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Preface

The Government of Uttarakhand (GoUK) has passed separate legislation, namely The Uttarakhand Audit Act,
2012 which provides to make provision for and to regulate the audit of all Government machineries, Public
Corporations, Government Companies, Institutions, Statutory Authorities, Panchayati Raj Institutions, Urban
Local Bodies and Government Committees in the State. The Act also provides for the appointment of the
Directorate of Audit and other officers. Upon enactment of the Uttarakhand Audit Act, 2012, the Internal Audit
of various departments shall be centralized within the Finance Department and shall be outside the purview of
the individual departments.

This Internal Audit Manual has been developed and issued by the Finance Department pursuant to Section 20
of the Uttarakhand Audit, Act, 2012 and would be supplementary to the Uttarakhand Audit Act, 2012. In the
Development of this Internal Audit Manual, various notifications, orders, guidelines etc. issued by the Finance
Department related to the conduct of Internal Audit have also been subsumed to the extent it is applicable for

conducting Internal Audit.

The manual contains a comprehensive framework and structure for internal audit services including the
procedures for internal auditing along with the roles and responsibilities of internal auditors at different levels.
It includes roles and responsibilities of the management related to internal audit functions. The framework and
structure as described in this Internal Audit Manual are based on the Internal Standards and best practice suit
in the public sector audit functions. This manual will extensively help to eliminate the present challenges faced
by the auditors in conducting internal audits and ensure efficiency and effectiveness in the internal audit
process. The manual consists of two volumes. The first volume covers the overall process and guideline and
audit lifecycle for Internal Audit and annexures regarding the forms and format for Internal Audit whereas the
second volume covers the audit checklist for key auditable areas and other functions and audit checklist for

specific departments.

This Internal Audit Manual is expected to enhance the professional capacity of the officials of the Finance
Department, Directorate of Audit (DoA) and Audit Cell in achieving the following objective and goals.

e Practical guidance, tools, and information for managing Internal Audit activities.

e Risk-based approach in Internal Auditing for planning, executing, reporting, documentation,

e follow-up, and quality control assessment.
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e Enhance the quality and effectiveness of Internal Audit functions by paving the way to put procedures
and processes that confirm with Uttarakhand Audit Act, 2012, Professional Standards and best

practices.

I am grateful for the support given by Hon’ble Chief Minister & Finance Minister Shri Pushkar Singh Dhami
and would like to place on record the excellent guidance provided by the Chief Secretary, Shri S. S. Sandhu-

IAS and Manisha Panwar (Additional Chief Secretary, Finance)

I would also like to express our gratitude to Ms. Sowjanya-IAS (Former Secretary, Finance & Project
Director), Shri S. Murugesan-1AS (Former Director, Audit), Shri Surendra Narayan Pande-1AS (Director,
Audit & Secretary Incharge, Finance), Dr. V. Shanmugam-lAS (Former Director, Audit), Dr. Ahmed Igbal-
IAS (Deputy Project Director), Shri J. C. Joshi (Director CTRFA), Shri Khajan Chandra Pandey (Joint
Secretary Finance Audit Cell), Shri Vipin Bihari Lal (Deputy Director Audit), Shri Sobhan Singh Nagnyal
(Deputy Director, Audit), Shi Ramesh Mishra (Senior Audit Officer, Directorate of Audit), Shri Rajat Mehra
(Audit Officer, Audit Cell), consultants and all other Officers of the Directorate of Audit who contributed
extensively in the development of this Internal Audit manual. The comments and suggestions provided by the

World Bank Team have been pivotal in improving the quality and practicality of this Internal Audit Manual.

I would be appreciative of suggestions which is bring for further improvements, if any, and also to bring to

our notice any error, inaccuracy, or omission to be incorporated in the next edition.

Amit Singh Negi
Date: 06 December 2021 Secretary, Finance and Project
Director Place: Dehradun Government of Uttarakhand
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Rads a1 789 sRaERl @ ar] 5 om g
# sRRufE § o7 af ¥ d defa Rep Worex
@ R Rur @ 9w, wEE @ gd e #
fws fpar oo U@ o wen W WUE @
squR fam @ oemader FRime FeiRa e
ST »

(1) ariaRe SraTaders weer (gerdy) grr fFuiRa
AP D ATEU AARS TN B FEE T B
Hurfea fsar srgm |

@) STREs  difemga e Ao Riwed #
FiaRe or@mden HET @B Ao, Harem, RafdT
iR smmEw @ fU WA wredl B e
fapan e |

iR dar e @ s (@) R R gw - seR @ aer Sl

fraraam g P
it ¥ sifFenga Ser
uTS B D prRIfafr

Edl

Hures aitesd fRafRfY /dda @ wemm | fear

ST ¥ et Odd W #ewqel Y|, Aee s
B & R 3ifde ¥ fwemor far o wwar &1
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IiaRes oar wer @ 6.

AP/ UBR

BATHS TETINET

7.

gaaE giRden ¥ orEr udem e d fharaea 'g
famr Je1, e tEEfedd (Data Analytics) 3R 3ifdg
30N THHIG IuATT fFaid EawaS # |
(@). oaden @ R smRa oar when # w9 W@
AMg HEEE @B Agqead SWNT U9 gEe 6o
fraraa= &g amgodlo a@e &1 wanT fHar S| faw
T fAf= RyrT § wa=aa w@nfia & §U Application
Program Interface (API), bulk data IT 3/ @rs fafdy, forma
AegH A oo e g ST AT A IR 8
weafd g B, SR-1pvs BT SUAnT @ mERv-faaRen
afeREl grr fbar o wr & famt g @9
gRaERl, auic &g & gI & § AP (e
), senfe &1 v far o |@ar 8, &1 WA ST
wexor & forg fasar S|
(@) StTRES T WHR gR wEue g g§e
YUR SEHH & IFaa AiARe @I GRS WUell &
I+, WA orEraQen sravonferdl B o ey W
d o gden drf B gge e o @ fon wfdeg 2
(@) anaR®s oramden & aF ygE gl § i
foar mar &, R yd% wffewor @ sfafa RAf—2
WHR B oraraaersit a1 aftfera faar smom—

o Frfvie @l T & gd e o

e

o ffRre woy & orar wer — Fwres o gden,
el wewfar oEr udenm gur e ud
R orar gdET g |

() SoRrEs orEr gder AffEE, 2012 @ gRT 20 @B
sifa = wer @ et @ fog oy 8F arl
gfRumeg, wfére faaver iR a=er & faw 7 ik 8 #
ot frar war | wafa o wesi @ foav
Sooifaa gR9meRl, w9l & e A W gwmr
ge-gus o gden Fem wuE el o senfia fag
SR |

@). o s denr gfe—mto crfen & siafa
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ey wgpfy o ofem 8.

fmfor it vd erfer wensi ger oie At fawm,
Riarg, org Riend, arfior aff=or dar, w9 oRyg sanfy
@ fomior srf ¥ Gt W @Rol @Y o ol
e @ Sret | Fmior S o o & siada T
orET ofe Arg &= oY B i sl @ R o,
ftf, oy uEeH, WSR WeEH MfE & Aimed
frr wom 9 fafeq o &= @ AR # @
qeT @1 STy | Rmier el oRar adEn STRiEs iaRe
o wen faw wuw g FuifRa faEt ek a9t @
Fgey A ot R e grr ok wden wd @
waifed 5 o9 &g R & o ofen ofear &
fFuiRa o= Rvas FEiv o o e fFam dus
&1 g far sme )

(@)3ora o WRE-—IoRd oar e e 9uE @
St Yo 3ot we arel faar o ey e ¥
Haftra farT—rouss, mea, e vd RnRgeE
PN VoiRa 9T g @ed, 99 faurr o A
vaifde fFY SRt | oa o defa e @
sfefgs, e, amel @ A @ sgar wafa &
et | weTE i W wafta fur @ gus 9 s
St gdt AR @ oAt e o udan & siata
o wer s ¥g Rifsa g &3 I
sfteRal g At & e Td HUB,
saRe®e =T &1 e i g B orEn
O Y ST | WSRE oET URET SIRIES AR oar
e fam wue g FuiRa f[AaEl ok sl @ srgea
) T | | furT grr o ukien e & wEea
5 o 2y v @ an wen wfea @ RuiRa &=
fvas wora o oden faadus @ wenfia
ST |

(®). Frargs oar ofer—fares craader & s 39
TpR B oEmmenr ¥ 8 e siafa faelr sifsd
W, AT/ BTdshH Hata / g / arseye qen
RPN AIGHT /BIAHH @ Fooral va gRomEr &1 \der
T UR B Wt e oraaden & ferg
feen—fader ¥ sefargwen (economy), TE&TAT (efficiency) AR
WTTar  (effectiveness) @ R ¥ wwifase  far
g | fsgree ot wEr ¥ Sa 03 § @ SR T
anaEl &1 uRww Fees omar wdenm #§ gyfavor
(Environment), =1 |3Tad (Equity), 3R IRT (Ethics) |
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Frores sremden & siorfa SiRes e, o waEE
&1 W Sw, goe gvneh sk P el @
- e suen 9N Rwdb @ Srarader &
e T gy affeea & o wad 2
e ol oden raw WuE seRvEe anfarsee sife
4 e $wicge (INTosA) & M@ vd Py
HEP! O JERa B—
° Wi & @ orar wden Rigia (ssa—100),
* e Raen @ Rigial (ssai—300) 3R
* Furesm dwm@sr @ wEet (ssa—3000—
ISSAI—3999)

i famr grr freares orar ofem @ Rygial
APl T AR ¥ dar oden ufdar 3y fuifRa oo
Rvas frae rar odenr Pawwioe @ wenfia fBar
SITQATT |
(&). Fa defre der wden (@gedlo i)
g0t 3Hf¥e 30 WaR & vamd W I A
mm%.mmmﬁaﬁmmwﬁmnéoao

amgodio Rvew iR Pl & fraraas grr Riew
HR&, MO, arra 3R o Aol Pt wweiar
fory famm SiffeeY wvemelr & Swai @Y gof Fwar 8
I oiffSe & sifa fad, srurem, fwres omn
W A1 g WA @B o udem faw funT @
fem—fder % & wrot

Igodlo IfSe g Frefofea wFel vd wEer @
AR AQTIAET FEIfRad) Smet |

. I ATl T 9de Ud e Wy @ aee
(information System Audit & Control Association (ISAC)

° walen o uden e & o sy are
(ssan@ sicefa g Meifa sifde w Rigia Y T
8, 1ssA1 5100 IE WRe B Rigidt & Riw avs

| Regia 81

‘ ° Control Objectives for IT (COBIT), 2019
» ISO 20000 Standard specifically for IT Service Management
. ISO 22301 Standard for business continuity management

R frr grr orar odenr & @ TR R
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o &g Rrgial, o @ AR ¥ omar oder gfdar
P fuifRa sw fwgs gE=n denfes o oder
Frassus & g far S|
(). S aftmfi T oder

e AR SrETeden @ T el U8 Jidfo
I @ fou & 5 ftmfa fwdl Rha ),
TR, R sk el A wFet @1 srdensi
® JIUTEH BRI §Y IS WIS ERT Fergd® vd
wragf wu A wEGte wEiE, e, el @
sty & arEe @1 frareaa @ fagfean S & |
TR SrEmRET BT WHY S SEuen @ gatia
vy, wafa o wer @ St @ Iger fFuilRa @
S | Sifawag afaRe orar uden, fsres e,
FquTeE eramaden fam w@wel @ Rigldl @ srgER

waifRa R o 8g RwR & o/ oden ufear &
AuiRa o Rvgs e R o wen Fa9 dus
&1 g fdar S|
(8). ®fe 3R BRR® o gder
7E IR @ iy Rl A<y Yo, @ favemo
I BT UH WA, A AR A srmened 2,
R g7 uRygm &1 FuRer e o w@, qearee
ez wo ¥ smWIfAT 8 T WE@yYl w9 W, W ey
W B @ forv forer Swam wem ar e
Hriardl § ygw far o e # |
PR oiffde A fwga orids & e Tfafaear
wafae & | Wt e g eauswor, gEREm e,
s i aoxel @ IfEr @ sriEEl 'g 9
BRYS siffee frar wrar &1

Bl vd BRRYS o gden Faw wus & siala
B U7 W9 AR N 3y, yeEr AR, faig
SR, gEAr denfer & wWafa sffaEl @ e,
TE-wg 9 Hodiodt g1 o fRen-fade and
Wovoango AHT Td FENEH va e o & wefuaa
orar gdET W 9UE @ 397 a9 B, B IR ar
e fFraw dus dar fEar s faw e grn eis
d BRfe ol T a1 B wEikd Bl S gg
R ¥ omar wder ukar o1 AuiRa &= v ois
vd BRRYE o gden Pawwus @ e fear

AT |

15|Page



Uttarakhand Internal Audit Manual-2021 VVolume I, Part-I

W ot wewfar o (®). < o weefirar a@r gle aRdreETRil @ orar

A gder

qﬁmmﬁammamaﬂ?ma‘»;ﬁ

Stet (qRoml) @ e s s g
o Ao gewfrar o udem # snaRe, fAeares,
sque oraeen @ fRuiRa Rl ok wFel @
ITEY P ST |
e Aol wewifar oar oel 9Ea-uEg W
TGS WS WXhR gRT g&ifua ot fAolt swsarfiar
& it faf=1 srqumvmslt & R fasar e |
faca fawrr g e Ao wewnfiar a@r gden
»d @ wifea A oM &g RWR ¥ @ wlen
ufEar & iR s fAvge de [Ash senfar awar
e fFram Sus @ gefa fear s
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. In pursuance of the provision of Clause (3) of article 348 of the Constitution of India,
the Governor is pleased to order the publication of the following English translation of
notification no. 5@ 4 /XXVII(6)/1466/Three/2021, Dehradun, dated o ¢-12 221 for
general information:

Government of Uttarakhand ,
Finance Section-06
No.554/XXV1I(6)/1466/Three/2021
Dehradun , Date : ¢g, December, 2021
Notification
In exercise of the powers conferred by section 20 of the Uttarakhand Audit Act,
2012 (Uttarkhand Act No. 2 of 2012) superseding the Uttarakhand Audit Manual,
2011 and accordingly, as per the Standards to be applicable for Institute of Internal
Auditors(IIA) and International Supreme Audit Institution (INTOSAI) to implement
standards for Internal Audit, Guidelines with complete steps for conducting Risk-
Based internal audit, definitions for different types of audits in Internal Audit with
respective principles and Standards to be adopted, the Governoris pleased to allow
to the promulgate the Internal Audit manual, namely :-
The Uttarakhand Internal Audit Manual, 2021

Short Title, 1- (1) This may be called the Uttarakhand Internal Audit

applicability Manual, 2021.
and (2) This audit manual has two volumes-Volume I and
Commencement Volume — II. The first volume has two parts. These audit

manuals shall apply to all the auditees notified under the
Gazette Notification No. 495/XXVII/2012 dated 26
November 2012 as per the provision of Section 4(1) of the
Uttarakhand Audit Act 2012. Auditee includes all the
Government  Departments, Government Institutions,
Authorities, Autonomous Bodies, Government Undertakings,
Government Boards, State Agencies, Universities, and all
other Institutions, which are allocated or receive grants or
loans of any kind from the Consolidated Fund of the Central
or State.

(3). In addition, such other Institution or Organization as
notified by the Finance Department, Government of
Uttarakhand from time to time for conducting intemnal audit

1
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by Director of Audit

(4) According to Sub Section-5 Section 3 of the Uttarakhand
Audit Act, 2012 the Internal audit has been centralized under
the Finance Department, and it has been kept out of the
preview of the individual Departments. Now complying with
the standards and principles mentioned in Uttarakhand
Internal Audit manual under the guidance of the Finance
Department, the Directorate of Audit and Audit Cell, shall
carry out all the work related to the audit.

(5) The main goal of the Directorate of Audit is the
implementation of the audit manuals. In this regard-
Directorate shall prepare an annual audit plan, assess human
resources strength for audit, allocation to audit parties as per
their skills sets, audit implementation, audit documentation
and reporting, quality enhancement and monitoring of audit
shall be carried out.

(6) The Audit Cell shall carry out the technical, advisory
role for recommendations and suggestions on Audit
manuals, recommendation on updation of auditing
standards/principles/methodologies, phase-wise introduction
of new avenues and in Audit, setting up of IT Solutions,
Computer Aided Audit Techniques (CATTs).

(7) The audit teams in the field during auditshall follow
Principles of Code of Conduct, Independence,
Confidentiality and Integrity shall be followed by audit
works shall be carried out in compliance with the audit
manuals.

(8) This Audit Manual shall come in force from the date of
publication of notification in the Official Gazette.

Mission and  2- The Mission and Goals of Finance Department through

Goal of Internal Audit are as follows -:

Finance (a) The Internal Audit responsibility has been entrusted by the
Department State Government to the Finance Department under the

through Uttarkhand Audit Act, 2012. Finance Department through

2

18| Page



Uttarakhand Internal Audit Manual-2021 VVolume I, Part-I

Internal Audit Directorate of Audit shall assess the key auditable areas of the

Government Departments Risk-Based Internal Audit. After that
Finance Department shall review and analyze the reports,
recommendations and action taken by respective departments
being audited.The Finance Department shall through the audit
reports also check that departments have complied with
established rules and regulations, effectively and efficiently used
public resources and funds. Internal Audit shall also assess risk
management, independent and systematic evaluation of internal
control and governance processes.
(b)The State Government by the medium of effective
internal audit shall achieve the goal of Good Governance
through Financial Discipline, Optimum utilization of
resources and funds.

Brief details of 3- Uttarakhand Internal Audit Manual has two volumes in which

UttarakhandIn the first volume has two parts and Volume two has one part, a
ternal Audit brief description of manuals are as mentioned below -
Manual:
Volumes and Uttarakhand e Internal Audit Standards, Code of Conduct
its Parts Internal and Independence for Officers and
Audit Personnel, conducting audit
Manual e Functions and Responsibilities of for
Volume -I Finance Department, Directorate of Audit,
Part-1 Audit Cell

e Complete audit Cycle (co-related with
OAMS) e.g., Audit plan up to follow up of
Audit all the steps with complete detail
e Quality Assurance for Audit Quality
Uttarakhand e Uttarakhand Audit Act 2012
Internal Audit e Summary of Standards as laid down by the

Manual Institute of Internal Audit
Volume  -I o Compilation of GOs issued for audit
Part-11 e Standardized Formats for internal audit
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Uttarakhand Compilation of audit checklists for
Internal Audit Important Areas/Work and Checklists for
Manual Audit of Various Departments

Volume-II

Risk-based 4- (1) Risk Based Internal Auditing (RBIA) as a methodology
Internal links internal auditing to an organization’s overall risk
Audit management framework. RBIA allows internal audit to provide
assurance to the management that risk management processes

are managing risks effectively, in relation to the risk appetite.

(2) The following are the salient features of this Audit Manual:

(a) According to the concept of Risk-Based Internal Audit,
instead of traditional audit (Transaction Audit), the risk
register shall be prepared through online mode after
reviewing the different audit areas of each department.
Audit of high-risk areas, as identified as per the risk
register forthe departments shall be done.

(b) Every three years according to the risk register every three

years or before three years as required due to changes in
policies or new schemes introduced etc, the departments
shall be categorized into a High, Medium and Low-risk
categories and as per audit manual audit planning shall be
done.

(c) All stages of internal audit shall be carried out as per
standards laid down by the Institute of Intemal Auditors
(IIA)

(d)Standardized formats for planning, conducting, reporting
and monitoring internal audit functions shall be
incorporated into the Uttarakhand Online Audit
Management System

Protocol for 5- (a) Various Government Departments carry out different -2
the request government activities through online mechanisms/portals.
of Online The relevant portals may provide important information,

4
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Data from data etc. that may be analyzed for audit. In present context
various audit planning, audit execution requires implementation of
departments Big Data, Data Analytics and other innovative IT
for technologies applications as an absolute necessity.
conducting (b) IT technologies shall be used for optimum utilization of
the internal time and human resources for audit and successful
audit implementation of risk-based audit. The Finance

Department shall establish coordination with other
Administrative Departments, for data transfer such as APIs,
Bulk Data or any other mechanism the data or information
agreed upon shall be obtained for audit, such as Integrated
Financial Management System (IFMS) is being used by all
the Drawing Disbursement Officers of Government
Departments, Large projects, estimation of budget e Aklan
portal (Planning Department), etc. can be used for Data
Transmission

Nature/Types 6- (a) The Government of Uttarakhand, under Public Financial
of Internal Management Reform Program, is committed for upgrading
Audit the Internal Audit system, implementation of best
practices,and strengthening audit functions .
(b) Internal audit has two major classifications which shall
include different-2 types of audits of auditees in each types
e Functional audit - Work and Revenue audit
e Specialized Nature Audits-Performance Audit,
Public Procurement Audit, Information Technology audit,
Public-Private Partnership Audit and Fraud and Forensic
Audit
(c) As per Section 20 of the Uttarakhand Audit Act 2012,
the definitions, brief descriptions and standards to be
applied for these various types of audits are defined in rule 7
and 8. Separate audit manuals shall be issued and
promulgated by the Finance Department under definitions,
standards mentioned for concerned different types of audit.

Functional 7 (a) Work Audit-Work Audit shall be carried out for audit of

5
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Audit various stages related to construction work for Work
Departments and Executing agencies like Public Works
Department, Irrigation, Minor Irrigation, Rural
Engineering Service, Mandi Parishad etc. Under work
audit Key Auditable areas such as various stages of
construction work, procurement, contract management,
store management etc. shall be evaluated and the identified
risk areas shall be audited in detail. Work audit shall be
conducted in accordance with the rules and standards laid
down by Uttarakhand Internal Audit Manual.Work Audit
manual shall be promulgated by the Finance Department to
lay down detailed audit process to be carried out related to
work audit

(b) Revenue Audit - Revenue audit shall relate to audit of
revenue earning departments which includes Tax- Revenue
Departments such as State Tax, Excise, Stamp, and
Registration department, Non-tax revenue departments
such as mining, forest department etc.shallbe included in
this manual. Revenue audit shall be conducted in
accordance to theacts, rules, norms, policies of respective
departments. There shall be a separate checklist to
auditsuch revenue earning departments.Under revenue
audit, the identified key audit areas are as follows such as
red flag reports, compliance of rules by tax officers,
assessment and collection by tax officers as per rules,
internal control evaluation etc. on these risky areas audit
shall be conducted. Revenue audit shall be conducted in
accordance with rules and standards laid down by
Uttarakhand Internal Audit Manual. Revenue Audit
manual shall be promulgated by the Finance Department to
lay down detailed audit process to be carried out related to
Revenue Audit.

22|Page



Uttarakhand Internal Audit Manual-2021 VVolume I, Part-I

Audits of 8- (a) Performance Audit: Performance audit means an
Special Nature audit that reviews any auditee institution, scheme/program
operations or implementation or output and outcome from
government scheme/programs from time to time.The
guidelines for performance audit shall include in detail
Economy, Efficiency, and Effectiveness. In addition to
abovementioned three Es. The new dimensions in
performance audit i.e. three Es Environment, Equity,
Ethics shall also be introduced.

Under Performance Audit Risk management, proper use
of public resources, Information systems and Control
systems as well as the audit of subjects like legal
compliance can be covered by the Finance Department.

This Audit Manual shall be based on Standards of the
International Organization of Supreme Audit Institute
(INTOSAI). The manual shall be prepared on the
Principles and Standards are as mentioned below -

ePublic Sector Auditing Principles (ISSAI-100),

ePrinciples of Performance Audit (ISSAI-300)

ePerformance audit Standards(ISSAI-3000-ISSAI-
3999)

Performance Audit manual shall be promulgated by the

Finance Department to lay down Standards , Principles

and detailed audit process to becarried out related to

Performance Audit

(b) Information Technology Audit (IT Audit)

Information Technology Audit is the process of deriving
assurance on whether the development, implementation
and maintenance of IT systems meet auditee institution
goals, safeguards information assets and maintain data
integrity. In other words, an IT Audit is an examination
of the implementation of IT systems and IT controls to
ensure that the systems meet the auditee institution
objectives without compromising security, privacy, cost,
and other critical business elements
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IT audit may be conducted for Finance, Compliance
anfl Performance audit or its combination under the
guidance of Finance Department.

IT Audit shall be conducted as per the following
standards and parameters

o Information System Audit &  Control
Association (ISAC) standards

o Guidelines on Information Technology Audit
under International Standards for Auditing
Institute (ISSAI), ISSAI 5100 is the broad
principles for IT audit principle

o Control Objectives for IT (COBIT) 2019

o ISO 20000 standard specifically for .IT Service
Management

e ISO 22301 standard for business continuity
Management

IT Audit manual shall be promulgated by the Finance
Department to lay down Standards, Principles and
detailed audit process to be carried out related to IT
Audit.

(¢c) Public Procurement audit —
The goal of Public Procurement audit is to assess how

efficiently, effectively in compliance with requirements of
Procurement rules, Financial rules, Government Orders,
laws, and established ethical standards, auditee institutions
are procuring and contracting public goods, works, and
services for implementing the function of public
procurement.

The nature of procurement audit shall be accordingly as per
the selected topic, the objective of the concemned audit. It
shall be conducted as per the standards as prescribed in Risk
Based Internal Audit,Performance audit, or Compliance
audit

Public Procurement Audit manual shall be promulgated by
the Finance Department tO lay down the detailed audit
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process to be carried out related to Public Procurement

Audit,
(d) Fraud and Forensic Audit —
It is an independent, comprehensive and scientific
approach of reviewing auditee financial statements,
utilization of government funds, financial transactions,
procurement and contract execution to determine its
accuracy, free from material mis statements importantly,
to derive pieces of evidence that shall be used in a court
of law or legal proceedings
Forensic audits covers a wide range of investigative
activities. A Forensic Auditis often conducted to
prosecute a  party for fraud, embezzlement,
misappropriation or other financial crimes.
Fraud and Forensic Audit manual shall be promulgated
by the Finance Department in accordance with the acts,
rules of Central and State Government related to the
investigation,  anti-corruption,  financial  crimes,
information technology, C.V.C. Guidelines issued from
time to time, I.C.A.L standards and any other acts, rules
as necessary shall be included in this audit manual Fraud
and Forensic Audit manual shall be promulgated by the
Finance Department to lay down the detailed audit
process to be carried out related to Fraud and Forensic
Audit.

( ) Public-Private Partnership Audit —

Audit of PPP projects is to provide reasonable assurance to
all stakeholders about the economy, efficiency, and
effectiveness of the PPP arrangement and to ensure that the
inclusion of the private sector agency into the project has
resulted in improving the value for money for the
Government. PPP audit is a type of contract audit for the
validity of total project cost, economy, and efficiency of
operations of the entity from the public partner point of
view and most of all on achieving the objectives (results)
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of the partnership.

The concerned audit shall be carried out in accordance
with the Principles and standards as laid down by the
Internal, Performance and Compliance audit.

This audit shall be done in accordance with Public-Private
Partnership Policy, Procurement Rules as notified by the
State Government of Uttarakhand from time to time, as
well as prescribed accounting rules and different concepts
of financial management.

Public- Private Partnership Audit manual shall be
promulgated by the Finance Department to lay down the
detailed audit process to be carried out related to Public-
Private Partnership Audit

(L

S

(Amit Singh Negi)
~ Secretary
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Introduction to and Structure of the Manual

The Internal Audit manual sets out the principles, policies and procedures that govern the Internal Audit
practices in the State of Uttarakhand. The manual incorporates the standards issued by the Institute of Internal
Auditors (11A) and the code of ethics for the Internal Auditors. This manual provides detailed guidance on the
management of various functions at different stages of the Internal Audit life cycle i.e. planning, execution,

reporting, follow-up, documentation, and quality assurance for Internal Audit engagements.

This manual shall be applicable to all the Internal Audit engagements carried out by the Directorate of Audit.
Further, this manual shall be read in conjunction with other audit manuals prepared for specific areas such as
Public Private Partnership (PPP) Audit, Performance Audit, Fraud & Forensic Audit, Works Audit,
Procurement Audit and Revenue audit and any other area for which separate audit manual is prepared. This
manual incorporates references from the government orders/notification issued by the Finance Department

from time to time relating to carrying out of Internal Audit functions.

This manual has been developed to assist the audit functionaries and external agencies in providing
independent, objective, and value-added Internal Audit services with an intention to introduce best practices
in the State. The manual is intended to:
e act as a handbook and help the audit functionaries to perform their roles and responsibilities.
¢ introduce a comprehensive risk-based approach in audit planning and execution.
e develop the concept of systematic sampling, risk assessment, standardization of reporting and
monitoring mechanism to improve Internal Audit effectiveness across the State.
e to act as a quick reference guide in relation to the Internal Audit methodology for ensuring
uniformity in Internal Audit process.
The primary users of this manual will be the audit functionaries and the external agencies appointed for

conducting Internal Audit. This manual consists of two volumes with each volume consisting of two parts:

Volume I — Part | Covers overall process and guidelines for Internal Audit

Volume | —Part Il | Covers annexures regarding the forms and formats for Internal Audit

Volume Il —Part I | Covers audit checklist for key auditable areas and other functions

Volume Il —Part Il | Covers audit checklist for specific departments

This manual shall be further updated based on the functionality review of OAMS, inputs collected from

pilot audit, workshop, and training.
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Structure of the Manual

The manual is divided into following 15 chapters:

Chapter

No
Part-1

Heading

Legal Framework, Definition and
Standards of Internal Audit in

Uttarakhand

Internal Audit Institutional

Arrangements

Internal Audit Charter

Internal Control Framework

Online Audit Management System

(OAMS)

Audit Life Cycle

Internal Audit Strategic Plan

Audit Planning and Preparation

Audit Execution

Brief Description

Introduction to the legal framework of Internal Audit in
Uttarakhand, key definitions and auditng standards
adopted along with the frequency of update of this
manual

Introduction to Finance Department, Directorate of
Audit, Audit Cell and various Committees with their
key roles and responsibilities

Formal document defining purpose, authority, and
responsibility of the Internal Audit activities.

Policies, procedures, and activities that are part of the
internal control framework

An overview of web-based application i.e. Online Audit
Management System (OAMS) for e-management of the
Internal Audit activities carried out by Directorate of
Audit.

Provides the brief of all the steps in Internal Audit life
cycle i.e. audit planning, audit execution, audit
reporting & documentation, audit monitoring follow-up
& compliance and audit quality assurance &
improvement plan.

Provides overview, definition, objective, and principles
for Internal Audit Strategic Plan.

Steps to be followed for planning and preparing for
Internal Audit engagements.

Steps to be followed for executing an individual Internal

Audit engagement.

28| Page



Uttarakhand Internal Audit Manual-2021 VVolume I, Part-I

Chapter  Heading Brief Description
No
10. Audit Reporting Steps to be followed for reporting of the findings to the
auditee.
11. Audit Documentation Steps to be followed for documenting sufficient and

appropriate evidence for an Internal Audit engagement

result.
12. Audit Monitoring, Follow-up, and Steps to be followed for compliances of audit paras and
Compliance evaluation of actions taken by the auditee and

management of the auditee on reported audit
observations and recommendations.

13. Quality Assurance and Improvement = Summarizes the activities to be conducted for quality

Programme assurance during the performance of individual Internal

Audit engagements and for evaluations of the overall
Internal Audit activities in terms of quality and
improvement at periodic intervals.

14. External Agencies Legal Mandate and special points for consideration for
audit by external agencies

Part 11

15. Annexures Forming part of the chapters and expand upon the

guidance provided in this manual.

TABLE 1: STRUCTURE OF THE MANUAL
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Glossary

The definitions of the various terms used in this Manual are given below:

Auditor means any person appointed by the GoUK to perform the audit functions under section 3 of the
Uttarakhand Act, 2012 which includes Director and all other officers.

Auditee or Audit Unit means a department or unit of a department that is being audited

Accountant General means the Head of an office of Accounts and Audit subordinate to the Comptroller and
Auditor General of India. The office of the AG (Accounts & Entitlement-A&E) is responsible for compiling
of State finance accounts. The office of AG (Audit) exercises audit functions on behalf of the Comptroller and
Auditor General of India.

Act means The Uttarakhand Audit Act, 2012.

Administrative Department means concerned Administrative Department of Government of Uttarakhand
Audit universe means details of all the applicable auditees in the State that are compiled and maintained for
the use during the audit planning process.

Audit functionaries mean the composition of audit officers/personnel includes Director, Audit and such other
officers appointed for this purpose under Section 3 of the Uttarakhand Audit Act 2012.

Audit team means the team of audit personnel assigned by the Directorate of Audit to carry out the Internal
Audit function.

Audit program is a detailed action plan of the audit work that include necessary audit checks and procedures
to be performed by the auditor during conduct of Internal Audit of various departments.

Audit Cell is setup at the Secretariat under the Finance Department, Government of Uttarakhand.

Audit objectives mean broad Statements developed by auditors that define intended engagement
accomplishments.

Competent authority means the Government authority to which the delegation of relevant powers is made
by the Government.

Computer assisted audit techniques (CAAT) means the practice of using computers to automate the audit
process, which normally includes using basic office productivity software i.e., spreadsheets, word processors
and other software packages that help in audit including statistical analysis.

Code of Ethics means principles relevant to the profession and practice of Internal Auditing, and rules of
conduct that describe behaviour expected of Internal Auditors, to promote an ethical culture in the global

profession of Internal Auditing.
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Control processes mean policies, procedures (both manual and automated), and activities that are part of a
control framework, designed and operated to ensure that risks are contained within the level that an
organization is willing to accept.

Drawing and Disbursing Officer (DDO) refer to a departmental officer, entrusted with the responsibility of
drawing and disbursing funds of the Government. Administrative Departments/Heads of the Departments
declare Gazetted Officers under their Administrative Control as Drawing and Disbursing Officer in respect of
specific establishments.

Director means the Director, Audit (with Local Funds Audit, Panchayat Audit) appointed under Section 3 of
the Uttarakhand Audit Act, 2012 and inter alia includes such officer on whom powers of the Director are
conferred upon under sub-section (4) of section 3 of the Uttarakhand Audit Act 2012.

External Agencies means a person or firm outside of the organization that has special knowledge, skill, and
experience for conducting Internal Audit and have been appointed by competent authority for conducting
Internal Audit under outsourcing model.

Finance Department means Finance Department of Government of Uttarakhand.

Financial year means a year beginning on the 1st of April and ending on the 31st of March of the following
year.

Government means Government of Uttarakhand State (GoUK).

Head of Department (HOD) means an authority declared so by the State Government.

Head of Office (HOO) means senior most Gazetted Officer of office.

Half margin memo (HMM) means a letter/memo issued by the auditor to the Head of the Department/Auditee
requesting to produce relevant accounting records, registers, files and other documents required to be checked
in course of the audit and seeking clarifications on observations/findings made during the audit.

Internal audit charter means a formal document that defines the Internal Audit activities, purpose, authority,
and responsibility.

International Professional Practices Framework (IPPF) means the conceptual framework that organizes
the authoritative guidance promulgated by the Institute of Internal Audit (11A).

Internal control means procedures adopted by the department or executive of a department in achieving its
objectives of ensuring efficient conduct of its business, adhering to applicable policies, rules and regulations
aiming at safeguarding of assets, prevention and detection of fraud, accuracy of accounting, and timely
preparation of reliable financial information

Planning memorandum means a detailed plan of the auditing work to be performed during the audit
including various audit checks and procedures to be followed in verification, along with time frame to complete
the audit
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Risk -Based Internal Audit (RBIA) means the methodology that links Internal Auditing to an organisation’s
overall risk management framework. RBIA allows Internal Audit to provide assurance to the board that risk
management processes are managing risks effectively, in relation to the risk appetite.

Record means any data, information, document and file in whatever form including electronic and digital
form, and includes vouchers, bills, invoices, challans, receipts, papers authenticated photographs, audio and
video tapes, facsimile papers whether maintained by the auditee itself or on its behalf by anybody or person or
obtained from the third party and relied upon it in performance to its functions.

Section means any section specified in the Uttarakhand Audit Act, 2012

State Government means Government of Uttarakhand

Standards mean a professional pronouncement promulgated by the International Internal Audit Standards
Board that delineates the requirements for performing a broad range of Internal Audit activities and for
evaluating Internal Audit performance

Standard Object of expenditure means a list of expenditures as Stated in Appendix VI1I of budget manual,
Uttarakhand issued by Finance Department, Government of Uttarakhand.

Transaction means any act which results in outflow or inflow of public money, acquisition or transfer of any
assets, store or stock or acquisition of future liability or right to receive income or assets.

Working papers means the supporting documents for the entire audit engagement. The documents serve as
proof of audit procedures performed, evidence obtained and the conclusion or opinion of the auditor.

Any other terms which have not been defined either in the Uttarakhand Audit Act, 2012 or in this audit

manual will be referred from its source document e.g. Financial Handbook and Budget Manual etc.
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Abbreviations

AG Accountant General
CA Chartered Accountant
CAAT Computer aided audit techniques
COSsO Committee of sponsoring organizations
CSS Central sector scheme
DD Demand draft
DDO Drawing and Disbursing Officer
DoA Directorate of Audit
EAP Employee assistance program
EC Expert committee
FY Financial year
GOs Government orders
GoUK Government of Uttarakhand
HMM Half margin memo
HOD Head of Department
HOO Head of Office
IAS Indian administrative services
ICQ Internal control questionnaire
IFMS Integrated financial management system
A Institute of Internal Auditors
IPPF International Professional Practices Framework
MACP Modified assured career progression scheme
MIS Management information system
PMGSY Pradhan Mantri Grameen Sadak Yojna
PPP Public private partnership
PWD Public works department
QAIP Quality assurance & improvement Programme
RBIA Risk based Internal Audit
RWD Rural works department
SMS Short message sending
SMS Short messaging service
SOE Standard object of expenditure
SSS State sector scheme
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Chapter 1: Legal Framework, Definitions and Standards of Internal Audit in Uttarakhand

1. This chapter introduces the legal framework of Internal Audit in Uttarakhand, the definition and standards
adopted and the frequency of updates of Internal Audit Manuals. The chapter has been divided into the
following sections:

1.1 Governing Act and Government Order’s
1.2 Definition of Internal Audit

1.3 Internal Audit Standards

1.4 Update of Internal Audit Manuals

1.1 Governing Acts, International Standards on Internal Audit and Government Orders/Notifications

1.1.1 Uttarakhand Audit Act -2012

2. The Uttarakhand Act, 2012 provides the legal mandate for carrying out Internal Audit of the government

departments in the State of Uttarakhand. Refer to Annexure “1” for a copy of the Act.

1.1.2 International Standards on Internal Audit

3. The International Standards issued by the Institute of Internal Auditors (I1A) for the professional practice
of Internal Audit has been used in the development of this Internal Audit Manual to the extent it is
applicable in the context of the Government of Uttarakhand. The Standards provides guidance for
conducting Internal Audit at both the organisational and individual levels. The standards describe the nature
of Internal Audit activities, key components of audit charter, annual plan activity, ways of conducting
Internal Audit, communicating results to the auditee and the criteria for evaluating the performance of the
services.

4. The Standards comprise Attribute, Performance, and Implementation Standards. Attribute Standards and
Performance Standards apply to all Internal Audit services whereas Implementation Standards apply to

specific types of engagement such as assurance and consulting activities.

1.1.3 Government Orders (GO’s)/ Notifications
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5. All Government orders/ notifications issued by the Finance Department for carrying out the Internal Audit

function have been used in the development of this Internal Audit Manual.

6. A list of important GOs along with its copy is enclosed at Annexure “2”. Further, the Finance Department
should update the list of GO’s on a periodic basis. This manual shall be read in conjunction with the
government orders/notifications issued by the Finance Department from time to time for conducting

Internal Audit.

1.2 Definition of Internal Audit

7. The Institute of Internal Auditors (I1A) defined Internal Audit as:

“Internal auditing is an independent, objective assurance activity designed to add value and improve an
organization's operations. It helps an organization accomplish its objectives by bringing a systematic,
disciplined approach to evaluate and improve the effectiveness of risk management, control, and governance

processes.”

1.3 International Standards for the Professional Practice of Internal Auditing issued by the Institute of
Internal Auditors (11A)

8. Internal Audit is conducted in diverse legal and operational environments; for organizations that vary in
purpose, size, complexity, and structure; and by persons within or outside the organization. Such
differences may affect the practice of Internal Auditing in each environment, and thus conformance to
uniform practices/ standards become essential in meeting the objective of Internal Auditing. Therefore, this
manual has been prepared based on International Standards for the Professional Practice of Internal
Auditing issued by the Institute of Internal Auditors (IIA) to bring uniformity in the Internal Audit
processes. The key concepts related to International Standards for the Professional Practice of Internal
Auditing are:

a) The Standards are a set of principles-based mandatory requirements consisting of:
e  Statements of core requirements for the professional practice of Internal Auditing.
e Framework for evaluating the effectiveness of performance that is internationally applicable at
organizational and individual levels.
e Interpretations clarifying terms or concepts within the Standards.

b) The purpose of the Standards is to:
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e Guide adherence with the mandatory elements of the International Professional Practices
Framework (IPPF).

e Provide a framework for performing and promoting a broad range of value-added Internal Auditing
services.

e Establish the basis for the evaluation of Internal Audit performance.

e Foster improved organizational processes and operations.

c) The standards, together with the Code of Ethics, encompass all mandatory elements of the International
Professional Practices Framework. Therefore, compliance with the Code of Ethics and the Standards
demonstrates compliance with all mandatory elements of the International Professional Practices
Framework.

d) The Standards comprise two main categories:

e Attribute Standards address the attributes of organizations and individuals performing Internal
Auditing.
e Performance Standards describe the nature of Internal Auditing and provide quality criteria

against which the performance of these services can be measured.

9. International Standards for the Professional Practice of Internal Auditing issued by the Institute of

Internal Auditors (11A) referred to in this manual are as under.

Attribute Standards Performance Standards
1000 — Purpose, Authority, and Responsibility 2010 — Planning
1010 — Recognition of Code of Ethics and the 2020 — Communication and Approval
Standards
1100 — Independence and Objectivity 2030 — Resource Management
1120 — Individual Objectivity 2050 — Coordination
1130 — Impairments to Independence or Objectivity 2060 — Reporting to Senior Management and the
Board
1200 — Proficiency and Due Professional Care 2070 - External Service Provider and

Organizational Responsibility

1210 — Proficiency 2100 — Nature of Work
1220 — Due Professional Care 2130 — Control
1230 — Continuing Professional Development 2200 — Engagement Planning
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Attribute Standards Performance Standards

1300 — Quality Assurance and Improvement Program | 2201 — Planning Considerations

1310 — Requirements of the Quality Assurance 2210 — Engagement Objectives

1311 — Internal Assessments 2220 — Engagement Scope

1312 — External Assessments 2230 — Engagement Resource Allocation
1320 — Reporting on the Quality Assurance 2300 — Performing the Engagement

2310 — Identifying Information

2320 — Analysis and Evaluation

2330 — Documenting Information

2340 — Engagement Supervision

2400 — Communicating Results

2410 — Criteria for Communicating

2420 — Quality of Communications

2500 — Monitoring Progress

TABLE 2: LIST OF I|A STANDARDS
10. Refer to Annexure “3” for brief details of International Standards for the professional Practice of Internal
Auditing issued by the Institute of Internal Auditors (I1A).

1.4 Update of Internal Audit Manuals
11. The Internal Audit Manual and other supplementary Audit Manuals prepared for specialised purposes such
as Performance Audit, Information Technology Audit, Public Private Partnership Audit, Fraud & Forensic

Audit, Works Audit, Revenue Audit and Procurement Audit shall be updated by the Finance Department

at least once in every three years.
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Chapter 2: Internal Audit Institutional Arrangements

12. This chapter details the institutional arrangements for conducting Internal Audit function in the State

including an introduction to the Finance Department, Directorate of Audit, Audit Cell and various audit

committees.

2.1 Finance Department

13. Finance Department means Department of Finance of the Government of Uttarakhand. Upon enactment

of the Uttarakhand Audit Act, 2012, various departments' audit functions have been centralised within the
Finance Department under Section 3(5) of the Uttarakhand Audit Act, 2012.
14. The objective of the Finance Department with respect to Internal Audit is to check whether the auditee has

performed its statutory and fiduciary responsibilities and has used the public money and resources

effectively and efficiently. Finance Department in order to achieve the aforesaid objectives and for smooth

implementation of the provisions of the Uttarakhand Audit Act, 2012 is entrusted with the following roles

and responsibilities:

a.

Update of Internal Audit manual and other supplementary Audit Manuals prepared for specialised
purpose such as Performance Audit, Information Technology Audit, Public Private Partnership Audit,
Fraud & Forensic Audit, Works Audit, Revenue Audit and Procurement Audit on a periodical basis.
Adoption of new International Standards for the Professional Practice issued by the 1A from time to
time.

Issue Government order/ notification as may be necessary for the smooth conduct of Internal Audit,
Performance Audit, Information Technology Audit, Public Private Partnership Audit, Fraud &
Forensic Audit, Works Audit, Revenue Audit and Procurement Audit from time to time.

Review Internal Audit Strategic Plan.

Review the annual audit plan submitted by the Director, Audit & issue the necessary direction, in
case of any change required within the period of one month. If no such further directions are issued,
these plans will be deemed approved.

Issue orders for conducting Special Audit and Fraud & Forensic Audit and issue of audit reports
thereon. Finance Department may, under special circumstances or on the request of the HOD of the
auditee or at its own discretion, issue order for Special Audit or Fraud & Forensic audit of
Government Machineries, Public Corporations, Government Companies, Institutions, Statutory
Authorities, Panchayati Raj Institutions, Urban Local Bodies and Government Committees. This
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audit will be conducted either by the committee formed for this purpose or by the official from the
Directorate of Audit.

g. Review the progress of Internal Audit through Quarterly Progress Report and Internal Quality
Assessment Report.

h. Initiate external assessment review under the Quality Assurance Improvement Programme from
professional bodies such as IlA India, ICAI or from other reputed institutions having experience in
public audit.

I.  Issue of guidelines and government order(s) for the outsourcing of Internal Audit as per Section 3(6)
of Uttarakhand Audit Act, 2012.

j.  Review the serious audit paras to be placed before the State Level Audit Committee.

k. Issue directives for changes in Online Audit Management System and to incorporate various
emerging IT interventions such as CAATSs Tools, Data Analytics, Artificial intelligence etc.

I.  Notify the audit fee to be charged from the auditee for conducting Internal Audit under Section 4 (4)
of the Uttarakhand Act, 2012.

m. Issue Internal Audit Reports to the auditee and its HOD based on the recommendation of the Expert
committee for Quality Assessment for High-Risk Departments.

n. Issue Annual Integrated Internal Audit Reports to the Secretary of the concerned departments based
on the recommendation of Director, Audit for all the categories of departments (i.e. High Risk,
Medium Risk and Low Risk Departments).

2.2 Directorate of Audit

15. The Directorate of Audit is constituted under Section 3(1) of the Uttarakhand Audit Act, 2012 to perform
Internal Audit functions across the State.

16. The Directorate of Audit is headed by the Director, Audit and day-to-day audit functions are handled by
the officers of the Directorate of Audit. The power, duties and responsibility of the Director, Audit and

other officials of the Directorate of Audit are provided below.

2.2.1 Director, Audit

17. The power, duties and responsibility of Director, Audit to carry out Internal Audit and other audits has

been provided below:
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a. Issue functional directions, and guidance to the officials of the department for conducting Internal
Audit and other specialised audit such as Performance Audit, Information Technology Audit, Public
Private Partnership Audit, Works Audit, Revenue Audit and Procurement Audit.

b. Prepare Internal Audit Strategic plan and inform-the same to the Finance Department.

c. Preparation and execution of annual and quarterly audit plan. The plans shall be informed to the
Finance Department. Both plans shall be deemed approved until & unless any other modification is
intimated by the Finance Department within the period of one month.

d. Ensure compliance with International Standards for the Professional Practice Issued by IIA in
carrying out Internal Audit function.

e. Conduct ‘Special Audit’ and ‘Fraud & Forensic Audit’ as per the direction of the Finance Department.

f.  Review risk profiling parameters to be used for categorisation of departments and auditees for
conducting Internal Audit, Performance Audit, Information Technology Audit, Public Private
Partnership Audit, Works Audit, Revenue Audit and Procurement Audit or any other audit area.
Review and update audit risk register at least once in every three years.

h. Ensure conduct of Internal Audit and other audits as per the approved annual and quarterly audit plan.

I.  Implement complete audit process (i.e. starting from the development of audit plan, allocation of
resources and timely issuance of the final audit report to the auditee) in accordance with the guidelines
provided in this Audit Manual.

j. Issue the Internal Audit Reports to the auditee and its Head of Department based on the
recommendation of the Expert Committee for Quality Assessment for Medium Risk and Low Risk
Department.

k. Review the Annual Integrated Internal Audit Report for the departments submitted by Expert
Committee for Quality Assessment and recommend to the Additional Chief Secretary/Principal
Secretary/ Secretary, Finance for issuance of the Annual Integrated Internal Audit Report.

I.  Follow-up, monitoring and compliance of audit paras reported in the Internal Audit Reports and
submit the same to Finance Department on a quarterly basis.

m. Prepare and submit key audit paras related to irregularities like misappropriation of Government
money, defalcation, and fraud etc. to the Finance Department and concerned Administrative
Department to be placed before the State Level Audit Committee.

n. Recommend to the concerned Administrative Department and Head of Department of auditee to take
disciplinary action against the person who wilfully neglects or refuses to provide any requisition of

records under Section 7 of the Uttarakhand Audit Act, 2012 as per the applicable service rules.
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Prepare and submit Quality Assurance Improvement Program (QAIP) to Finance Department for
approval.

Engage external agency for carrying of Internal Audit and other specialised audit mentioned in the
manual in accordance the with direction of the Finance Department.

2.2.2 Supervisory Officer

18. The Director, Audit may authorise any officer not below the Rank of Assistant Director for monitoring

and review of the audit procedure carried by the audit team. The officer so authorised by the Director;

Audit hereinafter is referred as “Supervisory Officer . The key functions of these officers are as under:

a.

Supervise and guide the audit team by visiting the auditee during the conduct of Internal Audit or
other specialised audits.

Ensure smooth execution of annual and quarterly audit plans by the audit team.

Review, approve and put forward the Draft Internal Audit Report and Annual Integrated Internal
Audit reports to the Expert Committee for Quality Assessment.

Review whether the audit team has obtained and uploaded sufficient and appropriate audit evidence
for drafting the audit paras.

In case any fraud, embezzlement or misappropriation is reported by the audit team, exercise the
following steps:

o Analyse and evaluate audit evidence obtained by the audit team by applying professional

skepticism.
o Intimate to Director, Audit and conduct the field visit if, required.
o Initiate joint inspection with the auditee (except when auditee is involved) to substantiate the

misappropriation, fraud, embezzlement etc.

o Upload all the working papers on OAMS jointly signed by the audit team, auditee and all
other officers who were present during the inspection/ verification immediately after
completion of the inspection.

Review the audit working papers to ensure that sufficient and appropriate audit evidence has been

obtained by the audit team to draft the audit paras and conclusion drawn by the audit team therefrom

IS correct.

Ensure that the audit team has followed all the audit procedures as provided in the audit planning

memorandum.
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2.2.3 Audit Team

19. Audit team comprised of two to three members, including the team leader. The key roles and

responsibilities of the audit team are as under:

a.
b.

Perform duties as specified under Section 6 of the Uttarakhand Audit Act, 2012.

Conduct internal audits and other specialised audits using OAMS or any other audit management
software as per the directions issued by Finance Department.

Conduct Internal Audit and other specialised audits in accordance with the guidelines provided in
this audit manual and in compliance with Government Orders and notifications issued by the
Finance Department from time to time.

Issue of half margin memo to the auditee for the record, reply, explanation through OAMS or any
other audit management software in use as per the direction issued by the Finance Department.
Inform to Supervisory Officer regarding non-compliance of audit requisition by the auditee.
Conversion of half margin memos into audit paras and preparation of the Draft Internal Audit Report
in accordance with the guidelines specified in this audit manual.

Upload all audit working papers and evidence collected during the conduct of audit on OAMS or
other audit management software in use as per the direction issued by the Finance Department.
Inspect stores/ inventory, complete works, ongoing works etc. with the help of the services of
respective subject matter experts, if required, by issuing HMM at least one day before such
inspection. Upload all the working papers, jointly signed by the audit team, auditee and all other
officers who were present during the inspection/ verification, on OAMS immediately after
completion of inspection/verification.

Report to the Supervisory Officer in case any fraud, embezzlement or misappropriation is found
during the conduct of Internal Audit.

Perform any other work as per the directions of the Director, Audit and Supervisory Officer.

2.3 Audit Cell

20. Audit Cell is set up at the Secretariat under the Finance Department, Government of Uttarakhand.

21. Audit Cell is comprised of officers as decided by the State Government from time to time. Audit Cell, as

per the directions of Additional Chief Secretary/ Principal Secretary/ Secretary, Finance will assist in

carrying out the duties and responsibilities as mentioned in clause 2.1 above.

22. Audit Cell will carry out any such other functions as directed by Additional Chief Secretary/ Principal

Secretary, Finance / Secretary, Finance.
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2.4 Expert Committees for Quality Assessment

23. 1A Standard-1310 “Requirements of the Quality Assurance and Improvement Program” requires the
QAIP to include both internal assessment and external assessment. The IIA Standard -1311 requires
“Internal Assessment consists of ongoing monitoring and periodic self-assessment”. So, in order to meet
with the requirements of 11A Standard-1311 “Expert Committees for Quality Assessment” are constituted
for review and finalization of Internal Audit Reports. The objective of these Expert Committees is to do
the quality assessment of the Draft Internal Audit Reports prepared by the audit team and reviewed by the
Supervisory Officer. For effective internal quality assessments following committees are formed:

(i) Expert Committee for Quality Assessment of Internal Audit Reports for high-risk departments.
(if) Expert Committee for Quality Assessment of Internal Audit Reports for medium and low-risk
departments

2.4.1 Expert Committee for Quality Assessment of High-Risk Departments

24. The composition of the Expert Committee for Quality Assessment for high-risk departments is as under:
Expert Committee for Quality Assessment for high-risk departments

1 Joint Secretary, Audit Cell

2 Concerned Supervisory Officer

3 Audit Officer, Audit Cell

25. The committee shall review the Draft Internal Audit Reports submitted by the Supervisory Officer and
recommend to the Additional Chief Secretary/ Principal Secretary/ Secretary, Finance for issuance of the
Internal Audit Reports.

26. The committee shall review the Annual Integrated Internal Audit Reports for the departments submitted
by the Supervisory Officer and recommend to the Director, Audit.

2.4.2 Expert Committee for Quality Assessment for Medium and Low Risk Departments

27. The composition of the Expert Committee for Quality Assessment for medium and low risk departments
are as under:
1 Additional Director/ Joint Director or Deputy Director nominated by Director, Audit.
2 Concerned Supervisory Officer

3 Concerned Audit Team Leader
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28. The committee shall review the Draft Internal Audit Reports submitted by the Supervisory Officer and
recommend to the Director, Audit for issuance of the Internal Audit Reports.
29. The committee shall review the Annual Integrated Internal Audit Reports for the departments submitted

by the Supervisory Officer and recommend to the Director, Audit.

30. The general functions, roles and responsibilities of the Expert Committees for Quality Assessment are as
under:

a. The meeting of the Committees shall be scheduled on fortnightly basis.

b. The quality assessment of Draft Internal Audit Reports shall include reviewing that the audit team
has performed the work in accordance with procedures outlined in this audit manual and in
compliance with the Act, Rules, and Government orders/notification issued by the Finance
Department from time to time.

c. Quality assessment of Draft Internal Audit Reports prepared and submitted by the external agencies.

31. The Expert Committee for Quality Assessment shall on monthly basis bring to the notice of Additional
Chief Secretary/ Principal Secretary/ Secretary, Finance and Director, Audit on common areas requiring

improvement along with its recommendations on quality improvements.

2.5 Audit Committees

32. To establish coordination in audit work, Audit Committee shall be constituted at Chief Secretary Level,
Administrative Department Level and Head of Department Level under Section 9 (5) (b) of the
Uttarakhand Audit Act, 2012.

33. The objective of the Audit Committee would be to monitor the compliance submitted by the auditees
against the audit paras reported in the Internal Audit Reports. Accordingly, the following Audit
Committees have been constituted:

a. Departmental Audit Sub Committee at Head of Department Level
b. Departmental Audit Committee at Administrative Department Level
c. State Level Audit Committee at Chief Secretary Level

2.5.1 Departmental Audit Sub Committee

34. The composition of the Departmental Audit Sub Committee is provided below:

1  Head of Department Chairperson
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2
3
4

5

Representative of Accountant General (Audit), Uttarakhand* Member
Finance Controller/Finance Officer Member
Representative of department nominated by HOD Member Secretary
Related Auditee /Office -bearer/Drawing & Disbursing officer Member

* For the discussions on the para of Internal Audit Report representative from Accountant General, (Audit)

Uttarakhand is not required to attend the meeting of Committee.

2.5.2 Departmental Audit Committee

A wDN

5

Additional Chief Secretary/ Principal Secretary/Secretary of the Chairperson

Administrative Department

Representative of Accountant General (Audit), Uttarakhand* Member
Head of Department Member
Finance Controller/Finance Officer Member
Representative of department nominated by HOD Member Secretary

*For the discussions on the para of Internal Audit Report representative from Accountant General, (Audit)

Uttarakhand is not required to attend the meeting of Committee.
2.5.3 State Level Audit Committee

A W N P

(6]

Chief Secretary, GoUK Chairperson
Additional Chief Secretary/ Principal Secretary/ Secretary, Finance, GoUK Member
Additional Chief Secretary/ Principal Secretary/ Secretary, Planning, GOUK  Member
Additional Chief Secretary/ Principal Secretary/ Secretary of the Respective ~ Member
Administrative Department

AG, Audit, Uttarakhand Member

Director, Audit, Uttarakhand Member Secretary

35. Functions, Roles and Responsibilities of Departmental Audit Sub Committee are:

a)
b)

c)

d)

Committee meeting shall be scheduled for at least once in every quarter

Review of the audit compliance report submitted by various auditees with respect to the serious and non-serious
observations made in the Internal Audit Report and AG report

Monitoring timely submission of compliance report by auditees for observations mentioned in part 2
(B) of AG audit report.

Monitoring timely submission of compliance report by auditees for observations mentioned in Internal

Audit Reports to the committee, Finance Department and Directorate of Audit.
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36.

37.

e)

f)

9)

h)

)

Submission of a report containing list and status of serious para/observation as per AG reports and
Internal Audit Reports to Departmental Audit Committee

Review of the control register maintained at auditee level and the consolidated control register at the
department level for control & monitoring of settled and un-settled para of the AG reports and Internal
Audit Reports separately. The control register shall be prepared, updated and maintained on OAMS as
per the functionality developed thereof.

Review of the action taken by the auditees against the audit observation provided in the AG reports
and Internal Audit Reports.

Submit a report to Finance Department and Director, Audit detailing action to be taken by the
committee on the audit observations/recommendations.

To act as per the direction of the Departmental Audit Committee and State Level Audit Committee.

The minutes of the meeting of committee shall be uploaded on OAMS.

Function, Roles and Responsibilities of Departmental Audit Committee:

a)
b)

Committee meetings shall be scheduled at least twice in a year.

Review of the report submitted by Departmental Audit Sub-Committee on serious para/observation as
per AG Reports and Internal Audit Reports on instances such as embezzlement, misappropriation of
funds, forgery etc.

Review the major findings reported in the “Annual Integrated Internal Audit Reports”.

Instruct to concerned Head of Department of the auditee to carry out the departmental investigation
and necessary action as per the applicable rules.

Act as per the direction of the State Level Audit Committee.

The minutes of meeting of the committee shall be uploaded on OAMS.

Functions, Roles and Responsibilities of State Level Audit Committee:

a)
b)

c)

d)

Committee meetings shall be scheduled at least once in every year.

Review of the report submitted by the Departmental Audit Committee.

Issue instructions or advice to the concerned administrative department for taking necessary action
with respect to serious audit paras reported in the Internal Audit Report submitted by Departmental
Audit Committee.

Discuss any other issues brought to the notice of the committee by the Finance Department/ Director,
Audit.

The minutes of the meeting of the committee shall be uploaded on OAMS.
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2.6 Audit Para Disposal and Settlement Committee

38. Audit Para Disposal and Settlement Committees are constituted for review and assessment of the

2.6.1 Audit Para Disposal and Settlement Committee for High-Risk Departments

compliance report submitted by auditees or the Audit Committee. There are two Audit Para Disposal and

Settlement Committees:

a. Audit Para Disposal and Settlement Committee for high-risk departments.
b. Audit Para Disposal and Settlement Committee for medium and low risk departments.

39. The composition of the Audit Para Disposal and Settlement Committees is provided below:

1

o O A WD

Additional Secretary, Finance, GoUK

Joint Secretary, Audit Cell

Joint Director, Audit/ Deputy Director, Audit

Concerned Supervisory Officer

Representative nominated by respective Head of Department
Audit Officer, Audit Cell (to present the report)

Chairperson
Member
Member
Secretary
Member
Member

40. Based on the recommendation of the concerned Audit Committee, the above-mentioned committee shall

review the compliance report and recommend to the Additional Chief Secretary/ Principal Secretary/

Secretary, Finance for disposal of audit paras. The Principal Secretary/ Secretary, Finance shall consider

the recommendation and issue order(s) accordingly. The above committee shall also review the

recommendation provided, if any, by the audit team in Internal Audit Reports with respect to compliance

of any pending audit para.

2.6.2 Audit Para Disposal and Settlement Committee* for Medium and Low Risk Department

g BB W N

Additional Director, Audit / Joint Director, Audit

Deputy Director, Audit/ Assistant Director

Assistant Director

Representative nominated by respective Head of Department

Audit Officer, Directorate of Audit, Uttarakhand (to present the report)

Chairperson
Member
Secretary
Member

Member
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*Whenever any of the positions are vacant, the Director, Audit shall nominate appropriate officer for this

purpose

41. Based on the recommendation of the concerned Audit committee, the above-mentioned committee shall
review the compliance report and recommend to the Director, Audit for disposal of audit paras. Director,
Audit shall consider the recommendation and issue the order(s). The above committee shall also review
the recommendation provided, if any, by the audit team in Internal Audit Reports with respect to

compliance of any pending audit para.
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Chapter 3: Internal Audit Charter

3.1 Definition & Content of Internal Audit Charter

42. As per the definition of the Institute of Internal Auditors (ITA) “the charter of the Internal Audit activity is
a formal document that defines the Internal Audit activity’s purpose, authority, and responsibility. The
charter should:

a) establish the Internal Audit activity’s position.
b) authorise access to records, personnel and physical properties relevant to the performance of
engagements.

c) defines the scope of the Internal Audit activities.

43. The Internal Audit charter is a formal document that establishes the nature, roles and functioning of the
Internal Audit in the organisation. It shall clearly spell out the Internal Audit’s mandate. The key
components of an Internal Audit charter are:

a) Vision and Mission

b) Scope

c) Authority

d) Governance

e) Accountability

f) Independence and Objectivity

g) Professional standards

h) Code of Ethics

1) Responsibility and functioning of the Internal Audit in an organisation.
j) Quality Assurance and Improvement program

3.2 Purpose of Internal Audit Charter

44. The purpose of the charter is to define the Internal Audit activity’s purpose, authority and responsibility
in the organisation so that the Internal Audit activity can be managed in accordance with the applicable
Code of Ethics, Standards and other guidelines issued by the Finance Department from time to time. The
charter provides a detailed outline of how an Internal Audit shall operate and allows the governing body
to emphasize the value it places on the independence of the Internal Audit function. The charter establishes
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this independence by defining reporting lines from the Chief Audit Executive' to the governing body and,
administratively, to executive management. It also provides Internal Audit, the authority to achieve its
tasks by allowing unrestricted access to records, personnel etc. for the purpose of performing its duties.

45. Refer to Annexure “4” for Internal Audit Charter, Government of Uttarakhand.

! The Chief Audit Executive shall be the Director, Audit
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Chapter 4: Internal Control Framework

46. This chapter describes about internal control framework and has been divided into following sections:
4.1 Internal control
4.2 Management responsibility for internal control framework
4.3 COSO internal control framework
4.4 Role of Internal Auditors in internal control
4.5 Evaluation of internal control

4.1 Internal Control

As per the International Standards for the Professional Practice of Internal Auditing (Standards) issued
by 1A
1A Standard 2130 Control:
The Internal Audit activity must assist the organization in maintaining effective controls by evaluating their
effectiveness and efficiency and by promoting continuous improvement
1A standard 2130. Al: The Internal audit activity must evaluate the adequacy and effectiveness of controls
in responding to risks within the organization’s governance, operations, and information systems regarding
the:

a) Achievement of the organization’s strategic objectives.

b) Reliability and integrity of financial and operational information.

c) Effectiveness and efficiency of operations and programs.

d) Safeguarding of assets.

e) Compliance with laws, regulations, policies, procedures, and contracts

Meaning and purpose of internal control:

47. Internal control is an integral process that is operated by an organization's management and personnel to
address risks and provide reasonable assurance in pursuit of organization's mission.

48. 11A defines control processes as the policies, procedures (both manual and automated), and activities that
are part of a control framework, designed to ensure that risks are contained within the level that an

organisation is willing to accept.
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49.

50.

51.

I1A also States that adequate control is present if management has planned and organized controls in a

manner that provides reasonable assurance that the organization’s risks have been managed effectively

and that the organization’s goals and objectives will be achieved efficiently and economically.

Internal control relates to more than just financial transactions and involves almost all operations of the

entity. Internal controls help the organization to manage its risks by:

a) Promoting orderly, economical, efficient and effective operations, and producing quality products &
services consistent with the organization’s mission.

b) Safeguarding resources against loss due to waste, abuse, mismanagement, errors and fraud.

c) Promoting adherence to laws, regulations, contracts and management directives.

d) Developing and maintaining reliable financial and management data presenting accurate, reliable and
timely information and reports.

Internal controls are thus continuous processes, and not isolated efforts or events, which provide a

reasonable assurance that controls are in place to mitigate identified risks.

4.2 Management responsibility for Internal Control Framework

52.

53.

54,

Management has the responsibility to establish an effective internal control framework to ensure adequate
treatment of identified risks and the achievement of organisational goals and objectives

The COSO (the Committee of Sponsoring Organisations) integrated framework has been widely accepted
as providing the benchmark guidance for establishing effective internal controls. It is the prerogative of
the management to determine whether the COSO integrated control framework should be adopted and
implemented in full or in any suitably modified form, either in the GoUK as a whole or any particular
department(s) or entity(ies).

Notwithstanding the above, both the auditee and Internal Auditor can use the guidance provided by the
COSO integrated control framework as a benchmark to understand and assess whether the government
prescribed controls and other department established controls are adequate to manage all the key risks of
the department and ensure that department objectives can be achieved without any impairment. As in the
case of risk management, it should be noted that when drawing on the elements of the COSO integrated
control framework, care should be taken to determine the appropriateness of particular processes in the

context of the particular needs of the GoUK department.

4.3 Committee of Sponsoring Organizations (COSO) Internal Control Framework
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55.

56.

S57.

Committee of Sponsoring Organizations
(COSO) developed a model for evaluating internal
controls. This model has been adopted as the generally
accepted framework for internal control and is widely
recognized as the definitive standard against which
organizations measure the effectiveness of their systems
of internal control.

It defines internal control as “a process, effected by an
entity’s board of directors, management and other
personnel, designed to provide reasonable assurance of
the achievement of objectives in the following
categories:

1) Effectiveness and efficiency of operations

2) Reliability of financial reporting

3) Compliance with applicable laws & regulations

S i

& &£

m toring Acti

FIGURE 1: COSO FRAMEWORK

These components are relevant to an entire entity and its subsidiaries, division, or any of its individual

operating units, functions, or other subsets of the entity.

Relationship of objectives, components, and the entity

58. A direct relationship exists between objectives, which are what an entity strives to achieve; components,

59.

which represent what is required to achieve the objectives, and entity structure (the operating units, legal

entities, and other structures).

The relationship can be depicted in the form of a cube.

a) The three categories of objectives are represented by the columns.

b) The five components are represented by the rows.

c) The entity structure, which represents the overall entity, divisions, subsidiaries, operating units, or

functions, including business processes such as sales, purchasing, production, and marketing and to

which internal control relates, are depicted by the third dimension of the cube. In an “effective” internal

control system, the following FIVE components work to support the achievement of an entity’s

mission, strategies and related business objectives: -
1. Control environment
2. Risk assessment
3. Control activities
4

Communication
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5. Monitoring

60. In addition to above five components of internal control, COSO framework sets out seventeen principles
representing the fundamental concepts associated with components and seventy-seven points of focus
representing the important characteristics associated with the principles

61. As many concepts of above five components should be applied in the Internal Audit functions, Internal
Auditor should carefully review and understand these components of COSO internal control framework
along with principles and points of focus. Refer Annexure “5” for details of COSO internal control
framework.
(Reproduced from Committee of Sponsoring Organizations of the Treadway Commission Internal

Control Integrated Framework Executive Summary 2013)

4.4 Role of Internal Auditors in Internal Control

62. Auditors should assess and evaluate the effectiveness of internal controls established by management. As
enshrined in the Audit Charter and Standards, Internal Auditors are required to examine internal controls
to ensure that (i) the controls have been properly designed to achieve the specific control objective of
managing identified risks and (ii) that the controls are functioning effectively as designed by management.

63. Internal auditors are required to evaluate and document their understanding & assessment of internal
controls with the following objectives:

a) understanding the design of significant processes

b) identify key risks within the process assessed

c) identify preventive and detective controls that prevent or detect errors from occurring within that
process

d) identify control gaps and process improvement opportunities.

64. The importance of internal control in Internal Audit planning and Internal Audit engagement has been
explained as below:

1) Internal Controls and Annual Internal Audit Planning

65. The effectiveness of the system of internal controls in an organization is a critical factor that needs to be
considered while preparing the annual Internal Audit plan. It is important that Internal Auditors
periodically test the effectiveness of control systems that are intended to address key risks faced by the

department. During the testing, the control systems which are identified to be potentially inadequate or
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2)

66.

67.

weak helps to determine the areas where more focus shall be given by audit teams while conducting
Internal Audit
Internal Controls and Internal Audit Engagements

While conducting Internal Audit engagements of selected areas, Internal Auditors are required to assess
the risks of the department at the micro level - i.e. the risks faced by the department at that operational
level. Following this, it will be necessary to determine if adequate controls have been established to
address such risks. The review of internal control is an integral part of any Internal Audit engagement.

Internal auditors need to understand the nature of internal controls and how different controls should be
established for different risks within the overall internal control framework of the department. Internal
auditors should plan the audit engagement by establishing clear audit objectives and determine criteria for
the measurement of the audit objective. In order to achieve most Internal Audit objectives, the Internal
Auditor would have to devise audit programmes to determine the existence of internal controls along with

their efficiency and effectiveness.

4.5 Evaluation of Internal Control

68. Internal auditors shall evaluate of internal controls to ensure that an adequate internal control framework

is in existence and is operating as designed by the department. Internal control evaluation will help
Internal Auditors to know the following:
a) Reliability of records and registers maintained by the department
b) The extent and the depth of the examination that needs to be carried out in different areas of department
c) What are the areas where controls are weak and where it is unnecessarily excessive?
d) Whether suggestions can be given to improve the control systems.
e) Whether the internal controls are sufficient

f) Whether the internal controls are followed

Type of Controls

69. Generally, there are two types of internal control such as:

a) Preventive Control activities are designed to deter the occurrence of an undesirable event. The
development of these controls involves predicting potential problems before they occur and

implementing ways to avoid them.
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b)

Detective Control activities are designed to identify undesirable events that do occur, and alert

management about what has happened. This enables management to take corrective action promptly.

70. Evaluation of Controls

a)

b)

d)

Obtain a list of internal controls from the auditee/department and /or obtain the applicable manual/
instructions etc., which are in operation in the respective audit department.

After obtaining the above, the Internal Auditor shall perform tests of controls to assess the existence
and adequacy of internal controls. However, the Internal Auditor may not be required to test all the
internal controls, he may select some sample controls based on the results of the risk assessment and
professional judgment.

The Internal Auditors may initially check the controls by conducting a compliance testing that is,
testing to assess compliance with the internal control. Substantive testing is required to obtain evidence
to ensure the completeness, accuracy and validity of the data produced by the accounting system.

The Internal Auditor shall first check whether there is compliance with the control measure. If it is
observed that the control measure is not operating properly, then the auditor would have to go for a
substantive testing of the transactions to examine whether non-compliance with the control has resulted
in any untoward incident. Substantive testing includes tests of details of classes of transactions, account

balances and disclosures.

Internal Control Questionnaire

71. The internal control questionnaire is a set of information which an auditor needs to know to carry out a

preliminary evaluation of the internal control available in a department. This would assist the auditor to

decide whether to:

a)
b)

Rely on the existing internal control system in the department, or

Carry out extensive testing of the controls. (as discussed above)

72. The main objective of the Internal Control Questionnaire is:

a)
b)

To ascertain a department’s system of accounting and internal control

To evaluate the control system thus recorded, and hence

o To identify those controls which indicate strengths in the system upon which the Internal Auditor
may rely, and

o To identify those areas over which there are weak or no controls and which therefore must be

subjected to extensive testing.
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73. Refer Annexure “6” for Internal Control Questionnaire to evaluate internal controls, which can be

74.

modified as necessary to suit audit department. This list of internal control questions does not represent a
complete and comprehensive evaluation of internal controls, but they reflect the control environment that
the department shall have in place. Thus, this internal control questionnaire shall be kept dynamic and

shall be refined and updated based on actual application of questionnaire and experience over the period.
A “Yes” answer to the questions indicates good internal controls are in place and/or practiced. A “No”

answer highlights those areas where improvements should be made to improve internal controls. An “NA”

indicates the controls which do not apply to the respective department.
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Chapter 5: Online Audit Management System (OAMS)

75. This Chapter provides an overview of the Online Audit Management System (OAMS) and has been

divided into following sections:

76. Introduction

5.1 OAMS key features

5.2 OAMS audit process

5.3 Introduction to Computer Assisted Audited Techniques (CAAT)

5.1

77.

5.2

78.

Introduction

Online Audit Management System (OAMS) is a web-based application being developed by National

Informatics Centre for Directorate of Audit, Government of Uttarakhand. The objective of OAMS is to

systematize entire Internal Audit life cycle starting from audit planning, execution, reporting, follow-up,

compliance and monitoring through e-management.

OAMS — Key features

Key features of OAMS notified as per audit guideline No. 14/xxvii (114) 2019 dated 24" April 2019 are

as below:

a)

b)

d)

Team Allocation and Work Management: The audit team is divided in two parts i.e. team leader and
team members. Team leader can directly send memo to the auditee while team member has to get his
Half Margin Memo (HMM) reviewed from the team leader before sending it to auditee.

Integration of e-mail and SMS alerts relating to Audits: Provision of sending emails and SMS alert
is also integrated with the OAMS system. After completion of various audit activities such as creation
of HMM, reply by auditee, dropping of HMM etc. an automate SMS/email is sent to auditor and auditee
for necessary actions.

Year-wise and department-wise reporting of audit observations: Year wise and department wise
audit reports can be generated through OAMS

Classification of audit objections based on nature of observations: OAMS consists of feature of
classifying the audit observations into objection or information. HMM issued for information cannot
be converted into para while an objection HMM or both HMM can be converted into para in case of
no reply or unsatisfactory reply by the auditee. Also, there are 21 serious and non-serious categories of
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9)

h)

)

observations and while preparing the draft para, an auditor has to classify the para under these
categories only. This helps in segregating the type of observation at source level only.

Audit related dashboards for different departments: Dashboards are another very useful feature of
OAMS. It provides information related to audit in the graphical form for better understanding and
reading. It includes information such as total category wise scheduled audits, total pending audits,
audits in progress, completed audits, objection types, yearly party wise progress, pending status of audit
reports, no. of half margin memao reports etc.

Audit related MIS (Management Information System) reports: OAMS also provide MIS on the
progress of audit conducted by the DoA for better monitoring and control.

Securing audit reporting trails: OAMS enables the audit department to secure trail of reports at one
platform which can be referred to whenever required through the online system

Database and repository of audit documents & observations: OAMS also acts as a repository of all
audit related documents and observations

Real Time update: OAMS allows auditee and auditor to update the comments and observation on real
time basis

Information uploading: Option to upload data in excel or word template for easier and quicker update
on OAMS
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5.3 OAMS —Audit Process

5.3.1 Existing Process

79. The existing Internal Audit process conducted through OAMS have been enumerated below:

e I e e, Capture Annual Mapping of Quaterly Audit Intimation of Submission of
Prepera Annual if any L Create I Wi o ,
‘Audit Program Audit Program M Audit Party Audit Party to Schedule - udit to Auditee i Information
Review by on OAMS Unit Prepared & Audit Team Sheet by Unit
>
T SF Reimnder
Instructions, if Any from director
to Dok

Revenue e

Information
—>

" E
HMM Team "
- i Issue of Exit
Meeting [EEM distribution form - " . Approval g ot
Observation
» e < Convert
. »l -
to Para
No

Expenditure No

Return with
Remarks

Yes
Yes
Prepare/Update Draft - -
= Forwarded - B Receomended Order by SF or Issue of Final Audit [
Para ra::onsu;m#_[]raﬂ - Review by EC — >—> Director, Audit § Report to Auditee
No No
- ]

Submission of Review of Settlement or
— . Complaincedatato — » Companince —» O‘:"Dpi’rg‘c’?;rb’[’}g; > droping or
DoA/f Finance Deptt. by APDSC B return of Para

J

Complaince of Audit observation Follow up on Complaince
By Auditee * by Audit Committees

SF: Secretary Finance
HMM: Half Margin Memo

SA: Supervising Authority
EC: Expert Committee for Quality Assessment
DoA: Directorate of Audit
APDSC: Audit Para Disposal & Settlement Committee

FIGURE 2: OAMS PROCESS

5.3.1.1 Audit Planning:

a) Uploading of approved internal annual plan on OAMS.
b) Audit team creation.

c) Mapping of audit team to auditees.

d) Preparation of quarterly Internal Audit schedule.

e) Intimation of Internal Audit to audit team and auditee.
f) Submission of information sheet by auditee.

5.3.1.2 Audit Execution

a) Entry meeting.
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b) Work distribution.

c) Issuance of Half Margin Memo (i) Information Memo (ii) Observation Memo.

d) Approval of Half Margin Memo by team leader (team leader has right to edit or drop the para submitted
by team member or it send back the half margin memo to team member for necessary modification).

e) Uploading of Internal Audit evidence on OAMS.

f) Exit meeting.

5.3.1.3 Audit Reporting

a) Conversion of Half Margin Memo into draft para.

b) Preparation of Draft Internal Audit report.

c) Review and forwarding of Draft Internal Audit Report by Supervisory Officer to Expert Committee for
Quality Assessment.

d) Review of Draft Internal Audit Report by Expert Committee for Quality Assessment.

e) Issuance of Final Internal Audit Report to Auditee and/ or respective HOD for compliance.

5.3.2 Planned Processes

1. The proposed OAMS will include the features such as:

5.3.2.1 Audit Planning:

a) Preparation of annual audit plan and quarterly audit plan to be done online based on the predefined
parameters/ and risk profiling.

b) Approval of annual audit plan and quarterly audit plan to be done online.

c) Allocation of the audit team to the selected units to be done by the OAMS automatically based on their
skill sets and experience.

d) Number of days allocated to each auditee to be done automatically by the OAMS based on the
predefined parameters.

e) Preparation and updating of Planning Memorandum.

5.3.2.2 Audit Execution
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a) The OAMS to be integrated with Integrated Financial Management System (IFMS) and other
accounting software used by the department/auditee which shall enable the audit team to fetch the
required information/data of the department/auditee directly.

b) Integration of process for audit execution and reporting by appointed external agencies.

5.3.2.3 Audit Reporting

a) The proposed OAMS function shall include the feature of circulating the Final Internal Audit Report
to the auditee and HOD automatically for compliance.

b) Preparation and submission of Annual Integrated Internal Audit Report to Secretary of the respective
department based on the key findings observed during the audit of units in their departments.

c) All the working papers shall also be uploaded on OAMS for record and future reference.

5.3.2.4 Audit Follow up and Compliance:

a) The entire follow up and compliance process would be carried out through OAMS including
preparation of control registers.

b) Dashboards related to status on compliance on audit observations by various auditees.

5.3.2.5 Audit Quality Assurance and Improvement

a) The entire process for quality assurance and improvement as explained in this manual would be carried
out through OAMS.

5.4 Introduction to Computer Assisted Audit Techniques (CAATS)

80. Computer assisted audit techniques (CAATS) is an IT based audit tool which assists the auditors in
identifying high risk audit areas and high-risk transactions where population and sample sizes are very
large. CAATS is a generic term used to collectively describe various software-based techniques and tools
viz. IDEA, NT-Auditor, MS-Access etc. used for analysis of electronic data. Use of CAATS enhances the
efficiency and effectiveness of audit planning and audit execution process as it enables the auditor to

interrogate entire populations of digital data, choose audit samples more scientifically and perform a wide
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variety of analyses. Auditors can also use CAATSs for performing various types of data analysis as

described below:

a)

b)

d)

9)

Generation of control totals and reconciliation of data — Using data analysis software the control
totals of the population can be recalculated and compared with account balances and summarised
figures in the trial balance. Any discrepancy can be investigated further and reconciled. This procedure
additionally provides assurance regarding the completeness and integrity of the data obtained from
auditee computer systems

Duplicate check — Duplicate check assist in identifying gaps in sequences like cheque numbers and
identify transactions beating duplicate fields

Summarisation — Summarising the transactions for different data fields is used to generate sub-totals
which is a useful tool for identifying important sub-classes of transactions for risk assessment purposes.
Summarisation is an important tool for audit as it can be used to segregate entire population of financial
transactions into various classes and account balance.

Interrogation — Using the Equation Editor and the @functions, the auditor can build simple to complex
criteria to interrogate the entire populations of transactions like payments, journal entries, user logs etc.
in order to identify possible unusual and irregular transactions and misstatements.

Stratification — Stratification of the population value helps to identify the distribution of the monetary
value across the various strata. It is an important tool for determining audit strategy for testing and
selection of high value items for 100% testing

Matching and joining data bases — Joining and matching databases enables the auditors to find out
exceptional items and compare account balances across different accounting periods. Joining files is
also useful for combining master files and transaction files.

Sampling - Enables the auditor to extract a representative selection of transactions from the file for
audit testing. The various types of sampling supported by CAATSs include systematic, random,
stratified, monetary unit, attribute etc.
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81. This chapter describes about audit life cycle and has been divided into following sections: -
6.1 Audit Planning
6.2 Audit Execution
6.3 Audit Reporting and Documentation

6.4 Audit Monitoring, Follow-up and Compliance
6.5 Audit Quality Assurance and Improvement

82. The life cycle process of an Internal Audit includes audit planning, audit execution, audit reporting &
documentation, audit monitoring, follow up & compliance and audit quality assurance & improvement.
All the process and activities to be conducted under various stage of the audit life cycle shall be conducted
through OAMS. A brief of each stage of the audit life cycle process is given below.

Audit Planning

Audit Quality
Assurance and Audit Execution
Improvement

Audit Monitoring Audit Reporting
Follow up & and
Complaince Documentation

FIGURE 3: AUDIT LIFE CYCLE

6.1 Audit Planning

83. Planning is important to ensure that the engagement is performed in efficiently and effectively manner.
The auditor shall establish an overall audit planning methodology based on which the scope & objective
of audit shall be established, and allocation of time and resources shall be finalized. The preparation of

annual Internal Audit plan is a fundamental requirement so as to determine what work needs to be done
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and also to ensure that the resources provided for the Internal Audit activities are deployed adequately.
The annual Internal Audit plan shall be prepared based on the risk assessment process as defined in chapter

8 of this manual.

6.2 Audit Execution

84. This is the stage where Internal Audit plans are executed, and observations are noted through application
of Internal Audit procedures. The purpose of audit execution is to gather sufficient & appropriate audit
evidence to reach the conclusion on each of the objectives identified in the Internal Auditing planning
memorandum. It includes field visit for conducting the Internal Audit, conducting entry meeting with
auditee, allocating work among audit team members, maintaining daily diary to keep an account of the
work done by the team members, interaction with the auditee, auditing the transactions selected, audit
evaluation & analysis, issuing of half margin memo, conducting of exit meeting etc. The detailed steps

to be undertaken in this stage is explained in chapter 9 of this manual

6.3 Audit Reporting and Documentation

Audit Reporting

85. This phase covers conversion of HMM to audit para based on the reply submitted by the auditee against
the HMM and consequently preparation & submission of audit report. The detailed process related to
preparation, approval, issuance and timeline for audit reporting is explained in chapter 10 of this manual

Documentation

86. The audit team shall collect the relevant audit evidence and shall maintain a daily diary wherein they shall
record their daily activity or work conducted. The audit team is expected to record and collect all the
evidence obtained. While preparing the Internal Audit Report, the audit team shall attach all the evidence
obtained. The detailed steps to be followed by auditors for audit documentation is provided at chapter 11

of this manual

6.4 Audit Monitoring, Follow Up & Compliance

87. It includes monitoring and follow-up with auditees for the compliance reports, sending of reminders in

case of not receiving of responses within stipulated time, functioning of compliance committees, process
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& delegation for disposal/settlement of audit para, steps to improve compliances to audit reports etc. The

detailed process of audit monitoring, follow-up & compliance is explained in chapter 12 of this manual.

6.5 Audit Quality Assurance and Improvement

88. The objective of the quality assurance and improvement is to assess the entire spectrum of the Internal
Audit activities, identify weaknesses & opportunities and provide recommendations for the improvement
of its effectiveness and efficiency. This stage also includes the monitoring of the audit activities as per the
annual and quarterly audit plan prepared. The process to be adopted under the audit quality assurance and

improvement is explained in detail at chapter 13 of this manual.
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Chapter 7: Internal Audit Strategic Plan

1A Standard 2010: Planning

The chief audit executive must establish a risk-based plan to determine the priorities of the internal audit
activity, consistent with the organization’s goals.

Interpretation:

To develop the risk-based plan, the chief audit executive consults with senior management and the board
and obtains an understanding of the organization’s strategies, key business objectives, associated risks, and
risk management processes. The chief audit executive must review and adjust the plan, as necessary, in
response to changes in the organization’s business, risks, operations, programs, systems, and controls
Standard 2020 — Communication and Approval

The chief audit executive must communicate the internal audit activity’s plans and resource requirements,
including significant interim changes, to senior management and the board for review and approval. The

chief audit executive must also communicate the impact of resource limitations.

89. This chapter describes about Internal Audit strategic plan and has been divided into following sections:
7.1 Definition
7.2 Objective — Internal Audit Strategic Plan
7.3 Principles — Internal Audit Strategic Plan

7.1 Definition

90. As per IIA’s practice guide, a strategic plan is defined as “a systematic and structured process to enable
the Internal Audit activity to achieve its vision and mission and playing an important role in achieving a
balance between cost and value, while making meaningful contributions to the organisation’s overall
governance, risk management and internal controls”

7.2 Objective of Internal Audit Strategic Plan

91. The Internal Audit shall be conducted as per the strategic plan of Directorate of Audit. The strategic plan

shall generally cover several years and guides the Internal Auditor in the selection of area, programmes

or focus of audit. The strategic planning process would also assist in preparation of annual Internal Audit

67|Page



Uttarakhand Internal Audit Manual-2021 VVolume I, Part-I

plan. The Directorate of Audit shall prepare a three-year strategic plan for Internal Audit. The strategic

plan shall be approved by Director, Audit. The objectives of the strategic plan shall be as follows:

a) Establish a clear strategic and long-term objective of Internal Audit activities based on the baseline
assessment of internal control environment

b) Providing strategic direction for resource utilization for ensuring maximum possible audit coverage

c) Process for identification and selection of auditees with the potential to improve Government
Departments’ accountability and administration

d) Establish monitoring mechanism to review the progress of Internal Audit

e) Promote accountability and governance within Internal Audit services; and

f) Support in preparation of a work program that can be achieved with expected available resources.

92. The Director, Audit must communicate the Strategic Plan and resource requirements, including

significant interim changes, to Finance Department for review.

7.3 Principles - Internal Audit Strategic Plan

Following principles to be considered for preparation of an Internal Audit strategic plan
7.3.1 Vision and Mission

93. A strategic plan is how the Internal Audit activity, vision and mission shall be pursued. The Directorate
of Audit shall prepare the strategic plan to achieve the vision and mission statements provided in the

Internal Audit Charter and 1A guidance

7.3.2 Objective and Outcome

94. The strategic plan for Internal Audit shall clearly define overall objectives of Internal Audit. It shall guide
and provide vision for conducting Internal Audit activities for the achievement of an organisation’s
strategic, operational, reporting and compliance objectives. The strategic plan shall also clearly provide
the outcomes to be achieved from the Internal Audit activities which may include both qualitative and

guantitative outcomes.

7.3.3 Standard and Guidance
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95. DoA shall consider the IPPF issued by 11A while developing the Internal Audit strategic plan.

7.3.4 Audit Universe

96. The strategic plan shall be prepared based on the updated database of auditees to be audited which shall

be maintained by DoA. The database of the auditees needs to be updated on yearly basis. The following

is the list of information which shall be updated in the database:

a)
b)
c)
d)
€)
f)
9)
h)
i)
)
K)
1)

m)

Name of the Auditee

Name of the department (in case of Auditee of the Department)
Number of Auditees in the Department

Number of 1A paras pending settlement

Amount of 1A paras pending settlement

Number of Internal Audit Serious Para/s

Number of Internal Audit Serious Para/s pending for Compliance
Number of embezzlement paras pending settlement

Amount of embezzlement paras pending settlement

Last financial year for which AG and/or Internal Audit was conducted
Name/Details of Schemes (Centrally sponsored/Flagship schemes) implemented
No of AG Audit Para/s pending for compliance.

No of AG Audit Serious Para/s pending for compliance

7.3.5 Audit Process

97. The strategic plan shall also State the process to be adopted by DoA in audit planning for selection of

departments, areas and units to be audited. In the manual, a four-tier risk-based audit approach has been

mentioned for audit planning & execution, which is:

a) Tier | — Selection of department to be audited

b) Tier Il — Selection of areas to be audited of the high-risk department (gradually for medium & low risk

departments as well) (As per tier I)

c) Tier Il — Selection of units to be audited under the selected department (As per Tier I)

d) Tier IV — Selection of transaction to be audited

98. The changes/update of the above process shall be mentioned in the strategic Internal Audit plan.
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7.3.6  Human Resource Management

99. The availability of resources and methodology for their effective utilization shall also be part of the
strategic audit plan. A database of all the auditors must be maintained by DoA, which shall contain their
name, age, educational background, years of experience, designation, skill sets, and trainings attended.
The database related to the auditors shall be updated on yearly basis by DoA. The strategic plan shall also
provide directions related to the training initiatives to be undertaken by DoA for enhancing the existing
skills of the auditors

7.3.7 Annual Audit Plan

100.Annual audit planning for every financial year shall be done based on the objective and outcome envisaged
in the strategic plan

7.3.8 Preparation, Approval and Updating

101. Internal audit strategic plan shall be prepared by DoA for three (03) years and shall be forwarded to
Finance Department for review. The strategic plan shall be reviewed and updated annually based on the
past progress and new developments (if any). The update in the strategic plan shall also be forwarded to
Finance Department for review.

7.3.9 Reporting to Finance Department

102. The status of implementation of strategic audit plan and its outcome shall be reported to finance

department for review & necessary action.

Note: DoA shall convene a workshop for all the Internal Auditors to discuss the contours of the approved
Internal Audit strategic plan to ensure proper dissemination of information related to key objectives of the
plan, its implementation process, roles of the auditors etc. and encourage adequate participation from the
Internal Auditors.

103. Refer to Annexure “7” for indicative content and components of strategic plan and a tentative format
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Chapter 8: Audit Planning and Preparation

104.This chapter deals with annual Internal Audit planning, steps involved in selection of audit department,
areas and units for Internal Audit and audit preparation. The chapter has been divided into the following
sections:
8.1 Annual Internal Audit Planning
8.2 Steps involved in Annual Internal Audit Planning
8.3 Audit Preparation

As per the International Standards for the Professional Practice of Internal Auditing (Standards) issued by
HA:

2010- Planning

“The audit executive must establish a risk-based plan to determine the priorities of the Internal Audit activity,
consistent with the organization’s goals.”

Interpretation:

The chief audit executive is responsible for developing a risk-based plan. The chief audit executive considers
the organization’s risk management framework, including using risk appetite levels set by management for
the different activities or parts of the organization. If a framework does not exist, the chief audit executive
uses his/her judgment of risks after consultation with senior management and the board.

The Internal Audit activity’s plan of engagements must be based on a documented risk assessment, undertaken
at least annually (Standard 2010.A1)

2060 — Reporting to Senior Management and the Board

The chief audit executive must report periodically to senior management and the board on the Internal Audit
activity’s purpose, authority, responsibility, and performance related to its plan and on its conformance with
the Code of Ethics and the Standards. Reporting must also include significant risk and control issues,
including fraud risks, governance issues and other matters that require the attention of senior management
and/or the board.

Interpretation:

The frequency and content of reporting are determined collaboratively by the chief audit executive, senior
management, and the board. The frequency and content of reporting depends on the importance of the
information to be communicated and the urgency of the related actions to be taken by senior management
and/or the board.
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The chief audit executive’s reporting and communication to senior management and the board must include
information about the Audit Charter, independence of the Internal Audit activity, the Audit plan and progress
against the plan, resource requirements, results of audit activities, conformance with the Code of Ethics and

the Standards, and action plans to address any significant conformance issues

105.The preparation of annual Internal Audit plan is a fundamental requirement so as to determine what work
needs to be done and also to ensure that the resources provided for the Internal Audit activities are
deployed adequately. An annual Internal Audit plan shall be prepared based on a properly managed

planning process.

8.1 Annual Internal Audit Planning

106.Annual Internal Audit planning shall be done by Directorate of Audit adopting the following principles:
a) Ensuring consistency with the Internal Audit charter, Internal Audit strategic plan and the Internal
Auditing standards.
b) Ensuring consistency with key audit objectives of assurance regarding the effectiveness of governance,
risk management, controls and fraud prevention measures.
c) Collaborative approach to determine the risks that are likely to occur or adversely affect the

organisation
8.2 Steps Involved in Annual Internal Audit Planning

107.Following are the steps that should be followed in preparation of an Annual Internal Audit Plan:

Step 1: Updating of database of audit universe to be audited by DoA

Step 2: Selection of department, area and units to be audited using risk based
approach

s Step 3: Resource allocation

s Step 4: Days to be allocated for audit of unit

Step 5: Preparation and approval of the annual and quarterly audit plan

Step 6: Communication of the audit plan to auditee and audit team

FIGURE 4: STEPS INVOLVED IN ANNUAL INTERNAL AUDIT PLANNING
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8.2.1 Step 1 - Updating of Database of Audit Universe to be audited by DoA

108.The updating of database of audit universe including the details of departments and units should be
completed by DoA at least 60 days prior to the start of the financial year in which the Internal Audit is

proposed i.e. by end of January.

OAMS Functionality: The details of the auditee such as address, communication details, details of in

charge of the units, department etc. shall be updated in the OAMS by Directorate of Audit

8.2.2 Step 2 - Selection of Department, Area and Units to be audited using RBIA approach

Risk Based Internal Auditing

109.11A defines “Risk Based Internal Audit (RBIA) as a methodology that links Internal Auditing to an
organisation's overall risk management framework. RBIA allows Internal Auditor to provide an assurance
to the management that risk management processes are managing risks effectively, in relation to the risk
appetite.”

110.RBIA involves risk profiling of the auditees over the period of time to facilitate strategic use of scarce
audit resources, align audit efforts with its objectives, facilitates institutional development and reduces
risk exposure by focusing attention on areas of significant weaknesses. Additionally, RBIA provides the
benefits of increased and effective controls which in turns lead to reduced risks.

111.Given the finite resources available, it would not be possible for DoA to audit all the key auditable areas
and auditees in a year. Therefore, the plan should focus on more significant or high inherent risk areas
and auditees.

112.A comprehensive system of risk-based audit approach shall be adopted wherein all the departments,
various key auditable areas to be audited in such departments and auditees within such departments shall
be classified as “High Risk”, “Medium Risk™ and “Low Risk” periodically based on certain pre-defined
parameters. The risk-based approach provides the requisite information to the audit team to guide their
focus towards auditing significantly riskier areas and auditees and also assist them in preparing for the

nature and extent of the Internal Audit to be conducted.

The risk assessment process described in this manual to categorize the departments / units as High, Medium
or Low is to select the departments / units for Internal Audit. It should not be construed as a confirmation or
certificate indicating inherent riskiness of the departments / units.
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113.The key Internal Audit roles which covers the risk management framework of the entity are:

a) Evaluate the design, implementation and effectiveness of the department’s internal control framework

and contribute to its continuous improvement

b) Evaluate the effectiveness of the department’s risk management processes and contribute to its

continuous improvement

c) Evaluate the mechanism adopted by the department for testing and reviewing the internal control and

assessing the results obtained from the same

d) Evaluating the implementation of the risk management process to minimize the risks

e) Evaluating the reporting framework used by the department to communicate the identified risks to the

competent authority

HA:

As per the International Standards for the Professional Practice of Internal Auditing (Standards) issued by

2100- Nature of Work

The Internal Audit activity must evaluate and contribute to the improvement of the organization’s
governance, risk management and control processes using a systematic, disciplined and risk-based approach.
Internal audit credibility and value are enhanced when auditors are proactive, and their evaluations offer

new insights and consider future impact.

114.The Directorate of Audit shall apply the risk-based methodology in the following manner:

Tier |

Risk-Profiling and Selection of Departments to be Audited

A periodic risk assessment of the departments will be carried out to develop an individual
“Department Risk Profile” based on selected parameters. This will help to include departments
in the annual audit plan on a rotational basis for efficiency and ensuring full coverage over three
years period. The detailed risk assessment and categorization of the departments shall be carried
out at least once every three years with annual updates based on findings from latest audit and
other sources. The annual selection of departments to be audited shall be done as per the process
detailed in this manual. DoA shall review the parameters and update the risk assessments for the
departments, wherever it deems necessary, on annual basis based on the findings in past audits
and their professional judgement.

The objective of risk-profiling of the department would also help to determine the extent and
coverage of Internal Audit and the days to be allotted. Priority shall be given to high-risk

departments in the annual audit planning. [Section 8.2.2.1]
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Tier Il | Risk-Profiling of Key Auditable Areas and Selection of Areas to be Audited

The objective of this stage is to identify the risk areas and help in prioritizing the audit and use
the available resources more effectively.

For departments that are assessed as high-risk under Tier I, risk assessment of all the Auditable
Sub Areas under each Key Auditable Area shall be conducted which would help to determine
and finalize the audit engagement. Those key auditable areas which are categorized as high risk
will be prioritized for detailed audit around the risks identified. DoA shall carry out the detailed
risk assessment of the Key Auditable Areas, Auditable Sub-Areas and the associated risks at
least once in every three years but update it annually based on the results of the latest audit and
their professional judgement.

For the departments that are assessed as medium or low risk under Tier I, the Tier Il risk
assessment process would be introduced gradually over a period of time. The selection and audit
of units in such departments would be carried out as per the risk assessment process detailed in
Tier 1l and Tier IV. [Section 8.2.2.2]
Tier Il | Risk-Profiling and Selection of Units to be Audited

The objective of this stage is to identify and select auditable units which are perceived to be

riskier and those that are suitable for audit.

The auditable units to be selected for audit will be done based on risk assessment in accordance
to pre-specified criteria and considering the risk-profile of the respective department as
determined under Tier I methodology. The risk assessment parameters include financial, non-
financial and special parameters (based on the key Auditable Area selected for audit as per Tier
. [Section 8.2.2.3]

Tier IV | Selection of Transactions to be audited at the Auditee selected for Audit

For the units selected for audit as per Tier Ill risk assessment process, the selection of
transactions and extent of checking have been defined for all Key Auditable Areas.
[Section 9.3]

TABLE 3: SUMMARY MATRIX FOR RISK ASSESSMENT PROCESS

115.Based on the above-mentioned risk assessment process and available resources, an annual Internal Audit
plan shall be prepared consisting of departments, areas & units to be audited. The risk-based assessment
process shall be finalized at least 30 days before the start of the financial year in which audit is proposed

to be conducted i.e. by 1% March.
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Tier |1 Risk Assessment Process

8.2.2.1 Tier I: Selection of Departments to be audited

116.Under Tier | process, the risk assessment of departments would be carried out to categorize the
departments into High, Medium or Low Risk based on pre-determined parameters. This would assist DoA
in determining the frequency of audits for departments in different risk categories, determine the extent
and coverage of audit and help in allocating resources based on risk assessed. The detailed risk assessment
and categorization of the departments shall be carried out at least every three years and updated annually
based on the results of latest audits and other sources. The annual selection of departments to be audited

shall be done as per the process mentioned in this section.

117.Steps involved in Tier | risk based approach are:

Activity 1: Identifying the parameters based on which profiling of risk is to be done

mmmmm  Activity 2: Plotting data

Activity 3: Calculating score for each of the parameter for all the departments

Activity 7: Frequency for audit of departments

FIGURE 5: TIER | RISK ASSESSMENT PROCESS

8.2.21.1 Activity 1: Identifying the parameters based on which profiling of risk is to be done

118. The departments shall be categorized as high risk, medium risk or low risk based on the assessment of
the following parameters (Table 4), applied wholly or partially depending upon the circumstances and the
significance to the department being assessed. This assessment shall be done at the global level by DoA
preferably involving a cross-section of audit teams that are proposed to be deputed to the field
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Sr

Parameters

Description

Financial Parameters

1 Actual Expenditure | Risk assessment of the department based on their share in total actual
expenditure of the State during the last financial year.

2 Direct Benefit | Risk assessment based on proportion of expenditure incurred through Direct
Transfer Benefit Transfer method out of total expenditure during the last financial year

3 Value of serious | Risk assessment based on the cumulative value of serious Internal Audit paras
Internal Audit Paras | observed during the past Internal Audits and pending compliance, of all the
pending compliance | units in a department as on the end of last financial year

4 | Value of serious audit | Risk assessment based on the value of serious observations pending

Para pending for
compliance in CAG’s
report tabled in the

State Legislature

compliance in the past audit reports conducted by CAG and tabled in State

Legislature.

Non-Financial Parameters

5 Past Internal Audit | Assessment of department based on time elapsed from last audit
conducted
6 Number of Auditees | This indicates the extent of centralization or decentralization of the

in the department

departments.

Other Parameters (Scoring would not be conducted for these parameters)

7 Significant loss or | Knowledge of potential loss or fraud or any substantial complaint against the
fraud or complaints | department

8 Significant changes | Effect of structural or significant changes to the operational or business
in  operational or | processes either individually or collectively (including changes to technology
business processes deployment)

9 Introduction of any | Introduction or implementation of any new major scheme by the department
new scheme

10 | Level of Internal | Findings from the Internal Control Questionnaire of the respective
Control departments during the current period or last audit
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Sr | Parameters Description

11 | Level of serious audit | Risk assessment based on the level or seriousness of the serious audit para in
Para pending in| CAG’sreport tabled in the State Legislature in the past. Past would mean since
CAG’s report tabled | last risk assessment but not exceeding three years.

in the State

Legislature

TABLE 4: CRITERIA FOR RISK PROFILING OF DEPARTMENTS (TIER 1)
119. The above parameters are illustrative and DoA may edit/delete/modify the parameters based on its

applicability, relevance, and availability of the data for various department assessed.

OAMS Functionality: All the above-mentioned parameters will be made available in OAMS for
assessments of all the departments. The DoA will have to select the parameters of the financial year for
which audit is to be done in order to do the risk-profiling of the department. Further, the DoA is authorized

to add new parameters and/or to enable/disable/modify the existing parameters.

8.2.2.1.2 Activity 2: Plotting data

120.The next step is to plot the data for each of these parameters for all the departments. The data with respect
to these parameters will have to be made available in OAMS for the first time and updated periodically
including data extraction from other applications for example from IFMS for actual expenditure etc.

121.The scoring would not be done for other parameters and DoA shall conduct the risk assessment of
departments on such parameters based on available information and their professional judgement. The
final outcome of such risk assessment based on their professional judgement shall be incorporated in
OAMS and shall be used for the final categorization of the department. The detailed procedure for the

classification of the departments is provided at Activity 6 (8.2.2.1.6) in subsequent section.
8.2.2.1.3 Activity 3: Calculating score for each of the parameter for all the departments
122.Based on a pre-defined range for each of the above-mentioned objective parameters, a score will be

assigned to each parameter for every department. The scores will be assigned on the scale of 1 to 10 for
each of the parameter.
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OAMS Functionality: Once all the range of values and the respective score are decided and updated into

OAMS master data, the system will automatically calculate the respective scores for each parameter for a

department.

8.2.2.1.4 Activity 4: Assigning of weights to each of the parameter

123.After assigning the score for each of the selected parameters the next step is to assign appropriate weight
against each of the parameters. The sum of all these weights should be equal to 1 for a department. The
assigning of weights will be an administrative decision and it will be reviewed/revised/changed in each
year or period during which the risk assessment process is conducted. However, the weights should be
uniform for all departments. Illustrative weights provided to the above-mentioned parameters is explained
later in this section of the manual. Once the weights for individual parameters and scores against each of
the parameters have been updated into OAMS, the weighted score of parameters will be calculated by
OAMS automatically.

OAMS Functionality: For the first time this data needs to be updated into the OAMS database and then the

system will automatically calculate scores without any human intervention.

8.2.2.15 Activity 5: Calculation of overall score

2.  For the calculation of overall score, the following formula may be used:
Sp1=(P1 X W1) + (P2 X W2) +....... + (Pn_X Wh)

Where
Sp1 is Score for a Department
Pnis score for the respective parameters

Wh is the weight of the respective parameter

OAMS Functionality: The OAMS will automatically add all the weighted scores of each parameter and
then reflect the overall score of each department

8.2.2.1.6 Activity 6: Classifying Department as High, Medium or Low based on overall score

124.The categorization of the departments would be done based on the following two steps:
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Step 1: Categorization of Department based on the score generated on Financial and Non-financial

Parameters

125.Based on the weighted scores calculated under Activity 5, the department would be categorised as High,

Medium or Low as per below table:

Particular Category
Department with Score Greater than 7 High
Department with Score Greater than 4 but less than or equal to 7 Medium
Department with Score less than or equal to 4 Low

TABLE 5: CLASSIFYING DEPARTMENT AS HIGH, MEDIUM AND LOW BASED ON OVERALL SCORE

Step 2: Finalization of Categorization of Departments based on risk assessment of other parameters.

126.After Post categorization of departments as per the above step, a dedicated team in DoA shall carry out

the risk assessment of departments based on the other parameters as provided in activity 1 (8.2.2.1.1). The

risk assessment of departments on these parameters would be based on available information and the

professional judgement of the evaluating team. The final outcome of such risk assessment would be based

on their professional judgement and shall be incorporated in OAMS which shall be used for the final

categorization of the department for e.g. assuming a department is classified as low risk department based

on the assessment as per step 1 above, however, while conducting the assessment on other parameters,

DoA founds certain information based on which they believe that such department shall be classified as

medium or high risk department, they shall do the same in the OAMS along with mentioning of the reason

for the same.

127.Therefore, the final categorization of the departments would be based on the professional judgment and

experience of DoA.

8.2.2.1.7 Activity 7: Frequency of Audit of Department

128.The departments to be taken up for audit in a year will be decided based on available manpower. The

following is an indicative methodology to be adopted for frequency of audit of a department:
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Category

Department | Frequency of Audit

Other factors

Department

High Risk To be Audited Every year

Where there is significant and material embezzlement, fraud
or misappropriation of funds reported across multiple units of
the department in the preceding financial year then based on
the significance, materiality, and pervasiveness of the
situation, such department could be classified as high-risk
department. The significance and materiality of the
embezzlement, fraud or misappropriation of funds shall be
determined by DoA based on their experience and
professional judgement. Further, if any special audit of the
department has been conducted in the preceding year and
significant observations were made or the audit recommends
a continued focus on these areas, then on the basis mentioned

above, the department could be classified as high risk.

Medium Risk | To be Audited at least

Department | once in two years.

Low Risk To be Audited at least
Department once in three years

Depending on other factors and the availability of resources,
such departments can be selected for audits in specific areas
or for limited audit.

Departments may be selected for audit on a rotational basis
based on the availability of the resources and based on the

scores as calculated at activity 5

TABLE 6: FREQUENCY OF AUDIT OF DEPARTMENT

129.Risk assessment framework at a departmental level based on an illustrative list of parameters along with

their score, range and weightage is provided below. The evaluators shall also refer to the findings from

the internal control questionnaire for each department during the risk assessment process (Refer section

4.5) to ensure adequate assessment of the department:

Sr. | Parameter Description of | Scoring Weightage
No. | Name Parameters Variable Range Score

Financial Parameters:

1 0-2.5% | 3 20%
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Sr. | Parameter Description of | Scoring Weightage
No. | Name Parameters Variable Range Score
Actual Actual expenditure | Actual expenditure of 2 5504 6
Expenditure for the preceding | the department to the
financial year needs | Total Actual
to be considered e.g. | expenditure of the
For Internal Audit to | State (%)
be conducted during
FY 2020-2021
(planning done in FY >5% 10
2019-20) then the
actual  expenditure
for the financial year
2018-2019 needs to
be considered
2 Direct  Benefit | Direct Benefit | Value of Expenditure| 0-20% 3
Transfer Transfer  for  the | through Direct Benefit| 20-50% 6
immediately Transfer of a
10%
preceding financial | department to the
year need to Dbe| Total Expenditure of >o0% 10
considered the Department (%)
3 Value of serious | Cumulative Value of | Cumulative Value of 0 0
Internal  Audit | serious Internal Audit | Serious Internal Audit| 0-25 Cr. 3
Paras  pending | Paras pending for| paras pending for| >25Cr.-
compliance compliance at end of | compliance at| 50Cr. ° 20%
the immediately | department level (Rs.
preceding financial | In Cr)
year needs to be >=0cr 10
considered.
4 Value of serious | Value of serious| Value of serious AG 0 0 20%
audit Para | Audit Paras (AG |para pending for| O0-5Cr. 3
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pending for

compliance in
AG

State legislature

report to

audit) pending for

compliance at end of

the immediately
preceding financial
year needs to be

considered.

compliance for the
department (AG
Audit)

>5 Cr.-15
6
Cr.
>15 Cr 10

assessment

5 Past Internal | Number of Years| Years Pending for 0 0
Audit Conducted | since the last Internal | Internal Audit 1 3
was Audit conducted 2 6 20%
for the department
3 or more 10
6 No. of Auditees | Number of Auditees | Number of Auditee 0-15 3
in the | in the Department as 15-50 6
) ) 10%
Department at the time of risk
>50 10

TABLE 7: ILLUSTRATIVE RISK ASSESSMENT FRAMEWORK FOR RISK PROFILING OF DEPARTMENT (TIER |)

130.Notes: DoA may add/delete/modify the above parameter as they deem fit which will be applied

uniformly across all departments.
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Tier 1l Risk Assessment Process

8.2.2.2 Tier Il: Selection of Key Auditable Areas for High-Risk Department (classified as per Tier |

assessment)

131.Post categorization of the department as per the steps mentioned in Tier-1 risk assessment process, DoA
shall select the areas to be audited for each of the high-risk departments based on the risk assessment
process explained in this section. DoA shall perform the detailed risk assessment of the Key Auditable
Areas and their Auditable Sub Areas of all the high-risk departments every three years but shall update
the risk evaluation matrix annually based on the results of the latest audits.
Note: Tier Il risk assessment process will be applied to departments in medium and low risk

categories on gradual basis

132.The Standard Object of Expenditure (SOE) is used for government budgeting and accounting to classify
the transaction by its character (natural head of account) which includes salaries, procurement, grants,
travelling expenses, medical expenses, training cost etc. SOEs can be clubbed into homogenous groups
and these are termed as the “Key Auditable Area”. Each of the Key Auditable Areas can be further
disaggregated into sub areas called “Auditable Sub Areas”. To prioritize the potential audit engagements
and identify the key areas to be audited which along with the available resources forms the basis to
determine the level of activities to be included in the annual Internal Audit plan.

133.Steps involved in Tier 1l Risk Based Approach is as below:

Activity 1: Grouping of the Standard Object Expenditure Codes (SOE)

Activity 3: Risk Assessment of the Auditable Sub Area in each of the Key Auditable
Areas

Activity 3: Selection of Key Auditable Area to be Audited based on the risk
assessment of each of the Auditable Sub Area under the Key Auditable Area

FIGURE 6: TIER Il RISK ASSESSMENT PROCESS
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8.2.2.21 Activity 1: Grouping of the Standard Object Expenditure Codes

134.Grouping of the similar Standard Object Expenditure Codes (SOE) applicable for the high-risk
departments shall be done by DoA. Refer to Annexure “8” for an illustrative grouping of the SOE codes.
The groups of similar SOEs shall be referred to as the Key Auditable Areas. The grouping shall be
reviewed by DoA annually and shall be updated in the OAMS.

OAMS Functionality: Post integration of IFMS and OAMS, the grouping of similar SOEs shall be carried
out through OAMS and the data related to such key Auditable areas shall be fetched automatically on OAMS
through IFMS

8.2.2.2.2 Activity 2: Risk Assessment of Key Auditable Areas

Step 1: Determination of Auditable Sub Areas under each Key Auditable Area

135.Each Key Auditable Area shall be disaggregated into the Auditable Sub-Areas and risks shall be identified
through multiple sources. An indicative list of Auditable Sub-Areas under the currently identified Key
Auditable Areas is provided at Annexure “9 A”. This list shall be updated by DoA periodically based on
the information gathered during the past audits conducted. This list shall also be linked and updated on
OAMS.

Step 2: Risk Assessment of Auditable Sub Areas

136.DoA shall carry out the risk assessment of all the Auditable Sub Areas under each Key Auditable Area
through situational analysis of the risks underlying such Auditable Sub Areas. The risk
listing/identification (situational analysis) for each Auditable Sub Area would be done from various
sources such as review of the internal control environment, past audit reports, best practices, past
experience, discussion with management, media reports and professional judgement of officials of DoA
conducting the risk assessment.

137.Based on the situational analysis, DoA shall classify each Auditable Sub Areas as High, Medium, or Low.

The format for the risk evaluation matrix is provided below:
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TABLE 8: ILLUSTRATIVE TEMPLATE FOR SITUATIONAL ANALYSIS OF AUDITABLE SUB AREAS

138.An illustrative general risk evaluation matrix for the currently identified Key Auditable Areas and their
Auditable Sub Areas in the above template is provided at Annexure “9 B”. The DoA shall build upon

this matrix based on the actual risks identified during each audit cycle. Based on the categorization, a

score shall be provided to each Auditable Sub Area as per the table provided below:

High 7-10
Medium 4-6
Low 1-3

TABLE 9: SCORING MATRIX FOR KEY AUDITABLE AREA

139.The above table provides the range of the scores to be assigned to each of the Auditable Sub Area based

on their risk assessment finalized through situational analysis at Table 8 above.

8.2.2.2.3 Activity 3: Selection of Key Auditable Area to be audited based on the assessment of each
Auditable Sub Areas

140.After assigning a score to each Auditable Sub Area as per Table 9 above, a final score shall be calculated
for the Key Auditable areas. The score for any Key Auditable Area shall be a simple average of scores
provided to its Auditable Sub Areas. For example, under a Key Auditable Area there are five Auditable
Sub Areas and based on the situational analysis and risk rating of these five Auditable Sub Area, the score
assigned to them are 7, 6, 8, 3 & 9. In this case, the final score of the Key Auditable Area would be the
simple average of these scores i.e. 6.6.

141.Post generation of the score for each key Auditable area, it shall be categorized as per the following

matrix:
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Score Range Categorization
Key Auditable Area with score greater than 7 High

Key Auditable Area with score greater than 4 but less than or equal to 7 Medium
Key Auditable Area with score less than or equal to 4 Low

TABLE 10: CATEGORIZATION OF KEY AUDITABLE AREA

142.Post the above categorization of Key Auditable areas/Auditable Sub Areas, DoA shall select high risk
Key Auditable areas/Auditable Sub Areas or a combination of high and medium risk auditable areas for
audit in each year, based on their professional judgement and experience. The extent and coverage of
audit for selected auditable areas shall be in with accordance to the Tier — IV risk assessment process
explained in chapter 9 of this manual. The detailed risk assessment of Key Auditable Areas shall be done
by DoA at least once in three years but the same shall be updated periodically by DoA based on the results

of the latest audit.

OAMS Functionality: The above process for risk assessment of Key Auditable Area shall be done through
OAMS post integration with IFMS. The template for scoring of Auditable Sub Areas and Key Auditable
Area shall be integrated in the OAMS and the response shall be entered by DoA in OAMS only, for automatic

calculations of the scores.

143.An illustration explaining the above process of Tier II risk assessment is provided at annexure “9
C”
Note — Way Forward:

During the initial years from the adoption of this manual, the audit will be done at the level of the Key
Auditable Area as per the process mentioned in section 8.2.2.2 above. Over the years, DoA shall
continuously update the risk evaluation matrix for the Auditable sub-Areas under each Key Auditable Areas
particularly for high-risk departments.

In the long term, DoA shall carry out the risk assessment of Auditable Sub Areas only and the Internal Audit
would be conducted for high-risk Auditable Sub Areas or a mix of high and medium risk Auditable Sub
Areas, as decided by the DoA. Post adopting of this approach, the steps mentioned in para 8.2.2.2.3 would
not be required.

Further, initially, the Tier 11 shall be applicable for High-Risk departments and gradually this process shall

be adopted for Medium and Low Risk Department.
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Tier 111 Risk Assessment Process

8.2.2.3 : Tier Il Selection of Units to be audited of the Selected Department (As per Tier I)

144.The Directorate of Audit shall carry out categorization of auditee in each of the selected departments (as

per Tier 1) on annual basis for selection of units to be audited.

145.Steps involved in Tier Il risk- based approach is as below:

Activity 1: Identifying the parameters based on which profiling of risk is to be done

el Activity 2: Plotting data

Activity 7: Auditing Criteria for categorized Units

FIGURE 7: TIER Il RISK ASSESSMENT PROCESS

8.2.2.3.1 Activity 1: Identifying the parameters based on which profiling of risk is to be done

146.All the auditees of each of the selected departments shall be categorized as high risk, medium risk or low
risk based on the following parameters:
e Financial Parameters
1. Actual Expenditure.
2. Value of serious Internal Audit paras pending compliance
3. Value of serious AG para pending for compliance
e Non-Financial Parameters
4. Past Internal Audit conducted.
e  Other Parameters

5. Specific Parameters for each department based on the Key Auditable Area to be audited (as per Tier

).
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147.The above parameters are illustrative and DoA may edit/delete/modify the parameters based on their

applicability, relevance, and availability of the data for various units assessed.

OAMS Functionality: All the above-mentioned parameters will be made available in the OAMS for auto
selection of units from the total available auditees of the selected department. The DoA will have to select
the parameters of the financial year for which audit is to be done in order to select the auditees. Further, the

DoA is authorized to add new parameters and/or to enable/disable the existing parameters.

8.2.2.3.2 Activity 2: Plotting data

148.The next step is to plot the data for each of these parameters against the auditees. The data with respect
to these parameters will have to be fed into the OAMS for the first time. Some of the data against these
parameters may already be available into OAMS and other data needs to be fed manually from external

sources for example from IFMS etc.

8.2.2.3.3 Activity 3: Scoring the Auditee on the basis of each of the parameter

149. Based on the range for each of the above-mentioned parameters, a score will be assigned to each

parameter for every unit. The scores will be assigned on a scale of 1-10 for these parameters.

OAMS Functionality: Once all the range of values and the respective score are decided and updated into
OAMS master data, the system will automatically calculate the respective scores for each parameter for a

unit.

8.2.2.3.4 Activity 4: Assigning of weights to each of the parameter

150.After assigning the score for each of the selected parameters the next step is to assign appropriate weight
against each of the parameters. The sum of all these weights should be equal to 1 for a unit. The assigning
of weights will be an administrative decision and it will be reviewed/revised/changed in each year and
may be different for units under high risk, medium risk, or low risk departments. Illustrative weights
provided for the above-mentioned parameters are explained later in this section of the manual. Once the
weights for individual parameter and scores against each of the parameters have been updated into OAMS,
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the weighted score of parameters will be calculated by OAMS automatically without any human

intervention.

OAMS Functionality: For the first time this data needs to be updated into the OAMS database and then the

system will automatically calculate scores for each unit without any human intervention.

8.2.2.35 Activity 5: Calculation of overall score

151.For the calculation of overall score, the following formula may be used:
Sui=(P1 X W1) + (P2 Xx W2) +....... + (Pn_X Wh)

Where
Suzis Score for a Unit
Pnis score for the respective parameters

Wh is the weight of the respective parameter

OAMS Functionality: The OAMS will automatically add all the weighted scores of parameters and then
reflect the overall score of each unit

8.2.2.3.6 Activity 6: Classifying Auditee as High, Medium, or Low based on overall score

152.Based on the weighted scores calculated at activity 5, the auditees of the selected department shall be

categorized as high, medium, and low risk for the purpose of selection of unit for audit.

Particular Category
Auditee with Score Greater than 7 High
Auditee with Score Greater than 4 but less than or equal to 7 Medium
Auditee with Score less than or equal to 4 Low

Note: Where there is any embezzlement, fraud or misappropriation of fund were reported in auditees
in the preceding financial year then the unit will be classified as high-risk auditee irrespective of

weightage as calculated above

TABLE 11: CLASSIFICATION OF AUDITEES
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8.2.2.3.7

Activity 7: Auditing Criteria of categorized units

153.The units to be selected for audit shall be decided based on available manpower and the number of Days

to be assigned to each auditee. The illustrative methodology for selecting auditees of a department is

provided below:

Auditees
Category

High Risk Department

Medium Risk

Department

Low Risk Department

High Risk
Auditees

50% of the high-risk units

will be selected for audit

30% of the high-risk units

will be selected for audit

30% of the high-risk units

will be selected for audit

Medium Risk
Auditees

30% of the medium risk
units will be selected for

audit

10% of the medium risk
units will be selected for

audit

Low Risk Auditees

10% of the low-risk units

will be selected for audit

5% of the low-risk units

will be selected for audit

TABLE 12: INDICATIVE AUDITING SELECTION CRITERIA FOR CATEGORIZED AUDITEES

154.The above ranges are illustrative in nature and final selection of auditees shall be done by DoA and Audit

Cell based on their professional judgement and available resources.

155.

30 low risk units), the audit coverage would be as per below table:

For instance, in case of Department “X” which has 100 units (30 high risk units, 40 medium risk and

Auditees Category

If X 'is a High-Risk
Department

If X is a Medium Risk
Department

If X is a Low-Risk

Department

High Risk Auditees

50% of 30 =15

30% of 30=9

30% of 30=9

Medium Risk
Auditees

30% of 40 =12

10% of 40=4

Low Risk Auditees

10% of 30 =3

5% of 30 = 1.5 (to be takenas 2) | --

Total

30 units

15 units

TABLE 13: ILLUSTRATION FOR SELECTION OF AUDITEES

156.Risk profiling of the units under a selected department shall be based on financial, non-financial

Parameters and special parameters. An illustrative list of parameters along with their score, range and

weightage is provided below:
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1 | Actual Actual expenditure | Actual 0-
Expenditure | for the preceding | expenditure of the | 2.5% 3
financial year needs | unit to the Total | 2.5-
to be considered e.g. | Actual 5% °
For Internal Audit | expenditure of the | >5% | 10
to be conducted | department (%)
during the financial
year 2020-2021 10% 25%
(planning done in
FY 2019-20) then
the actual
expenditure for the
financial year 2018-
2019 needs to be
considered
2 | Value of | Cumulative Value | Cumulative Value | 0 0
serious of Internal audit| of Internal Audit | O-
Internal serious paras | serious paras | 20L ’
Audit Paras | pending for | pending for | >20
pending compliance at end | compliance for the | L- 6 10% 25%
compliance | of the immediately | respective auditee | 50L
preceding financial
year needs to be >0 10
considered -
3 0 0 10% 20%
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0-
050 |3

Value of serious Cr.

Value of serious
Value of | Audit Paras (AG
serious audit | audit) pending for

] ) AG para pending | 0.5
Para pending | compliance at end )
for compliance for | to

for of the immediately ) 6
) o ) the unit (AG 1.5
compliance | preceding financial )
) Audit) Cr.
in AG report | year needs to be
. >1.5
considered. 10
Cr
4 | Past Internal | Numbers of Years| Years Pending for | O 0
Audit since last Internal | Internal Audit 1 3
Conducted | Audit conducted for 2 6 20% 30%
the unit 3 or
10
more

5 | Specific Parameters for each department based on the areas to be 500
0 _________
audited (as per Tier 1) *

TABLE 14: ILLUSTRATIVE LIST OF PARAMETERS FOR TIER Il RISK ASSESSMENT PROCESS

157.*Apart from the Financial and Non-Financial Parameters, DoA shall add a few specific parameters for
each of the high-risk departments based on the selected Key Auditable Areas for such department as per

Tier Il risk assessment process. Few Illustrative parameters are provided below:

Establishment Expenses | Establishment expenses as % of total | 0-30%: 3 Points
Expenses 30-60%: 6 Points
>60%: 10 Points
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Grant in Aid Grant in Aid as % of total receipts 0-30%: 3 Points
30-60%: 6 Points
>60%: 10 Points

Schemes Schemes related Allocation as % of total | 0-30%: 3 Points
Budget 30-70%: 6 Points
>70%: 10 Points
Procurement No’s of Procurement under Execution of | 0-10: 3 Points
Major Works 10-25: 6 Points
>25: 10 Points
Revenue Trend of Revenue: 0-10%: 3 Points

% Variation in revenue receipts over last | 10-20%: 6 Points

year (both negative and positive) >20%: 10 Points

TABLE 15: ILLUSTRATIVE LIST OF SPECIFIC PARAMETERS FOR TIER 11l RISK ASSESSMENT PROCESS BASED ON KEY

AUDITABLE AREA

158.Notes: DoA may add/delete/modify the above parameter as they deem fit. The results of all the above-
mentioned risk assessment process shall be considered for the preparation of the audit planning

memorandum and annual Internal Audit plan
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8.2.3 Step 3 - Resource allocation

As per the International Standards for the Professional Practice of Internal Auditing (Standards)
issued by 1A

1A Standard 2230 Engagement Resource Allocation

Internal auditors must determine appropriate and sufficient resources to achieve engagement objectives
based on an evaluation of the nature and complexity of each engagement, time constraints and available
resources.

Interpretation

Appropriate refers to the mix of knowledge, skills and other competencies needed to perform the
engagement. Sufficient refers to the quality of resources needed to accomplish the engagement with due

professional care.

As per the International Standards for the Professional Practice of Internal Auditing (Standards)
issued by 1A

1A Standard 2030 Resource Management

The Chief Audit Executive must ensure that Internal Audit resources are appropriate, sufficient, and
effectively deployed to achieve the approved plan

Interpretation

Appropriate refers to the mix of knowledge, skills and other competencies needed to perform the
engagement. Sufficient refers to the quantity of resources needed to accomplish the plan. Resources are

effectively deployed when they are used in a way that optimizes the achievement of the approved plan

159.Allocation of resources for the audit engagement shall be done at the DoA level. Selection of the right
audit team is one of the important factors for achieving the objective of audit. The audit team shall consist
of 2-3 members, with one team leader, depending on the size and nature of the of the auditee. The audit
team member should be allocated to the auditee based on their background, previous experience, skillset,
etc. For example, a person who has experience of audit in Works/ Procurement audit may be allocated
maximum auditees of Works departments, since they will have a good knowledge and understanding of
the works/procurement related acts, rules and procedure. This will improve the effectiveness of audit. The
following key consideration should be kept in mind while allocating audit team.
a) The team leader and other members should have earlier work experience in a similar type of audit
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b) As far as possible, the audit team should be assigned auditees nearest to their offices so that there is

limited inter movement of resources
160.Every audit team shall be formed in such a way that it shall consist of the right mix of all the attributes of
an auditor in terms of skills, knowledge, experience, report writing, decision making abilities etc. Each

audit team shall be assigned a unique number to distinguish with other audit teams.

OAMS Functionality: The logic shall be built up in the OAMS through which it shall automatically map

the audit team to various auditees.

161.Further, it is the responsibility of the audit team member to follow the Code of Ethics and independence,
maintain a good quality of audit and must be free from circumstances or influences that compromise, or

may be compromising, professional judgement, and they must act in an impartial and unbiased manner.

162.The resource allocation process should be finalized 30 working days prior to the start of each quarter of
the financial year in which the audit is proposed to be conducted. This shall be included in the quarterly

Internal Audit plan.

8.2.4 Step 4- Days to be allocated for Audit of unit

163.0nce the resource allocation is completed and the audit team is mapped to the auditee, the next step is to
allot a number of days for carrying out the audit. Days must be allotted for audit of a unit based on its
type and their risk rating (e.g. — high, medium or low). The following parameters may be considered while

allocating the number of days for the conduct of an Internal Audit.

S. No. Activity Risk Rating of Auditee
High Medium Low
1. Audit Execution: Entry Meeting, Audit of 10 6 4

Transaction and observation, Issuance of Half
Margin Memo, Exit meeting etc.
2. Audit Reporting - Conversion of Half Margin Memo 2 2 2
into Para, Issuance of draft report and final report etc.
Total 12 8 6

TABLE 16: ILLUSTRATIVE MATRIX FOR ALLOCATION OF DAYS FOR AUDIT
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164.The days shall be finalized at least 30 working days prior to the start of the financial year in which the
audit is to be proposed. However, such days may be modified in the quarterly Internal Audit plan based

on the learning during the audit executed.

165.Note: Above Days allocated are indicative and can be increased/decreased based on professional
judgement and past audit experience.

OAMS Functionality: The number of days for each type of auditee as per their risk rating shall be updated
into OAMS and then OAMS will automatically allocate the number of days to each auditee based on its risk
rating.

8.2.5 Step 5 - Preparation and Approval of the Annual and Quarterly Internal Audit Plan

As per the International Standards for the Professional Practice of Internal Auditing (Standards) issued by
lA.

2020-Communication and Approval
The Chief Audit Executive must communicate the Internal Audit activity’s plans and resource requirements,

including significant interim changes, to senior management and the board for review and approval. The

Chief Audit Executive must also communicate the impact of resource limitations.

Annual Internal Audit Plan
166.The DoA shall prepare an integrated annual Internal audit plan covering all the departments, auditable
areas and units selected for audit. The annual Internal Audit plan shall be finalized at least 30 days prior
to the start of the financial year in which the audit is proposed i.e. by 1% March. The annual Internal Audit
plan shall be sent to Finance Department and shall be considered as deemed approved until & unless any
other modification is intimated by the Finance Department.
167.The annual Internal Audit plan shall include an executive summary, comments on the risk assessment
methodology adopted for planning, the outcome of the risk assessment process indicating the departments,
area & unit selected for audit, audit resources, timelines, advisory to the auditors, nos. of audit parties etc.
Refer to Annexure “10” for the format of the annual Internal Audit plan.
Quarterly Internal Audit Plan
168.The DoA has the responsibility to prepare a quarterly Internal Audit plan covering the following details:
a) Name of the departments/units selected for audit,
b) Details of Key Auditable Area/ Auditable Sub Area (where applicable),
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c) Name of the auditors assigned the work of audit,
d) Period of accounts to be audited and,
e) Days allotted to conduct the audit.
f) Dates on which the audit of the unit will be conducted
169.The quarterly Internal Audit plan shall be finalised at least 30 working days prior to the commencement
of the quarter in which the audit is proposed. The quarterly Internal Audit plan shall be approved by
Director, Audit.

170.Refer to Annexure “10” for format of annual and quarterly Internal Audit plan.

OAMS Functionality: The annual and quarterly Internal Audit plan shall be prepared through OAMS and

shall be reviewed and approved as per the provision of this manual

8.2.6 Step 6 - Communicate the Internal Audit Plan to Auditees and Audit Teams

171.DoA will share the approved annual Internal Audit plan with all the departments and units selected for
audit. DoA shall also communicate the quarterly Internal Audit plan to the concerned auditees in advance
through OAMS, preferably at least 30 days prior to the start of the Internal Audit (First Quarter of the
Audit Plan will usually start by 10th of April) intimating the following details:
a) Details of the time of audit.
b) Team Leader and audit staff assigned for the Internal Audit.
c) Scheduled date of entry meeting.
d) Objective and scope of Internal Audit.
e) Period of accounts to be audited.
f) Number of working days allotted for completion of Internal Audit.
g) List of common documents and information required for Internal Audit.
h) Information sheet.
172.Refer to Annexure “11” for the format of Intimation of Internal Audit.
173.Along with the intimation letter, auditee would also be provided with an information sheet. This will
enable the auditee to arrange for the necessary records and resources for smooth conduct of the audit and
fill the information sheet on OAMS at least 14 days before the start of the audit. The detailed format for

the information sheet has been provided at Annexure “12”.
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174.The quarterly Internal Audit plan shall be shared with the audit team as well, preferably at least 30 days
prior to the start of the quarter, so that necessary audit preparation activities could be completed at their

end.

OAMS Functionality: The annual and quarterly audit plan is approved on OAMS. The information with
regard to the name of the auditees selected for audit, period of accounts to be audited, name of the audit
team assigned the work of audit, type of audit to be conducted and number of working days allotted for
completion of audit needs to be pre-fed into the system manually. As soon as the quarterly audit plan is
approved, intimation is shared with the auditee on OAMS through email. The auditors can also view his
schedule of audit on OAMS and can plan their visits accordingly. The auditee is informed about the schedule
of the audit at least a month before the audit.

However, the DoA shall update the OAMS system to ensure that the annual planning is carried through
OAMS only instead of uploading of Annual plan manually.

Before the start of the audit, the auditee is required to fill the information sheet in the OAMS itself which is
approved by HOD/ DDO. Once the information sheet is approved the same is intimated automatically to
the concerned auditor through SMS/ email.

99 |Page



Uttarakhand Internal Audit Manual-2021 VVolume I, Part-I

8.3 Audit Preparation

175.0nce the days are finalized, the DoA shall ensure the audit preparation of the audit parties with respect to

following activities:

Activity 1: Understand the department and its operation
Activity 2: Understand the legal and regularity framework
Activity 3: Preparation of planning memorandum

176.The above activities shall be conducted at the DoA level, along with a group of audit parties selected for
each department to be audited. These groups shall document and further disseminate the information to
other audit teams. These activities have to be done once in detail and then periodically updated in
subsequent audits.

As per the International Standards for the Professional Practice of Internal Auditing (Standards) issued by
HA.
2200 Engagement Planning
Internal auditors must develop and document a plan for each engagement including the engagement’s
objectives, scope, timing, and resource allocations. The plan must consider the organization’s strategies,
objectives, and risk relevant to the engagement.
2201 — Planning Considerations
In planning the engagement, Internal Auditors must consider:
a) The objectives of the activity being reviewed and how the activity controls its performance.
b) The significant risks to the activity, its objectives, resources, and operations and the means by which
the potential impact of risk is kept to an acceptable level
c) The adequacy and effectiveness of the activity’s risk management & control processes compared to
a relevant control framework or model; and

d) The opportunities for making significant improvements to the activity’s risk management and control

processes.

8.3.1 Activity 1 - Understand the Department and its operations

100|Page



Uttarakhand Internal Audit Manual-2021 VVolume I, Part-I

177.1t is essential that the audit team has good knowledge about the environment of the department and its

operations before the start of the audit. This includes understanding the rationale behind establishing the

department, structure and functions of the department. This will normally include considering matters

such as:

What are the services delivered by the department/operations performed?

What are the Schemes which are run by departments?

What is the statutory basis for these operations?

How are they funded i.e. Centrally, Centrally and State, EAP?

What are the key performance indicators of the department?

What is the organizational structure of the department? Is it centralized or decentralized?

What are the principal geographical locations and how are the operations distributed between them?
What is its relationship with other department/government organizations?

Were there any major changes that took place/planned during the period proposed for audit? (like re-
organization of a department/ wing)

Who are the recipients of its services i.e. Public?

How does it deliver its products/services or perform its operations?

Have there been any cases of significant fraud and embezzlement in the department?

What is the level of computerization of the department’s activities?

What is the result from the Tier I risk assessment of the department?

Are there any management concerns?

Regularity of Audit committee and what is its scope? Action taken by the department or auditee on

previous audit.

178.Primary source of information about the audit department can be obtained from the following documents:

Previous Internal Audit Plans.

Previous Internal Audit Reports.

AGs inspection reports.

Policy and procedures manuals, if any.

Important circulars issued by State and Central Government from time to time.
Organization charts and flow charts of processes.

Review of budget and management information.

Information sheet.
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e Review of the permanent audit file and previous audit reports, including reports from the State Audit
office.

e Review of the strategic and operational plans of the area to be audited.

e Department website, if any.

8.3.2 Activity 2 - Understand the legal and regulatory framework

179.The audit team should familiarize with the legal and regularity framework within which the department
operates. This will inter alia include:
e Any changes in law, regulations, accounting rules or policies of the department since the last audit.
e Primary and secondary legislation (like any Governing Legislation, Financial Rules, and other relevant
rules) and any changes since the last year.
e Regulations or instructions issued by the Finance Department or controlling Department and any
changes since the last audit.

8.3.3 Activity 3 - Preparation of Planning Memorandum

As per the International Standards for the Professional Practice of Internal Auditing (Standards) issued
by I1A’s:

2210 — Engagement Objectives:

Objectives must be established for each engagement

2210. Al: Internal auditors must conduct a preliminary assessment of the risks relevant to the activity under
review, engagement objectives must reflect the result of this assessment.

2210. A2: Internal auditors must consider the probability of significant errors, fraud, noncompliance and
other exposures when developing the engagement objectives

2220 — Engagement Scope

The established scope must be sufficient to satisfy the objectives of the engagement.

2220. Al: — The scope of the engagement must include consideration of relevant systems, records,

personnel, and physical properties, including those under the control of third parties.

180.Planning Memorandum: The overall Internal Audit plan should be summarized in a memorandum

containing a summary of the scope of the Internal Audit and planned Internal Audit procedures. The
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planning memorandum shall be prepared at the department level and shall present an analysis of the key

Internal Audit areas and a summary of the key planning decisions.

181.The DoA shall appoint the audit teams who shall prepare an audit planning memorandum for various

selected departments. This will enable the audit team members to understand the goal and mission of the

department, associated risk with the department and key areas which need more focus during the audit.

182.The content of the audit planning memorandum at the department level shall include:

A brief outline of the audit department activities based on the understanding of the Department.
Areas to be audited at the Department (As per Tier Il Risk Based Approach)

Basic information of Units to be audited at the Department (As per Tier I1l Risk Based Approach)
A description of the scope and objective of the audit.

Details of any significant facts, events or changes which have taken, or may take place, their likely
effect on the audit of operations and environment

A summary of the key team members and the total planned days for audit

OAMS Functionality: At the end of the preparation phase, the audit team needs to prepare an audit planning
memorandum in OAMS which States scope of the audit, nature and timing of audit procedure and the overall

strategy for the audit execution.

183.Refer to Annexure “13” for the format of Internal Audit Planning Memorandum.

184.Based on the entry meeting and/or on receipt of any additional/modified information after visiting the

auditee, the audit planning memorandum may be updated, if required, by the audit team leader. However,

any such update shall not lead to a reduction of the scope or extent of check to be done i.e. the auditor has

to mandatory do the audit as per the scope and extent of check provided in the annual audit plan and audit

planning memorandum.

185.The audit team leader can increase the scope or extent of check based on any information received without

impacting/reducing the scope already defined in the annual audit plan and audit planning memorandum.

186.The audit team leader shall obtain the approval from Supervisory Authority through OAMS for an

increase in scope or extent of check of audit, if such increase leads to additional time and resources for

execution of the audit. Accordingly, the audit team leader shall update the planning memorandum and

ensure that such changes are also highlighted in the Internal Audit Report. The approval is to be provided

through the system within two days.
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Chapter 9: Audit Execution

187.This is the stage where Internal Audit plans are executed, and observations are noted through the
application of Internal Audit procedures. The purpose of audit execution is to ensure completion of the
Internal Audit and gather sufficient & appropriate Internal Audit evidence to reach a conclusion on each

of the objectives identified in the Internal Auditing planning memorandum.

As per the International Standards for the Professional Practice of Internal Auditing (Standards)
issued by HA:

1200 — Proficiency and Due Professional Care

Engagements must be performed with proficiency and due professional care.

1210 — Proficiency

Internal auditors must possess the knowledge, skills, and other competencies needed to perform their
individual responsibilities. The Internal Audit activity collectively must possess or obtain the knowledge,
skills, and other competencies needed to perform its responsibilities.

1220 — Due Professional Care

Internal auditors must apply the care and skill expected of a reasonably prudent and competent Internal
Auditor. Due professional care does not imply infallibility.

2050 — Coordination and Reliance

The chief audit executive should share information, coordinate activities, and consider relying upon the
work of other internal and external assurance and consulting service providers to ensure proper coverage
and minimize duplication of efforts.

Interpretation:

In coordinating activities, the Chief Audit Executive may rely on the work of others assurance and consulting
service providers. A consistent process for the basis of reliance should be established, and the Chief Audit
Executive should consider the competency, objectivity, and due professional care of the assurance and
consulting service providers. The Chief Audit Executive should also have a clear understanding of the scope,
objectives, and results of the work performed by other providers of assurance and consulting services. Where
reliance is placed on the work of others, the Chief Audit Executive is still accountable and responsible for

ensuring adequate support for conclusions and opinions reached by the Internal Audit activity.

188. Following are the steps is to be followed in an audit execution stage:
9.1 Entry meeting.
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9.2 Update/revision of audit planning memorandum.
9.3 Select the transaction to be audited (Tier IV — Risk Assessment Process.)
9.4 Work distribution among the team members.
9.5 Audit of transaction selected.
9.6 Audit analysis and evaluation.
9.7 Issuance of Half Margin Memao.
9.8 Exit meeting.
3. The figure below shows the flow chart of steps under the Audit Execution:

Work distribution

CF

Entry Meeting

Update of Planning
Memorandum

Selection of Transaction
(Tier IV)

Prior to commencing the Based on the entry Selection of transaction Distribution of the work
audit field work, the audit meeting, any update or to be audited and the among the team

team should meet with changes required shall extent of check based on member

the audit unit's head and be made in planning the Tier IV risk

key officials memorandum assessment process

Audit of transaction Audit Analysis &
selected Evaluation

Audit of transactions Findings have been
selected based on the properly analyse,
assertions in auditing evaluated and recorded

Issuance of HMM

Audit memo for seeking Exit meeting shall be
clarifications from the held on the last day of
audit unit regarding any audit for discussing the
observation/document key findings and
observations of audit
B

FIGURE 8: AUDIT EXECUTION PROCESS

9.1 Entry Meeting — Auditee Level

189.The purpose of the entry meeting is to establish effective communications between the audit team and the
auditee at the beginning itself. The entry conference meeting will be held after completion of individual
auditee planning and before the commencement of actual audit work at the field. The entry conference
meeting will be held among the audit team members, the auditee’s head and other key officials of the

auditee. During the entry conference meeting, an audit coordinator from auditee shall be identified. The
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entry conference meeting will facilitate building a good relationship between the audit team and officials

of the auditee. Following are the main points which shall be discussed in the entry conference meeting.

9.1.1 Objectives and Scope of Work

190.There should be clear communication about the objective and scope of the audit with emphasis on the fact
that the purpose of the audit is to assist management by providing analysis, appraisals, recommendations,

and information in respect of their activities.

9.1.2 Seeking Inputs and Co-operation from Auditee

191.Discuss and seek inputs on problem areas where the auditors can be of assistance to the auditee. Careful
consideration must be given to any suggestions and requests. Inquire about working hours, access to
records, available work area for participating auditors, the auditee’s work deadline and any other
information which would help in scheduling the audit activities to fit into the office routine and ensuring

minimal interruption to the auditee’s routine work activities.

9.1.3 Audit progress

192.Establish a clear understanding with the auditee and regularly update them regarding audit progress and
findings.

9.1.4 Audit Findings

193.Discuss how the audit findings will be handled, e.g. resolution of minor findings, the discussion of all
findings on a concurrent basis to enable auditee to take timely and corrective action, discuss the status of

prior audit findings etc.

9.1.5 Debriefing and reporting

194.The audit team shall discuss the procedures for verifying and reporting the audit findings with the auditee.
Immediately after the entry meeting, the audit team shall submit a preliminary list of records required for
the execution of the Internal Audit.
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195.0ne team member of audit team shall be assigned to fill up all the details of the entry meeting into OAMS
under the entry conference tab which shall be duly approved by both parties.

196.Refer to Annexure “14” for the format of the minutes of entry meeting.

OAMS Functionality: In OAMS, under the entry conference tab, the audit team fills all necessary details
relating to auditees like name of key officials, period of audit, audit start date, audit end date, audit month,

auditee name, mobile number of concerned officials, a discussion held during the entry meeting etc.

9.2 Update of Planning Memorandum

197.Based on the entry meeting and/or on receipt of any additional/modified information after visiting the
auditee, the audit planning memorandum may be updated, if required, by the audit team leader. However,
any such update shall not lead to a reduction of the scope or extent of check to be done i.e. the auditor has
to mandatory do the audit as per the scope and extent of check provided in the annual audit plan and audit
planning memorandum. The audit team leader can increase the scope or extent of check based on any
information received without impacting/reducing the scope already defined in the annual audit plan and
audit planning memorandum. The audit team leader shall obtain the approval from Supervisory Authority
through OAMS for an increase in scope or extent of check of audit, if such increase leads to additional
time and resources for execution of the audit. Accordingly, the audit team leader shall update the planning
memorandum and ensure that such changes are also highlighted in the Internal Audit Report.

OAMS Functionality: After the entry conference meeting, the audit team may need to revise the audit

planning memorandum to include any further relevant information which may affect the execution strategy.

9.3 Selection of Transactions to be Audited (Tier 1V)

198.The Tier 1V risk assessment process shall be carried out by the audit team for identifying the transaction
and finalizing the extent of checking to be carried out

199.1f all the information is available, the respective audit team shall conduct the Tier IV risk assessment
process at the audit planning and preparation stage. However, in case of non-availability of information,
the Tier IV risk assessment process shall be done after the entry meeting. The process of risk assessment
shall be different in the following two scenarios:

9.3.1 Scenario 1: Tier 1V risk assessment process for units under High Risk Department
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9.3.1.1 Step 1: Extraction of Transactions Report

200.The audit team shall first extract the total expenditures report of the auditee to be audited from the IFMS
software integrated with OAMS or from any other software/application being deployed by the concerned

department.

9.3.1.2 Step 2: Percentage of Transaction to be selected for Audit

201.The approach to be followed for the extent of check of transactions to be audited by the audit team is as
under:

202.Key Auditable Areas/ Auditable Sub Area selected for audit as per Tier -11: At least 60% of
transactions (in terms of value) or at least 60% of the number of transactions as may be defined by the
DoA in the annual Internal Audit plan for selected Key Auditable Area or Auditable Sub Area. The above
extent of check would be indicative, and an auditor may increase the same based on their professional
judgment and findings during the audit.

203.For Remaining Key Auditable Areas/Auditable Sub Area: The decision regarding the audit of the
other remaining key auditable areas and the extent of check shall be decided by the auditor based on their
professional judgment and findings during the audit. However, the audit team leader shall obtain
necessary approval from Supervisory Officer and update the audit planning memorandum as explained at
section 9.2 above before increasing the scope of the audit. The auditor may take guidance from Annexure

“15 “for the transaction’s selection and extent of checking.
9.3.2 Scenario 2: Tier 1V risk assessment process for units under Medium and Low Risk Department:
9.3.2.1 Stepl: Extraction of Transactions Report
204.The audit team shall first extract the total expenditures report of the auditee to be audited from the IFMS
software integrated with OAMS or from any other software/application being deployed by the concern

department.

9.3.2.2 Step 2: Percentage of Transaction to be selected for Audit

108 |Page



Uttarakhand Internal Audit Manual-2021 VVolume I, Part-I

205.Till the time the Tier Il risk assessment process is not applicable for medium and low risk departments,
the process for selection of transactions and the extent of checking for the Key Auditable Area/ Auditable
Sub Area of units under such departments will be done as provided in Annexure “15 “. The extent of
check mentioned in Annexure “15” is indicative and an auditor may increase the same based on their
professional judgment and findings during the audit. Post applicability of Tier Il risk assessment process
on medium and low risk departments, the extent of check shall be in accordance to the scenario mentioned

in section 9.3.1 above.

9.4 Work Distribution among the Audit Team Members

206.Based on the understanding about the department and auditee, the audit team leader shall divide the audit
work among the team members and according to the work distribution they should proceed with the
Internal Audit. The audit team leader should take up more significant items along with the supervision of

other team members. The work distribution should be recorded and kept with the working papers.

207.Refer to Annexure “16” for the format of audit work distribution

OAMS Functionality: The work distribution shall be done by the team leader through OAMS under the

work distribution tab. The audit team members can view the works assigned to them through OAMS only.

9.5 Audit of the Transaction selected

As per the International Standards for the Professional Practice of Internal Auditing (Standards) issued by
HA.

2300 Performing the Engagement

Internal auditors must identify, analyses, evaluate and document sufficient information to achieve the

engagement’s objectives.

208.The audit team shall carry out the Internal Audit of transactions selected in step 3 (9.3 above) which
involves an examination of supporting documents and occurrence of transactions. The audit team has to
ensure that transactions are recorded in a timely manner after proper verification, under the appropriate

head of account and shall be approved by the competent authority.
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209.

Internal Auditor to form a basis for:

The transactions shall be audited based on the assertions in auditing. Assertions are used by the

e Considering the different types of potential misstatements that may occur.

e Assessing the risk of material misstatement.

e Designing further audit procedures that are responsive to the assessed risks.

210.The following five items are classified as assertions related to transactions:

e Existence/Occurrence

e Completeness

e Accuracy

e Cut-off

e Classification

211.These audit assertions are explained below with suitable examples for better a understanding of the

concept.
Assertions Explanation Example: Procurement
Existence/ | This assertions States that the transactions | Whether Notice Inviting Bid was published
Occurrence | recognized or recorded have occurred and | in the procurement portal with all the

relate to the specific auditee or department

information as per Uttarakhand Procurement
Rules, 2017.

Completeness

This assertions states that all transactions
that were supposed to be recorded have
been recognized in the books, registers, or

documents.

Check whether

maintained for evaluation of financial bids

any documentation is

(scoring sheet).

Accuracy

This assertions states that all transactions
have been recorded accurately at their

appropriate amounts.

Check whether bid security or performance
security are collected and recorded correctly
in the books of accounts at their appropriate

amount.

Cut-off

This assertions states that transactions have
been recognized in the correct accounting
period.

Check whether the entire procurement
procedure was recorded appropriately in the

accounting period when it has occurred.

Classification

This assertions states that transactions have
been classified and recorded within the

correct heads i.e. major and minor head

Check whether the procurement that is

made, is correctly accounted under the head,
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Assertions Explanation

Example: Procurement

where the budget for the same was allocated

for that purpose.

TABLE 17: TYPES OF ASSERTIONS

212.Refer to Audit checklist provided in Volume Il of Internal Audit Manual for checking of auditable areas.

A guidance for reference to the checklist is also provided in the Annexure “15”.

Daily Diary

213.The audit team members shall maintain the record of their daily work in the daily diary. During Internal

Audit, each audit team member is required to keep an account of work done by them. Such a diary shall

be kept date wise and should include the following:
e Name of auditor.
e Name of auditee.
e Audit Team number.
e Number of working days allotted.
e Date of commencement of audit.
e Period of audit.

e Date of allocation of work.

e Number of hours worked on audit (work allocation wise).

e Area of work allocated by the audit team leader.
e Progress made during the day.
214.Refer to Annexure “17” for the format of daily diary.

215.The audit team leader shall review the daily dairy of team members and provide appropriate comments.

OAMS Functionality: The template/ format for the daily diary has been provided on OAMS and the audit

team members shall fill the same on daily basis through OAMS only.

9.6 Audit Analysis and Evaluation

As per the International Standards for the Professional Practice of Internal Auditing (Standards) issued by

ITA’s
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2310 Identifying Information

Internal auditors must identify sufficient, reliable, relevant and useful information to achieve the
engagement’s objectives

2320 — Analysis and Evaluation:

Internal auditors must base conclusions and engagement results on appropriate analyses and evaluations

216.Upon completion of the fieldwork, auditors shall ensure that all the necessary evidence to support findings
have been properly analysed and evaluated. Audit observation shall be clear, providing sufficient
information and clearly addressing the criteria of the Internal Audit engagement. Audit evidence should
be supportive to the audit observation and should have been cross-referenced in Half margin Memo
(HMM) to demonstrate that the Internal Auditor has identified, analysed and evaluated sufficient
information to achieve the audit engagement objectives before issuing any audit observation.

217.Please refer to section 11.5 with regards to audit evidence and their collection process. Throughout the
Internal Audit, the auditor shall have discussions with the staff of auditee to review findings and potential
recommendations. This would help in ensuring that all pertinent information has been considered in
developing conclusions and also provides an opportunity to the audit team and the auditee to work together

in developing potential solutions for the identified deficiencies.

9.7 Issuance of Half Margin Memo

218.During the audit analysis and evaluation, the audit team might come across various issues/findings for
which a clarification is required from the auditee. Such information is asked by issuing Half Margin Memo
(HMM) to be created through OAMS and sent to the auditee for the reply.
219.HMM is prepared by the audit team during the audit for (i) seeking clarification from the auditee regarding
any observation or (ii) the requirement of any information or document.
220.Therefore, the Half Margin memo is classified as follows:
e Information memo: is used to obtain additional information or documents from the auditee.
e Observation memo: is used where preliminary audit indicates that a draft para can be made.
e Information Cum Observation Memo.
221.HMM created by team members shall be reviewed and approved by the team leader before sharing it with
the auditee. HMM shall be approved or returned or rejected by the team leader only once and the HMM

created by the team leader shall be sent directly to the auditee. There could be the following scenarios:
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e If HMM is approved by the Audit Team Leader: The Half Margin Memo shall be sent to the
auditee for seeking a response. The auditor is required to evaluate the response provided by the
auditee on each Half Margin Memo and accordingly take necessary actions. Following are the two
outcomes of a Half Margin Memo:

e Resolved Half Margin Memos- In case the auditee provides a response, which is satisfactory as
per the auditor, then Half Margin Memo shall be resolved.

e Un-resolved Half Margin Memos-

o In case auditee fails to provide a response within the stipulated time, then Half Margin Memo
shall be treated as un-resolved and shall be converted into para.

o Incase the auditee provides a response, which is not satisfactory as per the auditor, then HMM
shall be treated as un-resolved and shall be converted into audit para.

e If HMM is not approved by the audit team leader: It shall be sent to the audit team member
again along with the comments (reason for rejection) for necessary corrections, and the same will
be rectified by the audit team member accordingly.

222.Refer Annexure “18” for format of Half Margin Memo

OAMS Functionality: Half Margin Memo (HMM) is created on OAMS by team members and approved by
the team leader and on submission, an automatic intimation is sent to the identified auditor and coordinator of
the auditee through SMS and email for reply.
HMM once created and submitted to the auditee, cannot be edited. The audit team can add sub HMM for any
additional point or for addressing the reply received from the auditee. However, all the HMM must be either
closed as resolved or converted into draft paras in OAMS. Information HMM has to be closed and any
discrepancy or limitation faced shall be mentioned in the audit report.
» The auditee has to respond to the HMM within 3 working days. Along with the reply, the auditee has
also to upload all the documents on OAMS which supports the resolving of audit HMM.
» In case of non-reply or unsatisfactory reply, the HMM would be converted into draft para by the audit
team. Based on the response of the auditee, the audit team either drops the HMM or covert the same

into draft para.

9.8 Exit Meeting

223.0nce the audit team completes the audit execution, it would interact with the auditee for discussion on

the conclusion drawn on the audit findings. The audit team leader together with other team members is
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responsible for scheduling the exit conference meeting with the auditee’s head or his/her authorised

representative latest by the last date of fieldwork to give them an opportunity to provide any clarification

on audit findings. The purpose of the exit conference meeting is:

To inform the head of the auditee about the audit findings (discuss the unresolved HMMs issued
during the audit period / uncorrected misstatement, which have been included in the HMM) and
reporting process,

To obtain management response on the HMM and recommendation made along with the reason
thereof,

To provide reasons for acceptance or rejection of responses received on the half margin memo,

To provide adequate guidance about corrective actions to be taken against each half margin memo
and also provide guidance about their rights and available remedies,

To apprise auditee that in case of non-submission or reply to the HMM, the same shall be converted

into draft para and included in the Internal Audit Report

224.Points to be discussed in exit meeting:

Observations and findings of Internal Audit on each issue, matter, segment, and comments of the

auditee thereon.

Reasons for acceptance or rejection of those comments.

Shortcomings/lapses in accounts and suggestions of Internal Auditors thereon.

Remedial action/follow-up action to be taken by the auditee.

Suggestion for improvement in the accounting, financial management and general performance of the

auditee.

225.0ne audit team member should be assigned to document all discussions during the meeting on OAMS.

The audit team should prepare and circulate minutes of the meeting through OAMS to the auditee

personnel who were present during the meeting. The minutes of the exit conference meeting shall be duly

approved by both the parties.

226.Refer to Annexure “19” for the format of minutes of the exit meeting.

OAMS Functionality: Under the exit conference meeting tab on OAMS, the audit team has to enter all the

details of the exit meeting such as meeting start and end date, name and designation of participants etc. The
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exit conference meeting template also includes major queries raised and discussed held during the exit

conference meeting.
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Chapter 10: Audit Reporting

227.This chapter describes the steps that are to be followed for reporting the findings under an Internal Audit
engagement. The chapter has been divided into the following sections:
10.1 Conversion of HMM into draft audit para
10.2 Preparation of Draft Internal Audit Report
10.3 Review, approval and issuance of Internal Audit Report

As per the International Standards for the Professional Practice of Internal Auditing (Standards) issued
by HA:

2400 — Communicating Results

Internal auditors must communicate the engagement results.

2410 — Criteria for Communicating

Communications must include the engagement’s objectives and scope and results

2410. Al — Final communication of engagement results must, where appropriate, contain Internal Auditors’
overall opinion and/or conclusions as well as applicable recommendations and/or action plans. Where
appropriate the Internal Auditor’s opinion should be provided. An opinion must consider the expectations
of senior management, the board and other stakeholders and must be supported by sufficient, reliable,
relevant and useful information

Interpretation:

Opinions at the engagement level may be ratings, conclusions or other descriptions of the results. Such an
engagement may be in relation to controls around a specific process, risk or business unit. The formulation
of such opinions requires consideration of the engagement results and their significance

2410. A2 — Internal auditors are encouraged to acknowledge satisfactory performance in engagement
communications.

2410. A3 — When releasing engagement results to parties outside the organization, the communication must
include limitations on distribution and use of the results.

2420 — Quality of Communications

Communications must be accurate, objective, clear, concise, constructive, complete, and timely.
Interpretation:

Accurate communications are free from errors and distortions and are based on underlying facts.
Objective communications are fair, impartial, unbiased and are result of a fair-minded and balanced

assessment of all relevant facts.
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Clear communications are easily understood, logical, avoids unnecessary technical language and provides
all significant and relevant information.

Concise communications are to the point and avoid unnecessary elaboration, superfluous detail, redundancy
and wordiness.

Constructive communications are helpful to the client and the organization and lead to improvements where
needed.

Complete communications lack nothing that is essential to the target audience and include all significant
and relevant information to support recommendations and conclusions.

Timely communications are opportune and expedient, depending on the significance of the issue, allowing

management to take appropriate corrective action.

228.Audit reporting is the phase where the auditors prepare a report based on the findings noted during the
audit and interaction carried out with the officials of the auditee. Audit reporting starts with the conversion

of unresolved HMM into draft para and preparation of a draft Internal Audit Report. The steps to be

followed in the audit reporting stage is provided in the figure below:

Preparation of
Draft Internal
Audit report

Conversion of
HMM into draft
para

Review, approval
and issuance of
Internal Audit
Report

FIGURE 9: PROCESS OF AUDIT REPORTING

10.1 Conversion of Half Margin Memo into Draft Audit Para

10.1.1 Conversion or Dropping of HMM

229.Audit reporting is the phase where the auditors prepare a report based on the findings noted during the
audit and interaction carried out with the officials of the auditee. This stage starts from the conversion of

unresolved HMM into audit para. The steps to be followed under this phase is provided in the figure

below:
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230.The HMM converted to draft para by audit team members shall be sent to the audit team leader for

approval. The audit team leader shall either approve, reject or return the draft audit para to team member

for making necessary changes. The rejection or return of the HMM by team leader shall be done only

once.

OAMS Functionality: Creation of Draft Audit Para from Half Margin shall be done through the
functionality provided on OAMS. All the half margin memo (HMM) must be either closed as resolved or

converted into draft audit paras in OAMS. There can be following two types of situations:

If the auditee answer is satisfied, then the half margin memo (HMM) is drop or closed as resolved.
OAMS functionality Half Margin - Drop/ Not Converted into Draft audit para.

If auditee does not reply or the answer is not satisfactory, then the half margin memo (HMM) is
converted into Draft Audit Para.

10.1.2 Categorization of Para

231.The audit team needs to classify the audit paras/observations into Serious or Non-serious irregularities.

The observation shall also be categorized based on the Key Auditable Area/ Auditable Sub Area to which

it pertains. The categorisation of paras shall be based on the following:

10.1.2.1

Categorization of Para based on the type of the observation

A. Serious and Non serious Para

232.Serious Para: All observations involving major lapses or loss to the government department shall be

categorized as serious para. Some examples of serious para are mentioned below:

Fraudulent withdrawal from treasury/ government bank accounts
Bogus payment and non-payment to beneficiaries
Misappropriation of cash and stocks
Any excess payments
Irregularities in procurement involving excess or illegal payments
Loss in revenue and fee realization
Embezzlement of funds
Irregularities in revenue and fee collections and utilizations
Any un-authorized expenditure.
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233.Non-Serious Para: All other observations other than the serious observation shall be categorized as non-

serious para.
B. Based on reason for the observed deficiency/deviation
234.After categorizing the audit para under the serious or non-serious category, the audit team shall further

sub categorize each audit para based on the reason due to which the observed deficiency/deviation has
happened and the nature of the observation. The categories for the same is provided in below table:

Sr Category Description
Type

1. Systematic The observed deficiency/deviation has happened due to the absence of clear

Issues guidelines or ambiguity/ conflicts in the appliable rules or guidelines e.g. absence
of rules regarding the process for evaluation of bids or conflict in the amount of
security deposit to be obtained in the applicable procurement rules and standard
bidding document etc.

2. Internal The observed deficiency/deviation has happened due to weaknesses in the design
Control and implementation of the internal control system or the absence of internal control
Weakness e.g. Calculation of pension is not checked by the designated authority before

sending to the treasury.

3. Compliance The observed deficiency/deviation has happened due to non-compliance with the
issues applicable policies, prescribed procedures, rules and regulations e.g. the mode of

inviting the bids are not as per the procurement rules etc.

4. Operational The observed deficiency/deviation has happened due to inefficiency and
issues ineffectiveness of operations e.g. lack of human resources, skill gap, budget

constraints etc.

TABLE 18: CATEGORIZATION OF PARA

235.Note: There could be certain observations which might fall under more than one of the above-
mentioned categories, in such a scenario the audit team shall select the category which is the
predominant reason for the observed deficiency/deviation as per their professional judgment or
select multiple categories as applicable.

10.1.2.2 Categorization of observation based on Key Auditable Area audited

119|Page



Uttarakhand Internal Audit Manual-2021 VVolume I, Part-I

236.The categorization of the audit para shall also be done based on the Key Auditable Area/ Auditable Sub

Area related to which such observation is made.

OAMS Functionality: The categorization or sub categorization of the para shall be done through OAMS.
All the types of categorization shall be pre-fed in the OAMS, and the auditor shall select the relevant

category while converting the HMM into draft para or creating a new draft para

10.2 Preparation of Draft Internal Audit Report

237.An Internal Audit Report is a written document, which formally communicates the results of the Internal
Audit to the auditee. Internal Audit Report is the final deliverable of the audit process which reflects the
quality of the audit. Hence, the auditor should take utmost care in drafting their report. The draft Internal
Audit Report prepared shall include the response received from the auditee during the audit execution

phase. There shall be two levels of audit reports to be submitted:

10.2.1 Internal Audit Report to be issued to Individual Auditee

238.The audit team leader shall consolidate all the para converted or created post completion of the Internal
Audit and prepare the draft Internal Audit Report which shall be issued to the auditee post necessary
review and approval. The Internal Audit Report for the individual unit consists of six sections. Refer ot
Annexure “20” for the format of Internal audit report — Individual unit. The key elements of the audit

report for the individual unit are provided below:

Report Section Contents

Part I: General Information

This section will provide a brief description about the following to provide a
background and serve as an introduction:

e Auditee’s Profile: It shall include the name of the department, address, contact
Profile no, email-id, name of the head of the department, period of the audit conducted,
name and designation of HOD, senior accounts person, DDO (Gazette and non-
gazette), name of the accountant, cashier, store-keeper for fixed asset and

consumables etc.
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Report Section

Contents

Auditor’s Profile: It will include the name and contact details (email and phone
no.) of the Internal Audit team who conducted the audit

Audit Profile: It will be the State audit period or cycle and duration of the audit.

Part I1: Scope of Audit

Scope of Audit

In this section, auditors shall detail out the scope of Internal Audit to be conducted.
The Internal auditors shall mention the scope of Internal Audit, coverage of Internal
Audit and risk assessment process adopted. This section specifies the Internal Audit
plan or methodology adopted by the auditors depending on the risk involved, details
of the process followed, and parameters used for risk assessment.

This section shall also include the list of all risks assessed for the auditable areas

during the audit for resolution by the department/unit and also for future use.

Part 111: Observat

ions and Conclusions

Transaction
Review, Serious
Observation  and
Non-Serious

Observation

In this section, observations of Internal Auditors shall be detailed out categorizing
observations into Serious and Non-Serious.

This section shall cover all major irregularities noticed during the course of Internal
Audit and consequences for non-compliance of the same viz. Fraudulent withdrawal
from treasury/ bank accounts, misappropriation of cash and stocks, any excess
payments, irregularities in procurement involving excess or illegal payments, cases of
loss in revenue and fee realization, fee collections and utilizations or any un-
authorized expenditure etc.

The Internal Auditors shall report the observations on any other irregularities noticed
while conducting Internal Audit on each item of verification like physical verification
of cash, stock, receipts, payments, contracts, stores, procurement, budget and actual
review, or any other irregularities that comes across during audit, etc.

The Internal Auditor shall also provide the necessary recommendations, if any, with

respect to each para.

Part IVV: Recomm

endations

Recommendations

This section includes key analysis and recommendations that an Internal Auditor may
like to include on the overall performance of the auditee.
The Internal Auditor shall also provide the necessary recommendations for the lapses

noticed during the Internal Audit and list of the areas needing improvement.
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Report Section Contents

Part V: Previous audit compliance

Pending paras of
AG and DoA

In this section, the Internal Auditors shall provide the status of previous audit

observations, audit objections and compliances.

Part VI: Follow-up

Audit follow-up

This section shall include status report of the follow up actions taken by the
department to the previous Internal Audit Report/AG Report. Generally, only pending
paras is to be highlighted in this section along with the revised action plan and due

date, so as to enhance the follow-up mechanism.

Part VII: Limitation

Limitation )
Internal Audit.

The auditor shall provide the limitation faced by them during carrying out of the

TABLE 19: ELEMENTS IN THE INTERNAL AUDIT REPORT

10.2.1.1 The following are the indicative timelines for effective monitoring:

Action

Timeframe

Submission of an information sheet by

the auditee.

At least 14 working days prior to the date of commencement of
Audit.

Response to the Half Margin memo by

3 working days from the date of issue of HMM and in case the

audit duration for a unit is less than 3 days then all efforts should

the auditee. be made by the unit to submit responses during the audit duration
only.
Exit meeting. Immediately on completion of Internal Auditor on the last date

of the scheduled time allocated to conduct the Internal Audit.

Conversion of Half Margin Memo into
Audit Para.

Within 3 working days from the date of exit meeting.

Review and forwarding of Draft Internal
Audit by

Supervisory Officer.

Report team leader to

Within 14 working days from the date of exit meeting.

Review of the Draft Internal Audit

Report by Supervisory Officer.

Within 5 working days from the date of receipt of Draft Internal

Audit Report from team leader.
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Action Timeframe

Re-submission of Draft Internal Audit | Within 3 working days from the date of return from the
Report by team leader in case returned by | Supervisory Officer.
Supervisory Officer.

Meeting of Expert committee for Quality | Fortnightly.
Assessment \.

Re-submission of Draft Internal Audit| 14 days from the return of the Draft Internal Audit Report by the
Report in case returned by Expert| Expert Committee for Quality Assessment.

Committee for Quality Assessment.

Issuance of the final Internal Audit | Within 2 working days from the date of recommendation for
Report to the auditee and respective | issuance of report by Expert committee for Quality Assessment.
Head of Department. The report shall be issued to the auditee within 45 working days

from date of the exit meeting.

TABLE 20: INDICATIVE TIMELINE FOR REPORTING

10.2.2 Annual Integrated Internal Audit Report issued to Department

239.The main objective of the Internal Audit is to strengthen various areas of the department and
organizations. Based on individual Internal Audit Reports of each unit of the departments, an “Annual
Integrated Internal Audit Report” shall be prepared for each department containing key findings and
observations related to the areas/processes audited. The Annual Integrated Internal Audit Report shall be
prepared in OAMS. The DoA shall set out responsibility for their officials to prepare Annual Integrated
Internal Audit Report for various departments.

240.The main objective of the Annual Integrated Internal Audit Report is to highlight the key and common
issues faced by various units of the same department to the senior management. The Annual Integrated
Internal Audit Report shall provide:
a) The approach and manner in which the Internal Audit was conducted including the selection of the
auditable areas/units and actual coverage.
b) An executive summary containing an overview of the key findings and observations during the audit
of selected Key Auditable areas/Auditable Sub Areas.
¢) Common and systemic issues and challenges which might not be resolved at the unit level and may

need intervention from the top management of the department (Concerned Secretary or Head of the
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department) such as contradiction in the provisions of various applicable rules, weak internal controls,
ambiguity in the application & implementation of rules, outdated process, delays in approvals etc.

d) Significant risks identified during the Internal Audit that may impact the department’s ability and
capacity to achieve the objectives.

e) A consolidated and macro level view to the top management of the department about the various
activities being conducted and key challenges being faced by various units, which in turn would
support them in decision making process such as changes in policy, strategic long-term planning etc.

f) The summary of observations based on audit para value, para type etc. for all the audited units under
a department shall be extracted through OAMS and shall be used by concerned officials in preparing
the Annual Integrated Internal Audit Report.

241.The Annual Integrated Internal Audit Report shall be submitted to the Secretary of the Administrative
department. Refer to Annexure “21” for format of Internal Audit report — Department.

10.2.2.1 Process for Preparation & lIssuance of the Annual Integrated Internal Audit Report to the

department

242.Post competition of audit reporting to all the planned individual auditees of a department, the DoA shall
appoint/select a team of auditors to prepare an Annual Integrated Internal Audit Report for such
department. The selection of such team members shall be based on the types of units audited by them in
that financial year. Along with the team, DoA shall also appoint a Supervisory Officer for each team for
review of the quality and content of the report.

243.The selected team shall prepare the Annual Integrated Internal Audit Report for the department assigned
to them within 30 days from the finalization of Internal Audit Reports of all the planned individual
auditees of that department. The report shall be prepared on OAMS. Post preparation of the Annual
Integrated Internal Audit Report, the team shall submit the same to the concerned Supervisory Officer for
their review. Thereafter, the Annual Integrated Internal Audit Report shall be forwarded to the respective
Expert Committee for Quality Assessment for their review & recommendation, by Supervisory Officer
within 10 days from the date of receipt of such report. The Expert Committee for Quality Assessment
shall review and forward the report to the Director, Audit (irrespective of risk - category of the department)

within 15 days from the date of receipt of such report.
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244.Annual Integrated Internal Audit Report will be finally reviewed by Director, Audit. The report shall be
forwarded by Director with its recommendation to Finance Department within 10 days.

245.The Finance Department shall approve the Annual Integrated Internal Audit report and issue the same to
Secretary of the Concerned Departments under the signature of Additional Chief Secretary/Principal
Secretary/ Secretary Finance.

246.The Annual Integrated Internal Audit Report for the department shall be issued to the concerned Secretary

within 45 days from the submission of the draft report by the selected team to the Supervisory Officer.

10.2.3 Qualities of a good audit report

Qualities of Good Audit Report:

The qualities of a good audit report are:

e Complete
e Accurate
e Objective

e Convincing

e Clear

e Concise

e Constructive and

e Timely

Further to the above, auditor shall perform the following checks:

e Report should be concise, free of unnecessary detail

e Contents in various sections i.e., executive summary, scope and audit observations are consistent
e Report is logically presented and easily understood

e Report is based on facts and is free from personal criticism

e Acronyms are defined

e Findings are worded constructively

¢ Recommendations are directed toward achieving objectives and not step by step actions.

¢ Report has proper spelling, grammar, and punctuation and is free of other surface errors.

e Spacing is proper and consistent
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e Fonts and formatting are proper and consistent
e Report addressee name and title are proper and correctly spelled
e Names mentioned in ‘copy to’ columns are correct

e Audit Report number and subject title are included on the report and are correct.

OAMS Functionality: The audit report either for the department or for the individual unit shall be prepared
through OAMS. The template/format of the audit report is pre-fed on the OAMS, and the audit team shall
prepare the report online through OAMS only. Under OAMS, there is functionality through which HMM
can be converted directly to draft para and also allows automatic populating of data including response from
the auditee. Further, with the help of OAMS various data related to the general information section such as

the name of the auditee, details of the audit team, period of audit etc. are also pre-populated in the report.

10.3 Review, Approval and Issuance of Draft Internal Audit Report

10.3.1 Internal Audit Report to Auditees
247.The process flow for the submission, review, approval and issuance of an Internal Audit Report for

individual audit is explained below:

Audit Team Member Audit Team Leader Supervising Authority gﬁg‘igi‘;’;‘ggﬁ;ﬂ: CAolrlr?;IJtIZ?afr?ge

*» Converts HMM to Draft * Coverts own HMM to * Review the draft * Review and  Final Internal Audit

Para & submits to draft Para, review Internal Audit Report recommend for Report is issued to the

Team leader for Draft Para of Team submitted by team issuance of the auditee based on the

consolidation of report member, consolidate leader and forwards Internal Audit Report recommendation of the
Draft Internal Audit the reviewed report to submitted by the Expert Committee for
Report & submit to Expert Committe for supervisors Quality assurance to
Supervisory Ofifcer for Quality Assessment Finance Department or
review Director, Audit

FIGURE 10: PROCESS FLOW FOR REVIEW, APPROVAL AND ISSUANCE OF INTERNAL AUDIT REPORT

248.10.3.1.1 Audit Team Member: Audit team members shall submit the draft audit para created for the audit

work allocated to them to the team leader for review

4. 10.3.1.2 Audit Team Leader: Along with the review of draft audit para submitted by team members,
the team leader shall consolidate all the draft audit para created for the auditee. The team leader shall
either drop, edit or delete the draft audit para submitted by the team member on merit or advise them for
making necessary changes. The rejection or return of the audit para submitted by team member shall be

done only once. Post consolidation of all draft audit paras, the team leader shall prepare the draft Internal
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Audit Report in the pre-described format. The draft Internal Audit Report shall be submitted by the team

leader to the Supervisory Officer authority for review.

249.10.3.1.3 Supervisory Officer: The Concerned Supervisory Officer shall review the draft Internal Audit
report submitted by the audit team leader. The Supervisory Officer shall either approve the report or return
it to the team leader for incorporating any changes, if required. Rejection or return of the Draft Internal
Audit Report submitted by team leader shall be done only once by the Supervisory Officer. After review
of the Draft Internal Audit Report, Supervisory Officer shall submit the same to Expert Committees for

Quality Assessment.

250.10.3.1.4 Expert Committee for Quality Assessment: There shall be two Expert Committee for Quality
Assessment namely
(1)  Expert Committee for Quality Assessment of Internal Audit Reports for high-risk departments.

(i)  Expert Committee for Quality Assessment of Internal Audit Reports for medium and low-risk
departments

251.The above Expert Committees for Quality Assurance shall review the Draft Internal Audit Report
submitted by the Supervisory Officer. Meeting of expert committee shall be scheduled regularly based
on the number of draft Internal Audit Reports submitted by the Supervisory Officer. If the Expert
Committees for Quality Assurance finds any mistake/deficiency in the draft Internal Audit Report then
the same would be returned to the concerned audit team leader for correction and resubmission. Post the
assessment and review of the Draft Internal Audit Report, the committee shall recommend to the Finance
Department or Director, Audit for the issuance of the Final Internal Audit Report to Auditee and its Head

of Department.

252.For roles, responsibilities & composition of Expert Committees for Quality Assessment refer to section
2.4 of Chapter 2. The composition of the above committee may be changed by GoUK from time to time

by issuing relevant orders or notifications.

OAMS Functionality: All reviews, rejection, return or approval of report shall be done through OAMS.
Separate log- in credentials is be provided to all the stakeholders for review and issue of the reports. The
draft audit report has to be prepared in OAMS within 14 days from the date of the exit meeting. The final
Internal Audit Report shall be shared with the auditees and their HOD through OAMS.
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Chapter 11: Audit Documentation

253.This chapter describes about the methodology for documentation of the work done by the auditors. The

chapter has been divided into the following sections:

11.1 Working papers

11.2 Characteristics and qualities of good working papers

11.3 Review of working paper

11.4 Security and control of work papers

11.5 Audit evidence and their collection

HA:

As per the International Standards for the Professional Practice of Internal Auditing (Standards) issued by

2330 — Documenting Information

Internal auditors must document relevant information to support the conclusions and engagement results.

254.Documentation of work done serves, both as a tool to aid the Internal Auditor in performing his/her work

and also as written evidence to support the conclusions/finding included in the Internal Audit Report.

Documentation of information shall be sufficient, competent, relevant and useful to provide a sound basis

for audit findings and recommendations.

255.Adequate documentation is important for several reasons such as:

Confirms and supports the Internal Auditors' report

Increase the efficiency and effectiveness of audit

Serve as a source of information for preparing reports or answering any inquiries from the audited
entity or from any other party

Serve as evidence of the auditor's compliance with Auditing Standards.

Facilitate planning and supervision

Provide evidence of work done for future reference

Assist in conducting external inspections in accordance with applicable legal, regulatory or other
requirements

Assist in conducting quality control reviews and inspections
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11.1 Working papers

256.Working papers are an important responsibility of the audit team. The working papers file should contain

all tests conducted, samples were drawn, documentary evidence supporting the audit findings and

observations. These should be carefully numbered, and cross referenced in the final report. Working

papers shall be kept in an audit file for future reference and verification. The audit staff should ensure to

properly file all the working papers, number the pages, cross reference the papers where required, etc.

The term “working paper” in this context applies to both hard copies of audit work papers and to files

stored in the computer.

257.The audit file should contain a list of working papers referred/prepared during the course of audit and

generally consists of following:

Audit programme.

Audit Schedule.

Planning memorandum.

Nature and purpose of the audit tests carried out and the results obtained.
Work allocation sheet among the audit party members.

Previous Internal Audit Reports.

Outstanding AG audit paragraphs.

The financial information/Statements of the auditee.

Physical verification reports of cash/stock and store etc.

Data relating to the budget provision and actual expenditure for the period of audit.

Audit evidence relating to key findings.

HMM issued and compliance received from the auditee.

Minutes of opening and closing meeting conducted.

Draft Internal Audit Report.

Daily diary maintained by the audit team.

Names of audit personnel who carried out the audit work.

Dates when the audit work was carried out by the respective audit personnel.

Sources of the information / evidence obtained.
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258.A standard method of filing working papers / documents is essential. The filing method should recognise
that documents fall into two categories:
e those relevant to the audit of the entity generally

¢ those relevant only to the audit of the entity for a particular year of account.

259.The documents to which the auditor needs to refer each year should be placed in a permanent file. This
file should contain current information about the organisation itself, such as:
o the authority for the audit.
e governing legislation and manuals.
e organisation chart and key personnel.
e descriptions of accounting systems, internal control environment.

e any other documents.

260.The documents relevant to the audit of a particular year of account should be filed in a manner that brings

together related working papers in a series of folders (or in separate sections within folders).

OAMS Functionality: All the relevant working papers shall be uploaded in OAMS before finalization of
the Internal Audit Report.

11.2 Characteristics and qualities of good working papers

261.In order to standardize the Internal Audit working papers, the following information should be used for
all working papers:
e Description of location/ period audited: Department/ Unit audited, and the audit period covered.
e Tick marks: The auditor makes frequent use of a variety of symbols to indicate work that has been
done. These symbols are commonly referred to as tick-marks
e Cross-referencing: Cross-referencing within work papers should be complete and accurate. Work
papers should be cross-referenced to the audit findings and audit programs
e Indexing: The system of indexing audit working papers should be simple. A capital letter (A-Z)
should be used to identify each segment of the audit, and Arabic numerals (I, Il, I11 etc.) should be

used to identify schedules within the segments
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e Carry forward: The Internal Auditor should make full use of the working papers developed in the
previous audit. Those papers which remain useful should be made a part of the current working
papers.

262.Qualities of a good working paper are:

e Completeness

e Conciseness

e Uniformity

e Neatness

11.3 Review of working paper

263.An important part of the DoA's quality control program is a timely and thorough review of audit working
papers by the concerned Supervisory Officer or the team leader of the audit team. The purpose/objective
of working paper’s review is to evaluate the adequacy of Internal Audit work performed and to determine

if the predetermined audit objectives have been met.

11.4 Security and control of Audit Working papers

264.Physical control: During the audit execution, audit working papers are the Internal Auditors' property
and should be kept under their control. The Internal Auditors should know exactly where the working
papers are kept during the conduct of the audit. All the working papers shall also be uploaded on OAMS
before the finalization of the report.

265.Storage procedures: The most recent set of audit working papers for each Internal Audit should be kept
in the DoA'’s files area. Audit working papers should be filed based on sequence of Internal Audit period
and Internal Audit number. Files removed or borrowed shall be recorded in the appropriate column of the
prescribed register maintained at the DoA’s files area. All audit working papers prior to recent one shall
be shifted to the record room. This shall be the responsibility of Establishment & Records section under
the DoA.

266.Retention: Audit Working papers and reports shall be retained for at least 10 years from the date of
closure of the report unless any other legislation requires a longer period. Retention of working papers

shall be the responsibility of the Establishment and Records section under the DoA.
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11.5 Audit Evidence and their collection

As per the International Standards for the Professional Practice of Internal Auditing (Standards)
issued by IA:

2310 — Identifying Information

Internal auditors must identify sufficient, reliable, relevant, and useful information to achieve the
engagement’s objectives.

Interpretation:

Sufficient information is factual, adequate, and convincing so that a prudent, informed person would reach
the same conclusions as the auditor. Reliable information is the best attainable information through the use
of appropriate engagement techniques. Relevant information supports engagement observations and
recommendations and is consistent with the objectives for the engagement. Useful information helps the

auditor to meet the audit engagement objective.

267.Audit evidence refers to information that an auditor collects for supporting his analysis, observation or
recommendation. It is important for the auditors to properly cross-verify the authenticity and accuracy of
the evidence.

268.The Audit team shall obtain sufficient and appropriate audit evidence to support the audit conclusion.

269.Where required by the Audit team, the auditee shall attest the data, information and documents kept in
physical form/manually, forming the evidence.

11.5.1 Audit Evidence Characteristics

270.Audit evidence provides the foundation for any audit finding. It is therefore important that auditors
understand the nature of evidence and its critical role in the entire Internal Audit process. The more
important characteristics associated with good evidence are:
(i) Relevance refers to the relationship of evidence to its use. Questions that test the relevancy of an
evidence are:
a) Is the evidence related to such factors as background, condition, criteria, effect or cause?
b) Does the evidence make an asserted finding, conclusion or recommendation more believable?
(i) Reliability refers to the appropriateness, soundness, trust worthiness or credibility of the sources of
information and the techniques used to obtain the information. Generally, evidence is more reliable

if it is obtained or developed from:
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a) A credible independent source other than from the Auditee.

b) A good system of internal controls rather than that obtained from a source where such control is
weak or unsatisfactory.

c) Direct physical examination, observation, computation, and inspection.

d) Documentary rather than oral representations

e) Original documents rather than copies.

f) Testimonial evidence obtained under conditions where persons may speak freely rather than
testimonial evidence obtained under compromising conditions (e.g., where the persons may be
intimidated).

(iii) Sufficiency relates to quantity. There should be enough factual and convincing evidence so that a
reasonably informed and unbiased person would agree with the auditor’s findings and conclusions.
When considering the adequacy of evidence, the auditor should keep in mind that:

a) The audit is seeking reasonable, but not absolute, conclusions.

b) Incomplete data may result in inability to reach reasonable conclusions.

¢) Examination of extensive evidence may be uneconomical, inefficient and ineffective

d) Evidence should be reasonably representative of the population being reviewed or addressed

11.5.2 Techniques for Collection of audit evidence

271.0ne of the most critical factors of any audit is to collect audit evidence in respect of the transaction/areas
that are being audited. Given below are some techniques to facilitate the collection of evidence during
Internal audit.

115.2.1 Interviewing

272.Interviewing is an effective way of collecting information in respect of important and weak control areas
for the transaction/areas being audited. The following points need to be kept in mind in respect of
interviewing:

e Fix a prior appointment: Considering that the auditor shall be meeting a senior officer of the
department, he/she should fix up an appointment prior to the meeting date and ensure that the officer
is able to spare the requisite time for the interview

e Adopt a top down approach: For the assessment of the control environment, it is necessary that the
auditors adopt a top down approach, meeting with the functional head and going down up to the
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officers engaged in the function under audit at the respective locations. This approach leads to better
acceptability and wider coverage.
e Keep the questions simple: The auditors should ask general questions, which are open ended in
nature like the following:
v' What are some of the key concerns you have in respect of your function?
v' What are the main objectives of the department?
v' What are the main bottlenecks to these objectives?
v' What are the improvements that can be made in the department’s functioning?
273.Such questions encourage the auditee to speak about his function and provide information to the Internal
Auditor.
115.2.2 Comparative Analysis

5. This involves comparing data, sometimes from various sources, to identify unusual trends or deviations.

115.2.3 Analytical review

6.  This involves comparing results such as income, expenses etc., of the same department/auditee from
period to period. It can also be used when evaluating changes in results that are dependent or affected
by other factors. For example, if the number of employees has increased from the last period, the payroll
costs should also go up in addition to the normal increase due to pay raise, inflation, etc.

11524 Visual observations

274.A tour of the facilities of the department/auditee may disclose material weaknesses in the operations.

Visual observations also include scanning records and reports for unusual items.

115.25 Photographs

275.Photographs are taken to capture something which the audit team has already observed. The photos should
be conveying and clear. Before taking photographs, the auditor shall inform in writing to the auditee, that
the audit team will be taking photos (need not specify time, date). Photos should be authenticated by the

auditee as far as possible to avoid dispute. The Photos are to be uploaded in OAMS immediately.

134|Page



Uttarakhand Internal Audit Manual-2021 VVolume I, Part-I

11.5.2.6 Physical verification

276.The Internal Audit team should carry out physical verification in presence of representatives of auditees

and should document the findings on the same date.

115.2.7 Other types of evidence

e Copy of an external but authoritative record.

e Print out of an electronic database / web page.

e Extract from an authentic report/book.

e Result of a survey conducted by audit/ another agency.

e Analysis of data.

OAMS Functionality: All the relevant evidence shall also be uploaded on the OAMS and shall be
maintained in the repository
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Chapter 12: Audit Monitoring, Follow-Up and Compliance

277.This chapter describes the steps that are to be followed for Audit Monitoring, Follow Up and Compliance.
The chapter has been divided into the following sections:
12.1 Introduction.
12.2 Audit Monitoring Process.
12.3 Audit Follow up Process.
12.4 Audit Committees.
12.5 Disposal and Settlement of Audit Para.

12.6 Guidelines for accelerating the follow-up procedure.

Introduction

Guidelines for
accelerating the follow-up

Audit Monitoring Process
procedure

Audit
Monitoring,
Follow-up &
Compliance

Disposal and Settlement Audit Follow—up Process

of Audit Para

Audit Committees

FIGURE 11: PROCESS FOR AUDIT MONITORING, FOLLOW UP & COMPLIANCE

As per the International Standards for the Professional Practice of Internal Auditing (Standards)
issued by I1A:

2500 — Monitoring Progress

The chief audit executive must establish and maintain a system to monitor the disposition of results
communicated to management.

2500. Al — The chief audit executive must establish a follow-up process to monitor and ensure that

management actions have been effectively implemented or that senior management has accepted the risk
of not acting.
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12.1 Introduction

278. On receipt of the Internal audit report under Section 8 of the Uttarakhand Audit Act, 2012, the auditee
shall take immediate action and submit replies to DoA and Finance Department through Department Audit
Sub Committee within one month against each point raised therein, showing the action taken or proposed
to be taken thereon. It shall be the responsibility of the auditee/ HOD of the auditee to see that the audit
observations and irregularities pointed out in Internal Audit Reports are suitably replied to within one
month from the date of the receipt of the Internal Audit Report.

279.The monitoring and follow up with the auditees regarding the compliance of outstanding audit paras shall
be done by Director, Audit or Supervisory Officer appointed by Director, Audit.

280.To assist the Director, Audit regarding the compliance of the audit paras, the State Government has
constituted Audit Committees that shall verify whether auditee has taken necessary action for compliance
of the observations or implemented the recommendation made in the Internal Audit Reports or have not

taken any action.

12.2  Audit Monitoring Process

281.Monitoring is based on management’s assertions with respect to the status of implementation. If certain
reported observations and recommendations are significant enough that require immediate action by
management, the same shall be monitored closely until the observation is corrected, or the
recommendation is implemented.
282.Auditees are responsible for implementing the audit observations and recommendations that have been
made in the Internal Audit Report. The auditee shall be tasked with the responsibility to:
e Review all audit observations, recommendations, evaluate their impact on the organization and assign
implementation responsibilities to specific personnel.
e Prepare and submit the compliance report to Finance Department and DoA through Department Audit
Sub Committee with details of action taken and compliance done against the observations/
recommendations mentioned in the Internal Audit Report within 30 days from the date of receipt of
such report.
e Ensure, where necessary, the availability of adequate resources to implement audit observations and
recommendations.
e Report regularly to the Audit committees, Finance Department and DoA on actions taken for

implementing the audit observations and recommendations.
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OAMS Functionality: The monitoring & follow up of the compliance shall be done through OAMS.

Customized MIS and dashboards would be available for reviewing the level of compliance by the auditees.

283.0AMS shall have a standardized classifications system for monitoring and reporting the status of
compliance to audit paras. A uniform system would help in consolidating the status of compliance to audit
paras. An indicative classification of the status is provided below:

Status of Compliance to Audit Paras

Status Condition
1. Not Received No compliance has been received until now with ascertaining the reason
2. Received, not verified The auditee or audit committee has sent the compliance, but the same has

not been verified

3. Received and verified The auditee or audit committee has sent the compliance and the same has

been verified for its completeness.

4. Compliance verified, but | The compliance has been verified but it is not satisfactory. Returned for

not satisfactory further clarification.

6. Para Merged Para is merged with same para appearing in the next year’s audit report.

7. Para Complied / Dropped | Para is categorized as complied when satisfactory compliance report has

been received and approved by the respective committee

TABLE 21: CATEGORIZATION OF AUDIT PARA FOR COMPLIANCE

OAMS Functionality: The categorization regarding status of the compliance to the audit para shall be
carried out through OAMS.

12.3  Audit Follow up Process

284.Follow up is a process by which the Internal Auditor evaluates the adequacy, effectiveness and timeliness
of actions taken by HOD or concerned officials of the auditee on reported observations and
recommendations.

285.The Director, Audit shall determine the nature, timing and extent of follow up based on the following
factors:
e Significance of the reported observation or recommendation

e Degree of effort and cost needed to correct the reported condition
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e Impact that may result in case the corrective is not implemented

e Complexity of the corrective action

e Time period involved

286.The auditee should send compliance against each audit para through Department Audit Sub Committee

to the Finance Department and DoA within 30 working days from the date of receipt of the Internal Audit

Report.
287.Tentative timeline for follow-up procedure regarding compliance of audit paras is provided below:
Action Timeframe Mode Addressed to
1%t reminder for seeking| On completion of 30| OAMS Auditee
compliance working days from the date | Generated
of issue of Internal Audit
Report
2% reminder for seeking | Within 30 working days | OAMS Auditee & HoD
compliance from the date of first letter of | Generated
reminder
3" reminder: A semi-official | Within 30 working days | Director, Secretary of
letter to the Administrative | from the date of second letter | Audit Administrative
department of the auditee of reminder Department
With copy to Auditee and
HOD
4" reminder: Name of the| Within 30 working days of | Director, Finance Department
Auditee should be sent to the | the date of semi-official | Audit
Finance Department along with | letter.
timely reminders to auditees

TABLE 22: INDICATIVE MATRIX FOR REMINDERS

288.0AMS shall have the functionality to maintain an online follow-up register which shall consist of the
status of paras of every auditee. A quarterly progress report which shall consist of number of audit reports
pending for approval and audit paras pending for compliance would be placed by Supervisory Authority

to Director, Audit and Finance Department

289.Refer ro Annexure “22” for the format of Follow-up Register and Annexure “23” for the format of

Quarterly Progress Report.
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OAMS Functionality: The follow-up register, and quarterly progress report shall be prepared and
maintained through OAMS. The format of follow-up register, and quarterly progress report shall be
integrated with the OAMS. The integration of the above formats on the OAMS would be done in such
manner that it would ensure auto populating of maximum data which is already available in the database.
Further, the follow-up process including sending of reminders shall also be carried out through OAMS to
the extent possible.

12.4 Audit Committees

290.There shall be three Audit Committees for compliance of observation/recommendations mentioned in the
Internal Audit Report as provided below:
e Departmental Audit Sub Committee at Head of Department Level.
e Departmental Audit Committee at Administrative Department Level.
e State Level Audit Committee at Chief Secretary Level.
291.For functions, compositions, roles and responsibilities of Audit Committees refer para 2.5 of Chapter 2.
The composition of the above committee may be changed by GoUK from time to time by issuing relevant

orders or notifications.

12.5 Disposal and Settlement of Audit Para

292.The responsibility of timely compliance of audit observation is of the auditee and HOD.

293.The auditee shall prepare and submit the compliance report to Finance Department and DoA through the
Department Audit sub-committee along with the details of action taken. The compliance report shall be
submitted within 30 days from the date of receipt of the Internal Audit Report.

294.The responses provided in the compliance report submitted by auditees or Audit Committees shall be
reviewed by the Audit Para Disposal and Settlement Committees. Based on the review of the above
reports, such committees shall provide their opinion and recommendation regarding the disposal and
settlement of the audit para to the concerned officer.

295.For functions, compositions, roles and responsibilities of the above committee, refer to section 2.6 of
Chapter 2.
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OAMS Functionality: The Compliance report and the action taken report shall be submitted by auditees
and Departmental Audit Sub Committee through OAMS. The disposal and settlement or return of audit para
would also be done through OAMS.

12.6  Guidelines for Accelerating the Follow-up Procedure

12.6.1 Organizing district level camps every quarter for receiving compliances to audit paras

296.The DoA and the Finance Department shall on its own initiative, organize district level camps in each
quarter for disposal of pending audit paras and to facilitate the receipt of compliances to audit paras.
Organizing such camps would be helpful in spreading awareness about the need to provide compliances

on time.

12.6.2 Handing over long pending audit paras to respective controlling unit for further follow up

297.The DoA in consultation with Finance Department may decide on a cut-off date and transfer all audit
paras before that cut-off date to the respective HOD of auditees and ask them to seek compliance from
their subordinate units. This shall also be informed to the Secretary of the concerned departments for

further necessary action.

12.6.3 Resolving the audit paras by the audit team on the field

298.Responsibility may be taken up by the audit team to get the audit para complied while they are on the
field for conducting Internal Audits. While conducting the Internal Audit, the audit team may verify the
compliance of the pending audit paras, obtain sufficient evidence & documents and recommend their
opinion in the Internal Audit Report for necessary action by the concern Audit Para Disposal & Settlement

Committee.

12.6.4 Quarterly knowledge sharing between Internal Auditor and auditees

299.A knowledge sharing session shall be organized every quarter between the Internal Auditor and auditees
on district-wise basis wherein pitfalls in the functioning of the auditees, compliances to audit paras and

major common irregularities shall be discussed.
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Chapter 13: Quality Assurance and Improvement Program (QAIP)

300.This chapter describes the steps that is to be followed for Quality Assurance and Improvement Programme
(QAIP). The chapter has been divided into the following sections:
13.1 Definition of QAIP
13.2 Objectives of QAIP
13.3 Implementation of QAIP

13.1 Definition of QAIP

301.1IA’s International Professional Practices Framework (IPPF) defines a quality assurance and
improvement program (QAIP) as “An ongoing and periodic assessment of the entire spectrum of audit
work performed by the Internal Audit activity. These ongoing and periodic assessments are composed of
rigorous, comprehensive processes; continuous supervision and testing of Internal Audit and consulting
work; and periodic validations of conformance with the definition of Internal Auditing, the Code of Ethics,
and the Standards.”

As per the International Standards for the Professional Practice of Internal Auditing (Standards)
issued by 1A

1230 — Continuing Professional Development

Internal auditors must enhance their knowledge, skills, and other competencies through continuing
professional development.

1300 — Quality Assurance and Improvement Program

The chief audit executive must develop and maintain a quality assurance and improvement program that
covers all aspects of the Internal Audit activity.

Interpretation:

A quality assurance and improvement program are designed to enable an evaluation of the Internal Audit
activity’s conformance with the Definition of Internal Auditing and the Standards and an evaluation of
whether Internal Auditors apply the Code of Ethics. The program also assesses the efficiency and
effectiveness of the Internal Audit activity and identifies opportunities for improvement.

1310 — Requirements of the Quality Assurance and Improvement Program
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The quality assurance and improvement program must include both internal and external assessments.

13.2 Objectives of QAIP

302.The objective of the QAIP is to assess the entire spectrum of the Internal Audit activity, identify
weaknesses and opportunities and make recommendations for the improvement of its effectiveness and
efficiency. The assessments are focused on determining the Internal Audit activities:
e Conformance with the definition of Internal Auditing, the Code of Ethics, and Standards.
e Adequacy of the charter, goals, objectives, policies, and procedures.
e Compliance with applicable laws, regulations, and government or industry standards.
e Meets the expectations of the stakeholders, particularly in adding value and improving the
organizations operations.
e Efficiency and effectiveness in performing its mandate and has processes to facilitate continuous
improvement, including the adoption of best practices.

e Effectiveness in staff development and the adoption of new audit methodologies and techniques.

13.3 Implementation of QAIP

303.Implementation of QAIP will include following steps:

13.3.1 Monitoring and Supervision

As per the International Standards for the Professional Practice of Internal Auditing (Standards)
issued by 1A

2340 — Engagement Supervision

Engagements must be properly supervised to ensure objectives are achieved, quality is assured, and staff is
developed.

Interpretation:

The extent of supervision required will depend on the proficiency and experience of Internal Auditors and
the complexity of the engagement. The chief audit executive has overall responsibility for supervising the

engagement, whether performed by or for the Internal Auditor, but he/she may designate appropriately
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experienced members of the Internal Audit activity to perform such review. Appropriate evidence of

supervision shall be documented and retained.

304.Supervision is a continuous process and focuses on individual units. It is to provide assurance to the DoA

that auditors are doing what they are supposed to do in their ongoing projects. The assurance given shall

include that Internal Auditors and appointed external agencies have conformed to the DoA’s policy as

outlined throughout this manual (audit objectives were met, working papers support the findings and

conclusions, working papers provide adequate information for a meaningful report etc.) and also that the

audit work was completed in accordance with the guidelines adopted by DoA.

305.Supervision and oversight at all stages of the audit work is a key element of QAIP. The DoA has the

responsibility to ensure that there is adequate supervision, review and measurement of the work performed

by the Internal Auditors and other staff in DoA. This continuous supervisory work includes review of

adherence to established standards and policies and the exercise of due professional care by all auditors

in the conduct of Internal Audit work.

306.Under the QAIP, quality should be assessed at both an individual audit engagement level as well as at a

global Internal Audit activity level. Following are the steps which will be followed to ensure that quality

is built into the way the Internal Audit activity operates.

307.The Supervisory Officer shall guide, direct, supervise and monitor the Internal Audit assignments.

Following are the basic activities that will be monitored.

The approved annual and quarterly Internal Audit plan are followed diligently by the audit teams
unless deviation is justified and authorized.

The audit team conducts audit as per the Internal Audit manual.

The auditor is present at the auditee and reaches the unit on time.

The audit team leader ensures the planned audit objective are substantially achieved.

The audit working papers, records, registers, documents and evidence adequately support the audit
conclusions and provide sufficient data to prepare a meaningful audit report.

To ensure that any issues that occurs during the audit execution gets resolved (cases of non-

cooperation or non-compliance, refusal of documents, records or anything by the auditee, if any.)

308.The above-mentioned activities shall be monitored through the following ways:

Through surprise visits or surprise calls in auditees to ensure that the audit team conducts the audit

as per the scheduled audit calendar.
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e Taking feedback from the audit team, after the opening meeting relating to the approach or
methodology to be followed, the schedule, the procedures for verifying and reporting the audit
findings.

e By providing real time solution through online messaging application, for quick resolution of doubt
that arises.

e By providing on field assistance to audit team in case of any problems faced during the progress of
audit.

e By reviewing the work distribution form, and analysing the reasons for deviations, if any.

e By conducting meetings with the audit team to discuss any complaints received from the auditee.

309.The Supervisory Officer is required to submit the monthly progress report of Internal Audit conducted by
the audit teams assigned under him/her to Director, Audit. In addition, it also needs to be ensured that
audit teams allocated under him/her have been adequately assigned with audit work.

310.The monthly progress report will include a brief synopsis of the overall status of the Internal Audit such
as:

e Number of auditees where audit is yet to begin.

e List of auditees which are in execution stage.

e Number of auditees for which final report has been issued.

e Number of auditees where compliance and actions taken report have been received (if any).

e Details of deviation in planned audit activities together with the reasons for such deviation (if any).

311.The monthly progress report may also include any other specific points as per the guidelines issued by

the competent authority.

OAMS Functionality: OAMS also provides MIS for the monthly progress of audit conducted by the team
for better monitoring and control. The Dashboard of OAMS provides information relating to auditees i.e. total
audit scheduled, pending audits, audit under execution, audit completed etc. There is a feature in dashboard
which provides information to the user regarding type of objection and their present status. The dashboard

also provides pending status of audit reports and half margin memo (HMM)

13.3.2 Internal Assessments
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As per the International Standards for the Professional Practice of Internal Auditing (Standards)
issued by 1A
1311 - Internal Assessments
Internal assessments must include:

- Ongoing monitoring of the performance of the Internal Audit activity; and

- Periodic reviews performed through self-assessment or by other persons within the organization with

sufficient knowledge of Internal Audit practices.

Interpretation:
Ongoing monitoring is an integral part of the day-to-day supervision, review, and measurement of the
Internal Audit activity. Ongoing monitoring is incorporated into the routine policies and practices to manage
the Internal Audit activity and uses processes, tools, and information considered necessary to evaluate
conformance with the Definition of Internal Auditing, the Code of Ethics, and the Standards. Periodic
reviews are assessments conducted to evaluate conformance with the Definition of Internal Auditing, the
Code of Ethics, and the Standards. Sufficient knowledge of Internal Audit practices requires at least an

understanding of all elements of the International Professional Practices Framework.

312.Internal assessments provide both quality assurance to audit management and training for the staff. The

7.

assessments may be done regularly or intermittently. The assessments aim to ascertain the level of
compliance of auditors and supervisors with the guidelines. Internal assessment includes assessment of
work of auditors as well the management along with evaluation of sample audit working papers and

reports. The assessments also provide recommendations for improvement.

Two key elements of the quality assessment process under internal assessment are:

(i) On Going Monitoring

313.0n-going monitoring applies to all assurance and should achieve the objectives that state “Engagements

must be properly supervised to ensure objectives are achieved, quality is assured, and staff is developed”.

314.0n-going assessment shall be conducted through:

e Supervision of engagements.

e Regular documented review of working papers during engagements by Supervisory Officer.

e Application of audit policies and procedures used for each engagement to ensure compliance with
applicable planning, fieldwork and reporting standards.
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e Adequate functions and roles performed by the Expert Committees for Quality Assessment, Audit

committees and Audit Para Disposal and Settlement committees.

(ii) Periodic Self-assessment

315.Periodic self-assessments have a different focus than ongoing monitoring, as periodic assessment provides
a more holistic, comprehensive review of the Internal Audit activity. Additionally, periodic self-
assessments address conformance with every standard, whereas ongoing monitoring is more focused on
the performance standards at the engagement level.

316.Finance Department shall facilitate periodic self-assessments at least once in a year to validate the Internal
audit activity’s conformance with the applicable Standards and Code of Ethics. Through conformance
with the Standards and Code of Ethics, the Internal Audit activity also achieves alignment with the

definition of Internal Auditing and the core principles.

13.3.3 External Assessments

As per the International Standards for the Professional Practice of Internal Auditing (Standards) issued
by 1A

1312 — External Assessments

External assessments must be conducted at least once every five years by a qualified, independent assessor or
assessment team from outside the organization. The chief audit executive must discuss with the board:

e The form and frequency of external assessment.

e The qualifications and independence of the external assessor or assessment team, including any potential

conflict of interest.

Interpretation:

External assessments may be accomplished through a complete external assessment or a self-assessment with
independent external validation. The external assessor must conclude in their report, the conformance of the
Internal Audit activities with the Code of Ethics and the Standards; the external assessment may also include
operational or strategic comments.

A qualified assessor or assessment team demonstrates competence in two areas: the professional practice of
Internal Auditing and the external assessment process. Competence can be demonstrated through a mixture

of experience and theoretical learning. Experience gained in organizations of similar size, complexity, sector
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or industry, and technical issues is more valuable. In the case of an assessment team, not all members of the
team need to have all the competencies; it is the team as a whole that shall be qualified. The Chief Audit
Executive shall use his professional judgment when assessing whether an assessor or assessment team
demonstrates sufficient competence to be qualified.

An independent assessor or assessment team shall not have either an actual or a perceived conflict of interest
and shall not being a part of, or under the control of, the organization to which the Internal Audit activity
belongs. The Chief Audit Executive should encourage board oversight in the external assessment to reduce
perceived or potential conflicts of interest.

317.External assessments evaluate conformance of the Internal Audit function with the Internal Audit Charter,
guidelines and directives issued by the GoUK, the definition of Internal Auditing, the Code of Ethics,
Standards, and Internal Auditing best practices.

318.The purpose of the external assessments is to provide independent assurance of the quality of Internal
Audit work carried out by DoA. In compliance with the I1A Standards, an external assessment of the DoA
shall be performed every five years to appraise the quality of the DoA’s operation.

319.The external assessment shall be initiated by Finance Department. Upon completion of the external
assessment, the DoA shall receive a formal, written report expressing an opinion regarding the compliance
of the Internal Audit activities with the rules and shall also include recommendations for improvement as
appropriate.

320.The Supervisory Officer should cooperate and facilitate the work of the external assessors so that the

exercise can be useful in further strengthening the DoA as an effective organisation of the GoUK.

13.3.4 Reporting

As per the International Standards for the Professional Practice of Internal Auditing (Standards) issued
by 11A

1320 — Reporting on the Quality Assurance and Improvement Program

The chief audit executive must communicate the results of the quality assurance and improvement program
to senior management and the board. Disclosure should include:

e The scope and frequency of both the internal and external assessments.

e The qualifications and independence of the assessor(s) or assessment team, including potential conflicts

of interest.
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e Conclusions of assessors.

e Corrective action plans.

Interpretation:

The form, content, and frequency of communicating the results of the quality assurance and improvement
program is established through discussions with senior management and the board. To demonstrate
conformance with the Code of Ethics and the Standards, the results of external and periodic internal
assessments are communicated upon completion of such assessments, and the results of ongoing monitoring
are communicated at least annually. The results include the assessor’s or assessment team’s evaluation with

respect to the degree of conformance.

321.1n order to ensure the better coordination and the development of a quality Internal Audit services across
the State of Uttarakhand, Finance Department shall implement appropriate follow up actions to ensure
that recommendations made in the internal and external assessment reports are implemented in a

reasonable time frame. External assessment report shall be accompanied with a written action plan.
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Chapter 14: External Agencies

322.This chapter describes about the appointment of External Agencies for conducting Internal audits on
behalf of DoA. The chapter has been divided into the following sections:
14.1 Legal Mandate.

14.2 Special Points for Consideration for Internal Audit by an external agency.
14.1 Legal Mandate
323.The Uttarakhand Audit Act 2012 mandates the Government of Uttarakhand, under section 3(6), to conduct

audits through outsourcing to External Agencies which can be any eligible firm, company or institution,
society.

As per the International Standards for the Professional Practice of Internal Auditing (Standards) issued by
HA:

I1A Standard 2070 — External Service Provider and Organizational Responsibility for Internal Auditing
When an external service provider serves as the Internal Auditor, the provider must make the organization

aware that the organization has the responsibility for maintaining an effective Internal Audit activity

14.2 Special points for consideration for Internal Audit by the external agency

14.2.1 Roles and Responsibilities

324.The roles and responsibilities of External Agencies are to:
e Thoroughly understand and strictly follow the provisions mentioned in Uttarakhand Audit Act, 2012
e Strictly adhere to the audit process and methodology elaborated in this manual while carrying out the
audit.
e Meet the terms and conditions mentioned in their respective contract and Expression of Interest (EOI)
e Ensure that no change is made in the audit team without permission of DoA. Further, in the case of
Special Audit and Fraud & Forensic Audit, no change in the audit team shall be done without

permission of the Finance Department.

e Carry out the Audit through OAMS only.
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Strictly comply with the clauses of confidentiality, data protection and intellectual property rights
which shall be included in their contract.

Attend the training programs scheduled for external agencies by DoA.

Not indulge in follow-up and compliance activities for the observation made by them.

Support Expert Committees for Quality Assessment in carrying out quality control of audit work
carried out by them.

Strictly adhere to guidelines and notifications issued by DoA or Finance Department from time to

time.

14.2.2 Standards

325.Ensure conformance with Code of Ethics of the DoA.

326.Carry out Internal Audit in accordance with Auditing Standards promulgated by the Institute of Internal
Auditors.

14.2.3 Audit Reporting and approval process & Documents

327.The roles and responsibilities of External Agencies are to:

Submitting the draft Internal Audit Report to their Concern Supervisory Officer in DoA for review
and finalization which would in turn submit the same to concerned Expert committee for Quality
Assessment for review & finalization. (refer section 10.3 of this manual)

Strictly adhere to the timelines mentioned in this manual/annual audit plan with respect to the
execution of audit, reporting, incorporating the responses provided by Supervisory Officer /Expert
Committee for Quality Assessment etc.

Upload of all the working paper, documents and audit evidence collected during the audit on OAMS.
They shall submit all the original documents and working papers to DoA without keeping any copy,
either in soft or hard form, with them. However, in case there is any requirement for the external

agency to access such documents, they may obtain the same from DoA through a written request.
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