organisation structu@A® office and its working, it is
important to understand the needs of an SAI, aasgbresent efforts made by CAO in
this regard. Recently CAO has finalised its Strat&gvelopment Plan. Main areas of
this Strategic Development Plan are depicted irchzat below.

Planning

Working

Training methodology

Strategic
Development
Plan

CAO Office

Organizational

Structure Audit Standards

Audit Developme

International
Relations

Infrastructure

Legal Framewor

Each of these areas are further discussed belewtifiging requirements of an SAI,
present status of CAO, and future way forward f&aC

LEGAL FRAMEWORK

An SAIl should ensure that state audit legislat®miline with Lima Declaration of
Auditing precepts. These cover many areas inclyding

o Requirement for independence of the SAI and it§, stdaich needs to be guarded
by the constitution and legislation and protectedhe judiciary,

o Independence includes being free from influencaunited organisations and
provided with adequate resources.

o The mandate of the SAI should cover all public ficial operations.



0 The relationship of SAI with the legislature, whisihould be laid down in the
constitution, this should include that SAI will benpowered and required to
report annually to the legislature (or other publacly).

o0 Mechanisms should be in place where the SAI sledl lae empowered and
required by the Constitution to report annually amtkpendently to Parliament or
other competent public body on its findings. Theoré shall also be published.

o0 SAlI should have complete operational independemcenduct its operations
without interference from any governmental insidnt It should not require
permission from any organisation to carry out itekv As a part of this
operational independence, the SAI should have tggbbtain and information
and examine any document that it requires, andtésview any individual it
deems necessary. This wide power may be constraynedlividual rights, but
otherwise it should be unfettered.

I ssues requiring consider ation

Many of the above already are consistent with prte€AQO position, however some
issues, such as independence of audit office Inadrms of appointment as well as
budgetary resources, etc. to be included in canisiit, need to be worked upon and the
legislature needs to be encouraged to remove thegesistencies.

Further presently a new Audit Law is under prepanatit is not within the purview of
this study, to look into these aspects, albeiticitfiit to say, that the proposed legislation
should be examined in detail to ensure that thesage a proper framework for the
CAO office to function in the manner identified aieo

Since presently no parliament is in place, henc©@#ice provides its report to the
President. However there is a need to further evolechanisms in this area, particularly
to ensure that reports issued by CAO office ardame in public domain, to ensure
public accountability.

AUDITING STANDARDS

An SAI needs to adopt auditing standards for enguain internationally acceptable level
of auditing. INTOSAI is the main international bodtich sets the international auditing
standards for the public sector. In addition In&ional Federation of Accountants
(IFAC) issues a number of international auditirgnstards for financial audits, however
these are mainly developed for the private sectoough there are plans for IFAC and
INTOSAI to work in a collaborative manner, howeWsT OSAI is to maintain
responsibility over standards for performance,rmaecontrol and compliance audits and
reviews.

The auditing standards issued by INTOSAI can begmatsed into following four main
categories.



Basic Principles These principles identify the key concepts widohtribute to better
governmental accountability. These principles regjthat

— INTOSAI standards are followed,

— within the SAl their should be adequate informatioontrol, evaluation and
reporting systems,

— there should be acceptable accounting standanaseifor financial reporting and
disclosure,

— SAI comply with the auditing standards and exerth&#® judgement in their
application of this compliance, and

— SAl have the mandate to undertake all audits aceive the cooperation of
audited entities.

General StandardsThere are basically two types of general staglasne for the Govt.
Auditing and the other relating to Ethical standard

The auditing standards specify that SAl should agopcies and procedures to recruit,
develop, and supervise appropriately qualified gamsl, to allocate the necessary
personnel to audit tasks, and to review interreaidards and procedures.

The ethical standards specify that the auditor&stmust be independent, avoid
conflict of interest, possess required competeawd,exercise due care and concern in
complying with the auditing standards.

Field Standards These are detailed standards for conductingagiag, communicating
and reporting on audit work. These fall into sigas. These are

— Planning,

— Supervision and review,

— Study and evaluation of internal controls,

— Compliance with applicable Laws and Regulations,

- Adequate audit evidence, and

— Compliance of Financial statements with acceptabbiiting standards.

Reporting StandardsThese standards assist the auditor in formingpamon or
preparing a report. There are two categories airtem standards. One standard deals
with written opinions and report&/hile the other deals with requirement to idgntif
actions to be taken and disclosures to be madaation to_fraudulent practices and
serious irregularitiediscovered during audits.

I ssues requiring consider ation

Afghan CAO office is a member of INTOSAI, and pldosuse the INTOSAI standards
as its benchmark for all its working procedures, Etowever at present there is no



regulation which officially promulgates that CACfHioé will be using these standards.
Further, presently the CAO office does not seelmatee any institutional mechanism at
present, to work on proper implementation of tretaedards.

The CAO office also needs to work in collaboratwaith Ministry of Finance to discuss
and finalise acceptable accounting standards fiantiial reporting and disclosure to be
used by the Government.

AUDIT DEVELOPMENT

Traditionally an SAI's scope of audit was limitedd narrow aspect of government’s
functioning, i.e. transaction audits. As the naticend local governments have generally
expanded significantly, with the quantitative sarel variety of the Governments
spending, so has the scope of the audits. Howeeerasingly the SAls are being called
upon to provide not only the financial accountapibut also much broader scope, the
management accountability and program accountabilfith most recent developments,
some SAls have also started looking into the uydeglassumptions of the govt. budget.

There are basically four types of audit which, r&sgnt juncture, an SAI generally can
perform:

Compliance Audit

This audit generally is audit of financial transacs that an organisation has undertaken.
The audit requires to ensure if these are propedgrded, that public money has been
properly accounted for, if any procurement undestelkas been done as per the
regulations and that all legal obligations havenbe@mplied with.

Compliance audit reports are typically lengthytteese will detail all type of failings
identified by the auditors. Government audits tiadally focus on compliance audits,
more so in the South Asia region.

Certification Audit

Under this audit, an auditor normally would exprassopinion on the financial
statements (mainly Balance sheets and statemergsariues and expenses) of an
organisation. The opinion will be in terms of réligdy (commonly expressed as true and
fair) of the financial statements.

Performance Audit

This is also called as Value for Money audit or Bregram audit. In fact it can be said
that this is the first paradigm shift in the basticicture of in the history of public
auditing. Such areas in Govt. auditing are verfedsnt from those in the corporate
sector. In Govt. audits, the scope of financialithugl includes audit areas other than the
audit of accounts.




The Performance audit includes the evaluationlok& Es’, i.e. economy, efficiency and
effectiveness. However the Performance audit abgnam has even broader objective,
where the auditor needs to examine and comment aglurving of objectives as
initially set out, and the ‘three Es’ can be sadaols which will help in measuring the
performance of the results of a program vis-a-bigctives. Most countries at present
undertake such audits.

Review of Budgetary Assumptions

Certain recent developments, have taken place vdoene SAls have been asked to
review the assumptions underlying the governmedgbty mainly relating to resource
forecasts and forecasts of the cost of variousrprog. There has been some criticism of
this audit function on the ground that it may lé@a@ommenting upon the policy
decisions of a Government’s resource allocationwvéie@r as long as the auditor restricts
its comments upon the validity of assumptions madthe Government, it is a
reasonable extension of SAI's scope.

| ssuesrequiring consider ation

As expected CAO office has mainly been performimgn@liance audits, one reason for
this is also that most organisations do not sufimancial statements, which require an
opinion. Although with the technical assistance Céffice has undertaken a number of
audits, expressing opinions, mainly on World Bankiris, etc. However internalisation
of such a technique still needs to go a long waO@ffice needs to pay special
attention in this area, as more and more Grantsade likely to take place. It may be
noted that CAO office also undertakes audit of mber of public enterprises, where it is
important for the organisations to identify thetgsaof their profitability as well as status
of their financial position, therefore as a nexipsin its development, CAO office should
take steps to enable itself in providing certificataudits for such grants / enterprises.

CAO office has not undertaken any performance audia methodical manner, though
sometimes comments are made on individual trargectrom the point of view of
economy and efficiency.

Who should undertake audits

As expected generally SAls have their own staffpwhrmally undertake most of the
audits, however, in the countries where SAls, B®eere staff constraints compared to
volume of work, such SAls appoint private auditfa. The use of such audit firms is
generally restricted to public enterprises, whosire of operations is much closer to
commercial operations in nature, hence most seit@bthe private audit firms
experience for undertaking such audits. In Inddaeikample, private audit firms are
appointed by Indian CAG to undertake audit of alblic undertaking and nationalised
banks, in which Government has majority stake.

I ssues requiring consider ation
At present all audits are undertaken by CAO siidik grant audits are being undertaken
by CAO mainly with the assistance of Technical Atsice provided by the Audit Agent.



The scope of work at CAO office is increasing agerand more grants are being
sanctioned by different donors. Purpose of CACceffindertaking grant audits with the
support of Technical assistance, is to help bualgacities in the CAO staff. However if
the volume increases to an extent that CAO ofsceot able to cope with its available
resources, then it should consider other options.

Internal Audit

Internal audit is an essential part of internaltommmechanism. While the scope of
external audit is determined through legislatiaemeyally its purpose is to provide an
accountability mechanism for utilisation of funtlsg scope of internal audit is
determined by the needs of the head of organisgiometimes this could be limited,
while other times it could be quite wide.

Though there is no doubt that an effective inteenalit service can greatly reduce the
workload of the SAI. However internal audit is al@aubject to the direction of the head
of the organisation and can never be truly indepetdiccordingly, no matter how good
the level of internal audit coverage, the key rolaccountability will always rest with

the SAI and its external audit service.

Current Status
In Afghanistan, presently there are following stwes of internal audit in place.

o Internal audit depts. are in place in approx. 1distiies, including Ministry of
Finance.

o CAO office has a Directorate of Internal audit whreviews the work of these
internal audit depts. The directorate is mannedroynd 15 persons with an
independent Director.

o Presently Ministry of Finance is in the procesgstfblishing an internal audit
dept. the Ministry of Finance, who will undertakedds in different ministries.

I ssues requiring consider ation

It may be noted that the methodology of Internaliadepartments in different ministries
is similar to that the CAO office uses for its ext@ audit, i.e. instead of looking for
system compliance, the tests are designed to @hkaettansactions audit.

It was observed that normally reports preparechkyiriternal audit dept. are not
considered by the Audit Group undertaking the ahaudit of that dept. Considering this
report is prepared by one of the directorates o©Cthe report is independent of the
concerned ministries and would also consider isgoes the perspective of an external
auditor, hence it would be a very useful reporttfa audit group which undertakes
external audit of the concerned ministry. Henceyof this report should be made
available to the audit group which is likely to ¢adxternal audit of the concerned
ministry.



During the discussions with the CAO Directors, &saagreed that the copy of the report
would be made available to the concerned Direatorgho will make it available to the
Audit Group to undertake the audit of concerneadtent

AUDIT PROCEDURES or Working Methodology

An SAl should adopt approved work programmes aad$pthat clearly set out the audit
objectives, auditing methods to be used, respditgbj time budgets, expertise required,
etc. All audit tests, findings and observationgudtl be supported with appropriate clear
and concise documentation. Audit procedures neatiMays be adopted to be in sync
with the technological advances being made by tititee institutions.

Most fundamental of the audit procedures, is s@eaif a sample. It is important that
sample selection techniques are applied in a mahaethese provide samples which are
representative of the population, and are updatddlatest techniques available. Many
of the SAls currently use, Computer Assisted Adidithniques for the data analysis and
the sample selection. Further it is one of the irequents of a good audit that all audits
should be supported with proper working papers.

| ssuesrequiring consider ation

Presently at CAO, traditional techniques of sansglection, is mainly based on
Judgement sampling. Though it is possible to idgatrepresentative sample based on
such techniques, however this requires clear utatetmg of the needs of sample
selection.

These aspects are further discussed in the saxtiomplementation Strategy, where
present practices of audit procedures and methggalre further covered in detail.

Managing quality in audits

The objective of an SAl is not simply to carry awidits in terms of its legislation, but to
provide audit work and audit results that are obasistently high quality. To achieve
this, an SAIl needs to develop a whole range otsira, processes and procedures that
ensure that audit reports and other outputs of evieatkind, are of good quality.

Audit report is the end product of an audit proc€xsality Control in this process
provides reasonable assurance that the resulte @udit, as contained in the audit
report, are an accurate reflection, in all mateeapects, of the true conditions of the
matters under consideration.

European Union under popularly kno®nague Recommendatiohave stated that SAls
should ensure that human and financial resoureeasad in the most efficient way to
secure the effective exercise of the mandate. iBcetid, an SAI management needs to
develop and institute appropriate policies and meessto help guarantee that the SAl is



completely organised to deliver high-quality anfketive audit work and reports. Since
SAI cannot undertake objective review its own warnkany countries opt to have a
review done either by private consulting organ@aior more often by an SAI from
another country.

This is a major area of deliberation and developgrifice it may to state here that
through quality planning and quality assuranceSAhcan achieve its objectives of
providing reasonable assurance on all Govt. experedi.

| ssuesrequiring consider ation

Present effort of CAO office is mainly directed @ngs ensuring basic compliance of its
present audit procedures by various groups, asahee of the Directorate ‘Control and
Monitoring’ suggests, that the function is mairdymonitor rather than improving overall
quality through research and other methods. Howeven in its present limited role of
Control and Monitoring, it can provide invaluablggort to ensure that various new
audit procedures being implemented at CAO are beongplied with.

HUMAN RESOURCE DEVELOPMENT (Training)

An SAIl's major assets are its people. These musideguately competent, skilled and
experienced to carry out their audit tasks andegutievel of these competencies will
depend upon the roles and seniority of the indiaisuCompetence will be developed
through a combination of training and experienaainiing generally is a combination of
classroom and on the job training. Level of tecahskills would normally expand with
seniority. Directors will need specific competescie audit planning, management and
review of conclusions and reporting. Even Audit@n@ral and his deputies would
require training according to their role.

Normally it may be a good idea to have some forroenfification within the training to
identify the level of competencies attained by widlial persons. Such a certification
process can combine work assessment, course attendad formal examinations. To
motivate staff to obtain higher degree of skillgheir work, certification could also have
a weightage in the promotion policy.

To instil a sense of pride and professionalism towahe work that the SAl employees
undertake, an SAI could develop and promulgatéstetaff a Code of Professional
Ethics, which is applicable to institution itsetfdaits employees. Normally a code of
Ethics include issues relating to Trust, Confidglityr, Credibility, Integrity,
Independence, Objectivity, Impartiality, Conflid&Interest, Professional Secrecy,
Competence and Professional Development. One waglancing the impact of such a
Code of Ethics is to have individual employees sigoh a declaration that commits them
to comply with the Code of Ethics.



| ssuesrequiring consider ation

One of the requirements of INTOSAI standards i$ #maSAl should recruit personnel of
suitable qualifications, skills, competence andtagé for audit work. Although many of
the CAQO'’s staff have held significant experienceimiertaking audits, however due to
the past long conflict situation, it is quite defdilt to find persons of appropriate
qualification. Also the available CAO staff havarséd taking audit assignments only in
last couple of years, and are outdated of mostldprents which have taken place in
last two and half decade.

To overcome these obstacles, CAO employees woed extensive training (both
formal and on-the-job training). The Audit Agenshaovided a large number of training
over its Technical Assistance programme. Considdhe importance of this area, while
negotiating a new contract, CAO needs to ensutdlleauture contact adequately
considers this aspect. As an initial step, the @Afia@e should request, that under the
new contract, there should be a provision to pepasomplete plan for capacity building
of CAO staff. The plan should indicate its targetgh milestones during the tenure of
the new contract.

CAO should consider developing a comprehensivepal skill upgradation of its staff,
providing incentives to its staff, wherever possilahking it with promotions, for
reaching new levels of skills, which combines,riag with promotion aspects.

Education in the area of Auditing & Financial Maremgent

There are not sufficient skills available in Afglnstan for fulfilling the needs of proper
Financial Management, including accounting and tengli At present there are no

bodies, autonomous or otherwise, which provide atiloic in these fields. Considering
there are huge requirements in the country, treeaenieed to develop such a body, maybe
on the lines of autonomous bodies such as an AticguBoard or an Institute of
Chartered Accountants in India or Pakistan.

Though this is not an area in which normally an $&uld be involved in, however
considering special circumstances of Afghanistarene due to last almost three decades
of conflict, opportunities for education have beeimimal, and considering CAO is the
lead organisation in the field of audit, it needsoordinate with Ministry of Finance to
have such a body instituted in Afghanistan. Thik ga a long way in developing
Financial Management skills in the country.

INFRASTRUCTURE

A respectful workplace should be developed whetktaxs have proper working
conditions and an appropriate environment to worlSuch a conducive environment
would help the development of skilled, motivated @anoductive staff, who, would be
more amenable to fulfilling the mission of the SAI.



Apart from the working environment, other major esjs to be considered are access to
computers, easy communication, including phonerint, inter-com, etc., easy transport
facilities to travel to various client locations.

I ssues requiring consider ation

Normally such conditions are generally assumedastr$Als, however in case of
Afghanistan this is one of the biggest impedimeRts.example, staff members at many
of the international SAls have wide access to cdemguand even Computer Assisted
Audit Techniques in undertaking the audit procesdesvever due to extremely poor
level of infrastructure, both in terms of availalyilof computers as well as poor
availability of electricity, such facilities are hgo easily available to CAO staff.
However some initial efforts made have borne sami¢ésfand most Directorates use
computers. However this use is limited to corresigmee, planning, report-writing, etc.
Though this is still at initial stages, howeversaime time in future there will be a need
to determine IT policy for the CAO, including ediabing of a separate IT cell.

Similarly space is a major constraint for presetiup in CAO office. The present
building being used is quite old and dilapidated eninsufficient to accommodate all
staff. There is no proper place for holding traghfor large number of staff members.
CAO office though have made a number of effortadquire a better premises, however
till a donor comes forward to support such a pmpJEAO has to manage with the
available premises.

INTERNATIONAL RELATIONS

Developing international relations is an importaspect of a SAI's scope. Such an
exercise provides opportunity for an SAI to coopera the areas that it is strong and
also learns from other SAls. Some SAls also hatigeagraining programme to be
provided to SAIs from other countries. Internatioc@operation also provides
opportunity to participate in international semsand conferences, to learn latest
developments in the field of auditing and develogal expertise accordingly.

Afghanistan Auditor General has participated inhsunternational seminars and
conferences. He has visited his counterparts irabiIndia. Presently there is a close
cooperation agreement with Indian SAI. Based os dlgreement a number of CAO
personnel are being trained at Indian CAG officen€idering major needs in improving
its present auditing standards and skills, CAO sg¢edlevelop more such contacts and
cooperation agreements.

Two other major areas, which are important asgtlanning and Organisation Structure
are covered in separate sections of this report.
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PLANNING

This is another very important area to be consuti@reile considering a development of
an SAIl. One of the constant issues that every $Altb deal with is that it needs to
provide audit assurances in more than areas amddoe organisations than it has
resources.

CAO is no different, it has to undertake a largenbar of audits. As per information
available, during FY 1383 CAO needed to take uptawd 451 entities. These included
276 at different provincial levels while 175 at tentral level, including a large number
of public enterprises entities. In addition to #imve, the project needs to provide audit
assurances on a number of World Bank and otherrdanded projects, as well as
ARTF. CAO has a strength of around 170 approx.taidif to undertake all these audits.

This is a common problem that all SAls need tol@ekd answer lies in careful
undertaking of risk-analysis, so that an SAI caorgrse its audits in a manner that all
high risk areas are audited and audit assurancedech

I ssuesto be Considered

Till last year, the CAO used to allocate staff diixad period of three month basis for
each audit. Since such a practice was rigid angcientific at all, the Audit Agent had
suggested changes for having a more flexible atkf€ation. For the FY 1383 (FY 2004-
05), the CAO allocated staff on a flexible badifds allowed CAO to immediately
increase the number of audits that it covered duthrs FY. (A rough estimate indicates
that CAO office has been able to increase itsiefiicy by more than 50% by using this
approach). There has been some criticism fromuldé ataff of this approach, mainly on
the grounds there was now less time to undertakauldits. However considering the
improvement in overall efficiency of CAOQ, it is tehat it was a correct move on the part
of CAO. However the Planning & Analysis needs tdtfar improve this process.

| mplementation of Audit Planning Manual

The Audit Agent developed an Audit Planning Marfealthe use of CAO. The manual
was translated and provided to CAO, however it feaad that the Planning & Analysis
Directorate was experiencing difficulties in implemtation of this manual. During this
study, the manual was discussed in detail wittctreerned Director, who agreed that
after certain changes are made the manual, it waeiidhplemented. Accordingly
changes have been made in the manual, and a redpgdf the manual has been
provided to the CAO. A copy of the extracts of theised manual is attached with this
report for reference. ( see Annexure Il)

The main changes pertain to obtaining inputs froenaudit group for each audit that is
undertaken through a formal but brief one pagenepais information will form the



basis of risk analysis. The Planning & Analysisdgtorate will input this data into a
spreadsheet, which is a list of all the entitigs#bich audit-risk analysis needs to be
undertaken. Based on certain criteria as explaméae manual, audit risk for each entity
is determined, and risk level of each entity issd®ined. This can be the basis on which
an annual plan can be prepared.

To keep the plan up to date for any unforeseengdsrihis plan should be reviewed on
guarterly basis.

The above basis will be much more scientific andildnelp prioritise the entities that
need to be audited with limited resources and msemsks that CAO office faces in
deciding the entities that it needs to audit.

Gap Analysis Study

The foregoing is the Planning exercise for the G#fize’s annual plan, the Audit
Planning Manual also covers planning aspects fitividual audit. The Audit Agent has
planned a Training course to be undertaken duamgary / February’05. During

planning for this training, the Audit Agent considé that Training should be need based.
Accordingly another study has been organised. &s¢gmt a large part of it has already
been undertaken, purpose of the study has beerdtrtake a Gap Analysis, to identify
major areas where CAO working still needs to berowpd upon to comply with

INTOSAI standards. During the discussions both whin Audit Agent as well as the

CAO office directors, it was decided that this ststiould focus on current audit
procedures and practices of CAO.

Accordingly a questionnaire was prepared on theslmddNTOSAI requirements.
Interviews and discussions have been held withmgpkaof Audit Groups covering
different types of audits, as well as interviewshvidirectors responsible for such audits.

Though study is still not complete, hence it wolddinappropriate to reach conclusions,
however the initial results indicate that somehef following areas appear rather weak in
the present CAO working.

Risk Analysis of individual audits

Preparation, review and approval of audit programs
Defining the materiality level

Selection of sample

Maintaining of structured working paper files

The above results are by no means final or compbetteindicative of the areas that need
to be strengthened. Final report is expected shddtsed on this report the forthcoming
Training module will be formulated and is expectegrovide specimen working paper
formats, which need to be used in the audit.



This Training will need to be held in close cooation with Control and Monitoring
Directorate, who will need to play a major rolesimsuring that procedures as
recommended through Gap Analysis Study are complitdby different Audit Groups.

Considering that this Training will suggest certa@w procedures and working paper
formats, it is important that the persons who #éenaing this Training are seniors,
mainly Directors and Team Leaders.
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PRESENT ORGANISATION STRUCTURE

The present organisation structure of CAO officattached as Annexure |. This mainly
revolves around its main forte that is to undertakdits. An SAIl has to perform audits
and this has to be its major tasks. Therefore lgatgnstructure revolve around such tasks
is understandable.

However it also needs to build capacities of itskkarce, undertake research to keep
itself upto date with latest developments in tleédfiof auditing, new auditing standards,
pronouncements, etc. Hence it is vital that theedrsstitutional mechanisms within the
CAO Organisation structure which ensure the sanceo/Adingly two broad divisions are
suggested one mainly for Audit Operations and ditreResearch & Human Resource
Development. These are further discussed below.

Research & Human Resour ce Development Division

Audit Agent has undertaken a number of steps,dpacity building during its tenure of
more than two years. However one of the problerasitthas faced is internalisation of
these capacity building mechanisms. Improving o&hil English language has made
major strides as classes are held almost on aloaglig, certificates are issued. Thus
Audit Agent has been able to institutionalise th@sangements. Most senior staff
interviewed had good knowledge of Audit principéesl a fair amount of knowledge of
audit techniques.

In addition to the areas mentioned above, i.e. awgment in audit procedures and
processes, there is a broader need for CAO offistréngthen a number of areas, such
as:

= Capacity Building of its entire work force througlstructured Training Program

= Aresearch wing which helps to identifies latestiagtandards that need to be
complied with and identifies the ways in which thesan be implemented within
CAO

= Presently Afghanistan is in a nascent stage ofldpireg a legal structure for its
audit requirements, Research Division should haffecgent legal expertise to
ensure that legal requirements of ensuring indepetrahd accountable audit are
well taken care of.

= One of the obligations of CAO office is to repontyssituations that it identifies,
which need to be reported to Attorney General dothier action. In such cases CAO
office should have sufficient inhouse legal exgertio consider such findings and
advise action to Auditor General.

= There are different types of audit which most Séislertake, presently CAO office
mainly undertakes compliance audits and certainuatnof certification audits with



assistance from Audit Agent. CAO office needs tealigp methodologies to be able
to undertake other type of audits.

= Maintaining international relations is an importéagk of a SAI, and CAO office
needs to build relationships with a number of oBAtrs.

= CAO office has recently started publishing an ird@magazine for CAO staff. This
is a good initiative and needs to be continued.

There is a need to have separate directorate teriake such functions. Accordingly
following new Directorates are suggested.

» Research, Legal and Audit Standards & Methodologies

» Education, Training, International Relations & Ho#tions
Since the activities covered by these Directorateqquite distinct and different from the
activities of conducting audits, these require tamsleadership and guidance, both in
strategic terms as well as providing directionthitwo directorates, accordingly the two

need to be headed by a Deputy Auditor General.

Terms of Reference

Research, Legal And Audit Standards & Methodologies

One of the challenges that the Audit Agent hasdatteat despite undertaking Training
and providing a number of working-paper format&nglish as well as in Dari, the
internalisation of these working paper formats haistaken place, as desired. One of the
reasons for this is the weak institutional arrangetvithin CAO, which can take
responsibility of such tasks.

Therefore, one of the responsibilities of the psgzbdirectorate should be to improve
audit practices & procedures within the CAO. Irsttegard, one of the first steps could
be to implement working papers to be used duriegatidits by various Audit Groups.

This Directorate will be headed by a senior pemsbn has extensive to goseowledge
of international audit standards and audit develeqsin other countries. It is expected
that such a person will initiate steps to harmoaise upgrade present audit practices of
CAO to international level, in a phased manner.

Training & Education, International Relations & Plidations

The Directorate will need to be headed by a pevatnexperience in undertaking
Training and capacity building. Such a person neéedgork in close coordination with

the Audit Agent for implementing its Training plarhe concerned person should be able
to coordinate with organisations at internatioeakl to ensure relevant and practical
capacity building of not only the CAO personnelt BAO as an institute.



If in short-term it is not possible to find differepersons for the two positions, one
person can manage both the positions, howeverasthme of work increases, there
will be a need to take different persons for the pesitions.

Audit Operations Division

This Division is already existing in the form ohamber of Directorates. These have
been organised on the lines of different typesudlita, mainly from budgetary angle.
Since these directorates are working quite wellthede appear to be good amount of
coordination in terms of sharing of staff, at tluscture no major suggestions are being
made to change the present structure, except foniog.

Directorate for audit of Donor Supported Projects

Presently the project has a Directorate for un&#artpNGO projects. Till now no major
audits have been undertaken under this Directaaat€AO found information on NGOs
was not forthcoming. It may also be noted thatNIi&Os use funds of donors, hence are
accountable to these donor agencies, rather thidwe tGovt. Therefore till the donor
agencies do not request CAO or require that the.@bfghanistan takes these audits,
audit of NGOs only, will not be a sustainable idea.

However CAO has undertaken a number of audits forldhBank (who require that

CAO office undertakes such audits) as well otherods like UNDP (who requested

CAO to undertake the audit with assistance of thditAgent). There are requests from
other donors, further the Govt. has signed a nurobagreements with several donors
and in all probability will be doing more and magch grant agreements. Many of these
grants have provision for providing audit by thev&Gof Afghanistan, hence CAO office
is likely to be called upon to undertake more sagtlits.

In view of the above reasons, the present Diretg@BNGOs may need to have a
broader scope to cover all Donor Supported praj&sh audits require specific
approach and skills, hence it would be appropt@teave such an independent
directorate. Persons who will be required to waorkuch a Directorate should have
exposure or adequate training towards internatiandit practices and Balance sheet
audits, etc.

Regional Offices

Presently CAO office operates from Kabul, it netxsover all provinces, both for
provincial audits as well as many Public Entergrigadit. This requires that CAO staff
need to travel frequently to different provinceegistically this places onerous
responsibilities over CAO staff structure, as ofiieme is spent in travelling, including
during winter months. Hence having regional offi@deast in 5 different regions, will
reduce the pressure on CAO office and improve tlaity of audits as more time could
be spent from such regional offices.



PRR

CAO office submitted its proposal to AdministratiReform and Civil Services
Commission to bring 171 positions of CAO under PRRe proposal has been accepted
by the Commission. It is in the process of finalgstertain procedural aspects before
taking up the interviews for the posts of seniosipons.

The two new proposed directorates would be heagaadependent Directors. More
details of such positions have been discussed uhdeelevant section of the report.
These positions require certain special skillsatedt audit developments as well as
proficiency in English language. In case CAO is alaie to find suitable positions
through the present PRR mechanism, it may consither instruments such as
Expatriate Afghans, etc. available with ARTF.

ROLE OF CONTROL AND AUDIT OFFICE

During the consultant’s interactions with varionstitutions in Afghanistan during last
one and a half year, it has become quite appdnanthe perception of CAO office’s role
at various govt. levels is all inclusive. This irapsion was further reinforced during a
recent discussion when a senior CAO official staked the Govt. of Afghanistan expects
CAO office to perform three roles that of Contiolspection and Audit. Obviously no
one institution could fulfil all these roles as thigiective behind the three roles is very
different.

| believe, this perception has been generated gnambccount of lack of clarity of
objectives of different roles and how best theaddcbe performed. These roles are
described as below.

Control is a function, which the Ministry of Finamavould like to ensure, so that all
expenditure incurred at various levels of the Gvin accordance with rules and
regulations and after obtaining necessary appraradsauthorisations. These functions
can be ensured only through proper internal contvbich includes the function of
internal audit.

Inspection is a function, which is expected to helprevention as well as detection of
corruption and frauds. Experience tells that thisction largely can be detected through
information that is provided by the employees thelwes or by public at large. This is
not so much dependent on internal controls, as @iberuption takes place due to
collusion among more than one person. India, fang{e, has a separate institution
called Vigilance Commission for such responsitasti



Purpose of audit function is to generate confidearmoeng public at large and donors by
providing accountability on the judicious use obfa and donor funds. The auditors are
expected to ensure that not only funds have begpeply accounted but also that Govt.
uses such accounting policies, which are geneaaltgptable. Such exercise requires
special skills and knowledge.

One of the reasons, why traditionally in Afghanis@AO office is expected to perform
all these roles is that there are not such ingiitstwith clearly earmarked duties and
responsibilities. Therefore it is important for Ga¥ Afghanistan as well as CAO office
take steps, which help develop institutions, sichneernal audit and specialised
institutions for identifying corruption and fraud.
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