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[bookmark: _Toc273358825]PREFACE TO REVISED EDITION


The Financial Audit Manual (FAM) was commissioned in June 2006 by the Auditor-General of Pakistan for use in Field Audit Offices (FAOs) for conducting Certification and Compliance with Authority audits. The Manual is based on the INTOSAI Auditing Standards and the international best practices. It covers the entire Audit Cycle and provides guidance with regard to the methods and approaches to audit that can be applied by auditors for conducting the audit of government entities in Pakistan.
FAM has been implemented in the Department of the Auditor-General of Pakistan (DAG). However, during the course of its implementation, it was found that the Sectoral Guidelines developed by the consultants under the FAM project did not provide sufficiently detailed and specific guidance to the FAOs for conducting audit. As a result, the FAOs continued to rely on their old and outdated codes and manuals for conducting audit.
On the basis of lessons learnt from the implementation of FAM and its Sectoral Guidelines, it was decided to revise and update these Guidelines. This has been done with the help of consultants engaged by PIFRA for different FAOs, and in close coordination with the experienced auditors in the field. The results of these efforts are contained in these Guidelines. Though the document, as a whole has been revised, the section on the Audit Execution phase, in which detailed audit steps have been added is a significant addition.
I hope that the Guideline will prove useful to the FAOs and will go a long way in ensuring quality improvement in audit reports.




							(Tanwir Ali Agha)
Dated: March, 2010						Auditor-General of Pakistan
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These Guidelines are being issued after the commissioning of the Financial Audit Manual and are to be used for planning and conducting audits under the mandate of the Department of the Auditor-General of Pakistan (DAGP).

The Guidelines and the other audit tools are an important foundation for bringing our work in the line with international best practices. Our auditors will have to apply with dedication the guidelines provided by the Financial Audit Manual while auditing in the field.

Implementation of the new audit methodology, and adoption of the Guidelines, will be carried out according to a schedule to be determined by my office according to a gradual phasing across the government entities that are covered in the audit mandate of the Auditor-General of Pakistan. Since the implementation of the new audit methodology is contingent upon professional training, it shall be the responsibility of the heads of the Field Audit Offices to get their personnel fully trained in the Financial Audit Manual and these Guidelines, with the help of Audit and Accounts Training Institute. Continued professional training of the officers and the staff of the Department shall remain the main focus of our efforts towards modernization and professionalism.

Keeping in view the future changes in the international best practices and the changing demands of the stakeholders, these Guidelines will be required to be updated and expanded. Field Auditors using these Guidelines are therefore encouraged to make suggestions for improvements in these Guidelines and other tools on an ongoing basis. Suggestions for improvements will be duly considered and incorporated in these Guidelines where necessary, by the Research and Development Wing of the Department of the Auditor General of Pakistan.



(Muhammad Younis Khan)
Auditor General of Pakistan
Dated: March, 2006
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[bookmark: _Toc273358828]INTRODUCTION TO AUDIT GUIDELINES 

[bookmark: _Toc255468920][bookmark: _Toc255882150][bookmark: _Toc273358829]1.1 Purpose of the Guidelines 
These Guidelines aim to provide specific and detailed guidance to auditors engaged in the audit of Pakistan Railways. They do not replace the Financial Audit Manual (FAM) that establishes a general framework for conducting audit, but complement it. An auditor is expected to continuously refer to FAM in developing a general understanding of audit concepts, standards and methodology. The Guidelines assist in their practical implementation.

The guidance provided is primarily meant for Regularity Audit that includes Certification Audit and Compliance with Authority Audit. Though these audit types have been discussed in detail in FAM (Chapter 4), they have also been defined in these Guidelines under Scope of Audit (Chapter 3). They provide specific and detailed set of instructions to an auditor at the time of preparing a permanent file, planning and conducting audit, which processes finally culminates at the Evaluation and Reporting Phase. 
[bookmark: _Toc255468921][bookmark: _Toc255882151][bookmark: _Toc273358830]1.2 Guiding Principles
[bookmark: _Toc255468922]FAM, which was issued in 2005 by the Department of the Auditor-General of Pakistan (DAGP) under the Project to Improve Financial Reporting and Auditing (PIFRA), contains guiding principles that should be observed at the time of conducting an audit under the authority of the Auditor-General’s Ordinance, 2001.
[bookmark: _Toc255882152][bookmark: _Toc273358831][bookmark: _Toc255468923]1.3 Auditors’ Responsibility
Every auditor engaged in government audit is required to be familiar with audit theory, practice, standards, and techniques described in FAM, which includes the Audit Working Papers Kit. Because of the importance of ensuring a high standard of work by the DAGP, particular attention needs to be paid to the quality assurance programme. DAGP’s quality assurance framework ensures that its work is performed as efficiently and effectively as possible and complies with the INTOSAI Auditing Standards. Quality is performing an audit effectively, following up all errors and deviations with a rigorous evaluation, reporting clearly on the results, while at the same time respecting the resource and time constraints established by the budget. Therefore, quality assurance occurs throughout all the phases of audit, not at the end. (Ref: Financial Audit Manual Para 15.1.1)  

It needs to be highlighted that the audit strategy and methodology, recommended under FAM, provides for continued quality assurance through all the phases of audit. While reviewing the audit plan/permanent file and other phases of audit, the functionaries, entrusted with the quality assurance of audit, should ensure that various steps recommended in these Guidelines and respective forms have been followed in all respects.  

The Directors and Director General must ensure that the audit is carried out efficiently, effectively, and with a high standard of professional competence. This requires auditors to be properly supervised during each audit assignment (Ref: Financial Audit Manual Para 9.11.4).
[bookmark: _Toc255882153][bookmark: _Toc273358832]1.4 Practical Tools
FAM is supported by standard Audit Working Papers Kit that provides the auditor with practical tools for conducting audit. These working papers are a generalised set of forms and schedules designed to help each audit team perform audit in compliance with the principles set out in FAM. These Guidelines have been prepared to assist the audit teams to apply the Audit Working Papers Kit to a specific type of audit. These Guidelines also comply with the INTOSAI Auditing Standards. While developing these Guidelines, the work done by the Professional Standards Committee of the INTOSAI and its Sub-Committees on Financial and Compliance Audit has also been kept in view.

[bookmark: _Toc255468924][bookmark: _Toc255882154]The software tools acquired under PIFRA as a part of the Computer Assisted Audit Techniques (CAATs) and the Audit Management Software will be required to be used by the audit. For more information about these software tools, the auditor should refer to the Manuals of the respective software. In addition, Appendix C of FAM provides a discussion on the use of CAATs.
[bookmark: _Toc273358833]1.5 Continuous Improvement
It is the DAGP’s intention to use FAM and the Audit Working Papers Kit for continually improving its methods to ensure that the highest quality audits are achieved with maximum efficiency. While using these Guidelines in performing audit, the auditors are encouraged to identify ways of improving either the Guidelines or the underlying tools, and submit a written suggestion to the Audit Policy and Special Sectors (AP&SS) Wing in the DAGP.
[bookmark: _Toc255468925][bookmark: _Toc255882155][bookmark: _Toc273358834]1.6 Using the Standard Audit Working Paper
The audit process generally follows a standard Audit Cycle comprising the following phases:
· General audit planning
· Detailed activity and resource planning
· Fieldwork
· Evaluation
· Reporting
· Follow-up
These phases are common to all types of audit. An overview of the Audit Cycle as a whole is provided in Chapter 6 of FAM. Additional detail is provided in Chapters 7 through 14.

The Audit Working Papers Kit has been designed to guide audit teams through these phases in a structured manner, and are presented in the four sets of working papers. Once completed and supplemented with additional information gathered during the course of audit, each of these sets of working papers represents a “file” that documents audit activities and supports the conclusions reached.  

The files that represent the work done in each of the phases of audit are:

· Permanent file,
· Planning file,
· Working Paper file, documenting the execution phase, and the
· Evaluation and Reporting file
It is recommended that the electronic versions of forms given in the Audit Working Papers Kit are used during the conduct of audit. The auditor is reminded of the importance of keeping back-ups of filled-out forms (electronic and hard copy) to ensure that they are adequately protected.

Kindly, note that each form or schedule included in the Audit Working Papers Kit incorporates notes on how to use the form. These notes are printed in italics to differentiate them from other material on the form.  In some cases, the note may relate to a specific item on the form, in which case it will follow the item it relates to.  Notes that apply to the form as a whole are presented either at the beginning or end of the form.

These Guidelines do not repeat the instructions for each form. Its purpose is to provide additional guidance specific to the type of audit being planned or conducted. Forms and schedules given in the Audit Working Papers Kit essentially meet the requirements of Certification Audit. However, some of these forms, marked with an asterisk(*), can also be used for Compliance with Authority Audit. In both the cases, the notes on the form are sufficient to guide the auditor and no additional information is required in these Guidelines.

Ultimately, it is the audit team leader who will have to use his/her judgment in determining how best to apply the Audit Working Papers Kit in conducting a specific audit.
[bookmark: _Toc255468926][bookmark: _Toc255882156][bookmark: _Toc273358835]1.7 The Accountability Cycle 
The accountability cycle starts with the preparation of annual budget statement which is approved by the Parliament. A detailed elaboration is as follows:

1. Each year, Ministry of Finance receives budget estimates from government agencies. 
2. Based on the resources available and priorities of the government, the annual budget is prepared. 
3. The Parliament approves the budget.
4. Principal Accounting Officers (PAOs) sanction the expenditure.
5. Controller General of Accounts is responsible for the preparation of Annual Financial Statements. This task is accomplished through the Accountant General Pakistan Revenues (AGPR), who has the primary responsibility for disbursements, keeping a record of transactions and the preparation of Annual Financial Statements of the Federal, Provincial and District governments for centralized accounting entities. In the case of Pakistan Railways which is a self-accounting entity this task is accomplished by the FA & CAO (Pakistan Railways).
6. Each year, the Auditor-General of Pakistan certifies the Financial Statements of Federal, Provincial, District governments and self accounting entities.
7. Audited Financial Statements and audit reports are laid before the National Assembly/Provincial Assembly. These reports are then discussed in the Public Accounts Committee (PAC) who then reports back to the National Assembly.


[image: ]



[bookmark: _Toc254839171][bookmark: _Toc255882157]
[bookmark: _Toc273358836][image: \\dc\Audit-CC\riz\chapter.jpg] (
Chapter 2
)
[bookmark: _Toc273358837]OVERVIEW OF THE DIRECTORATE GENERAL OF AUDIT PAKISTAN RAILWAYS


[bookmark: _Toc195981748][bookmark: _Toc195981429][bookmark: _Toc195979941][bookmark: _Toc195979831][bookmark: _Toc195975852][bookmark: _Toc255882158][bookmark: _Toc273358838]2.1. Overview of the Office
Pakistan Railways is one of the largest state-owned organisations in Pakistan, having more than 85,000 and 130,000 employees and pensioners respectively. It has 658 revenue generation outlets comprising 633 Railway Stations and 25 Booking Agencies for freight and passenger business. Its network is spread all over Pakistan and distributed in seven (7) operational divisions and one (1) mechanical division. 

By its nature, Pakistan Railways (Railways) is a large, multi-faceted and widely dispersed organisation. This presents the auditor with a particular challenge when it comes to planning audit activities so they provide adequate coverage to support the audit opinion within the limits of available audit resources. 

There are many aspects of the operation of Railways that the auditor could consider, including: operations; revenue; assets; workshops; construction, repair and maintenance of facilities and infrastructure. Any of these would constitute a large audit in its own right. The activities are spread over the whole country and although much of the accounting is centralized, the original documentation, generation of business, and location of physical assets are widely dispersed. 

The coordination of audit activity across such a large operation requires careful planning of audit activities and budgeting of audit resources and expenses that will be incurred. To ensure audit effort is focused on areas of most significance, careful consideration of risk and materiality is necessary.

[bookmark: _Toc273358839]2.1. Jurisdiction
	Sr. No.
	Principal Accounting Officer
	Attached Departments
	Mandate

	1.
	Chairman/Secretary Ministry of Railways, Islamabad
	Major attached departments are;
· Civil Engineering Department
· Commercial Department
· Mechanical Department
· Transportation Department 
· Electrical Department 
· Stores Department 
· Police Department  
· Signal Department
· Telecom Department
· Personnel Department 
· Railway Board, Islamabad
· Purchase Department
· Accounts Department
· Marketing Department
· Railways Sports Control Board
· Locomotive Factory, Risalpur
· P.R. Academy, Walton
· Traffic Accounts Department
· Carriage Factory, Islamabad
· Concrete Sleeper Factories
· Directorate of I.T.
· Directorate of Property & Land
· Directorate of Schools
· Directorate of Legal Affairs
· RAILCOP
· PRACS
· Benevolent Fund Organisation
· Internal Audit Department
	Complete audit


	2.
	M.D PRACS (Islamabad)
	None
	Complete audit

	3.
	M.D RAILCOP (Islamabad)
	None
	Complete audit



Note: PRACS and RAILCOP (wholly owned subsidiaries) are established as corporate/ commercial entities. Therefore their audit is also conducted by independent audit firms. 
[bookmark: _Toc255636933][bookmark: _Toc273358840][bookmark: _Toc254839172]2.3 Organogram of DG Audit Railways
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[bookmark: _Toc273358842]SCOPE OF AUDIT 


[bookmark: _Toc255882163][bookmark: _Toc273358843]3.1 Types of Audits[footnoteRef:1] [1:   These Guidelines provides guidance on both the Certification and Compliance with Authority audit.] 

Directorate General of Pakistan Railways conducts the following types of audit:

1. Certification Audit
Compliance with Authority Audit        
Performance Audit 

Additionally the Directorate General also carries out special audit, special studies and the audit of foreign aided projects. Separate guidelines have been issued by the DAGP for the audit of foreign aided projects.

The following section defines Certification audit, Compliance with Authority audit and Performance Audit.
[bookmark: _Toc255882164][bookmark: _Toc273358844]3.2 Definition of Government Audit
According to the INTOSAI Auditing Standards, the full scope of government auditing includes regularity and Performance Audit. Regularity audit comprises of the attest of Financial Statements called Certification Audit and Compliance with Authority Audit. Regularity audit embraces:

1. Attestation of financial accountability of accountable entities, involving examination and evaluation of financial records and expression of opinions on financial statement; 
Attestation of financial accountability of the government administration as a whole;
Audit of financial systems and transactions including an evaluation of compliance with applicable statues and regulations;
Audit of internal control and internal audit functions;
Audit of the probity and propriety of administrative decisions taken within the audit entity; and 
Reporting of any other matters arising from or relating to the audit that the Supreme Audit Institutions considers should be disclosed.
Performance Audit[footnoteRef:2] is concerned with the audit of economy, efficiency and effectiveness and embraces: [2:  Detailed guidelines for Performance Audit have been issued by the DAGP which are being updated under a special program initiated by PIFRA.] 


1. Audit of the economy of administrative activities in accordance with sound administrative principles and practices, and management policies;
Audit of the efficiency of utilizing of human, financial and other resources, including the examination of information systems, performance measures, monitoring arrangements, and procedures followed by audited entities for remedying identified deficiencies; and
Audit of the effectiveness of performance in relation to the achievement of the objectives of the audited entity, and audit of the actual impact of activities compared with the intended impact.
The following sections provide detailed guidance on Regularity Audit which includes Certification Audit and Compliance with Authority Audit. 
[bookmark: _Toc255882165][bookmark: _Toc273358845]3.3 Certification Audit 
Objectives: 
To express opinion on the Financial Statements to the effect that:

1. The Financial Statements properly present, in all material respects, the government’s (Railways’) financial position, the results of its operations, its cash flows and its expenditures and receipts by appropriation; and 
2. Ensure that assessed revenue is promptly collected and deposited in government treasury and properly classified in the Financial Statements.
3. The sums expended have been applied in all material respects, for the purposes authorised by Parliament and have, in all material respects, been booked to the relevant grants and appropriations.
Financial Statements have a large number of external users and it is necessary that the Financial Statements properly present the financial position of the auditee. In order to express an opinion on the Financial Statements, the auditor has to ensure the following:

· Financial Statements are evaluated for adequacy against “Presentation and Disclosure” requirements;
· Significant line items of Financial Statements are tested for the following audit assertions:
a. Existence and Occurrence
b. Completeness
c. Measurement
d. Regularity (compliance with applicable laws and regulations)
Methodology:
· Understanding the auditee;
· Conducting risk assessment;
· Defining detailed audit objectives;
· Developing audit programmes;
· Performing analytical procedures;
· Testing the internal controls;
· Determining sample size for substantive testing of details; 
· Conducting substantive tests;
· Evaluating results;
· Reporting; and
· Follow up.
[bookmark: _Toc255882166][bookmark: _Toc273358846]3.4 Compliance with Authority Audit
Objective: 
1. Audit against the provision of funds to ascertain whether the moneys shown as expenditure in the accounts were authorized for the purpose for which they were spent. 
2. Audit against rules and regulation to see that the expenditure incurred was in conformity with the laws, rules and regulations framed to regulate the procedure for expending public money.
3. Audit of sanctions to expenditure of see that every item of expenditure was done with the approval of the competent authority in the Government for expending the public money.
4. Propriety Audit which extends beyond scrutinizing the mere formality of expenditure to its wisdom and economy and to bring to light cases of improper expenditure or waste of public money.
5. While conducting the audit of revenue of Government (Pakistan Railways), the Auditor-General satisfies himself that the rules and procedures have been properly adopted and ensures that the assessment, collection and allocation of revenue are done in accordance with the law and there is no leakage of revenue which legally should come to Government.
6. Review, analyse and comment on various Government policies relating to different sectors.
Methodology:
· Updating the understanding of the business processes with respect to control structure.
· Identification of key controls on the basis of prior years’ audit experience /special directions from the head office etc.
· Prioritising risk areas by determining significance and risks associated with identified key controls. 
· Design audit programmes including analytical procedures for testing identified risk conditions. 
· Selection of audit formations i.e. Divisions/accounting units on the basis of:
· Materiality/significance
· Risk assessment
· Selecting samples as per sampling criteria.
· Execution of audit programmes.
· Identification of weaknesses in internal controls and development of audit observations and recommendations relating to non compliance of laws, rules, regulations and prescribed procedures.
· Integrating the work with financial attest audit, where possible.
· Evaluating results;
· Reporting; and
· Follow up.
[bookmark: _Toc255882167][bookmark: _Toc273358847]3.5 Important Audit Components of Pakistan Railways
By its nature, Pakistan Railways (Railways) is a large, multi-faceted and widely dispersed organisation. This presents the auditor with a particular challenge when it comes to planning audit activities, so they provide adequate coverage to support the audit opinion within limits of available audit resources.

Some of the risks relating to Railways include:

· Fluctuations in Consumer Price Index and exchange rates that can effect the prices of goods, materials and services used in construction projects/infrastructure and repair and maintenance jobs.
· Fluctuations in fuel prices that can effect the prices of tickets/costing thus decreasing gross profit and net resources which can be utilised for improvement of infrastructure.
· Keeping track of assets, protecting their condition and maintaining physical custody of the assets
· Potential liability for environmental damage or damages due to legal action by persons affected by Railways activities
· Natural disasters and other unforeseen occurrences that can place demands on the resources available to the Pakistan Railways. The auditor should be vigilant against any possible risks that could affect the financial and operational performance of Pakistan Railways. 
· Maintenance of stock without its actual requirement
· Award of contract to unsuitable supplier/contractor.
The auditor should decide what aspects of these risks should be taken into account when planning the audit.

Because of the large amounts and high value of assets owned by Railways, particular concern is the misappropriation of items such as passengers revenue, income from the lease of land, fuel, other consumables and physical assets specially encroachment on its land.

The major focus of the Directorate General of Pakistan Railways Audit is on:
· Revenue received by the auditee department.
· Expenditure incurred by the auditee department.
· Assets maintained by the auditee department.
[bookmark: _Toc273358848]3.5.1 Audit of Revenue
The main components of revenue are:

· Passengers, goods, parcels and other coaching earnings;
· Advertising and Rent of Khokhas, shops etc at different stations; and
· Lease of Land
The receipts of money should be reviewed to check that they have been properly dealt with from a revenue perspective in accordance with the INTOSAI Auditing Standards. The auditor, therefore, needs to keep his/her knowledge up to date in auditing standards. The auditor should also conduct an examination of the attached terms and conditions to ensure compliance with applicable laws and regulations.  

3.5.2 Audit of Expenditure
The expenditure incurred on four major types of activities in the auditee departments are:

· Capital works;
· Operations, maintenance and repair work.
· Operational Fuel, and
· Employee Related expenses 
Capital works include construction of infrastructure. These activities are multifarious in nature and widely dispersed across the country. A significant challenge for the audit team is to decide on the appropriate and judicious use of audit effort and resources.

In deciding what capital projects to audit, the audit team should begin with a list of projects (given in the monthly accounts maintained by respective divisions/accounting units) which are either ongoing or have reached completion in the period being audited.  The sample of projects to be audited will then be selected from this list. The audit team will include those projects:

· on which substantial expenditure has been incurred,
· which are long-term, extending beyond one year in implementation,
· in which weaknesses or problems were identified in previous audits.  
The auditor may also include a random sample of smaller projects, as available audit resource allow.

In the area of operations, maintenance and repairs, the auditor should apply the following analytical techniques, as applicable, to identify anomalies:

· From one year to the next at particular locations; or
· By comparing similar facilities across the country, allowing for such factors as the usage of fuel (by calculating the costs/kilometre for different locomotives) and manufacturing cost of wagons (by calculating the costs/ wagon manufactured at the facility). 
This will provide a basis for selecting locations which should be subject to scrutiny. The auditor may also perform random sampling of transactions.

A sound knowledge of operations will help the auditor identify potential problem areas.  For example, if money was spent in the previous year on fixing a problem and then in the current year, there is further expenditure on the same work, the auditor may decide to investigate reasons for further expenditure.

Expenditure on the purchase of fuel ranges from 33% to 38% of total operating expenditure. Therefore it is of great importance for the auditor to minimise his risk by auditing operational fuel expenditure. Various analytical procedures can be applied to identify anomalies in the usage of fuel i.e. consumption of fuel above average consumptions and theft of fuel from stores. Auditor should check the controls for storage, distribution and usage of fuel.

Pakistan Railways is one of the largest state-owned organisations in Pakistan, having more than 85,000 and 130,000 employees and pensioners respectively. Administration and operating staff expenditure ranges from 22% to 26% of total operating expenditure and is therefore of great importance to audit. The auditor should check that the auditee has maintained proper record of salary sheets, personal files and pension payments including transfer of employees from one division to the other. Payment to fake employees can be identified by surprise check during the distribution of salaries and labour pay sheets prepared for temporary labour. 
3.5.3 Audit of Assets
The auditors should check that the auditee departments have maintained proper records of purchase and sale of assets, and that all rules and regulations are being followed in this regard. The auditors should also check that the auditee departments have maintained a Fixed Asset Register which must reflect the current status of assets. Moreover, the auditors should observe that necessary steps have been taken by the departments for the safety of assets.

The New Accounting Model (NAM) provides for the accounting of assets. The auditor needs to understand the level of implementation of NAM and verify the fair and true presentation of those assets in accordance with the policy given in NAM.
3.5.3 Audit of Domestic and Foreign Loans
The auditors should check that the auditee departments have maintained proper records of the loans obtained including Supplier Credit Loan. Furthermore, the auditors should also check that Railways has complied with the relevant loan agreement and agreement is done keeping in view of the propriety rules.  

Note: 	Any of these would constitute a large audit in its own right. The activities are spread over the whole country and although much of the accounting is centralized, the original documentation, generation of business and location of physical assets are widely dispersed.
The coordination of audit activity across such large operation requires careful planning of audit activities and budgeting of audit resources and expenses that will be incurred. To ensure audit effort is focused on areas of most significant, careful consideration of risk and materiality is necessary. 
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[bookmark: _Toc273358850]PERMANENT FILE OF AUDITEE DEPARTMENTS 



[bookmark: _Toc255882169][bookmark: _Toc273358851]4.1 Introduction
Audit objectives and plans are developed based on an understanding of the entity’s operations.  The auditor needs to have a detailed knowledge of those aspects of the entity that relate to the audit; the auditor should have cognizance about the other areas.

As its name implies, the Permanent File (PF) is used to collect information about the entity that will be useful not just for the current audit, but also for future audits of the same type for the same entity.  For example: information about the entity’s size and business helps in assessing materiality;  understanding the entity’s operations can help to determine what components to audit; and, knowing the types of transactions entered into by the entity helps to assess inherent risks to the entity.  This information will be fairly consistent and relevant for at least a few years’ audits.

Even though the information on the Permanent File is expected to be useful across more than one audit period, the audit team should validate that the information is still accurate and update the Permanent File where significant changes have occurred. 

The Permanent File includes information that will be of continuing importance to the audit activity in the particular area of audit. This may include:

•	Copies of relevant Government legislation, regulations, guidelines and other rules affecting operations.
•	Organisation charts, detail of key contacts and locations of operation.
•	Role of entity, Vision and Mission Statements, most recent corporate plan.
•	Copies of the Estimates, kept up-to-date.
•	Copies of long-term contracts/leases.
•	Loan agreements, schedules of amortization for debts and special assets.
•	Extracts of minutes of meetings.
•	Reports to management and management’s response.
•	Chart of accounts.
•	Summary of accounting policies used by the auditee departments.
•	Special remuneration if any, conditions for senior officers.
•	Summary of accounting policies used by the auditee departments.
•	Previous years’ audited Financial Statements.
•          Special remuneration if any, conditions for senior officers.
•	Previous auditors’ reports to management and management’s responses
•	Others as appropriate.

Policies and procedures manuals may be in the Permanent File if they are brief or alternatively, a copy should be in the auditor’s bookcase or filing cabinet.

Additionally, permanent file of the specific department/section should include Business Process Document so that one could get detailed knowledge of the operation/activities of that section.

Note: 	Where the supporting documentation is voluminous, the auditor may decide to include only a reference to the title of the documentation and its physical location rather than keeping the whole document in the Permanent File.
[bookmark: _Toc255882170][bookmark: _Toc273358852]4.2 The Audit Team’s Responsibility
The audit team is responsible for gathering the information required by the set of working papers associated with the Permanent File. These are listed in the next section. The preparation of Permanent File for the first time will be a time-consuming exercise and sufficient audit resources should be allocated to this task in the audit resource plan.

For subsequent audits of the same type for the same entity, the audit team simply needs to confirm that the information is still relevant, and to update the Permanent File at planning stage where necessary. The dates on which updates occurred should be recorded on the Update Control Sheet (Form PF) provided.

Members of the audit team should be familiar with the information in the Permanent File as it is a requirement to have an understanding of the entity’s business to ensure that an effective and efficient audit is conducted.

It needs to be highlighted that the audit strategy and methodology recommended under FAM provide for continued quality assurance through all the phases of audit. While reviewing the permanent file, the functionaries entrusted with the quality assurance of audit should ensure that the various steps recommended in these Guidelines and respective forms have been completely followed in all respects
[bookmark: _Toc255882171][bookmark: _Toc273358853]4.3 Documentation in Permanent File
Titles of various forms specified in the Audit Working Papers Kit are listed below: 

· Update Control Sheet	(PF)
· Status of the Entity	(PF-I)
· Background Information	(PF-II)
· List of Auditable Locations	(PF-III)
· List of Bank Accounts	(PF-IV)
· List of Authorized Signatories	(PF-V)
· External Factors	(PF-VI)
· Accounting Records and Accounting System	(PF-VII)
· Key Controls	(PF-VIII)
· Significant Audit Areas	(PF-IX)
· Significant Accounting Policies	(PF-X)

The following paragraphs provide general guidance for using the above mentioned forms. Instructions for filling in these forms are contained in the Audit Working Papers Kit which the auditors are required to follow.
[bookmark: _Toc255882172][bookmark: _Toc273358854]4.4 Update Control Sheet - PF
Permanent file should be updated each year at the planning stage. This form should document the name of the person responsible for updating it.
[bookmark: _Toc255882173][bookmark: _Toc273358855]4.5 Status of Entity – Form PF-I.  
The auditor should document on this form the principal address, status (whether it is a Federal or a Provincial government, semi-government, self accounting, centralized or exempt accounting entity, etc.) and its relationship with other government departments/ministries (attached department, branch office, etc). 
[bookmark: _Toc255882174][bookmark: _Toc273358856]4.6 Background Information – Form PF-II. 
The auditor should gather financial and other background information about the operations whose results are included in the Financial Statements of the entity. This includes information about total assets, total liabilities, total revenue and total expenditure, corporate plans, and organisation structure, main functions, etc.

The main functions of the auditee department generally are:

· To provide comfortable and safe travelling facilities to general public.
· To cater for the cargo transport needs of general public, Pakistan Army and other government departments at economical tariff rates and within shortest possible time.
· Construction of infrastructures for operations (Doubling of Track and others) – capital expenditure.
· Repair & Maintenance of existing infrastructure, overhaul of locomotives and maintenance of bogies– current expenditure
Note: 	Accounting/Financial information pertaining to the last three years should be documented along with the details of fund releases.
[bookmark: _Toc255882175][bookmark: _Toc273358857]4.7 List of Auditable Locations – Form PF-III.  
The auditor should document the addresses of all locations including:

· Headquarter;
· Field Offices (e.g. division/accounting units); 
Project sites or other operational locations that collect, record, process and report the financial information of auditee activities; and,
Locations where assets are located and their existence can be checked by the auditor.
[bookmark: _Toc255882176][bookmark: _Toc273358858]4.8 List of Bank Accounts – Form PF-IV.  
The auditor should list names, addresses and account numbers of all bank accounts maintained in the name of the entity.  

The Directorate General of Pakistan Railways audits both the Railways and its subsidiaries. The wholly owned subsidiaries have bank accounts with the Scheduled Banks. The audit of subsidiaries is also carried out by commercial auditors. 

No separate Bank Accounts have been opened in the Divisional Offices. All the Receipts and Expenses pertaining to each division are credited and debited to the main accounts being operated at Headquarters level. To meet day-to-day expenses, cash is withdrawn by Divisional paymasters from SBP (State Bank of Pakistan) and further distributed as required. All payments are made through the Accounts-III of SBP in respective divisions. Similarly, all collections are deposited to Account-III of SBP in respective division. 
[bookmark: _Toc255882177][bookmark: _Toc273358859]4.9 List of Authorized Signatories – Form PF-V.  
The auditor should list the names of personnel with authority to certify, approve and authorise the collection, recording, processing and reporting of the financial information of the entity in accordance with the delegation of powers to the relevant department /division.
[bookmark: _Toc255882178][bookmark: _Toc273358860]4.10 External Factors – Form PF-VI.  
The auditor should list external factors that may have an impact on the performance of the operational activities of an auditee. The auditor should use professional judgment to decide what these factors are. They may include:

· Economic trends and conditions affecting input costs.
· Variation in budgets.
· Timing of project completion and carry over into subsequent financial years.
Local interventions or events that might have an impact on project progress.
General financial indicators and trends.
[bookmark: _Toc255882179][bookmark: _Toc273358861]4.11 Accounting Records and Accounting System - Form PF-VII.  
This form has two requirements:
a. List the accounting records maintained by the auditee departments for the collection, recording, processing and reporting of financial information of all the formations at different accounting units/divisions for Pakistan Railways.
b. Document a brief description of the accounting system (the means, including staff and equipment, by which an organisation produces its accounting information) 
The major accounting records maintained by the auditee department have been given in the permanent file, Form PF-VIII. (Sample permanent file has been annexed as Appendix-A)

Accounting Manuals, Codes and Laws: Pakistan Railways
· Rules/Regulations/Laws relating to Civil Engineering Department like Pakistan Government Railways Code for the Engineering Department.
· Rules/Regulations/Laws relating to Mechanical Department like Pakistan Government Railways Code for the Mechanical Department,
· Laws relating to Procurement like PPRA rules etc;
· Laws relating to Leasing of Land
· P.R Way & Works Manual, 
· Pakistan Railway Establishment Code,
· System of Financial Control and Budgeting,
· Pakistan Government Railways Code for the Accounts Department,
· Audit Code,
· PC-I to V where applicable,
· General Financial Rules,
· Treasury Rules,
· Railway Act 1890 and other laws specific to Railways, and
· Federal Government Rules of Business-1973
Where there are new administrative policies or procedures with which the auditee department should comply, the auditors must become familiar with them and ensure that the audit is conducted against these benchmarks. In addition, the auditor should consider whether the policies and procedures in force are effective at reinforcing good management practices.  Where a rule or procedure does not contribute to good management practices, it is the job of the auditor to recommend changes to such rules and procedures.

The audit team should also document a process mapping for each process maintained for collecting and recording transactions. This will help the auditor in understanding the complexity of control structure and documentation. The process mapping will depend on the nature, flow of transaction and significance of operations. For process mapping, the audit team may analyse an entity’s manuals, applicable rules and regulation. There are two approaches to process mapping namely Financial Statements approach (a top down approach) and transactions based approach (a bottom up approach). A sample business process has been given in permanent file Form PF-II (Permanent file has been annexed as Appendix-A) 

Note: 	It is most important that the auditor, in carrying out the audit work, does not reinforce outdated or inappropriate procedures and practices.  In particular, the auditor should determine whether any changes are introduced in government practices that will apply to the auditee departments.
[bookmark: _Toc255882180][bookmark: _Toc273358862]4.12 Key Contacts – Form PF-VIII.  
The auditor should list the names and contact information of key personnel at the principal accounting office, and all subsidiary accounting locations.
[bookmark: _Toc255882181][bookmark: _Toc273358863]4.13 Significant Audit Areas – Form PF IX. 
The auditor should obtain a current and up to date chart of accounts. He/she should ensure that it follows the current accounts classification and the regulations imposed by the CGA (Controller General of Accounts) for Railways.

The auditor should list critical audit areas/significant financial statement components (including individually significant transactions and events), and their impact on the Financial Statements of the Railways and the audit formations. This will help the auditor to plan his/her audit for specific Financial Audit and related compliance with authority objectives.

In order to determine the significant components of the Financial Statements, the whole activity of the auditee department should be divided into manageable parts, for example:
· By divisions; or 
· by capital projects like doubling of tracks, operations, ongoing maintenance of the facilities, major repairs and maintenance of locomotive and wagons/bogies, etc.; or
· by major activities (building, tracks, workshops etc.); or
· Object element (fuel, repair & maintenance)
Where the selected components have separate locations with decentralized management, each location should be considered separately. On the other hand, if the activity operates under a centrally controlled accounting system, the auditor should consider all locations together. 

For certification audit, the most logical way of dividing the financial statement is to consider each line item in the Financial Statements to be a separate component. The line item would be each amount reported in the financial statement, including the amount disclosed in the notes thereto. 

Sometimes, the financial statement includes several different groupings of the same total amount. For example, in the Financial Statements of auditee department(s), financial data/expenditure may be grouped by:

· Separate divisions/accounting units;
· Economic, or business, functional classification (buildings, tracks/routs, departments etc.);
· Object element (fuel, repair & maintenance etc)
The financial items to be audited may include the following, as applicable:

Income
· Passenger Earnings 
· Parcel & Other Coaching Earnings
· Goods
· Sundry Other Earnings 

Expenditures/Costs
· Administration
· Repair and Maintenance
· Operating Staff
· Operating Fuel
· Operation other than staff and fuel
· Miscellaneous Expenses 
· Other Expenses
· Pension Payments
· Health and Welfare
· Staff Training
· Education Facilities & Grant-in Aid
· Contribution to Staff Benefit Fund and Other Welfare Funds
· Interest on Debt 
Assets
· Fixed assets (Land, Structural & Engg. Works, Equipment, Rolling    Stock)
· Investments
· Deferred Assets
· Current assets (Inventories, Accounts Receivable, Prepayments, Sundry Debtors,  cash, Balance of amount current with Govt.)
· Cash

Liabilities 
· Long-term loans
· Provision or retirement benefits
· Security deposits
· Current liabilities (creditors, etc.)
[bookmark: _Toc255882182][bookmark: _Toc273358864]4.14 Significant Accounting Policies – Form PF-X.  
The auditor should list significant accounting policies that are consistently applied in the auditee department and should verify that these are consistent with the current policies implemented by the CGA. The auditor should specifically check on the extent of the application of NAM in the auditee entity.

Significant policies may include:

· Accounting for Revenue
· Accounting for Contracts
· Treatment of inventory of raw materials and other inputs to projects, maintenance  and operations
· Fixed assets valuation and depreciation reserve fund
· Accounting for foreign currency transactions and interest payments
· Accounting for staff retirement benefits
· Valuing work in progress
· Accounting for foreign debt and interest payment
· Accounting for liabilities and commitments

Sample permanent file prepared for Pakistan Railways has been annexed as Appendix – A.
[bookmark: _Toc255882183]
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[bookmark: _Toc273358866]AUDIT PLANNING PHASE 


[bookmark: _Toc255882184][bookmark: _Toc273358867]5.1 Introduction
Under the existing guidance available to the Field Audit Offices (FAOs), all the FAOs are required to prepare an Annual Corporate Audit Plan covering audit operations pertaining to Certification Audit, Compliance with Authority Audit and other audits like Performance Audit, Special Audit, Special Studies and Audit of Foreign Aided Projects. This chapter contains guidance that the auditor can use to plan their Regularity Audit which includes Certification Audit and Compliance with Authority Audit. These guidelines do not replace the use of professional judgment. 

Individual audits must be planned to ensure that:

· appropriate and sufficient evidence is obtained to support the auditor’s opinion;
· the INTOSAI Auditing Standards are complied with;
· only necessary work is performed.

The planning phase involves the following:

· Determining the overall objectives and scope  of audit; *
· Understand the entity’s business; 
· Assessing materiality, planned precision and audit risk.
· Assessing the entity’s system of internal controls.
· Determining the components by which the audit will be conducted.*
· Determining Financial Audit and Compliance with Authority objectives,  and error/irregularity conditions *
· Assessing Inherent Risks and Control Risks. 
· Determining the appropriate mix of tests of internal control, analytical procedures and substantive tests of detail.
* These steps of Planning Phase are common for both the Certification and Compliance with Authority Audits, whereas the unmarked steps relate to Certification Audit only.
[bookmark: _Toc255882185][bookmark: _Toc273358868]5.2 The Audit Team’s Responsibility in Planning Phase
The activities performed during the preparation of the Planning File are complex and varied.  Each member of the audit team should check that they have a good understanding of the activities that have been assigned to them.  For details, please refer to Chapter 7 of the FAM. 

Based on the information noted above, head of the office is responsible for planning the activities and associated resource requirements in conducting audit.  The Audit Management Software is a valuable tool to apply to this task.  See Chapter 8 of the FAM and the Audit Management Software Manual for additional information.

It should also be noted that the INTOSAI Auditing Standards require that “Auditors should adequately document the audit evidence in working papers, including the basis and extent of planning, work performed and the findings of the audit”. Therefore, the audit team leader is responsible to check that the Planning File is complete and provides evidence of the basis and extent of planning work performed by the audit team. 

It needs to be highlighted that the audit strategy and methodology recommended under FAM provide for continued quality assurance through all the phases of audit. While reviewing the planning phase, the functionaries entrusted with the quality assurance of audit should ensure that the various steps recommended in these Guidelines and respective forms have been completely followed in all respects. 

The key to maintaining the quality of the planning process itself is a review of the plan, which the concerned Deputy Auditor General (DAG) should supervise and approve (Ref: FAM-Para 15.3).
[bookmark: _Toc255882186][bookmark: _Toc273358869]5.3 Documentation in Planning Phase
Titles of various forms specified in the Audit Working Papers Kit are listed below: 

· Audit objectives and scope *
· Points for attention at next audit (from last year) *
· Entity communication letter *
· Audit planning memorandum *
· Memorandum on post-planning changes *
· Important dates *
· Tour Programme *
· Information requested from entity officials *
· Materiality assessment form 
· Expected aggregate error and planned precision form
· Audit risk assessment form
· Inherent risk assessment form
· Internal control questionnaire – control for overall environment
· Internal control questionnaire – general computer controls
· Internal control questionnaire – application controls
· Control risk assessment form
· Analytical procedures assurance form
· Source of audit assurance form
· List of applicable laws and regulations *
· Sample selection checklist 
· High value item selection form *
· Key item selection form
· Sample sizing for tests of internal control
· Sample sizing for substantive tests of detail
· Checklist of accounting estimates to be reviewed
· Points for attention at next audit *
· Audit planning checklist *
Note: 	These forms recommended under FAM and Audit Working Papers Kit essentially meet the requirements of Certification Audit. However, some of these forms, marked with asterisks (*), can also be used for Compliance with Authority Audit. 

The following paragraphs provide general guidance for using the above mentioned forms. Instructions for filling in these forms are contained in the Audit Working Papers Kit which the auditors are required to follow.
[bookmark: _Toc255882187][bookmark: _Toc273358870]5.4 Audit objectives and scope
The audit is conducted to address a particular objective. Each audit will be designed to address one or more of the following objectives:

· [bookmark: _Ref16933058]Expressing an opinion on Financial Statements;
· Expressing an opinion regarding compliance with current rules and regulations
· Testing compliance with authority or controls on selected transactions with no opinion being expressed; and
· Evaluating operational performance.

Note: For a comprehensive discussion of audit objectives see Section 7.1.1 of Chapter 7 of FAM.
The nature and size of the audit entity determines the scope of the audit, and is generally defined by the audit mandate. For the audit of Financial Statements, that are required under Section 7 of the Auditor-General Ordinance 2001, the entity to be audited will be defined by the applicable accounting policies of the government.
[bookmark: _Toc255882188][bookmark: _Toc273358871]5.5 Points for attention at next audit (from last year)
The purpose of this form is to highlight matters that should be taken into account when planning the following year’s audit. The auditor should record expected developments in the entity’s activities that may require changes in the audit planning. This form can also be used to document practical suggestions for changes to the next year’s audit. All audit staff are encouraged to suggest improvements in the audit plan and procedures.
[bookmark: _Toc255882189][bookmark: _Toc273358872]5.6 Entity communication letter
The Audit Working Papers Kit includes the template of a letter which needs to be issued to the management of the auditee.  It sets out the terms of the audit and will include the issues that the auditor wants to bring to the attention of entity’s management.  This letter will clarify that what is expected from auditors during the course of audit and leads to cooperation between both the parties.
[bookmark: _Toc255882190][bookmark: _Toc273358873]5.7 Audit planning memorandum
The audit planning memorandum should comprise a concise and easy to understand summary of important factors and decisions made during the planning phase. Emphasis should be placed on changes that have been made to the previous year’s plan. The audit planning memorandum should not duplicate all of the details set out elsewhere in the planning file, the permanent file, or in the audit programmes.

The actual contents of the audit planning memorandum will depend on specific circumstances of the audit. It should include any changes in the nature of entity’s business, structure of business, accounting policies or systems, internal controls or operational environment that will affect the planned audit. It should also explain and establish an audit strategy, time tables and overall budget together with any significant changes made from the previous year.
[bookmark: _Toc255882191][bookmark: _Toc273358874]5.8 Memorandum on post-planning changes
As the execution, evaluation and reporting phases of the audit proceed, it may be necessary to amend the planned scope of the audit work. This may result from gaining a better understanding of the entity’s activities, from unexpected external developments, or from determining a better means of achieving the audit objectives as the audit progresses.

If the changes are significant, such as the one that calls for the development of new audit programmes or a re-consideration of the sources of audit assurance, the auditor should discuss the situation with his/her supervisor. The auditor should then prepare an addendum to the audit planning memorandum. This addendum should follow the same review and approval process as is used for the audit planning memorandum itself.
[bookmark: _Toc255882192][bookmark: _Toc273358875]5.9 Important dates
Each audit is scheduled around a number of important dates.  This form lists dates that are likely to be significant and provides the audit team leader with a tool to track when the work was planned and when it was actually performed.
[bookmark: _Toc255636965][bookmark: _Toc273358876][bookmark: _Toc255882193]5.10 Tour Programme
Tour programmes needs to be prepared and approved keeping in view the timelines, resource constraints and audit strategy. The head of office should ensure that tour programs are prepared and approved well in time; and appropriate record is being kept in this regard.
[bookmark: _Toc255882194][bookmark: _Toc273358877]5.11 Information requested from entity officials
The head of office should keep track of information requested from the auditee’s management, including what information was requested, when it was required to be delivered and when it was actually received.  This form provides a suggested format, but the head of office may choose to use his or her own format.
[bookmark: _Toc273358878]5.12 Materiality assessment form
Materiality can be defined as follows: “An error (or the sum of the errors) is material if the error (or the sum of the errors) is big enough to influence the users of the Financial Statements”

Assessing materiality is an important aspect of modern systems-based audits. This form provides guidelines and suggestions for assessing an appropriate materiality amount for the audit at hand.  
Note: For a comprehensive discussion of Materiality, see section 7.3.l of Chapter 7 and Appendix D of the FAM.
[bookmark: _Toc255882196][bookmark: _Toc273358879]5.13 Expected aggregate error and planned precision form
Other values which are important in determining appropriate sample size and in evaluating the results of the audit are expected aggregate error and planned precision.  This form provides detailed instructions for arriving at these values for the audit at hand.
[bookmark: _Toc255882197][bookmark: _Toc273358880]5.14 Audit risk assessment form
It is important that the audit team establish an appropriate level of risk for the audit.  The concept of risk is very important in planning system-based audits and is discussed in detail in sections 7.7 and 7.8 of FAM. This form is used to identify whether there are any particular factors that would cause the auditor to reduce the level of risk he or she is willing to accept, therefore requiring additional audit work to be planned so as to raise the level of audit assurance.
[bookmark: _Toc255882198][bookmark: _Toc273358881]5.15 Inherent risk assessment form
Inherent risk is the chance of material error occurring in the first place assuming that there are no internal controls in place. “Material error” may be a single error or the sum of multiple smaller errors.

This form indicates some factors which may influence the auditor’s assessment of inherent risk. Inherent risk should be assessed for each Financial Audit and compliance with authority objective. However, because the auditor’s assessment of inherent risk may be the same for multiple objectives or components, this form can be used to capture risk for each group of objectives or components that the auditor wishes to treat in the same manner.
[bookmark: _Toc255882199][bookmark: _Toc273358882]5.16 Internal control questionnaire - controls for overall environment
This form is used to guide the auditor in considering the overall internal control environment in the entity. The better the apparent system of internal control, the less detailed checking of individual transactions will be necessary. Internal controls are discussed at length in section 7.4 of FAM. 
The internal control questionnaire provides many questions for the auditor’s review. The auditor should decide what questions are relevant to the present audit and is free to add further questions wherever required. 
Also, the auditor should be aware of the work carried out by the Internal and external auditors where applicable. Reliance on their work can only be placed when the auditor assures him/herself that their work has been carried out according to the relevant auditing standards. The auditor should make efforts to obtain the copies of the audit reports, management letters and other relevant observations made by the internal and external auditors. Wherever the auditor uses the work of the internal and external auditors, it should be duly acknowledged in his record.

The auditor must be honest in the assessment of internal controls operating in overall environment, general computer environment and specific computer based financial applications. If the controls are weak or non-existent, the auditor should inform the entity management of the need to make improvements and should also offer suggestions.  In the first few years of transition to the new auditing paradigm, it is to be expected that the control environment will be weak in most entities.  Identifying the weaknesses will be the starting point to developing stronger controls for the future. 


[bookmark: _Toc255882200][bookmark: _Toc273358883]5.17 Internal control questionnaire – general computer controls

This form is used to guide the auditor in considering the internal controls operating in the entity’s computerized environment. Internal controls are discussed at length in section 7.4 of FAM.

The internal control questionnaire provides many questions for the auditor’s review. The auditor should decide what questions are relevant to the present audit and is free to add further questions wherever required.
[bookmark: _Toc255882201][bookmark: _Toc273358884]5.18 Internal control questionnaire – application controls
This form is used to guide the auditor in considering the internal controls operating in entity’s computerised environment.  Internal controls are discussed at length in section 7.4 of FAM.

The internal control questionnaire provides many questions for the auditor’s review.  The auditor should decide what questions are relevant to the present audit and is free to add further questions wherever required.
[bookmark: _Toc255882202][bookmark: _Toc273358885]5.19 Control risk assessment forms 
This form is used by the auditor to summarise the assessment of risk in the general control environment, the overall computer environment and in specific computer applications (from the previous three forms).

The risks identified through the assessment of controls may impact different components differently, so the auditor should consider control risk separately for each component (or group of similar components).  The assessment of risk is very much a matter of professional judgment.  In general, during the first few years following the introduction of the new auditing paradigm, it is suggested that all control risks are assumed to be high unless there is sufficient evidence to support lowering that assessment.
[bookmark: _Toc255882203][bookmark: _Toc273358886]5.20 Analytical procedures assurance form
The head of office uses this form to document the analytical procedure(s) that are planned for each component.  The type of procedure is important as different procedures (i.e. comparative, predictive, statistical or overall verification procedures) provide a different level of assurance when it comes to planning substantive tests of detail.
Detailed instructions are provided with the form.
Note: 	A detailed discussion of analytical procedures is provided in the Financial Audit Manual, section 7.8 and Appendix E.
[bookmark: _Toc255882204][bookmark: _Toc273358887]5.21 Source of audit assurance form
In conducting the audit, the audit team is looking for sources of assurance that the Financial Statements provide a true and fair view.  One source of assurance is a detailed review of individual transactions (substantive tests of detail).  However, this is very time consuming, so the audit team looks for other sources of assurance that might enable them to reduce the amount of substantive tests of detail.  The audit risk model provides an arithmetic method of using the assessments of inherent risk, control risk, analytical procedures and overall audit risk to arrive at the level of assurance that is required from substantive tests of detail.

This form leads the auditor through this arithmetic model.  A detailed discussion of the risk calculation is presented on the reverse of this form in Audit Working Paper Kit.
[bookmark: _Toc273358888]5.22 List of applicable laws and regulations
A major component of a Regularity Audit is the verification that the entity has complied with applicable laws and regulations. The audit team should enlist all applicable laws and regulations on this form for checking the entity’s compliance with laws and regulations.
[bookmark: _Toc273358889]5.23 Sample selection checklist
In preparation for performing the substantive tests of detail, the audit team must select samples of items to be tested. This form is used to record the identity of each sample and the date on which it was collected. CAATs should be used (where applicable) to select and record samples taken during audit.

The following section lists some of the sampling techniques which can be used both for the Certification audit and Compliance with Authority Audit. Use of Monetary Unit Sampling is recommended for Certification audit and when the auditors used alternative sampling techniques during Certification audit they will be required to exercise professional judgement.

Sampling:
It is the selection of a sub-set of a population. The auditor takes a sample to reach a conclusion about the population as a whole. As such, it is important that the sample be representative of the population from which it was selected.

Sampling risk
Sampling risk is the chance that a sample is not representative of the population from which it was selected.

Statistical sampling
Statistical sampling is the selection of a sub-set from a population in such a way that each sampling unit has an equal and known chance of selection.

Non-statistical sampling 
Non-statistical samples are samples selected by other means which are intended to approximate the representative character of a statistical sample. However, they lack the objectivity of a statistically selected sample.

Note that the only difference between statistical sampling and non-statistical sampling is the method of selecting sample items. Planning requirements and the evaluation process remain the same.

Monetary Unit Sampling (MUS) for substantive tests of detail 

The key feature of MUS is that the population is considered to be composed of individual monetary units, as opposed to physical transaction vouchers like individual supplier voices, cash disbursements, etc. The auditor selects an individual Rupee from the population and uses it as a hook to catch the voucher in which it occurs, so it can be audited.

Under MUS, all sampling units (individual Rupees) will have the same chance of being selected. This means that, the larger the supplier invoice, the greater the chance of it being selected.

Methods of sample selection

There are several sample selection methods that are very good at ensuring that the sample is representative of the population from which it is selected, as follows:

1. Random;
2. Fixed interval (systematic);
3. Cell (random selection); and
4. Stratified random.
1. Random selection

Random selection involves numbering all of the items in the population and then using a random number table or software programme to select 200 random numbers. The auditor, then, identifies the sampling unit that corresponds to each number. This method is difficult to use unless the sampling units are already pre-numbered (pre-numbered sales invoices, for example) or can easily be numbered

2. Fixed interval (systematic) selection

This method involves selecting a random start and then every nth item.

3. Cell (random interval) selection

This method essentially combines the previous two methods. The auditor divides the population into cells and then picks a random item from within each cell.

4. Stratified random selection

CAATs may offer a fourth method – stratified random sampling. Using this approach, the population is first stratified based on monetary ranges, type of expenditure, etc., and then a random sample is drawn from each range. This could be used, for example, to weight an attribute sample to the larger dollar items or specific expenditure types, or to ensure that at least one sample item is drawn from each expenditure type.

Selecting the sample – statistical sampling
The “standard” sample selection technique with MUS is fixed interval (systematic) selection. Cell (random interval) selection can also be used if the population has been downloaded into a computer and a CAATs tool is being used to do the selection. Random selection is also possible, but contains all of the difficulties of cell selection. In addition, it has a further disadvantage – should fixed interval or cell selection be used, the sample size will automatically be adjusted for any over or under-estimations of the population value. With random selection, this will not occur. Hence random selection is rarely used with MUS. For both fixed interval selection and cell selection, the auditor needs to know the sampling interval.

Selecting the sample – non-statistical sampling
To select a non-statistical sample that approximates a monetary unit sample, the auditor needs to find a way to bias the sample towards the larger monetary items. Some form of value-oriented selection is therefore required.

For detailed guidance please refer to Appendix B of FAM.
[bookmark: _Toc273358890]5.24 High value item selection form
In addition to selecting a random sample for testing, the auditor should also make sure that the items of particular high value are tested, as any errors in these items could have a material impact on the accuracy of the Financial Statements as a whole.  Therefore, the auditor will identify the high value items which will receive individual attention (and will remove them from the population of items from which the samples are selected).

[bookmark: _Toc255882208]The auditor will identify the high value items on this form and will cross-refer each item to the working papers that records the audit tests performed on that item.
[bookmark: _Toc273358891]5.25 Key item selection form
As with high value items, the auditor may also want to individually review items which are unusual and which warrant special attention.  Generally these items will include transactions that cause an account to show a negative balance (e.g. an asset account with a credit balance) or unusual non-recurring items.  The auditor will use judgment and experience to help identify these key items.

Therefore the auditor will identify the key items which need individual attention and will remove them from the population of items from which the samples are selected.

The auditor will identify the key items on this form and will cross reference each item to the working paper that records the audit tests performed on that item. 

Note: 	Transfer entries/JV’s can be used as key items in Railways; auditor can identify other items on the basis of judgment.
[bookmark: _Toc273358892]5.26 Sample sizing for tests of internal control
This form presents a manual arithmetic process for determining the appropriate size of a sample of transactions which will be selected to test the controls in a specific audit component.  The process is the same for all audit entities, and is fully explained on the form.
The use of CAATs (see FAM Appendix C) will avoid having to follow this manual process.
[bookmark: _Toc273358893]5.27 Sample sizing for substantive tests of detail
This form presents a manual arithmetic process for determining the appropriate size of a sample of transactions which will be selected for a substantive test of details in a specific audit component.  The process is the same for all audit entities, and is fully explained on the form.

The use of CAATs (see Financial Audit Manual Appendix C) will avoid having to follow this manual process.
[bookmark: _Toc255882211][bookmark: _Toc273358894]5.28 Checklist of accounting estimates to be reviewed
Financial Statements, especially those produced on accrual basis, will often contain accounting estimates, such as allowances for bad and doubtful debts and contingent liabilities. The auditor should discuss with entity’s management to identify these estimated amounts and record them on this form for subsequent validation when the audit is performed.
[bookmark: _Toc273358895]5.29 Points for attention at next audit
During the course of preparation of Planning and subsequent Working Paper files, the auditor may come across items in the current year that should be followed up in the next year’s audit. These may be accounting estimates that were contingent upon events that have not yet happened or items that are expected to show up in the following year’s accounts or other matters specific to the audit at hand.

Use this form to record these items so it can be reviewed in next year’s audit planning phase.
[bookmark: _Toc255882213][bookmark: _Toc273358896]5.30 Audit planning checklist
This form presents a checklist of the major activities that should have been completed by the head of office to meet his responsibility for adequately planning audit and for documenting the basis of the plans.  Chapter 8 of FAM provides detail regarding the auditor’s planning responsibility.

This form is also a key component of the DAGP’s quality assurance process, since it provides a vehicle for communicating the planning process to the DAGP management so they can review and approve that adequate planning was completed in respect of the audit.
[bookmark: _Toc255636986][bookmark: _Toc273358897]5.31 Centrally Led Audit
These are audits where a central team is responsible for the overall planning, performance, evaluation, reporting and follow up. With a centrally led audit, there will be a division of responsibilities between the central team and field audit teams of the same Directorate contributing to the centrally led audit. 

Para 6.4.5 to 6.4.10 of FAM gives guidance about a centrally led audit. The central team is responsible for:
. 
· Setting the basic planning parameters (materiality, planned precision, audit risk, etc.);
· Setting inherent risk, control risk, other substantive procedures risk and substantive test of details risk for each component and each specific Financial Audit objective, related Compliance with Authority audit;
· Determining the optimum mix of tests of internal controls, analytical procedures and substantive tests of detail for each component and for each specific Financial Audit objective and related compliance with authority objective and error condition;
· Performing the overall error evaluation; and
· Reporting the results of the audit.
The auditors from each of the directorates/division/accounting units are, in turn, responsible for:

· Providing advice to assist the central team to plan the audit;
· Reviewing the material received from the central team to ensure audit programmes, forms and checklists reflect the optimum mix of tests for that particular Directorate, and contain all the work required to obtain the required amount of overall assurance; 
· Performing the audit work; and
· [bookmark: _Toc254839174]Reporting the results of the work, including individual errors and other significant matters, to the central team.
In centrally led certification audit of the Pakistan Railways Financial Statements, the following (Planning Phase) forms of the Audit Working Papers Kit shall not apply during the certification audit of divisions of the Directorate General of Audit Railway:

· Materiality assessment form
· Expected aggregate error and planned precision form
· Audit risk assessment form
· Inherent risk assessment form
· Control risk assessment form
· Analytical procedures assurance form
· Source of audit assurance form
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Chapter 6
)
[bookmark: _Toc273358899]AUDIT EXECUTION PHASE 
[bookmark: _Toc255882219]
[bookmark: _Toc273358900]6.1 Introduction
This chapter provides guidance for the auditors work at the execution stage. This stage includes compliance testing (test of controls), substantive testing, collecting and reviewing evidence and maintaining working papers files. It needs to be noted that the audit programmes given at the end of this chapter provide guidance to the field auditors for Certification Audit and Compliance with Authority Audit. However, there are very few audit programmes as ‘compilation of accounts’ which relate specifically to certification audit.

Overall audit execution guidance is available in Chapter 9 of the FAM.
The Audit Working Papers Kit provides:

· Evidence that the auditor has complied with the DAGP auditing standards;
· A basis to determine that the work delegated has been performed properly;
· A source of information for preparing reports and answering enquiries; and,
· Assistance in planning and executing future audits.
[bookmark: _Toc255882220][bookmark: _Toc273358901]6.2 The Audit Team’s Responsibility in Execution Phase
The audit team has a major responsibility for documenting audit evidence in the working papers including work performed and findings (the DAGP’s Auditing Standards, Para 3.5.5).

As noted in FAM, the content and arrangement of the working papers is a reflection of an auditor’s proficiency, experience and knowledge.  

Sections 9.9 to 9.11 of FAM provide details of the auditors’ responsibility for documenting the work performed and standards for maintaining and keeping custody of the Working Papers file.  Each auditor should be familiar with these responsibilities. 

The Audit Working Papers file should contain various financial documents provided by the audit entity management, including:

a. Financial Statements
b. Appropriation Accounts & Commercial accounts
c. Trial balance 
d. Expenditure statement 
e. Any inter-governmental accounts for elimination.
f. Supporting documents (important agreements, bills, vouchers other documents that are important for the audit record)
g. In addition, the audit team should maintain detailed minutes of all meetings with entity representatives, which should be placed in the Audit Working Papers file.

It needs to be highlighted that the audit strategy and methodology recommended under FAM provide for continued quality assurance through all the phases of audit. While reviewing the execution phase, the functionaries entrusted with the quality assurance of audit should ensure that the various steps recommended in these Guidelines and respective forms have been completely followed in all respects.
[bookmark: _Toc255882221][bookmark: _Toc273358902]6.3 Forms and Schedules for Audit Execution Phase
Titles of various forms specified in the Audit Working Paper Kit are listed below: 

· Summary of Analytical Review Procedures Performed*
· Details of Analytical Review Procedures Performed*
· Completed Internal Control Questionnaires 
· Internal Control Deviations Form*
· Internal Control Deviations Summary*
· Compliance Summary
· Substantive Tests of Accounting Estimates
· Errors in Accounting Estimates
· Substantive Test Sample Summary for each Audit Program 
· Substantive Test of High Value/Key Items – Summary
· Details of Errors in Samples, High Value Items and Key Items
· Exit Interviews

Note: 	These forms recommended under Financial Audit Manual and Audit Working Paper Kit essentially meet the requirements of Certification Audit. However, some of these forms can also be used for Compliance with Authority Audit which has been marked with asterisk.

The following paragraphs provide general guidance for using the above mentioned forms. Instructions for filling in these forms are contained in the Audit Working Papers Kit which the auditors are required to follow.
[bookmark: _Toc255882222][bookmark: _Toc273358903]6.4 Summary of Analytical Review Procedures Performed
This form is used to summarise the analytical procedures that were performed. The auditor should note the procedures that were performed and cross-refer each procedure to the working paper that provides the details of the test (i.e. Details of Analytical Review Procedures Performed form).
[bookmark: _Toc255882223][bookmark: _Toc273358904]6.5 Details of Analytical Review Procedures Performed
Details of each analytical review procedure conducted by the audit team, including type of test, data used, calculations performed, results and auditor’s conclusion, are documented on this form.  
[bookmark: _Toc255882224][bookmark: _Toc273358905]6.6 Completed Internal Control Questionnaires 
The auditor must test the control environment to determine whether the system of internal controls on which the audit team intends to rely is actually working effectively.  This is done by following the detailed guidance provided in the Internal Control Questionnaires for different aspects of the audit.  The auditor will select the ICQs that are to be used in this audit and check them off on the Checklist provided.  The auditor does not have to apply all the possible ICQs in every audit.  

The key ICQs to consider for Pakistan Railways audit are as follows:
· Employee related expenditure
· Goods and Services
· Contracting
· Project Costs and Performance
· Receipts
· Investments
· Cash
· Major Assets
· Stores and Inventory
· Land and Buildings Management
· Budgeting and Expenditure Controls
· Grant in Aid

Note: 	Detail guidance for filling in the ICQ’s is provided in the Audit Working Paper Kit under the section Execution file.
[bookmark: _Toc255882225][bookmark: _Toc273358906]6.7 Internal Control Deviations Form
While working through the ICQs, the auditor should identify deviations from the prescribed internal controls in the operations of the audited entity. The auditor will document each individual deviation and its potential impact on the entity’s Financial Statements on this form. There should be one form for each deviation encountered.

Where the operations of auditee organisations are decentralized, it is important to assess which weaknesses are due to scattered nature of department/policy weaknesses and which are due to the inadequate application of these internal control systems and policies within the decentralized sites being audited.
[bookmark: _Toc255882226][bookmark: _Toc273358907]6.8 Internal Control Deviations Summary
For each significant type of deviation detected, the auditor should report it to the entity’s management and make a recommendation for rectifying the control weakness.  The purpose of this form is to help the auditor track each weakness identified by applying the ICQ, the problem and their recommendation which were reported to the entity. The year in which the entity took corrective action should also be considered.
[bookmark: _Toc255882227][bookmark: _Toc273358908]6.9 Compliance Summary
The auditor will use this form to identify the legal or regulatory provisions that the entity should comply with, to document the control that is in place to check compliance, to document whether the auditor considers the control to be satisfactory, and whether compliance was evident.
[bookmark: _Toc255882228][bookmark: _Toc273358909]6.10 Substantive Tests of Accounting Estimates
This form summarises the errors identified during the performance of substantive tests on accounting estimates.  The auditor will use it to summarise errors that were identified in the Errors in Accounting Estimates Form (see next form) for later use in aggregating the errors in the Evaluation and Reporting phase.
[bookmark: _Toc255882229][bookmark: _Toc273358910]6.11 Errors in Accounting Estimates
For the accounting estimates that were identified in the Planning file form called “Checklist of accounting estimates to be reviewed”, the auditor will document his or her review of the estimate and the nature and value of any errors that were identified.  These errors will be summarised in the Substantive Tests of Accounting Estimates form as described above.
[bookmark: _Toc255882230][bookmark: _Toc273358911]6.12 Substantive Test Sample Summary for each Audit Programme 
The auditor must test the sampled transactions to identify the incidence of errors in the sample.  This is done by following the detailed guidance provided in the Audit Programmes for different aspects of Railways audit given at section 6.16 onwards under the heading Audit Programmes.  The auditors are expected to select the relevant audit programs for each audit as they do not have to apply all the possible Audit Programmes in every audit. 

Substantive testing examines a sample of individual transactions to determine whether the transactions selected comply with all applicable laws, regulations and rules and to find any errors or anomalies that may exist. Each Audit Programme provides a basic set of steps for the auditor to follow to perform substantive tests.  

The substantive testing section of the Audit Programmes includes a basic set of audit objectives.  The basic audit objective is:


Audit Objective:
To determine whether, on the basis of the transactions examined (selecting a representative sample of transactions or other form of sample), the entity’s Financial Statements complies with the following assertions[footnoteRef:3]: [3: Another set of assertions commonly used are: Existence / Completeness / Valuation / Rights and Obligations (or Ownership) / Presentation and Disclosure. The set used in these Guidelines is more appropriate for the audit of transactions in the public sector.
] 


· Presentation and Disclosure: the transactions have been appropriately recorded, classified and presented.
· Existence and Occurrence: all transactions relevant to the year of account have been recorded and all recorded transactions have occurred.
· Completeness: all transactions relevant to the year of account have been recorded and included – the test has also been extended to include the completeness of what should have been included not just the recorded transactions: i.e. all taxes due, not just those collected.
· Measurement: the recorded transactions have been correctly valued, accurately calculated and appropriately measured.
· Regularity: all activities and financial transactions examined comply with relevant laws and regulations (based on selection of all significant activities/transaction and a sample of the remainder) and on the basis of this audit work conclude on whether the relevant laws and regulations are being properly applied.

The key Audit Programmes for this purpose are given under 6.16 
[bookmark: _Toc255882231][bookmark: _Toc273358912]6.13 Substantive Test of High Value/Key Items – Summary
This form is used to summarise errors found by the Substantive Tests of High Value/Key Items that were performed.  The auditor should note what procedures were performed and the nature and value of the errors, and cross reference the procedure to the working paper that provides the details of each test (Details of Errors in Samples, High Value Items and Key Items).
[bookmark: _Toc255882232][bookmark: _Toc273358913]6.14 Details of Errors in Samples, High Value Items and Key Items
The auditor will complete one copy of this form for every single error discovered in any of the substantive tests of detail (from sampled transactions and High Value Items and Key Items). Details of the voucher on which the error occurred, the nature and cause of the error and its value should be documented on this form. 
[bookmark: _Toc255882233][bookmark: _Toc273358914]6.15 Exit Interviews
Section 9.8 of FAM stresses the importance of keeping entity officials informed during the course of audit. In addition to open communications during audit, it is a good practice to arrange a meeting with senior entity management at the end of the fieldwork at each location.  

The audit of decentralized sites, remote from the Audit Office (out of which the audit team operates), is complicated by the fact that briefing of the management at the site cannot be done after the senior audit management has reviewed the audit findings.  This means that the team should provide feedback to management at the decentralized site prior to conducting a full review of findings. It is a good practice for the head of office to determine whether there are any sensitive issues that need to be brought to the attention of senior audit management prior to discussing with entity management at the site. Where potentially sensitive matters are involved, the head of office should get instructions from senior audit management before the exit briefing.
[bookmark: _Toc255882234][bookmark: _Toc273358915]6.16 Audit Programmes
The remaining part of this section contains detailed audit programmes for the following audit areas.
Audit Programme - Civil Engineering Department	
Audit Programme - Mechanical Department	
Audit Programme - Property and Land	
Audit Programme - Store	
Audit Programme - Manufacturing Operations (Workshop)	
Audit Programme - Procurement (PR)	
Audit Programme - Receipts	
Audit Programme - Pay and Allowances	
Audit Programme - Pension Payments

 The Audit Programmes given in this section cannot provide an exhaustive set of checks. Although in certain cases specific references to the current rules and regulations have been given in the audit programmes, it needs to be noted that the auditor should be familiar with the operations of the audit entity and should have a sound knowledge of the relevant laws, regulations and rules with which the transactions must comply. This will allow him/her to make appropriate adjustments to the audit programme guides. Furthermore, if the audit programmes do not cover the auditor’s requirements, he can add an audit work sheet on which he notes the details of transaction(s) (revenue/expense/investment etc), his audit procedure(s) and findings. The audit programmes have been developed by keeping in view the risks mentioned in 3.5.

[bookmark: _Toc273358916]6.17 Audit Programme-Civil Engineering Department
Audit Entity:						Audit Period:
Date(s) Conducted:
	Audit Procedure
	Done
By
	WP
Ref

	General Instructions (PR Ways and Works Manual) 
· Check that work is commenced/liability incurred only after the completion of pre-requisites i.e. detail estimate or urgency certificate approved by the competent authority, proper allotment of funds.
· Check that minor work is carried out when abstract estimate is prepared and funds are allocated. (check against the current limit for minor work)
· Check that the Executive Engineer submits Urgency Certificate for approval to the competent authority without delay (in case of work which is considered necessary to safeguard life, property or to repair the damage caused by floods, accidents or other unforeseen contingency).
· Check that no material modification in a work of scheme as sanctioned is to be permitted or undertaken without the approval of competent authority however minor modifications which are purely of engineering nature can be made.
· Check the entry in Order Book for all important works. 
· Check that proper record of the nature and depth of the foundations are kept for all important structure like major bridges and large buildings.
· Check that proper approval of authority is obtained and supplementary estimate is prepared if the change in quantity exceeds 10% of the quantity provided in the sanctioned estimate  otherwise divisional executive engineer is allowed to approve and record the changes and intimate the account officer.
· Check that progress reports are prepared for all work in progress and completed works and signed by Inspector of Works who submits it to Divisional Executive Engineer for approval/remarks 

Works Jointly Carried by Engineering and other departments
· Check that engineering department has maintained all accounts for the work (pertaining jointly to engineering and operating, mechanical or electric departments of Railways and whichever department is responsible for major part of work). However, when the other department is maintaining accounts check that: 
a. a copy of sanctioned estimate is sent to the Chief Engineer advising him as to when  and what funds are required
b. the Chief Engineer will be advised monthly of the progress of the expenditure so far as funds allotted him are concerned;
c. that department is responsible for the execution of work and to see that expenditure does not exceed the allotment and estimate.
· Check that the divisional executive engineer/other department officer concerned has issued work orders to the other department/Engineering department to carry out works which are part of the whole as may be found necessary depending on which of the two is responsible for carrying out the whole work and accept the debits raised.	
· Check that the work which is carried out independently and entirely by other than the engineering department, e.g. traction work, the justification estimates and plans in respect of such works is disposed of directly by the Head of the department and the chief engineer is approached for such details and dimensions affecting track and structure and for funds where necessary 

Construction and Renewal of Bridges

· Check that the Deputy Chief Engineer Bridges, has prepared the design and estimate, and the Divisional Executive Engineer has furnished complete data to Headquarter Office and has obtained the design loading. 
· Check that no work is undertaken by the department until C.G.I.R. is sanctioned 
· Check that no departure from the approved design is made during the progress of work without the written authority of the Deputy Chief Engineer (Bridges) or Divisional Executive Engineer concerned except in minor changes.	
· Check that Safety certificate is issued by the concerned engineer and bridge is opened only after the issue of certificate.

BUDGET, MAINTENANCE OF ACCOUNTS, CONTROL OVER EXPENDITURE AND COMPLETION REPORT

General
· The following demands(information) relate to Engineering department for the checking of expenditure against budget/estimate (checking availability of budget before for specific work)  
a. Ordinary working expenses – General administration
b. Ordinary working expenses – Repair and Maintenance
c. Appropriation to funds and payment of return on Central and Provincial Government Capital Investments
d. Expenditure not met with from Revenue

· Check that a “no claim certificate” is signed by the contractor while accepting the final bill of any work executed or services rendered. 

Budget

· Check that no work is initiated or contracted with the contractors/suppliers for which no budget provision exists in the budget for the year i.e. not against funds available (specific work done only against specific budget). 
· Check that anticipated saving is surrendered to the Government immediately when foreseen but not later than 15th May of each year, unless required to meet shortfall under some other unit or units which are definitely foreseen at that time.

Pakistan Government Railway Code for the Engineering Department

Preliminary Investigations of Railway Projects, Surveys and Standards of Construction:
· Check that preliminary investigation is undertaken by Railway administration in order to verify that proposed project is justified.
· Check that preliminary investigation is based on careful study of existing maps, published figures of trade and population of area to be served and financial and statistical data of existing Railway is similar.
· Check that if there is proposal for the construction of new line 
a. Cost of proposed survey should be prepared.
b. Information collected in the course of preliminary investigation should be embodied in the report accompanying the estimate of the survey.
· Check that estimates of all the surveys are sanctioned by the competent authority.
· Check that the following surveys are performed prior to the actual commencement of the construction of a Railway line 	
a. Traffic survey
b. Reconnaissance survey
c. Preliminary survey
d. Final location survey.
Rules for the Acquisition of Land:
· Check that in acquiring land for Railway, the Railway administration has performed the following tasks:-
a. Justified the need to acquire the land
b. Sanction of competent authority exists for the acquisition
c. If  departure from any rule is made, specific approval of the Railway Board to such departure has been obtained
d. Proper title to the land acquired is secured and kept, and that it is capable of accurate identification.
· Check that in respect of title to land, Engineering department     is responsible for
a. Preparation of necessary plans and estimates
b. Taking possession of the land when required from revenue authorities
c. Verifying and demarcating its boundaries and plotting them on plans.
Procedures for the Acquisition of Land:
· Check that whenever land is acquired by Railway, an application is made direct to the Revenue officer in charge of the district in which the land is situated, for a statement of the value of the land and a draft declaration for acquiring it.
· Check that application should specify the purpose for which the land is to be acquired.
· Check that application should be made to commissioner/administration when the work of acquisition extends to more than one districts but lies within one division.
· Check that application should be made to Chief Revenue Authority of the province in case of work extends more than one division.
· Check that the following further information should also be furnished by the Railway administration to the Provincial Govt. or Administration in applying for the acquisition of land
a. The name of the Railway
b. The copy of the order of the Govt., where necessary sanctioning the construction of the Railway.
c. A brief description of routes to be followed by the Railway with the names.
d. A list of proper title to the land acquired is secured and kept, and that it is capable of accurate identification.
e. For each civil district, the name or description of the place or places at which the land plans for district will be available for inspection by the public.

THE EXECUTION OF WORKS

Commencement of Work:

· Check that no liability and expenditure should incur on any work until a detailed estimate has been sanctioned and allotment of requisite funds has been made by competent authority.
(Above rule does not apply to new minor works estimated less than Rs. 10,000 and replacements & renewals works estimated less than Rs. 50,000 each) 
· Check that the commencement of a work or incurrence of any liability should be authorized by the competent authority by written order sanctioning the detailed estimate thereof and allotting the requisite funds.
(Officer complying with verbal order should solicit written confirmation of such order or otherwise responsibility of expenditure incurred should rest with him). 

Note: Exception to the above rules is if work started on Urgency Certificates.
a. If the work is required to meet the immediate needs of traffic, which are considered by the General Manager so urgent that they must be started before the earliest dates by which detailed estimates could be prepared. (If the cost is likely to exceed the powers of the General Manager’s or if the General Manager is unable to allot the necessary funds, the work should not commence without the consent of Railway Board).
b. If the work is considered to be urgent and necessary to safeguard life or property or to repair damage to the line caused by flood, accident or unforeseen contingency, the Executive Engineer may authorize the commencement of work.
· Check the following in case of above mentioned scenario
i) Urgency Certificate or Urgency Report has been properly filled (by Executive engineer).
ii) Check that the report has been properly prepared
· Check that the executive engineer has simultaneously sent a copy of this report to the accounts officer.

Material Modifications:
· Check that no material modification in a work or scheme is made without the prior approval of the authority, who sanctioned the estimate.
· Check that when a material modification becomes necessary during the progress of the work, a revised abstract should be submitted to the Railway Board.

Miscellaneous Checks:
· Check that for all important works, an order book has been opened.
· Check that a record is kept of the nature and depth of the foundations of all important structures, which should be filed with the Executive Engineer or Divisional office within one month after the masonry in the foundation has begun.
· Check that all unusual losses in the manufacture of materials and all important accidents in the building are reported to Chief Engineer.
· Check that no deviation from the accepted plans and design of works is accepted except with the approval of authority who ordered the works.
· Progress of Work and Expenditure(1042-E)
(a)	Check that the progress report of all works in progress during a month in a division is submitted by the beginning of succeeding month to the Chief Engineer on form E. 1042.
(b)	Check the progress shown is in quantities of work done against actual work.
(c)	Check that the Financial review is submitted to the Railway Board for the commencement of new construction or a big open line project costing Rs20 lacs or more. Check that the Financial Review is in prescribed Form E-1045 and is submitted quarterly for so long as the work is in progress. 
· Excess Over Expenditures (1048-E)
(a)	Check that the executive officers do not incur expenditure or liability on work in excess of the sanctioned estimate without the prior sanction of the competent authority.
(b)	Check that the revised estimate is prepared for sanction, if the expenditure exceeds the prior approval.

CONTRACTS OF WORKS 

· Check that no contract work is given except to those mentioned in the list of approved suppliers. (Form E. 1104).
· Check that the execution of works and supply of materials on a contract is according to the standard specifications (1109-E).
· Check that the authority has not entered into any contract beyond its financial power.
Tenders
· Check that reasons are recorded and communicated to Financial Adviser & Chief Account Officer, if for schedule rates in force on the Railway and individual items exceeding   the prescribed limit, the General Manger decide at his discretion not to call tenders (1111-E).
· Check that all the tenders are called for in most open and public manner and be invited by advertisements in local news papers or by notices posted in public places (1113-E).
· Check that tender notices supplied to intending tenderers comply with contract documents and state the amount of earnest money to accompany the tender.
· Check that no tender is entertained from any party in private capacity and should be read in open giving fair opportunities to all tenderers.
· Check that the lowest bid is accepted unless such acceptance is not to the public interest (1118-E).
· Check that after the acceptance of tender, successful tenderers furnished the required security and signed formal agreement, if needed. 
· Check that the amount of tender does not exceed the power of authority who accepted it (1119-E).
Earnest Money
· Check that the amount of earnest money is large to be a security against loss in the event of contractor failing to undertake the contract or failing to perform his duties as per contract (1115-E).
· Check that the earnest money of all unsuccessful tenderers is refunded as expeditiously as possible (1122-E).
Execution of Work
· Check that no work is commenced or material supplied until the relevant contract has been signed by the concerned/competent parties. Exception to this rule is mentioned in extreme urgency (1125-E).

Salaries and Wages of employees:
Initial Record:
· Check that no payment is made unless initial record in a proper form has been prepared and pay order recorded by the Executive Engineer.
· Check the pay and allowances bills for three categories of staff i.e. gazetted, subordinate supervising and office staff.
Muster Sheets
· Check that the wages of labourers and work charged establishment employed in a construction division are charged through the muster sheets.
· Check that daily attendances and absences are marked in the muster sheet for labourers.
· Check that each muster sheet form bears the initials of the executive engineer or the sub-divisional officer. 
· Check that the sub-ordinate maintaining muster sheets note in words the total number of persons present on each day and remarks as to the works on which labour was employed each day at the bottom of the sheet.
· Check that muster sheets are initialled by the assistant engineer as frequently as possible and record on the spot the number of men present.
· Check that at the end of each month muster sheets are closed and amount of gross wages, due to the labourers are calculated.
· Check that the payments of the muster sheet are witnessed, certified and specified in words and in figures at the foot of the muster sheets.
· Check that amounts unpaid on the muster sheets are not posted into the register of works or accounts.
· Check that the muster sheets are not prepared in duplicate.
· Check that in case labour is employed for a short period and their names are not mentioned in the muster sheets, the payments are made by the gazetted officer only.
· Check that where the labour is scattered and the use of muster sheets is restricted for daily attendances then labour pay sheet form (Form E 1213) is be used.
· Check that in case payment of daily labour through a contractor, Form E-1214 is used.
· Check that the wages are charged at the rates sanctioned by the competent authority and charged amount for each gang, without sufficient reasons; do not vary materially from month to month.
· Check that the number, rates, period of employment and total amount are within the sanction limit.
Records of Measurement
· Check that all the measurement books (M.B.) belonging to a division, are numbered serially and entered in a register in Form E-1216. 
· Check that the pages of the M.B. are machine numbered and no page is torn out or effaced so as to be illegible (1220-E).
· Check that any correction in the M.B. is corrected by crossing out the incorrect words or figures and rewriting them correctly initialling the corrections (1220-E).
· Check that the entries in the M.B. are in ink and if not possible are made in pencil and not inked over but left untouched (1221-E).
· Check that no blank pages are left over in the M.B. and any page left blank inadvertently cancelled by diagonal lines and supported by dated initials of the officer ordering the cancellation (1222-E).
· Check that the M.B. is indexed which is kept up to date (1223-E).
· Check that from the M.B. all the quantities are traceable into documents on which payments are made. (1225-E).

Contractors Bills 
· Check that bills of contractors for work done or supplies made are prepared from detailed measurements recorded in the M.B.
· Check that contractor bills are properly prepared on one of the following forms
a. Petty contract bill (Form E-1233)
b. Running or on account bill (Form E-1234)
c. Final Bill (Form E-1235)
d. Hand Receipt (Form E-1236)
· Check that in all contractors’ work and store bills the units of calculation and rates are entered in words as well as in figures (1238-E).

Initial Record of Bills
· Check that the bill has been prepared in the prescribed form.
· Check that the expenditure recorded has received the sanction, of the competent authority.
· Check that if a charge is debit-able to the personal account of a contractor, employee or other individual or is recoverable from him, it is so recorded on the initial record etc
Payments:
   Payment to Contractor
· Check that there is no delay in making measurements,
· Check that the rates higher than those provided in the agreement or work order are not allowed without the sanction of the competent authority,
· Check that the running account and the final bills tally with the postings in the Contractors ledger,
· Check that recoveries have been correctly made according to rules on account of materials issued against payments,
· Check for items for which labour rates only are paid, the quantities of material issued and charged finally to works are not excessive,
· Check that the cost of materials wasted in defective works, subsequently rectified, has been recovered,
· Check that the quantities executed are according to the sanctioned plans, estimates and methods of measurement are correct,
· Check that Executive Engineer in charge has ensured as to the correctness of the quantities billed for, the rates and recoveries on account of material issued to contractor from stock,
· Check that Executive Engineer has recorded a pay order for the amount admitted on the bill and all alterations or corrections are initialled, 
· Check that the contractor has signed the bill as a token of his acceptance of its correctness.

	
	





[bookmark: _Toc273358917]6.18 Audit Programme – Mechanical Department
Audit Entity:							Audit Period:
Date(s) Conducted: 

	Audit Procedure
	Done By
	WP Ref

	Staff Related Expenses
    Sanctioned Strength  
· Check that the maximum number of staff that may be employed in the shop, under normal conditions, is fixed by the General Manager.
·  Check that any variation in number of staff is sanctioned by the General Manager.
· Check that the detailed distribution of staff is made by the Works Manager within the limits prescribed by the General Manager or any lower authority empowered to do so.
· Check that the Foremen have not engaged any man on their own authority but have the approval of the Works Manager or other authority fixed by the Administration by sending their requisitions for extra staff.
 Employee Register
· Check that each newly appointed workman is allotted a Ticket number from the employee’s register. 
· Check that each shop has a different series of ticket numbers, so that a workman is easily identified with the shop, to which he is attached.
  Engagement Order
· Check that name, father’s name, ticket number, designation and rate of pay of each newly-appointed man is mentioned in Engagement Order and no man was allowed to commence work, unless and until the Foreman has received a copy of the engagement order on the prescribe form.
· Check that no child is employed in the workshop (Para -214 of mechanical code).
   Re-Employment Of Workman
· Check that any person, who obtains re-employment by concealing his antecedents, is dismissed. 
· Check that no workman, who has been dismissed from service, is re-employed without the sanction of the G.M.
Service Records and Notice Of Termination Of Service
· Check that every step in a workman’s official life is being recorded in his services record. (Para #233 of mechanical code) 
· Check that each entry relating to the commencement and termination of services and recommendation for gratuity are attested by a gazetted officer. 
· Check that the head of the office sees that all entries are duly made and attested and that the record contains no overwriting. 
· Check that all workmen who have completed three years of continuous service are liable to give Railway a months’ notice of resignation of their appointments. (Para #236 of mechanical code)  
Miscellaneous (Medical, Promotion, Service agreement etc)
· Check that every candidate employed produces a medical certification of physical fitness for such appointment.
· Check that trade tests are held and the workmen offering themselves for promotion to skilled grades or higher posts are permitted to sit for such tests and the results of the tests are recorded on their service record.
· Check that promotion from unskilled to semi-skilled grades is sanctioned by no authority lower than the Works Manager, and those from semi-skilled to skilled grades is sanctioned by the Chief Mechanical Engineer or lower authority empowered by him.
· Check that there are separate scales of pay for unskilled, semi-skilled and skilled categories.
· Check that all classes of workshops have staff on their appointment and have executed a service agreement and all agreements are stamped, and the cost of the stamps being borne by the employees concerned.
· Check that no pay is allowed to daily-rated staff for Sundays or other days or day for which a workshop is closed, except when these happen to be paid holidays.
· Check that the staff employed in railway workshops is only granted assistance from the Staff Benefit Fund as admissible.
· Check that a Notice Register is maintained in each workshop, which is easily accessible. 
· Check that time standards are fixed for individual operations to determine whether the required standard of efficiency has been attained. (Para #602 of mechanical code)
· Check that time rates, or allowances for specific operations or jobs are carefully reviewed to see that they up-to-date owing to changes in the design of the product, the methods of manufacture, the machines or tools used, the value of the service rendered or the quality of material. (Para # 608 of mechanical code)
· Check that the outturn of piece-workers is examined carefully and independently with regard to quality and quantity. (Para # 611 of mechanical code)
· Check that gang profit is calculated as difference between the total earnings of the gang, calculated on the basis of the gang’s total outturn, and the gang’s total wages for the time taken and Check that profit (or loss) distributed amongst the gang members is in proportion to their time-wages during the period (Para No.613 of mechanical code).

Piecework and Fixation of Rate
· Check that the piece-work profits are paid after deducting piece-work losses, the adjustment of losses against profits being confined to the same wage period. (Para # 615)
· Check that when losses, however small, are made more or less consistently by the majority of piece-workers. Piece-work is suspended and the causes contributing to this result are carefully investigated by the administration. (Para # 618 of mechanical code)
· Check that, if it is found that there is mistake in the fixation of the rate, this is immediately set right. (Para # 619 of mechanical code)
· Check that time taken up in delays and hold-ups, for which the piece-worker cannot be held responsible, is booked to ‘Idle Time’ and not to the job and all time so booked is carefully investigated. (Idle Time Para #.624)
· Check that Railway Administrations has not introduced any system of piece-work or of bonus payments for repair work proper, without obtaining the approval of the Railway Division thereto. (Repair Work Para # 626)

  Time/Attendance-Clock cards, Overtime etc
· Check that no adult worker is allowed to work in a factory for more than 54 hours in any week, provided that when he is engaged in works of technical nature then he may work upto 56 hours in any week and no adult worker is allowed to work in a factory for more than ten hours a day.
· Check that no workman coming late by half an hour or less lose wages, other than only for that half an hour and also check that those coming late by over half an hour were not allowed to enter the workshop during the first period and lose half a day’s pay.
· Check that time clerk attached to each shop sees that each workmen clocks only one attendance card and that at any time the number of workmen actually at work in the shop agrees with the number  of attendance cards punched and placed in the “IN” rack. 
· Check that workman leaving the shop during working hours give up his ticket at the gate or punched his attendance card “Out” in the shop.
· Check that when attendance is recorded at the gate and not in the shops, the time office prepare a daily list showing all absentees during the two working periods, stating cause of absence, leave etc.
· Check that no alteration is made in the time office Absentee List or in the Muster Rolls, without the written orders of the Workshop Accounts Officer.
· Check that a railway doctor’s certificate is produced in all cases of absence on account of sickness. In case of inconvenient distance from railway doctor, a certificate from a recognized medical practitioner may be accepted.
· Check that any workman absenting himself without leave or medical certificate is punished. If such period extends over six consecutive days, the absentee should be struck off the rolls automatically and treated as absconded.
· Check that except in very exceptional, no overtime is worked /booked in shops without the period sanction of the Works Manger {Overtime Requisition (W-453) in duplicate)}.
· Check that no Overtime is ordinarily booked in shops unless under the supervision of a Change man. Further check that the record of overtime booked is kept.
· Check that small shortages or excess with payment clerks is adjusted against the Workshop Manufacturing Suspense Account under the orders of the FA & CAO, provided these are too small to merit detailed investigation, and responsibility cannot be fixed.
· Check that when Job of Operation Cards are not in use, a Time Book is kept, in Form W.701. (Para No.701)

Material For Job (Para No.803), Adjustments And Stores Direct Purchases, Booking And Payments To Suppliers 
· Check that materials for job undertaken in the workshops are obtained from designated sources
· Check that at the end of the month, a last daily summary is submitted by the Stores Accounts Office as the Monthly Bill for Stores Supplied. 
· Check that after this summary has been received, the Stores Sub-ledgers are totalled, the grand total of all Sub-ledgers struck and agreed with the total of the last daily summary. (Para #809)
· Check that on the receipt of stores the Works Manager sends a copy of receipt note (S.719) to the Workshop Accounts Officer. (Stores Purchased direct Para #810).
· Check that on receipt of the “Receipt note” the Workshop Accounts Officer prices it at the rate quoted therein, after verifying the rate with that given in the Stores Order. (Para No.811)
· Check that the amount of the receipt note is journalized by credit to “Purchases” and debit to “Workshop Manufacture Suspense Account”. (Para No.812)
· Check that, amount debited to the head “Workshop Manufacture Suspense” is summarised by individual work orders in a separate Stores Sub-ledger to be posted for each shop separately in Form W.808 from the receipt notes received from the Works Manager. (Para No.813)
· Check that Works Manager sends the supplier’s bill to the Workshop Accounts Officer who checks it with his copy of the stores order and pass the bill by debit to “Purchases”, posting the items against respective credit entries in his purchase register. (Para No.816 Payment of Suppliers for direct purchases)
Classification Of Items Sent To Workshops For Repairs and Fixing Of Average Repair Cost
· Check that materials sent to workshops for repairs are classified as per Para No.833.
· Check that the average cost of repairs, which may be estimated if not known are fixed provisionally for a period not exceeding six months and should be reviewed every half-year for each item or group of items as may be considered convenient. (Para No.841 Fixing of Average Repair Cost)

OnCost , General Oncost And Shop Oncost 
· Check that the expenditure chargeable to General Oncost, that is actually incurred, is booked understanding work orders for such Oncost separately under labour and materials. (Para No.907 Standing Work Orders for General Oncost)
· Check that the expenditure on labour and material of the nature of Oncost actually incurred in individual shops. (Para No.908 Standing Work Orders for Shop Oncost).
Repairs, Work Done, Overhauls, Work Order
· Check that the amount of expenditure on repairs and maintenance of workshop buildings, plant and machinery and new minor work are carefully estimated.(Para No.921 Repairs)
· Check that when the work is done for other Department of Government, other railways or for the public, all items of Pro Forma Oncost are chargeable to work and reasons are recorded if the General Manger in exceptional circumstances, waive in full or in part the levy of such Oncost, in consultation with the Chief Accounts Officer. (Para No.928 Work Done)
· Check that all work carried out on requisitions placed on the workshops is carefully registered and serially numbered in Work Order Registers and separate registers are maintained for different departments, divisions, etc., (Para No.1026 Work Order Register)
· Check that periodical overhauls are fixed on considerations of the mileage worked by each class of locomotive and periodical examination of boilers is made once in three years.
· Check that expenditures for such repair and maintenance carried out in the workshop are debited to Revenue and classified by individual numbers allotted to each engine, boiler and tender against the above work orders respectively. (Para No.1039 Periodical Overhauls)
· Check that if the loss of efficiency and reliability is displayed by locomotives after running 60,000 or more miles they are sent for general machinery repairs, and the cost of such repairs debited to Revenue B2122 and classified by individual number allotted to engine, boiler and tender against the above work orders respectively. (Para No.1040 Work Order No. B2122---Intermediate Overhauls)
· Check that the special overhauls of locomotives, occasionally found necessary in between periodical overhauls, are charged to Revenue B2123 and classified by individual number allotted to each engine, boiler and tender against their respective work orders.
· Checks that expenditure on repairs if estimated to cost over Rs. 5,000 each on the reconditioning of locomotives and Rs.1,000 each in the case of boiler and tenders are carried out only after necessary estimates have been prepared and sanctioned by competent authority (Para No.1041  Work Order No. 2123----Special Overhauls).
Super heater & other conversions, Other Repairs, Waiving of Pro Forma On cost and Profit and Sanction for works 
· Check that additions and alterations made to locomotives are undertaken at the time of periodical or other overhauls and all expenditure chargeable to Revenue is treated as the cost of conversion and booked under this head. (Para No.1042 Work Order No. 2124----Super heater and other conversions)
· Check that items of work done in the workshops for running sheds, that cannot be carried out in the running sheds themselves are clearly defined for each railway and all expenditure on such work is charged to work order B2125.
· Check that work order is credited with the amounts charged to the running sheds according to a prefixed schedule of average repair charges for each item, the difference between the actual expenditure and the amount charged to the running sheds being allowed to stand against the head to account B2125.
· Check that, in the absence of such a schedule, the repair costs is estimated provided they are not more than Rs. 500 in each case. If the estimated cost exceeds Rs.500, the actual expenditure incurred is debited to the running shed or Division (Para No.1042 Work Order No. 2125)
· Check that, General Manager waives the recovery of Pro Forma Oncost and profit charges in respect of work done for outsiders or in tendering for supplies called for by the stores or other Departments, only after consultation with the Chief Accounts Officer and reasons for that should be recorded (Para No.1226).
· Check that, no charges in respect of expenditure on ecclesiastical works are waived under any circumstances. (Para No.1227)
· Check that, no works other than those of ordinary repairs and maintenance chargeable to Abstracts B and C are undertaken in Railway Workshops without the previous sanction of the General Manager or an authority.(Para No.1231)
· Check that Competency of Sanction is determined with reference to the limitations laid down in the schedules of powers of various authorities (Para.950-E and Para No.1239)

Building of Rolling-Stock, Delays in Advice and Completion Reporting
· Check that where it is proposed to build stock to new designs, no indents for the necessary materials have been allowed to go forward, nor any work be taken in hand, until the approval of the Railway Division has been obtained.
· Check that in the case of Coaching Stock, all designs are submitted for the prior approval of Railway Division. (Para No.1247)
· Check that all delays in the advice of date of completion by the Mechanical Department have been regularly taken up.
· Check that works on which no expenditure is incurred for three consecutive months have been be specially brought to the notice of the Mechanical Department and that Department is asked to intimate whether the work has been completed and when a completion advice may be expected. (Para No.1248).

Completion Report, Daily Logs, Timber Inspection and Work Shop Current Account 
· Check that as the advice of completion is received (Para No. 1035) the clerk who maintains the Works Register prepares a Completion Report in Form No. W.1249. 
· Check that the figures of actual expenditure as well as those of estimated amount are shown in the same details in which the estimate has been prepared and sanctioned, but before preparing the Completion Report it is be seen that 
a. all charges under-different sub-heads of estimate have been booked, 
b. the total charges have been correctly apportioned between Capital and Depreciation Reserve fund, where necessary, and 
c. the credit for released material has been adjusted. (Para No.1249).
· Check that foundry foreman keeps a daily log (W.1311) showing full particulars of each draw of molten metal. (Para No.1311)
· Check that all timber passed at a contractor’s Depot is re-inspected by the Works Manager on its arrival in the Carriage and Wagon Shops and if timber has not been measured and passed by an officer when selected at a Contractor’s Depot, is re-measured by on arrival in the Workshops, the Stores Department and inspected and finally passed by the Works Manager.
· Check that detailed reports of all such inspections are submitted to the Chief Mechanical Engineer and its arrival should be acknowledged.
· Check that the formal written complaint are sent promptly to the suppliers and others concerned, giving the necessary details Defects, such as cracks, that have developed in transit, after the initial inspection. (Para No.1409)
· Check that the current account of all the transactions pertaining to “Workshop Manufacture Suspense Account” for each Workshop is prepared monthly in forms W.1616. (Para No.1616)
	
	



[bookmark: _Toc273358918]6.19 Audit Programme –Property and Land 
Audit Entity:							Audit Period:
Date(s) Conducted:


	Audit Procedure
	Done
By
	WP
Ref

	Agricultural Land Leased out to Govt. Departments
No.473-W/10525/DS Conference/LM Dated: 12-08-2000
No.473-W/181/2004 (P&L)     Dated: 13-09-2007
No.473-W/10577/Policy/P&L dated 23.04-2008
No.473-W/O-VII/2001/P&L Dated: 26-12-2002

· Check that all the record of land is maintained by Assistant Executive Engineer/Inspector of Works/ (AEN/IOW/PWI) and agreements executed in Divisions are available.
· Check that the date of expiry of the lease/license period is well known and Director/P&L is properly maintaining record for  the lease and recoveries of arrears from defaulters.
· Check that leasing of land is not less than 100 feet except for the stacking of material 
· Check that the leasing of land for stacking of material in the station yards is not less than 50 feet.
· Check that a public notice of auction was given in national daily and a transparent auction was held.
· Check that a site plan was prepared before leasing.
· Check that the lease agreement was executed and agreements are invariably executed prior to handing over of the leased land to the concerned lessee/licensee.
· Check that re-auction was arranged two weeks before the expiry of existing agreement.
· Check that the work was commenced by the licensee/ lessee after:
a. The Deposit of license charges in accordance with the approved plan
b. Issuance of written notification by the DEN.
· Check that the restriction of PMIC for keeping 50 feet land strip from the railway track and 30 feet between stations was complied with.
· Check that penalty clause was provided in the lease agreement and was imposed for delayed payment, if any.
· Check that penalty imposed was collected from the licensee.
· Check that 14 days notice to defaulter was served and lease agreement of the defaulter was cancelled and land was vacated from the defaulter.
· Check that initially lease agreement was for 3 years on year to year basis and was extended for 2nd term for not more than 3 years.
· Check that the lease agreement was extended on 20% increase over the approved bid.
· Check that the per acre per annum is not less than:
a. Rs 5000 for under cultivation land and land where canal water is available
b. Rs 3000 for other cultivable land
c. Rs 1000 for Barren land   
· Check that the possession of land is not given to the   successful bidder until and unless following conditions are fulfilled: 
a. Final approval of the bid
b. Recovery of 01 year rental charges in advance
c. Security money equal to ½ year rent in advance
d. Security money equal to 1/4th in case of Barren/Barrabu in advance
e. Finalization of agreement
· Check that in case the highest bid is below the minimum ceiling fixed by Headquarters office:
a. The D.S concerned negotiated the rate with the highest bidder for increase to an appropriate rate
b. Negotiated rate was submitted to H.Q office for approval
· Check that the surplus land at stations and block sections was put to auction by the Division.
· Check that the following were not allowed to participate in the bid:
a. Defaulters licensees
b. Unauthorized occupants of  Railway land
c. Black listed licensees
· Check whether the defaulting licensee were ‘black listed’.
· Check that while forwarding proposals for the auction of Railway land, the number of trees existing on that piece of land are recorded and intimated to H.Q office, Lahore.
· Check that, Railway land where reasonable number of trees exists is not recommended for auction for agricultural purpose.
· Check that a clause provided in the agreement that Railway land will be taken after giving 14 days notice if required.
· Check whether D.S:
a. Personally ensured that the highest bids are reasonable according to the prevailing rates of adjoining private land.
b. The bid is higher than the last bid price/rental value of land in question whichever is higher.
· Check that the rent received is deposited in proper head of account and no rent is outstanding.

Licensing of uncultivated barren railway land for agricultural purposes where major effort/investment is required
No.473-W/10525/Loose/08/P&L Dated: 03-05-2008

· Check that initial period of lease is 10 years
· Check that in case of extension lease is further extended for five years @ 5% increase every year.

Licensing of Railway Land measuring 26.670 acre for agricultural purpose  where trees exist
No.473-W/10525/Policy (P&L) Dated: 16-05-2008	
No.473-W/Agro-07/RWP/P&L

· Check that the number of existing trees is clearly mentioned in the handing/taking over certificate before the licensed land is handed over to the licensee.
· Check that trees standing on the land leased are serially numbered.
· Check that trees are being carefully looked after by the lessee who will be held responsible for any damages done to trees.
· Check the trees on licensed land handed over to the Railway by the licensee on termination of the license.

Commercial Land Leased Out to Government Departments

Licensing of Railway Land  for laying of optic fibre in Pakistan Railways (ROW)
No.473-W/875/QTA/07 (P&L) Dated: 21-09-2007

· Check that the rate is as per the policy in vogue.
· Check that work is commenced after:
a. Depositing of license charges
b. Issuance of written notification by the DEN
· Check that the licensee provides an undertaking that any rectification or repairs done by Railways will be at risk and at the cost of the licensee.
· Check that the licensee provides an undertaking that they will relocate the Cable/Optical Fibre at their own cost if necessitated in future due to the operational requirements of Railways.

Leasing of Railway Land for Welfare Purpose to Government Agencies
No.W.II/2004-LA/2(RWP) Dated: 27-08-2005
· Check that the certificate is given by Division and Headquarters Office that land is not required by Pakistan Railways in the near future.
· Check that the land is leased only to the Government Agencies for welfare purposes and is not for more than 99 years.
· Check that the lessee has paid 50% of the D.C price along with rent of Re 1/- per square foot per year.
· Check that the Government Agency/lessee has given a certificate that:
a. Declared purpose of land will not be changed
b. Land will not be used for commercial purpose.
· Check that in case of change in usage, lease was cancelled.

Temporary Licensing of Railway Land
No.473-W/Stacking/MUL/03(P&L) Dated: 12-12-2003

· Check that license period is not more than six months and rates are recommended by the Divisional Assessment Committee.
· Check that licensing was approved by the D.S. and it is for short purpose such as Mela, drying paddy etc.
· Check that the approval granted is invariably intimated to Director/ Property and Land.
· Check that in case where more than one party was interested, auction conducted.
· Check that the extension for 2nd term i.e. beyond 06 months is approved by Headquarters office, Lahore and no extension is granted beyond 2nd term.

Leasing of Railway Land to The Railway  Building Contractors
No.473-W/4380/L.M Dated: 21-03-2002

· Check that Rs 3.50 per square foot/per annum w.e.f 01-07-2000 is charged.
· Check that return regarding premises rented out to the Railway Contractors is regularly submitted by the Division.

Leasing Out of Shops Through Open Auction
No.473-W/306/05 (P&L) Dated: 05-07-2007
No.473-W/10711/P&L Dated: 13-07-2002
No.473-W/10577/L.M Dated: 01-09-2000

· Check that:
a. No shop is auctioned within 100 feet of nearest Railway track.
b. Approved plans for shops within 100 feet limit 
c. Revised tracing plans submitted to Director, Property & Land for approval.
d. Auction carried  out after approval of the amended plan
e. Where shops failing within 100 feet from nearest Railway track had already been auctioned, no extension is granted even permissible in the agreement.
f. Land retrieved on the expiry of agreement and kept vacant for operational use of Railways.
· Check that the lessee pays half rate of shop (per square foot) for open space utilized by him.

Open Public Auction of Premium For Leasing Out The Site of Shops in Railway Market
No.473-W/10577/Policy Dated: 30-09-2002

· Check that each site or shop leased out on the basis of highest    premium offered.
· Check that bidder deposited Rs 5000/- (Refundable) as earnest money for each shop, one hour before the commencement of auction.
· Check that the highest bidder deposited 50% of offered bid money at the fall of hammer and in case of no-depositing of 50% amount of bid:
         a.  Earnest money  is forfeited
b. Bid is cancelled.
· Check that the successful bidder deposited:
a. Security money equal to 12 month rents in advance before the execution of the agreement.
b. 5% income tax on the amount of premium offered
        c. Other taxes levied from time to time
· Check that:
             a. Remaining 50% of premium amount is paid within 90 days of acceptance of the bid.
             b. Otherwise amount already deposited is forfeited.
· Check that agreement was executed with the highest bidder after payment of all dues including taxes and possession of the shops handed over within 06 months of the acceptance of the bid.
· Check that the initial lease period was not more than 10 years and period is extended for not more than 05 years.
· Check that the lease period was extended subject to the enhancement of the rent @ 5% after the expiry of each year.
· Check that after the construction of shops, the lessee made no addition or alteration therein.
· Check that:
a. Rent is paid in advance on 10th of each month by the licensee/lessee.
b. After expiry of leisure period i.e. 10th of each month, fine @ of Rs 50/- per day is charged.
c. In case of delay by more than 20 days from due date (10th of each month), Railways administration terminates the agreement, after serving 15 days notice to lessee.
d. In case of non-payment after notice, the possession of shop is resumed by the Railway without any compensation.
· Check that utility services such as electricity, telephone etc. are acquired by the lessee at his own expenses after getting NOC from D.S.
· Check that:
a. The periodical maintenance of shops such as white wash, painting and distemper etc. is carried out by the lessee.
b. In case of non-maintenance of shops by the lessee, he was penalized.
· Check that the shops licensed is using for permitted purposes only.
· Check that the sub-letting of shop is:
a. Done after the written permission of Railway Administration
b. The sub-lessee paid one year annual rent as transfer fee.

Licensing of Railway Land for Khokha Shops
No.473-W/O.V/99/P&LDated: 20-09-2001                         
No.473-W/O.V/99/P&L Dated: 23-07-2001

· Check that all old allotments of shops are cancelled and no extension was granted to old allotments.
· Check that all khokha shops are licensed through open auction and illegally constructed shops/khokhas are demolished, unless payment is negotiated.
· Check that Khokha shops:
a. From allottees/sitting encroachers are got vacated if they are not paying new rates of rental charges.
b. Vacated Khokha shops  are put to open auction
· Check that Khokha shops are leased out:
a. On year  to year basis with an increase of 25% after every 3rd year
b. By wide publicity in the news papers for transparency.
· Check that minimum rent of shops is not less than:
a. Rs 5/- Per Square Foot Per Month for Big Cities (Distt. H.Q and above).
b.  Rs 4/- Per Square Foot Per Month
                      OR
15% of the Market Value, 
                    whichever is higher

Licensing of Car Parking, Bus, Tonga, Taxi, Wagon, Cycle stands & Motor cycle stands, Bus stand & yearly license of stacking of plots
   No.473-W/11351/Pt-I/03/P&L Dated: 21-01-2004
No.473-W/Misc./Auction/MUL Dated: 27-03-2003

· Check cases of yearly licensing for all type of parking stands is approved by the D.S. on the recommendations of Auction Committee.
· Check that in case the highest bid is less than the last years accepted offer:
a. Re-auction is conducted
b. Referred to Headquarter office for approval with sufficient justification
· Check that auction of stands of Headquarters Office dealt with by DGM.
· Check that new parking stands:
a. Got approved before proceeding for auction
b. License is for 03 years; extendable for 02 years.
·   Check the D.S approved the highest offers for the small plots (upto 4 kanals) for stacking purposes on yearly basis if higher than the previous year’s accepted rates.
·  Check that where last year rates are not available, 15% of the D.C value of land per annum adopted as base line for acceptance of rates by D.S.
·   Check that offers with detailed justification to Headquarters Office is submitted where offers received below 15% of D.C value.
·   Check that license  of Taxi/Bus/Wagon/Truck stands:
a. Through open auction
b. Initial license period is not more than 03 years
c. Extension period is not more than 02 years on mutually agreed terms. 
Note: These conditions are not applicable to parking stations on stations which will continue to be leased on year to year basis.
Leasing/licensing out Railway Land to the parties directly or indirectly connected with freight business of railways
No.33(EC)/2003-E-I(14)  Dated: 10-12-2003)  

· Check that all land matters related to the promotion of freight business decided by GM/Operations on the recommendations of AGM/FBU and CCM/F.	
· Check that incentives are offered to the potential   customers in a bid to attract traffic.
· Check that rent is charged from Govt. Departments as well as Private agencies in the following percentages of D.C value of land correlated with annual freight business:
a. 7.5% of D.C value upto Rs 5 million
b. 5% of D.C value for more than 5 million upto Rs 10 million
c. 3% for more than 10 million upto Rs 20 million
d. 1% for more than 20 million

Commercialization of residential plots in Railway Employees Housing Societies
 No.W.II/90-LA/36 Dated: 09-05-2002 

· Check that the status of the plots is not changed without the   written clearance of lessor  (Railway Administration)
· Check that residential plots not converted into commercial plots unless commercialization charges are paid to Railways.
· Check that payment of commercialization charges @ 50% of average of D.C value and present day market value on the conversion of plots from residential.

Note: 
i. Market price is accounted for only if it is higher than D.C value; 
ii. Formula of commercialization charges is applicable to the plot holders in all Railway Housing Societies where land is already leased out to the occupants for 99 years by Railways.

Co-operative Stores on Pakistan Railways Land
No.761-W/DPL/21/2000 Dated: 17-05-2002

· Check that the initial lease period is 10 years and can be extended for a period not more than 05 years.
· Check that the rent is increased @ 5% after every three years.

Leasing out of quarters/buildings on Commercial Rent

· Check that the maintenance and repair of the quarter is done by the tenant at his own cost.
· Check that the lessee does not sublet/transfer the quarter or any part thereof to any other person and not using the quarter for commercial purposes
· Check that the lessee is charged on account of any damages caused to the quarter. 
· Check that the agreement is renewed after three years at 25% enhanced rate subject to approval by D.S.
· Check that the lessee is paying monthly rent in advance on 5th of each month and penalty @ Rs 5.00 per day for delay is charged.
· Check that in case the lessee fails to deposit the rent by the end of the month:
a.     Lease is cancelled without any notice.
b.     The quarter is got vacated
· Check that the in case of violation of any clause of the agreement by the lessee, security money is forfeited.

Leasing out of Railway Land to NFC Ghee Corporation of Pakistan etc.

· Check that rate is charged @ 5% of the prevailing market value of the land in the vicinity provided the corporation gives at least Rs one million annual business to the station concerned.


Leasing out of Railway Land to Government Departments i.e. Food, PASCO, Oil companies, Individual cases of freight limits will be fixed by GM

· Check that rate is charged @ 5% of the prevailing market value of the land in the vicinity.

Leasing out of Railway Land for Educational purposes to Education Department, Municipal Committee, Town Committee etc beneficial for Railway Department 

· Check that the rent is charged Rs 1/- per annum as a token rent.

Leasing out of  Railway Land licensed to various parties for stacking material directly connected with Railway working   

· Check that the rent is charged @ 7 ½. % of the prevailing market value of the land.

   Leasing out Railway Land to Afghan National Bank, Peshawar or Similar entities
· Check that the rent is charged @5% of the prevailing market value of the land in vicinity.

Encroachment of Railway Land
 No.473-W/O-VII/2001/P&L Dated: 26-12-2002

· Check that the encroachment is reported by IOW, PWI and Station Master (wayside stations).
· Check  with reference to the encroachment at major stations that the IOW concerned:
a.  Removed the encroachment, if any.
b. Intimated in writing to the Railway  Station
· Check that Railway Police (DSP) and Chowki Incharge:
a. Arrested the encroachers
b. Encroachment is removed/cleared
    c. Takes appropriate action
· Check that encroachment is reported in following categories:
a.  1 year old
b.  5 years old
c.  10 years old
· Check whether the occupants are desirous to legalize their encroachment through the execution of an agreement.
· Check whether encroachment is declared as ‘Katchi Abadi’ and appearing as ‘Katchi Abadi’ in Railways record.

Delegation of financial powers
· Check that any delegation of financial power by the GM is done after consultation with Financial Advisor and Chief Accounts Officer except in Commercial matters for which financial concurrence is necessary.

DIFFERENCE OF OPINION BETWEEN GM and FA &CAO
· Check that in case of difference of opinion between GM and FA & CAO the matter is referred to the Railway Board for orders.

APPOINTMENT OF FOREIGN CONSULTANT
· Check that appointment of foreign consultants for undertaking studies is done by the Railway Board.
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Audit Entity:							Audit Period:
Date(s) Conducted: 

	Audit Procedure
	Done By
	WP Ref

	Existence and Occurrence
· Take a sample of records and check against the physical items in stock (on shelf or otherwise located) and confirm that the record corresponds to all characteristics of the physical items in storage
· Take sample of items in stores, or located elsewhere, and check these items against records 
· Take a sample of recent acquisitions to stores and check against stores accounts.
· Where the record kept at stores (for recording receipt and issuing of stores) is a separate record from stores accounts, check on a sample basis that adjustments to stores accounts are properly made.

Completeness
· Applying analytical methods, check that the change in inventory balance from this year to previous year’s balance equates to the sum of all additions to, minus all removals from, stock during the period.
· Obtain the stock verifier report, examine stocktaking reports. Examine the most recent stocktaking report of stock verifier and on a sample basis, check figures in the report against physical count (with adjustments for additions to, and subtractions from, inventory since the time of the stocktaking)

Measurement
· Check calculations as part of the checking of existence and completeness
· Determine whether there are means of identifying items in stores that do not belong to the organisation (such as on loan from third party) and verify that these have not been included in valuation of the inventory in stores

Presentation and Disclosure
· Check a sample of recent entries into stores (Depot transaction Report-DTR) and confirm that these are properly recorded in the ledger card/ledger register under correct codes. 
· The same information is sent to head office IT department in the form of issue and Receipt detail along with copy of supporting MRN (Material receipt note & Material Return note), MR (Material requisitions), MIT (Material Issue Tickets) for posting in computerized record.
· Check also that these are correctly entered into stores accounts and correctly described in these accounts 
· Where the inventory is maintained in the Ledger Card as assets, check for a sample of items in inventory that they are correctly identified in the ledger records (correct code, value, location)
· Check that there are regular reports on changes to inventory including
a) list of issue 
b) list of receipts
c)  un-acknowledged issue
d)  un-claimed issue
e)  un-acknowledged receipts
f)  unclaimed receipts
g)  mismatch list
h)  depot transaction report
i) Stock evaluation report
j) Statement of Stores transactions
k) List of stock un-moved (24 months and above)
l) List of surplus stock, and;
m) List of stock above maximum
(both from Ledger Card, Computerized record and stores accounts) and on inventory (from stores accounts and {where applicable} from head office)
· Reconcile reports from stores accounts/computerized record with Ledger Card/Register.

Appropriate Storage and Safeguarding of Inventory
· Examine the facilities for handling and storing inventory and 
a) Determine whether the amount of space is reasonable (not too crowded / not too much wasted space)
b) Conclude whether the storage conditions are suitable (no perishable items stored outside / the building free of wet or damp / reasonable access to stored items)
c) Check that storage is free of hazards or dangerous situations (unstable shelving / very heavy items stored high / walkways cluttered / dangerous chemicals not marked or guarded)
d) Note whether the handling equipment is in good operating order
e) Observe whether there are adequate physical controls over the inventory to ensure they are properly safeguarded
· Conclude whether the maintenance of inventory records are sufficient to safeguard the inventory
a) Records are maintained up-to-date
b) Access to records is limited to make it difficult to alter to cover up theft
c) Regular reconciliation of actual inventory with inventory records and accounting records

Appropriate Level of Inventory
· Examine items in stock by physical inspection and identify any unusual items (large quantity / look as if in storage a long time / etc.) and enquire about the items.
· Check that inventory levels are not more than prescribed by store code or specific procedure office order.
· Look at items in records that raise possible questions (large stock levels / little demand / large volume purchased with low usage and already many in stock / last purchase many years ago / etc.) 
Follow up on items noted in steps 1 and 2

Measures of Over-Supply

· On a sample basis, including high value items or very bulky items (and also items noted in stores / records as apparently over-stocked), examine usage rates and thus calculate the amount of inventory in terms of months (or years) it would take to use up all of that item in stock
· For those items that have many year‘s worth of usage, enquire why so much is in stock and what actions are intended to be taken

Measures of Under-Supply
· From stores records / stores accounts, identify those items that could not be supplied from stock, especially those with high usage (if such information is available)
· Examine items on “back order”, (i.e. those items ordered and still not delivered) and determine how long there have been on order, especially those with high usage, and determine if reasonable or not
· If the information is available on “lead times” (i.e. how long it normally takes from order to delivery) compare information obtained from back orders with the lead times and identify problems and reasons for problems

Bin Card System
· Check a sample of inventory items and note:
a) whether the information on the card is consistent with the physical count;
b) whether reorder action was taken promptly when the reorder level was hit (compare dates); and
c) the delivery of the ordered items was made in a timely manner (where available, compare against quoted delivery time)
d) In particular, where the bin card system has an automatic reorder level is this being complied with?

Regularity
· Check that the procedures, and activities, for the management of stores comply with departmental policies and procedures (relating to: maintenance of records; issuing goods from stores – including signing of requisitions; the recording of incoming / outgoing items; reconciling demands and issues; adjustments to store accounts, including the write-off of obsolete, damaged or lost items; stocktaking)
· Take a sample of transactions (relating to each of the procedures identified in step 1), and determine whether  the transactions complied with these procedures
· Where the procedures were not followed, determine the significance of the irregularity and the reason or not complying

Departmental Policies:
Blockage of Capital:

· Check that the maximum stock is held, at any time, of ordinary stores in stock (other than surplus stores) and emergency or special stores), should not ordinarily exceed 40 percent of the issues of each item during the year (Para 2230 of Store Code).
· Check the surplus material on every Railway (should be sold earliest to avoid blockage of capital). (Para 2401 of Store code).
· Check that arrangement for the regular collection of all scrap from the consuming departments and for its disposal to the best advantage of the Railway is made (Para 2403 of Store code).
· Check that survey is conducted or procedure is implemented to identify need and disposal of moveable/dead surplus store (Para 118 Store Code). 
· Check that no procurement will be made against special material requisitions more than two times of recoupment level or 1.5 times of the maximum stocking level. (procedure office order No. 169 dated 14.07.2003 GM operations)
· Check that items registering no issues for the last 3 (three) years is deleted from the list of stock items with cancellation of all existing dues and all purchase requisitions pending in Chief Controller of Purchase and Procurement’s office for 3 (three) years and over are treated as cancelled and withdrawn on receipt of information from Stores Wing”. (Chief Controller of Stores joint procedure office order No. 167 dated 18.10.2009)
· Check that the surplus stores are kept distinct from Imprest or any other kinds of stores. The disposal of such stores either by transfer to other works or by return to Stores Depot or by sale should be arranged for by the Executive Engineer concerned (Para 1713 of Engineering Code).

Procurement of Defective Material:
· Stores should be checked with the standard specification or drawing on which the order is based.
· Check that the rejected stores should be removed from the stores premises by the contractor within 14 days from the date of such rejection (Para 761 & 762 Stores code).
Check that the every public officer should exercise the same vigilance in respect of public expenditure and public funds generally as a person of ordinary prudence would exercise in respect of the expenditure and the custody of his own money. 
(Para 1801 of General Code) (Para 807 (1) of General Code) Same is prescribed in Para 131(i) of Store code

Non-Accountal or taken short  of Store items:
· Check that the Depot Store keeper maintains an inventory of all articles of dead stock, viz., plant, machinery, furniture, tools, instruments, etc at each depot in Inventory Books maintained separately for each depot (Para 1209(p) of Stores code).
· Check that the return stores are dealt with in the store depot in its receipt section. The work should, if possible, be divided between two sub-sections, one section dealing with receipt of the material and the other sub-section being responsible for the accounting for it (Para 1608 of Stores code).
· Check that if returned stores are received in a depot before arrival of Advice Note, the facts is once reported to the subordinate returning the stores, 
· Check that if the Advice Notes are not received within a week after the submission of above report a special report is made to the divisional or district Officer concerned. Check also that the Advice Notes are not received with 14 days after the arrival of the stock these should be dealt with as “Excess found in stock” and accounted for accordingly (Para 1619 of Stores code).

For Checking Inventory Balance:

· Check the statement no.9 for inventory and determine that no scrap items are included in it (Para 107 of Stores code).

Reconciliation of Store items(sales):
· Check that at the end of the postings for a month completed, totals and balances are struck and checked and reconciled with the General Books section. 
· Check that the certificate of reconciliation should be recorded on the registers by the Accountant, Books Section. 
· Check also that all items outstanding for more than three months should be specially detailed and the orders of the Accounts Officer obtained thereon (Para 2731 of Stores code).

Miscellaneous:
· Check that the existing stocks of scrap material are not be revaluated at the revised rate (Para 211(a) of Stores code).
· Check that all issues are made on written requisitions submitted on the prescribed form by the indenting parties, or where any issues are made on the orders of the Depot Officer or the Controller of Stores, such orders should be given in writing (Para 1301 of Stores code).
· Check that no material is procured after deletion of the item from stock list (declared as not required).
· Check that the Store keeper is maintaining an Inward and Outward Wagon Register (S-1215) and examine every loaded wagon to see that the contents are properly loaded occasionally checking in detail the contents of wagons leaving the yard (Para 1209(m) of Stores code). 
· Check that Depot Store Keeper had personally checked the Wagon Registers, the Authority for Removal of Wagons and the Weekly Statement sent by the Traffic Department of the wagons sent to, and received from, the Yard. In the event of any discrepancy, he will immediately report it to the Depot Officer, for investigation (Para 1209(n) of Stores code).
· Check that the second and third foils of Issue notes are handed over to the Dispatch Section along with the material. The acknowledgment foil of the issue note should be promptly taken up by the requisition register sub-section (Para 1316(a) of Stores code).
· Check that the Depot Store Keeper has checked recoupment’s made by wards, figures of consumption, and maxima and minima shown on stock cards (Para 1209(c) of Stores code).
· Check that returned stores are accepted only for the quantities actually received and discrepancies should be intimated to the sending department for explanation (Para 1230 of Stores code).
· Check that before work completion is closed, any stores that have been kept in custody and debited to the work order and has not been drawn, is transferred to the stock of the depot through Advice Note of Returned Stores and the work order credited with the value of the undrawn stores (Para 1563 of Stores code).
· Check that the Miscellaneous Account (Issue) Register is maintained by the sales clerk dealing with cash sales. The amounts paid by purchasers in advance either as security deposit, earnest money or value of material sold by tender or private treaty is credited to the head “Deposits – Miscellaneous Account (Issue)” and posted in this register.
· Check also that at the time of refunded or the sale of material is accounted for through issue notes the head “ Deposits-Miscellaneous” is debited by credit to “Cash” (Railway Revenue) or “Sale, Stores” , as the case may be (Para 2729 of Stores code).
· Check that the Stock verifiers witnessed deliveries of stores auctioned or sold and had submitted to the Accounts Officer, Stores, and a monthly statement showing the amount of loading charges recovered. Check that before submission of the statement, it is reconciled with the depot records and a certificate to this effect recorded thereon. These statements are checked with the amounts accounted by the Treasurer of the Railway. The amount should be credited to Abstract G. 3102 (Para 2738 of Stores code).
· Check that on the completion of the delivery of materials sold in each auction, the Accounts Representative submits a Completion Report to the Accounts Officer, Stores, bringing to particular notice any outstanding features. Als check that the Depot Officer will submit a similar report independently to the Controller of Stores and Accounts Officer, Stores (Para 2441 Stores code).
· Check that on receipt of the scrap in General Stores Depot/Track Stores Depot, the credit (minus debit) thereof is given on the basis of allocation quoted on Material Return Note, i.e. Revenue, Depreciation Reserve Fund etc; simultaneously raising debit to Head "Stores (Capital 9500)" (Para 2928 of Store Code). 
· Check that the sale proceeds are credited to Head "Stores" to the extent of their book value and corresponding debit given to Head "Sales (Capital 9400)" (Para 2927 of Store Code). Furthermore, the difference in book value and value realized is adjusted through Stock Adjustment Account. (Para 2740 of Store Code).
· Check that in each case of shortage, it is clearly investigated whether it is due to the negligence, carelessness or dishonesty of any Railway employee (Para 3331 of Store Code).
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Audit Entity:							Audit Period:
Date(s) Conducted:

	Audit Procedure
	Done
By
	WP
Ref

	· Check the estimates for saloons to ascertained whether 
(i) the conditions regarding payment of interest, depreciation and maintenance charges have been accepted by the department concerned (saloons for other Government departments), and
(ii)  the necessary funds have been deposited beforehand (saloons for private parties (Para 1130-1140 General Code).
· Check that the Estimates show in detail different kinds of quantities of Store required for work in the different shops and the cost of labour in each shop. 
· Check that credits to revenue for material to be released from the breaking up of the replaced stock (Para 1240-4 of Mechanical Code) and in respect of rolling stock removed from the authorized list without replacement, are properly prepared and sanctioned by the competent authority before the condemned rolling stock is actually broken up. (Para 1240 (7) of Mechanical Code).
Workshop Accounts
The out lay on works under taken in the workshops fall into the following classes:‑
(i) direct charges for labour;
(ii) direct charges for stores; and
(iii) Shop, General and proforma on-cost.

Labour Charges
· Check the following documents in connection with Labour Charges:- 
(i) absentee statements 
(ii) time sheets 
(iii) muster rolls and labour pay sheets; and 
(iv) Overtime sheets.
Direct Charges for Store
Check the following documents for issue of material including of material manufactured at shop handed over to stores for issue.
a. requisitions or issue tickets; issue notes;
b. daily summaries;
c. monthly summaries;
d. stores sub-ledgers; and
e. outturn statements.

· Check the gate passes and ensure that no materials pass out of the shops except under proper authority.
· Check the inter-shop and shop delivery notes for articles made for the use of other shops and for stores depots and check whether they are in order with reference to requisitions and work orders and whether they have been correctly and promptly accounted for.
· Check the accounts are maintained of materials obtained from condemned locomotives and vehicles and of old parts and fittings retained from those repaired or altered.
Shop, General and Proforma on-cost
Check the indirect charges to the cost of articles manufactured or work done termed as “on cost” and are of following types
(i) Proforma on-cost
(ii) General on-cost
(iii) Shop on-cost
Check the on-cost charges which are levied on the cost of works executed in Railways workshops in proportion to their labour charges as laid down in Para 1225-(Workshop code).

Performa on-cost
Check that only following expenses are charged to final heads of working expenses under proforma oncost. (e.g. General administration depreciation) or charges not included in the working expenses of Railways (See Para 902-w).

General on-cost
General on-cost include all on-costs other than proforma on-cost, which are incurred in common with more than one shop or department within a workshop (See Para 905-w).

Shop on-cost
Shop on-cost include all on-costs within an accounting unit, such as a shop or a department or a section (See Para 906-w). Check that these costs are included under proper head.
Note: 	Procedures relating to Workshops are also laid down 	in Mechanical code therefore for relevant steps see 	audit programme of mechanical department.  
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Audit Entity:							Audit Period:
Date(s) Conducted:
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	I. Procurement Planning (Head office):
    
· Check that procurement planning is made for the whole year at start of the financial year and announced by Pakistan Railways in appropriate manner.
· Check that the annual procurement planning is advertised either on PPRA site as well as Pakistan Railways site.
· Check that specification advertised on site favours wide competition and not include specific specification/indicating specific supplier like
c. Brand names
d. Model name
e. Catalogue number
f. Any other similar classification.

Pre-qualification, Qualification/Registration and Dis-qualification of Suppliers and Contractors:

· Check that only technical and financially capable firms having adequate managerial capability are invited to submit bids and pre-qualifications keeping in view the following factors

a. Relevant experience and past experience
b. Potential/ managerial and financial  capabilities of the supplier
c. Any other factor that the procuring agency may deem relevant
Pre-qualification of Suppliers:

· Check that the procuring agency has announced such information in the pre-qualification document and provided a set of it to the supplier or contractor on request subject to payment price, if any.
· Check that procuring agency has promptly notified by submitting an application to supplier or contractor whether it has been pre-qualified or not.
· Check that reasons have been communicated to all supplier or contractors who have not been pre-qualified by the procuring agency.

Qualification of Supplier or Contractor:
· Check that qualification has been laid down after recording reasons for it, in writing and such record forms part of the procurement proceedings. 

Disqualification of supplies or contractors
· Check that the supplier or contractor providing false or materially inaccurate or incomplete information has been disqualified by the procuring agency.

Black Listing of Suppliers and Contractors
· Check that there is a mechanism specified by the procuring agency to disqualify the supplier and contractor and the black listed supplier or contractor has been given adequate opportunity of being heard.

Procurement Advertisement:

Obtain the detail of procurement segregating between Rs. 100,000 to Rs 2 Million and above Rs 2 Million

· Check that procurement between Rs 100,000 and Rs 2 Million have been advertised on authority’s website and has been advertised in print media if deemed necessary by agency.
a. Check that the procuring agency has its own website has posted advertisement on its site
b. Check that such advertisement/information has remained available on site until the closing date for the submission of the Bid.
· Check that procurement between Rs 100,000 and Rs 2 Million has been advertised on authority’s website as well as in print media or newspaper (at least two national dailies one in Urdu and other in English).

Response Time (mentioned in advertisement)
· Check that the response time is not less than 15 days for national competitive bidding and 30 days for international bidding from the date of publication of posting or advertisement on web site (If both electronic and printed media is used, then the response time will be calculated from the 1st day of its publication in newspaper) 

Note:  Exception to procurement requirements
a. If the procurement is related to national securities
b. Procurement advertisement or notice falls in definition of intellectual property which is available from a single source.
	
	

	II. METHODS OF PROCUREMENT

    Open Competitive Bidding (Principle Methods of Procurement)
            
Procuring agencies has been engaged in open procurement bidding if the object to be procured is more than the prescribed financial limits i.e. Rs 100,000.
Note: Pakistan Railways Board is authorized to fix maximum limit of Rs 500,000 for open competitive bidding. 

· Check from the bids opening document/tabulation that the bids submitted or packages submitted are in sealed form so that cannot be known unless duly opened (see the remarks on document).
· Check that the procuring agencies have specified clear and unambiguous method for the submission and receipts of bids.
· Check that the bidding documents are formulated by the procuring agencies in precise and ambiguous method and are made available to the bidders immediately after publication of invitation to bid and include the following
i.	Invitation to bid
ii.	Instruction to bidders
iii.	Form of bid
iv.	Form of contract
v.	General and specific condition relating to the bid
vi.	Specifications and performance criteria( where applicable)
vii.	List of goods or bills of quantities (where applicable)
viii.	Delivery time and completion schedule
ix.	Qualification criteria(where applicable)
x.	Bid evaluation criteria
xi.	Format of all securities required(where applicable)
xii.	Details of standards i.e. quality of goods, work or services
xiii.	Any others details may deem necessary

· Check that if any change has become essential after the invitation to the bid or issue of bidding documents, such change has been made in manner similar to the original advertisement.
· Check that the procuring agencies have used standards bidding documents notified by regulation.
Note:
BID SECURITY: Check whether procuring agency has required the bidder to provide security not exceeding 5% of the bid price.

BID VALIDITY: Check that the reasons have been recorded in writing, if the extension is made and advertisement for such extension has been done in a manner similar to the original advertisement (extension in time for submission of bids).

	
	

	III. Opening, Evaluation And Rejection Of Bids

Opening Bids:
· Check that the date for the opening and submission of bid is same and has been be opened at least 30 minutes after the deadline for the submission of bids.
· Check that all the bids have been open publicly in the presence of the bidders or their representatives (check from remarks on bid opening document).
· Check that the minutes of the bid opening are recorded and check that the procuring agency has read in aloud the unit price and the bid amount. 
· Check the attendance sheet signed by all bidders.
· Check that the bids submitted after the time prescribed have been rejected and be returned without opening.

Evaluation of Bids:
· Check that no evaluation criteria are used for the evaluation of bids, if it has not been specified in the bidding document.
· Check the comparison of bids and verify that all the prices are converted in single currency. (Exchange rate = selling rate). 
· Check that any clarification to the bid made after the submission does not change the substance of the bid but no alter or modification is made after the bid has been opened.

Rejection of Bids:

· Check that notice of the rejection of the bid is given to all the suppliers and contractors promptly. 
· Check that at least 10 days prior to the award of the procurement contract; the procuring agency has announced the result of bid evaluation in the form of report.

Procedure For Opening Of Competitive Bids
Single Stage- One Envelop Procedure
· Check that single envelope containing financial and technical proposal is opened and evaluated in the manner prescribed in the bidding document.
Single Stage – Two Envelop Procedure
· Check that single package containing two separate envelops i.e. financial and technical proposal are deposited by bidders.
· Check that technological proposal is opened for evaluation and is subject to no amendments but the financial proposal is opened publicly at the time mentioned in the bidding document, only of those bidders who are found to be technically feasible.
· Check that lowest evaluated bid is accepted.

Two Stage- One envelop bidding procedure
First Stage 
· Check that bidder first submits, according to the specifications, a technical proposal without price.
· Check that technical proposal is evaluated as per specified criteria and is discussed with bidder regarding any deficiencies
· Check that revised technical proposal is submitted after discussion with the procuring agency to meet requirements.
· Check that technical requirements if revised, modified, deleted or new technical requirements incorporated, then all such changes are communicated to all bidders equally.
· Check that allowance of time to the bidders to submit their revised bids are not be less than 15 days for national competitive bidding and 30 days in case of international competitive bidding.
· Check that bidders not willing to conform their respective bids are allowed to withdraw without forfeiture of their bid security.
  Second Stage
· Check that bidders whose technical proposals have not been rejected are allowed to submit their revised technical proposal along with their financial proposal.
· Check that the revised technical and financial proposal is opened at the time, date and venue announced and communicated to the bidders in advance.
· Check that the bid found to be lowest is accepted.
Two Stage- Two envelope bidding procedure
       First Stage 
· Check that bid comprises a single package containing two separate envelopes containing separately financial and technical proposal.
· Check that envelops is marked as financial proposal and technical proposal in bold to avoid confusion.
· Check that technical proposal envelop is opened first.
· Check that financial proposal is retained in custody of the procuring agency without being opened.
· Check that technical proposal is discussed with bidder so as the clear technical requirements of the procuring agency.
· Check that technical proposal is revised only by the bidders, who are willing to meet the technical requirements of the procuring agency.
· Check that bidders not willing to revise their technical proposal are allowed to with draw without forfeiture of their respective authorities.
Second Stage
· Check that after agreement of the technical requirements, successful bidders has submitted their revised technical proposal and supplementary financial proposal
· Check that the revised technical proposal, original financial proposal and supplementary financial proposal are opened at date, time and venue announced in advance by the procuring agency.
· Check that after evaluation of all proposals, the bid found to be lowest is accepted.

Acceptance of The Bids and Award of Procurement Contract
· Check that the lowest evaluated bid is accepted
· Check that the successful bidder has furnished a performance guarantee which does not exceed 10% of the contract amount, if expressed in bidding document as “performance guarantee”.  
· Verify that the bid evaluation has been kept confidential by the procuring agency until the date of the evaluation report.

	
	

	IV. Alternative Methods of Procurement

Petty cash purchase:
· Check that petty purchases are allowed if the  object of procurement is less than Rs 25,000 and procurement is made in a fair and transparent manner and reflect value for money
· Check the approval of Federal Government if Petty cash limit is considered inadequate by agency and requested the enhancement of limit.

Request for quotations (RFQ):
Check that the following conditions have been met for issuing RFQ
· if the  object of procurement is less than Rs 100,000
· Board of autonomous bodies is authorized to fix an appropriate limit for request for quotation subject to the maximum of Rs500,000.
· The object of procurement has standard specifications and minimum three quotations have been obtained.
· The procurement is made from suppliers offering minimum. price
Direct contracting:
Check that direct contracting is made if the following conditions are met
· Procurement contains acquisition of spare parts from the original supplier.
· Only one supplier exists for the required procurement
· Other supplier alters the technical specifications and is incompatible.
· Contract does not exceed three years in duration
· Repeat orders do not exceed 15% of the original procurement. 
· Prices of goods, services or works is fixed by the Govt. or any other authority authorized by the Govt.
· Purchase of the motor cars from the original manufacturer, or their authorized agents at manufacturers price.

Negotiated Tendering:
Check that negotiated tendering is allowed only if following conditions are met
· The suppliers involved are manufacturing for the specific purpose of tender.
· Technical or artistic reasons
· Extreme urgency brought about by unforeseen events.

	
	

	V. Payment
· Check that the payments are promptly made to suppliers and contractors against invoices and running bills and have not exceeded 30 days from the date of invoice.

Entry into force of the procurement contract:
Check that the procurement contract come into force
· In case no formal signing of the contract is required: from the date of notice of acceptance of the bid or purchase order given to the bidder whose bid has been accepted. 
· In case if the formal signing of the contracts is required: From the date on which the signatures of both the procuring agency and successful bidder are affixed on the written contract. 

Closing of contract:
· Check that the contract has been deemed close/closed after the issue of overall delivery certificates or taking over certificates which are issued within 30 days of the final taking of goods except for the defect delivery or maintenance by the supplier/contractor.
	
	

	V. Miscellaneous
Maintenance of Record and Freedom of Information
· Check that records and associated documentations are kept for a minimum period of 5 years.
· Check that after the contract has been awarded, all documents related to the evaluation of the bid and award of the contract are made public except when such disclosure is against the public interest.

Redressal of Grievances and Settlements of Disputes
· Check that the written complaint by the bidder after the submission of his bid concerning his grievances is lodged within 15 days after the announcement of the bid evaluation and no complained is entertained after that period
· Check that the decision upon the complaint is made within 15 days of the receipt of the complaint.
· Check that procuring agency has constituted the committee as per PPRA Rules
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Local Passenger classification return or summary of daily trains cash book
Check that:
· It has been prepared on the proper form, has been completed properly in all respects, correct rates have been applied and that mathematical work is correct.
· Commencing number of each class of ticket shown against each station corresponds with the closing number of ticket shown in the local passenger classification Return for the preceding month.
· Commencing number of all printed and Blank Paper Tickets are brought forward from the preceding month's return, whether there has been any sale during the month, or not.
· Number of the Blank Paper Tickets of each class is in continuation of the last number accounted for in the preceding month's return and that further numbers are accounted for in the consecutive order.
· Number of tickets issued is equal to the difference between the commencing and closing numbers less the non issued tickets, provided closing number are shown correctly.
· Number and class of non-issued tickets entered opposite each "Station to" in the local classification return agree with the checked summary of non-issued tickets or statement of non-issued tickets.
· That the rate is correct.
· Amounts shown therein under different heads are correct. Also check the casting and cross casting of amounts.
· Where tickets are accounted for at reduced rates, a suitable remarks as to the number of tickets, issued on concessions rate and nature of concession is given against the entry in the return and the supporting voucher have been received. 
· Charges in connection with the concession vouchers are accounted for in accordance with the rules and conditions in the Coaching Tariff.
· Tickets are not issued to station to which booking is not authorized.
· Blank Paper Tickets are not issued to station for which printed tickets have been supplied.
· Tickets which have become obsolete on account of revision of fares or any other cause are at once withdrawn and returned by stations to Assistant Superintendent printing, Moghalpura.
· In case of special tickets for reserved accommodation and special trains and return journey paper tickets, check the following :-
a. Particulars of each ticket are entered as required by the columns in the returns.
b. That the tickets are accounted for individually and consecutively.
c. The rate and the total amount are correct as per rules in the Pakistan Railway Coaching Tariff.
d. Total amount collected has been correctly brought to accounts.
e. Charges for special trains run for the public are correctly levied as per rates in Railways Coaching tariff and as per tour programme received from the General Manager Railways, the composition statement, and carrying capacity of each vehicle supplied or the number of passengers actually travelled which-ever is greater.
· Overcharges, taxes and special charges are shown separately in the returns.
· Number of tickets at reduced rates does not exceed the number authorized by concession orders, privilege ticket orders, form "E" etc., and that the calculated fares in respect of such tickets when added to the rates of the tickets issued at full rates agree with the total amount accounted for by the station.

Check of concession orders received in payment of passenger fares

For Concession orders check the following :-
· Concession order or voucher is issued by the authority competent to issue it.
· It is exchanged within the available dates.
· It bears the stamp of the office of issue.
· The class and number of tickets issued are noted on the order and are in conformity with those specified in the order or voucher.
· Where required by the form it bears the acknowledgement of the person receiving the concession.
· It is otherwise genuine.
· In the case of Privilege Ticket Orders, in addition to the above checks, it should be seen that there are no erasures or alterations, that the signature of the holder agrees with the specimen signature given on the order and that the tickets have been issued in accordance with the rules.

Blank Paper Tickets

Check the following for Blank Paper Ticket

· Continuity of the Blank Paper Ticket numbers as accounted for in local passenger classification returns seems serially and that no number is missing, the commencing number being verified with the closing number of the ticket as recorded and appearing in the local classification return of the previous month or the month earlier thereto as the case may be.
· Blank paper tickets are issued to such station only for which printed Card Tickets are not available either because supply is exhausted or owing to smallness of traffic such tickets are not printed. 
· The issue of Blank Paper Tickets because of the supply of Printed Card Tickets having been exhausted should be viewed with concern and examined critically for a possible comment in the Report.
· These are prepared using double sided carbon paper and are issued for one passenger only.
· Name of the "station to" is written in block letters.
· Amount recoverable has been correctly worked out according to the mileage and fare tables, and shown both in words and figures.
· No alterations or erasures have been made in Blank Paper Tickets.
· If a mistake has been made while preparing the tickets, all foils have been cancelled giving the reasons for cancellation and a fresh Blank Paper Ticket issued instead.
· Cancelled ticket number has been recorded in local passenger classification Return and line scored through the amount column and that the cancellation has been noted in the "Remarks column" of the local classification Return.
· Both the foils viz "Accounts” and “Passengers" have been received for all the cancelled Blank Paper Tickets.
· Station staff have signed the Blank Paper Tickets in full legibly.
· Particulars of the Blank Paper Tickets (Accounts foils) regarding "station to” amount etc., are borne out by the original collected tickets passenger foils and by the report of the ticket examining staff at Junctions and other stations in respect of tickets remaining uncollected.

Excess Fare Ticket
Check the following for Excess Paper Ticket

· Excess Fare Tickets are machine numbered and prepared in three foils. The first foil for Accounts, the second for the passenger and the third for record. Separate Excess Fare Ticket Books marked "for completed journey" and ordinary are maintained at stations for issue to passenger as Excess Fare Receipts on completion of their journey.
· Excess Fare Tickets issued by the station staff and those issued by the Special Ticket Examiner are accounted for in Excess Fare Returns.
· Fare and penalty charged in Excess Fare Ticket is correct as per rules contained in the Coaching Tariff inforce for the time being.
· Excess Fare Tickets have been correctly accounted for in the return and that their number runs serially and no number is missing (the commencing number being verified with closing number as accounted for in the return of the previous month or the month earlier thereto).
· In the case of cancelled tickets, both the foils of the cancelled tickets have been sent by the Stations to the Accounts Office.
· If an Excess Fare Ticket is issued by a station in lieu of a printed or Blank Paper Ticket, owing to the stock of the latter being exhausted, a report has been made on that day to the Divisional Superintendent concerned with a copy to F.A. & C.A.O./Revenue explaining the necessity of issuing the Excess Fare Ticket. The copy of the report received in the Accounts Office should be examined critically for comments, if any
· Excess Fare Tickets have been prepared by carbon process, the Fare and Penalty charges have been shown separately and both in words and figures.

Soldiers Tickets

Check the following for the Soldier Tickets

· Soldier tickets have been issued in exchange for a Railway Warrant (Form- B or C).
· Continuity of the soldier tickets as accounted for in the return runes serially and that no number is missing or left un-accounted for in the return. 
· Fare charged has been correctly worked out,
· Diagonal line across the portion of the ticket both above and below the entries made of the number of passengers for whom the ticket is issued has been drawn,
· Ticket number of passengers of each class authorized to travel has been endorsed across the face of the ticket,
· Soldier's tickets have been issued within the available dates shown in the Warrants,
· Class, number of passengers and weight of the luggage allowed in the Soldiers tickets are not higher or in excess of those specified in the warrants,
· Free allowance of luggage has been correctly calculated,
All necessary particulars of the warrants have been    recorded on the tickets.

Excess Fare Return of Special Ticket Examiners

Check the following in respect of Excess Fare Return

· Excess Fare Tickets are issued and accounted for consecutively and no number is missing. (Commencing number being verified with the closing number of the previous return).
· Particulars shown in the return agree with those recorded in the Excess Fare Tickets
· Fare and penalty charges realised on each Excess Fare Ticket are correct with reference to the rules contained in the Coaching Tariff etc., in force for the time being,
· Excess Fare Ticket has been issued for un-booked luggage, the amount thereof has been transferred to the luggage return and that the charges recovered are correct,
· Amounts collected are deposited at stations on the same day and the money receipt (Misc. Cash Note) granted by the station staff are forthcoming. (The Misc. Cash Notes must clearly identify the accounting distribution as between fares collected, irregular travelling and penalties)
· Total amount of the S.T.E.'s earnings received at the station has been credited in the Balance Sheets,
· In case of which lower penalty is levied in the authority of Guard's certificate, the entries are supported by the original certificates,
· Complete particulars necessary for the check of charges collected, are recorded,
· In case of cancelled Excess Fare Tickets, both the foils viz "Accounts" and Passenger" are forthcoming. (The cancelled as well as collected Excess Fare Tickets should also be checked in detail with the return),
· Totals of the Excess Fare Return are correct and that the amount realized has been duly accounted for,
· Excess Fare Tickets have been issued out of the Excess Fare Ticket Books issued to the S.T.E. concerned. (This should be checked with reference to the relevant record maintained in the Accounts Office).

Parcel Way Bills

Check the following in respect of Parcel Way Bills

· Parcel Way Bills (Paid and To-Pay) have been correctly accounted for and the amounts entered in the respective columns of the return on the same day on which these are issued,
· Continuity of the Machine Numbers of Parcel Way Bills runs serially and no number is missing or is left un-accounted for, the commencing number being verified with the closing number of Parcel Way Bills as accounted for in the previous month's return,
· Separate paid Way Bills have been issued for perishable parcels, and Newspaper parcels, and "To Pay" parcels,
· Full particulars required by the form are recorded therein,
· Weight charged is calculated on the basis of the actual weight or weight by measurement of each package, whichever gives the greater charge,
· Amount charged is correct as per. Tariff Rules,
· Consignments on which pre-payment of freight is compulsory are not booked "To Pay",
· When parcel are booked at reduced rates, the conditions attached to the reduced rates fulfilled,
· When "Owner Risk" rate is charged proper Risk Note has been executed and the fact of such execution recorded on the Way Bills,
· When empties are turned to the Booking Stations at reduced rates, the particulars of the original booking are given on the Way Bills and are correct,
· If the Excepted Articles are insured, the insurance charges are correctly realized at Tariff Rates and the authority for insuring the parcels is quoted on the Way Bills when such authority of the Divisional Superintendent is required by the rules,
· If the Excepted Articles are not insured, the fact of the execution of Risk Note is recorded on the Way Bill,
· When samples are booked free under Way Bills, the sanction to the free carriage of parcels is forthcoming and the sanction does not exceed the powers of the competent authority,
· When payment is made by Credit Notes, the number of the Credit Note is recorded on the Way Bill,
· Where special charges are due they are shown separately,
· In case of the cancelled Parcel Way Bills, the three foils viz "Original" "Guard" and "Owner" are forthcoming.

Inward and Outward Way Bill Return

Check the following in respect of Inward and Outward Way Bill Return
· All the Parcel Way Bills issued from a station have been correctly accounted for in the outward parcel Returns-Cash Book for paid traffic and abstract for "To- Pay" traffic. For this purpose the continuity of the number of Parcel Way Bill should be carefully looked into and the commencing numbers should be checked with the last month's return
· Abstracts of outward "To-Pay" Way Bills have been correctly prepared in the Accounts Office,
· Accountal of the Parcel Way Bills not accounted for by the receiving stations in the month of issue is properly watched.
· Amount of the collected paid Parcel Way Bill agrees with that accounted for by the booking stations in their Cash Book.

Invoices

Check the following in respect of Invoices
· Invoice has been prepared by Carbon process,
· All the columns have been duly filled in,
· Classification is correct and according to the description of goods given in the invoice,
· Articles which are required under Tariff Rules to be booked "Paid" are not booked "To Pay".
· Both actual and chargeable weight are shown,
· Rate on which freight has been calculated agrees with the rate given in the rate list etc.,
· When reduced rates are charged the conditions attached to the reduced rates fulfilled and proper Risk Note has been executed when articles are booked at Owner's Risk,
· Suitable remarks regarding condition of goods booked are given on the invoice,
· Rules in force regarding "minimum weight" distance and charges are observed,
· If the freight is paid by Credit Notes, the number and date of the Credit Note is entered on the invoice,
· Where loading and un-loading is required to be done by the senders and consignees, a remark to this effect is given on the invoice,
· When excepted articles are booked, their declared value is given and if the value exceeds three hundred rupees the insurance charges at the Tariff Rates are prepaid, if not insured proper Risk Note has been executed,
· Two or more invoices have not been issued in connection with one Railway Receipt,
· Calculation of the freight charges is correct,
· In case when concession rates are charged on empties returned to the original booking station, the particulars of original booking are given on the invoice and these are correct,
· Invoices issued in booking consignments for which wagon rates are quoted, to and from stations where there is no weigh-bridge, bear a remark of weighment at an intermediate station where there is a weigh bridge,
· Invoice are duly entered in the register maintained in the Accounts Office with a view to compare such invoices with copies of invoices received from stations to see that necessary weighment has been done and that charges have been collected according to the result of reweighment,
· In case of cancelled invoices all the three foils viz "original" "invoice" and "Receipt" are forthcoming,
· When consignments are carried at special reduced rates or free of charge on the authority of certificate etc, such certificates duly signed by the authority competent to issue the certificate, are forthcoming,
· Mis-despatches are not frequent and are reported to the Administration,
· Commodities not specifically classified in the General Classification of Goods are not passed as a matter of course against the item N.O.C. if the same can reasonably be brought under a definite item of classification.
· The form is machine numbered in four foils viz original, (for accounts). Invoice (for destination station), Receipt (for Consignor/Consignee) and Record (for station record) are prepared by carbon process.
· The invoice foil is forwarded to the destination station in a sealed cover by the first available train after the invoice is issued to enable the Station Master of the destination station to account for the invoice in his record.

Goods (local) outward book or abstract summaries & delivery book or inward abstract and summaries

In audit of these documents check the following
· No invoice has been omitted from the outward return and that totals of freight columns of this return have been correctly struck,
· The differences noticed at the time of comparison of outward and inward returns have been correctly and carefully located by the Accounts office and that details leading to the differences are on record; and
· If any portion of the return is missing, copies thereof have been obtained.

Audit of Station Balance Sheet (Goods & Coaching)

Check the following in respect of Balance Sheet (Goods & Coaching)
· The debits and other outstanding items requiring clearance by the Accounts Office do not accumulate unduly and that action for the clearance is steady and that all admitted debits have been transferred to Divisional Superintendent's office Balance Sheet,
· Whenever the amount accounted for in a traffic return of a station is more than the amount accounted for in the Balance Sheet, a debit is raised immediately for the difference,
· Special credits are allowed to stations after careful verification and under orders of the competent authority and that the authority besides being quoted against the entry concerned is attached to the Balance Sheet,
· List of outstanding items forming closing balance of a station should be scrutinized to see that the outstanding are generally current, and necessary steps for the clearance of old outstanding have been taken. 
· In the case of special credits taken by station on the authority of duplicate accountal of a through traffic invoice, it should be seen that verification of two accountals has been made and that the amount of second accountal, if apportioned with foreign Railway, is written back, and
· Registers of Missing Returns should also be examined to see that the items do not accumulate and that prompt action has been taken to effect clearance.

Wharfage and Demurrage Returns

Check the following in respect of Wharfage and Demurrage Returns
· Complete particulars necessary for the check of charges collected are recorded.
· The number of days/hours for which demurrage or Wharfage is due has been calculated in accordance with the Tariff rules.
· The amount due has been correctly charged in accordance with the rules in the Tariffs.
· All the columns provided in the form have been duly filled in.
· The charges have been accounted for in the return for the month in which the consignment is delivered/removed or otherwise disposed off.
· The amount accounted for in the return agrees with the amount taken to debit in the Station Balance Sheet and that no Demurrage and Wharfage have been taken to account in respect of consignment transferred to lost property office, as charges due on such consignments are recovered by that office.
· When Wharfage and demurrage charges have been foregone, authority signed by a competent officer of the Commercial Department is forthcoming and that all the conditions attached to the remission of Wharfage and Demurrage charges have been fulfilled.
· The amount foregone agrees with that sanctioned by the competent authority.

Statement of Siding Charges

Check the following in respect of Siding Charges
· Proper agreement exists for each siding and that there is no delay in the execution of such agreements.
· Charges are made against the proprietor of the premises to which the sidings have been provided strictly in accordance with the agreement, and
· Charges for engines, if any, detained in Military sidings for the convenience of the local military authorities have been correctly calculated and recovered locally in cash or by Military Credit Notes.

Handling Bills

Check the following in respect of Handling Bills
· An agreement has been duly executed and has been accepted on behalf of the Railway by a competent authority and that the security mentioned in the agreement has been deposited with the railway,
· They have been signed by the parties concerned,
· They are not time-barred,
· The name of the station and the month to which the bills pertain are clearly shown,
· The statements if any, said to accompany the bills have been received,
· Payment has been made to the proper person and that it has been so acknowledged and recorded that a second claim against the Government on the same account is impossible,
· The charge is correctly classified,

Treasure’s Station Cash Check Sheets

· Check that totals of the cash check sheets and the postings of the relative vouchers into it.
· Check that stations are regular in remitting their collections and that no undue delay occurs in so remitting the collections.

Remission & Refund of Wharfage & Demurrage charges

· Check that documents containing orders of the Authority competent to forego the amount are submitted to the Accounts office and are duly checked and passed under proper authority. 
· Check that if remissions are allowed on a very large scale or as a matter of course or there are any other important features, the same are commented in the report.

Divisional Superintendent's Office Balance Sheet

· Check that recoveries are duly made from the staff responsible and the out-standings are not allowed to accumulate unnecessarily.
· Check that total of all the transaction taken to debit in the balance sheet is compared with the totals of the relevant books and returns.
· Check that credit side is verified with the cash remittance notes; refund list etc. and out-standing are examined to see if they have been properly classified and correctly carried forward and their clearance are checked in the cash book.

Station Error Sheets

· Check that Station Error Sheets and Credit Advice Note, these are posted immediately in a Register of Error Sheet maintained for each station. 
· Check that manuscript number is entered on the Station Error Sheet and also in the Register of Error Sheets for the station. 
· Check that in case of Credit Advice Note, the serial number is same as that applied to the original Error Sheet.
· Check that commercial department is primarily responsible for the clearance of such out-standings and takes effective action for their clearance.
· Check that Register of Error Sheets maintained in the Out-standing Section is reconciled monthly with the relevant records maintained in the Traffic Accounts Branch.
· Check that action is taken in respect of items of Rs 100 and above which are over 3 months old and in respect of other items, if they are more than one year old.
· Check that a certificate has been recorded in the register in token of verification of registers over the signatures of the sectional officer.

Watch over fluctuation in station out-standing

· Check that the amount of outstanding Error Sheets at the end of half year in respect of station largely contributing to these out-standings, are be compared with the amount of such outstanding in respect of these stations at the end of the corresponding previous half year, abnormal outstanding are pointed out to the Accounts office and requiring them to take effective action for their early clearance.
Refund of over charges

Check the following for vouchers relating to refund of over charges

· Claims have been preferred by the public within six months from the date of delivery of the goods to the railway for carriage.
· Reference to the Overcharge Sheet and the amount of Overcharges passed are noted against the relevant entry in the connected return to guard against double credits being passed; 

Verification of cash (both coaching and goods) immediately on arrival at a station

Procedure For Counting Cash

Check the following during Cash Count

· After the cash has been got counted and recorded in the respective Cash Books, the outward and Inward Books ruled off subsequent deliveries and receipts are recorded below the line.
· Booking Clerk has filled in the closing number of tickets in the Daily Trains Cash Book but if this has not already been done, these should then be compared with the number in the tube in the case of printed and the paper Ticket Books in case of Paper Tickets.
· No private cash should be mixed up with Government cash and that there are adequate arrangements for the safe custody of the latter.
· If the Station Master is also acting as sub-post Master it should be seen that no part of the postal cash has been used to conceal a deficiency in the railway cash and that the postal cash balance is correct. 
· Shortage in cash, if any is made good immediately by the person concerned and the excess in cash should be got remitted to the Cash office alongwith other cash realized during the day.
Note: On arrival at a station the first thing an auditor should do is to get the entire cash, including Credit Notes, Indemnity Bonds and Agreement Bonds etc counted and recorded in words and figures on the respective Cash Books.

Check of goods and parcels on hand

Following procedures should be performed
· Inventory should be reconciled with the Delivery Books, any discrepancies/ differences should be investigated/ noted completely. 
· Goods in hand are not been shown, as delivered.
· Deliveries made on collection of receipts or of indemnity bonds are signed for in the Delivery Books. 
· Dates of un-loading of consignments accord with the entries recorded in the unloading books, tally books, wagon register and vehicle reports.

Daily Train Cash Book

Check the following
· Daily Train Cash Book is duly closed after each train or period and the total cash of the day is sent to the Treasury or the Cash Office. 
· Entries in this book are compared with those of the summary of the Daily Train Cash Book.

Checks in Running Trains

Following checks/ procedures should be performed
· Tickets held by passengers are checked in Running trains by Special Ticket Examiners of Pakistan Railways, just to see  that no one is travelling without proper authority and to watch and judge efficiency of work of Special Ticket Examiners .(a surprise check should be carried out by Audit party).
· No accommodation is reserved without an authority. These checks should be carried out in such a manner as to cause the least inconvenience to the occupants of the compartment.
· All cases of fraud or travelling without tickets/proper authority, detected during the course of these surprise checks should be carefully examined to see whether they have been facilitated by the defects in the existing system of checks in force. All cases of doubtful nature should be thoroughly investigated.
· Excess Fare collection, ticket less passengers or other irregularities detected as a result of surprise checks should be compared with the normal collections or detection of similar irregularities by the Special Ticket Examiners.  (If there is a wide difference between the two, the matter should be commented).

Check of Brake Vans

Following checks/ procedures should be performed
· Parcels and passengers luggage booked by passenger trains are carried in brake- vans.
· Guard Incharge of the train possesses foils of each parcel way bill and luggage ticket and a summary of "Guidance" of packages. 
· No parcel or luggage is carried un-booked. 
(If during these surprise checks cases of the un-booked parcels and luggage are noticed, the same should be commented).

Check on regular and timely remittance of cash by special ticket examiners

· Verify that the amount of tickets issued daily has been correctly deposited by the S.T.E.'s and duly acknowledged by the station under the "station name stamp".
· Verify that the amount of cash acknowledged by the station has received from the S.T.E. has been correctly and promptly entered in the Daily Train Cash Book.
· Check the cash in hand with S.T.E. s is neither short nor excess.

Indents

Following checks/ procedures should be performed
· On receipt of all stock of tickets and machine numbered books, they have been counted and examined, are entered in Ticket Stock Books. 
· Tickets required by a station have been indented for by the Station Master through Ticket Indents prepared on the proper form.
· In case of Card Tickets, the realization of the amount due to the railway is facilitated by the correct fare being printed on them.
· Particulars of the indent passed by the Accounts Office and the tickets supplied to the station by the Assistant Superintendent printing and stationery, on each indent has been recorded in a Stock Register to be maintained for the purpose.
· Cases in which toll tax etc., is leviable whether in respect of the booking or the destination station, the amount of the Tax has been included in the fare.
· In the case of indents for printed "Return" Card Tickets and other concession tickets, the period available for the return journey is correctly indicated.

Register of serially page numbered books

Following checks/ procedures should be performed
· A register of books bearing serial page number should be maintained at every station. Further check that register is correctly maintained and that the books are brought into use in the serial orders of their entry in the register and the supplies entered in the register agree with the ticket advices received from Ticket Printing.

Note
· The un-used stock should be counted at each inspection and the actual number in hand of each kind of books should be compared with that shown in the register. In case of shortage of any book, the matter should be investigated and suitably commented in the report. It should also be seen that the necessary certificate of count has been duly recorded on each machine numbered book.

· Whenever any of the books have been transferred to another station or made over to a Special Ticket Examiner for use, the acknowledgement of the party concerned should be examined.

Accounts office balance sheet

Following checks/ procedures should be performed

· Balance Sheet (corresponding to the Bills Receivable Account in Commercial Book Keeping) is maintained in form No.A-2542.
· Separate Accounts Office Balance Sheets are maintained for Coaching and Goods transactions.
· The Balance Sheet for the month selected for audit is checked in a year with reference to the Accounts Office Bill Register. 
· No bill has been omitted from the bill register. The adjustment of the bills is checked with the advice of adjustments received in the Traffic Accounts Branch from the Books Section and the Cash office. 
· Accounts Office files about old out-standings should be examined to see that suitable and prompt action has been taken for their clearance.

Register of Miscellaneous Receipts

· Check that daily total of the receipts posted in the register agrees with the totals of the items appearing in the statement of vouchers sent by the Cash Office.
· Check that receipts have been properly checked, allocated and adjusted.
· Check that total miscellaneous cash received during a month is correctly accounted for in the Accounts Office Balance Sheet.

Traffic Suspense Accounts

· Check that the total of the account is supported by the detail of items leading to it.
· Check that the item are generally current, and
· Check that adequate action has been taken for the clearance of old items and items of importance.

Rate circulars and tariff changes

· Check that changes in tariff are notified through local rate advices and Gazette Notifications.
· Check that local rate advices have been made by competent authority.

Compensation claims for goods and parcels lost or damaged

· Check that claims for compensation on account of goods/ parcels lost or damaged is paid for by the Railway.
· Check that claim for compensation has been made by the proper person and within the prescribed time limit,
· Check that full investigation has been made by the Administration to see that the loss or damage for which compensation has been claimed is real and that the amount claimed does not include profit, etc.,
· Check that proper action has been taken to locate the responsibility for loss or damage and in cases in which losses or damages occur through carelessness or misconduct of the Railway servants, suitable disciplinary action has been taken against the person responsible. 
· Check that in case in which the damage or loss has been proved to be due to lack of
· Proper instructions for packing, loading, marking etc steps have been taken to remedy the defects.
· Check that in the case of consignments booked at Owner's risk, the protection afforded by the Risk Note or notes executed has been fully utilized.
· Check that in case of through booked consignments; the liability has been transferred to the Foreign Railway concerned in those cases in which investigation prove that losses occurred on a Foreign Railway or that a Foreign Railway staff was responsible for them.
· Check that payment has been made to the proper person and that it has been so acknowledged and recorded that a new payment on the same is not possible.
· Check that the charge is correctly classified.

Review of compensation claims

· Review and analysis of the total amount of compensation paid during the last two or three years should be made and if there is a marked increase in such payments, the reasons for the same should be investigated to see if any general deduction can be drawn and usefully commended in the report.

Passes privilege tickets orders and suburban tickets.

Check that following:-
· Actual stock of passes, privilege tickets orders and suburban tickets on hand agrees with the number shown in the stock register.
· Cheque, Card Passes and Privilege Ticket Orders issued to staff, have been issued according to the Pakistan Railway Free Pass Rules.
· Passes and Privilege Ticket Orders issued to staff have been duly recorded in their personal account.
· Duty and Privilege Passes and Privilege Ticket Orders have been signed by the authorized persons and none have been signed in advance.
· Passes and Privilege Ticket Orders have been issued as sanctioned by the authorized officers.
· Return showing the number of blank passes/P.T.Os Books as they are brought into use and the opening and closing numbers of passes P.T.OS and Suburban Tickets issued in a month has been sent to the section concerned regularly every month.
· Amount realized on the sale of suburban tickets has been duly and correctly remitted to the Cash Office and that the amount realized has been correctly arrived at.
· Where dependants have been included in the pass, the number of members should not exceed the prescribed limit of 5 except with the approval of the competent authority and not more than two dependants have been included in a pass.

	
	






[bookmark: _Toc273358923]6.24 Audit Programme – Pay and Allowances
Audit Entity:							Audit Period:
Date(s) Conducted:


	Audit procedure
	Done
By
	WP
Ref

	Completeness

· Check that proper particulars are entered in the Audit Register for Gazetted Officer and in Scale Audit Register (S.A.R) for Non-Gazetted Officer.
· Check that Office order or Establishment order for new appointment is issued by the concerned head of department and amount is paid according to said order and entitlement in S.A.R.
· Check the reconciliation of subsidiary records with the General Books.
· Trace the posting of bills/vouchers in the relevant accounts records such as the Revenue Allocation Registers, Cash Book and the Ledger etc.
· Check that payments to gazetted officers have been recorded in the Salary Audit Register (Form A-505/A-506) and those to non-gazetted staff in the Register of Bills Passed (Form A-611) as a check on second claim and that entries are initialled by the bill passing officer.
· Check that employments of the gazetted officers are recorded in the Cadre Register (Form A-523) and of non-gazetted staff in the Scale Check Register (Form- A-605) as a check against appointments in excess of sanctioned scale.
· Apply the same checks (Para- above) in case of Engineering gangs, skilled labours, other staff and the Establishment on constructions other than work-charged with reference to Scale Check Registers in Forms A-615, A-614 and A-617.
· Compare pay and establishment records to ensure compatibility between numbers paid and numbers in post.
· Perform the analytical review of pay and allowances for evidence of omissions, where necessary.

Occurrence
· Check that the numbers and/or identities of payees reconcile to personnel records.
· Check that the accounting totals are compared with the previous month’s bills and differences are reconciled through Memorandum of Differences.
· Check that Receipt/acknowledgments are available in case of cash payments.
· Check that payment to other than correct payee is made only with authorization signed by the correct payee.
· Form a sample of gross pay on the payroll check that:
a. Payee was a bona filed employees;
b. Payment relates to work actually done;
c. Payment was made to correct payee. (witnessing payment)
· Select a sample of starters from the payroll and confirm that they were not paid before their employment commenced.
· Select a sample of leavers from personal records and confirm they were deleted from the payroll at the appropriate time.
· Review suspense accounts (with special emphasis on movements in the prior year period) for uncleared payroll etc., charges appropriate to the account and for inappropriate clearances.
· Perform analytical review to assess whether outturn on pay and allowances is consistent with the numbers in post during the period.

Measurement
· Check the Accounts Officer’s concurrent review and confirmation of the payments recorded in Salary Audit Registers and Abstracts of Bills.
· Check the reconciliations or subsidiary records to Ledger.
· Check that pay scales and rates of allowances in case of gazetted officers are authorized through pay slips through pay slips entered in the Salary Audit Registers
· Check that changes to pay scales and rates of allowances are authorized through revised pay slips.
· Check that pay scales and rates of allowance in case of non-gazetted employees are available to internal check staff in the relevant standing files or as desk instructions.
· Check that changes in pay and allowances in case of non-gazetted are authorized by the competent authorities and shown in the Memorandum of Differences.
· Check that the employee is entitled to the amount paid to him.
· Check the gross amount of pay drawn with the sanctioned pay of the post with reference to:
a. Salary registers (A505/506) in absentee lists in case of non-gazetted servants;
b. Entries in the Service Registers in case of members of Accounts Department.
· Check initial fixation of pay and all subsequent changes to see that the rates of pay were properly fixed on introduction of scales;
· On introduction of new scales, check initial fixations of pay and all subsequent changes to see that the rates of pay are properly fixed.
· Check all addition to pay such as special pay, compensatory allowance, conveyance allowances, overtime and running allowances and changes in pay due to increments etc with reference to original orders and connected service records, gazette notifications etc.
· Check arrear claims (and reasons therefore) with reference to regular pay bills for the months affected and relevant Memorandum of Differences/Absentee Lists etc. (see also rules in Paras 1541-1549-A)
· Check that deductions/recoveries on account of various advances, G.P.F, Income Tax, house rent, water charges, electric and Suigas etc have been correctly made.

Regularity
· Check that there is proper sanction to the post held by the employee and trace sanctions to new posts to original documents in the register of sanctions.
· In the case of officiating promotions, see:-
a. That they are made against a specific vacancy, after taking into account any leave reserves in the cadre;
b. That it involves the work of increased responsibility;
· Check that initial pay has been fixed correctly according to the rules.
· See that no appointment is made to permanent pensionable establishments except under orders of the competent authority.
· In the case of re-employment of persons who resigned their posts on Railway, see;
a. That sanction of the competent authority exists, and 
b. That the conditions of re-employment are fulfilled.
· In case of re-employment of persons who were previously in government service, see that information is forthcoming as to whether they received any pension, gratuity etc for such service.
· Check that necessary security has been lodged/security bond executed in the case or employees, where ever required.
· Check that payments on account of fees/honoraria conform to the requirements of relevant Fundamental and Supplementary Rules.
· Check that washing allowance is not paid to any staff who is not entitled to any liveries under the Dress Regulations issued by the Railway Administration.
· Check that any other aspects or pay & allowances (not mentioned in the preceding tests) conform to the rules on the subject.

Disclosure
· Check that summarization of payments is checked by Supervisors at every stage and constancy is finally ensured through the reconciliation of Subsidiary Registers with General Books.
· Check that summarization to the account is consistent with the coding structures.
· Check that any unusual payments examined have received prior approval, where appropriate, and are properly disclosed in the account (e.g. in the losses statement, etc).
· Check that where required, prior approval (of MOF or other competent authority) was obtained for staff increases, new allowances etc.
· Check that the allocation of pay and allowances etc is correctly made.
· Check that unless an open line officer is wholly employed on a particular work or group of works, no portion of his pay or salary is debited to the work.
· Check/identify and take up the cases where an employee is working on one post, while his pay is charged to another.
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6.25 Audit Programme – Pension Payments
Audit Entity:							Audit Period:
Date(s) Conducted:

	Audit procedure
	Done
By
	WP
Ref

	Completeness
· Trace the posting of bills/vouchers in the relevant accounts record such as the register of payments, cash book and the ledger.
· Check that payments to gazetted and non-gazetted retired Railway staff have been recorded in the register of Pension Payment Orders.
· Check that the amount of pension/gratuity etc; accord with that shown in the verification certificate and report issued on the title of pensionary benefits;
· Check that the amount of pension drawn is not greater than the amount sanctioned and that the voucher is duly supported by the prescribed life certificate, if the pensioner does not appear to receive payment.
· Perform analytical review of pension payments for evidence of omissions, where necessary.
Occurrence
· From a sample of pension/gratuity check that;
a. Payee was a bona fide employee.
b. Payment was made to correct payee (witnessing payment and the voucher is a full acquaintance for the amount due so that a second claim against the Railway or the same account is impossible. 
c. Amount paid was duly authorized.
· Review the Register of Deposit Miscellaneous unpaid (pension/(with special emphasis on movements in the prior year period) for un-cleared payments etc. charges appropriate to the account and for inappropriate clearances.
· Perform analytical review to assess whether payments towards pension/gratuity is consistent with the total numbers of pensioners paid during the period.
Measurement
· Check that the pensioner is entitled to the amount paid to him.
· Check the gross amount of pension/gratuity drawn with reference to;
a. Net service qualifying for pension.
b. Average emoluments/last pay drawn (as per payroll (pay Slip)).
c. The order of the sanctioning authority with the amount of pension/gratuity sanctioned.
· Check that the pension pay order is in prescribed printed form (G-1) and that all the columns thereof have been filled in properly and legibly in ink.
· Check that the pension pay order is stamped with the seal of issuing office and dated and its period of currency is given.
· Check that no Demand Certificate, from the Department concerned that all the dues against the retiring Railway servant up to the date of retirement have been realized and nothing is now outstanding against him is forthcoming in all cases.
· Check all addition to pension/gratuity such as special increase, indexation in pension and changes in pension due to revision of rates etc. with reference to original orders/sanctions and connected service records etc.
Regularity
· Check that there is proper sanction to the payment of pension/gratuity and trace sanctions to original documents in the “Register of Pension Sanction”.
· Check all pension payments chargeable to the Railway Department are brought to account under the head 15-C Miscellaneous Railway expenditure.
· Check that administrative as well as audit and authorities must exercise the power to sanction anticipatory pension, whenever required, to avoid any delay in the payments of pension.
· Check that the amount of pension/gratuity has been correctly worked out according to the rules.
· Check that compensation pension has been granted to a retiring person in consequence of abolition of a permanent post for the service a railway servant has already rendered.
· Check that invalid pension has only been awarded to a person on his retirement from public service who by bodily or mental infirmity is permanently incapacitated for the public service or for the particular branch of it to which he belongs.
· Check that the prescribed certificates regarding non-employment, marriage etc. is furnished in evidence of the continued title to pension.
· Check that payments on account of pension/gratuity concern to the requirements of relevant Fundamental and supplementary Rules.
· Check that any other aspects of pension and gratuity (not mentioned in the preceding tests) conform to the rules on the subject.
Disclosure
· For a sample of pension pay order check that they are correctly coded and posted to the Register of pension payment orders issued and the general ledger.
· Check that summarization to the account is consistent with the coding structure.
· Check that the charges have been correctly allocated.
· Check that the allocation, as given in the sanction is noted at the top of the P.P.O. in red ink against the column provided for the purpose. If the charges are dubitable to other Government Department/Railway, the fact should be noted in the space provided for the purpose.
· Check that any un-usual payments examined have received prior approval, where appropriate and are properly disclosed in the account.
· Check that where required, prior approval of the competent authority was obtained for payments of pension/gratuity dues.
· Disclosure check list to be examined and completed.
	
	




[bookmark: _Toc254839175][bookmark: _Toc255882235]

Audit Guidelines for Pakistan Railways		
		Audit Guidelines for Pakistan Railways

	82
	



	
	119







[bookmark: _Toc273358925][image: \\dc\Audit-CC\riz\chapter.jpg] (
Chapter 7
)
[bookmark: _Toc273358926]AUDIT EVALUATION AND REPORTING PHASE 


[bookmark: _Toc255882236][bookmark: _Toc273358927]7.1 Introduction
There are two audit phases covered in this section namely, Evaluation of Audit Findings/Results and Reporting of audit conclusions.

Evaluation of Audit Findings/Results

By the end of the fieldwork stage, the auditors will have completed their audit programmes and documented the results of their work. Part of this work would have involved the identification of monetary errors, compliance with authority violations, internal control deviations, etc. These errors and deviations need to be dealt with during the evaluation phase.

Error evaluation is done in stages. First, the auditor reaches a conclusion on the results of each test. Next, the auditor reaches a conclusion on each component. Finally, the auditor reaches a conclusion on the Financial Statements as a whole.

The optimum mix of tests of internal controls, analytical procedures and substantive tests of detail for one specific Financial Audit or Compliance with Authority objective for one component may be totally different from another objective or component. Appendix D of FAM provides a technical discussion on the theory behind the overall error evaluation process – how the auditor can combine different sources of assurance to reach an overall conclusion on the Financial Statements.

Reporting of Audit Conclusion

The Auditor normally issues:

· A formal opinion or a disclaimer on Financial Statements and 
· Long form report containing auditors’ observations resulting from Compliance with Authority Audit and Performance Audit. 
The audit report is issued by the external auditor as a result of an external audit or evaluation performed on a legal entity or subdivision thereof (called an “auditee”). The report is subsequently provided to the auditee organisation in order to enable the users to make decisions based on the results of the audit.

Whatever the audit type, the same considerations apply:

· Audit reports should be easy for entity management to read (brief and clear);
· The Audit reports will be read by Parliamentarians, the media and the public and should be written with a minimal technical terminology and not assuming a prior understanding of the detailed business of the entity;
· The contents of the audit report should focus only on material and significant matters; 
· Any conclusions and recommendations should be useful; and
· All audit observations should be fully supported by reliable and sufficient evidence. 
[bookmark: _Toc255882237][bookmark: _Toc273358928]7.2 The Audit Team’s Responsibility
It is the duty of the auditor to complete audit in the light of audit objectives and arrive at reliable conclusions for the purpose of audit. In addition, the auditor needs to identify any weaknesses in internal controls, any errors and/or irregularities, and potential risks or exposures of the organisation and issue recommendations accordingly.  

It is critical that the audit team works diligently through forms and schedules in the Evaluation and Reporting section of the Audit Working Papers Kit since it provides the documentation that supports the Auditor-General’s opinion on the entity’s Financial Statements and compliance with government rules and regulations.

The head of office will ensure that each form is signed off, reviewed and approved by an appropriate official before it is considered complete.

It needs to be highlighted that the audit strategy and methodology recommended under FAM provide for continued quality assurance through all the phases of audit. While reviewing the reporting phase, the functionaries entrusted with the quality assurance of audit should ensure that the various steps recommended in these Guidelines and respective forms given in the Audit Working Paper Kit have been followed in all respects. 

The following tools are provided to ensure the quality of the auditors’ opinion on the financial statement and their audit reports: 

a. Management representation letter;
b. Audit completion checklist; 
c. Memoranda recommending signature. and
d. Quality assurance checklist 
These documents and the diligent performance of quality assurance procedures given in section 15 of FAM help ensure that the DAGP has the audit evidence that it requires, and that the Auditor-General is signing the most appropriate opinion and approving the Compliance with Authority report based on valid audit findings. 

A formal process, governing how audit observations are developed, cleared and reported in the most appropriate reporting style, ensures quality. This process helps ensure that the contents of the report are correct, and that the findings, conclusions and recommendations contained in the report are easily understood and appreciated by the readers of the reports.

Detailed guidance is provided in the following sections of the Financial Audit Manual:

Chapter 10	Evaluating Audit Results
Chapter 11	The Reporting process
Chapter 12	The Audit Report

To facilitate the auditors, understanding of the reporting process, the Reporting Cycle of the Pakistan Railways audit is given below.

Reporting Cycle of Compliance with Authority Audit

1. Development of Draft Audit Report (DAR)
2. Departmental Accounts Committee (DAC) meeting
3. Quality assurance review at DAGP
4. Audit report issued to the President
5. Pre- PAC meeting with the AGP or Additional Auditor General
6. Public Accounts Committee (PAC) Meeting
The following paragraph explains the various steps of the Reporting Cycle.

Development of Draft Audit Report (DAR)

i) The reporting cycle begins by issuing Observations Statements (OS) during field audit work.
ii) Audit and Inspection Report (AIR) is issued to management based on initial management response to the OS.
iii) Management response is obtained on the AIR.
iv) Draft Audit Report (DAR) is prepared by incorporating management response on the AIRs.
v) Internal Quality Control Checks are performed by supervisors to ensure that the information given in the DAR is complete, relevant and supported with audit evidence.
vi) The DAR is issued to the PAOs for Departmental Accounts Committee (DAC) meeting.
vii) The Paras finalized for Audit Report are retained in the Report section, while those which cannot find a place in the Audit Report are sent back to the concerned IR sections. These Paras are compiled and issued as MFDAC by the IR sections for further pursuance. The MFDAC is compiled and issued on a yearly basis to PAO.
Departmental Accounts Committee (DAC) meeting
i) Paras and their replies are discussed with the PAO.
ii) Minutes are prepared and signed.
iii) DAR is updated based on the DAC minutes.
iv) Further Audit comments are incorporated in the end as a final recommendation of the Audit Para.
v) Final Audit Report is prepared and is sent to the AGP office for Quality Assurance Review.
Quality assurance review at DAGP

i) Quality assurance is carried out using DAGP quality assurance framework.
ii) The framework ensures that the work is performed efficiently and effectively as possible and complies with International Auditing Standards as well as DAGP’s own Auditing Standards.
Audit Report issued to the President

Under Article 171 of the Constitution, Reports of the Auditor-General of Pakistan relating to the accounts of Pakistan Railways shall be submitted to the President, who shall cause them to be laid before the National Assembly.

Pre- PAC meeting with AGP or Additional Auditor General
i) Pre-PAC meeting is held with Auditor-General/Additional Auditor General and the audit paras are discussed thoroughly before being presented in the PAC meeting
ii) During the Pre–PAC meeting, the audit observation are categorised according to their significance. Cases, where remedial measures have been taken by the audited departments are also marked for the consideration of the PAC  
Public Accounts Committee (PAC) Meeting

i) Director General Audit (Railways) on behalf of the AGP, supports the PAC for appropriate action against the paras included in the Audit Report.
ii) PAC accordingly disposes of the audit paras by giving necessary directives to the executives/PAO.
[bookmark: _Toc255882238][bookmark: _Toc273358929]7.3 Documentation in Evaluation and Reporting Phase
Titles of various forms specified in the Audit Working Papers Kit are listed below: 

· Internal Control Weaknesses – Impact Analysis *
· Analytical Procedure Thresholds
· Evaluation of Analytical Procedures *
· Evaluation of Internal Control Deviations *
· Substantive Tests Evaluation – Projectable Errors from Sample
· Substantive Tests Evaluation – Non-Projectable Errors
· Substantive Tests Evaluation – Summary
· Achieved Level of Assurance Form
· Error in Each Component
· Overall Error in Financial Statements
· Compliance-With-Authority Violations *
· Checklist of Management Representation Letter
· Sample Management Representation Letter
· Audit Completion Checklist * 	
· Memorandum Supporting Signature
· Auditor’s Opinion
· Follow-up Continuity Schedule *
· Quality Assurance Checklist *
Note: 	These forms recommended under FAM and Audit Working Papers Kit essentially meet the requirements of Certification Audit. However, some of these forms, marked with asterisks (*), can also be used for Compliance with Authority Audit.

The following paragraphs provide general guidance for using the above mentioned forms. Instructions for filling in these forms are contained in the Audit Working Papers Kit which the auditors are required to follow.
[bookmark: _Toc255882239][bookmark: _Toc273358930]7.4 Internal Control Weaknesses – Impact Analysis
This form tracks the disposal of internal control weaknesses identified at the time of applying ICQ during the performance of audit.  Each control weakness should be noted.  Each weakness indicates whether the entity management agrees with the auditor’s assessment of the weakness, and whether the weakness is so significant that it affects the audit plan and will require additional unplanned audit work to be performed.
[bookmark: _Toc255882240][bookmark: _Toc273358931]7.5 Analytical Procedure Thresholds
Analytical procedures work by comparing an actual value from the Financial Statements with a baseline value (normally the comparative figures of previous audit year is used as baseline value).  If the difference between the actual value and the baseline value exceeds a certain threshold, then the analytical procedure has not provided the required assurance, and additional audit work may be required.

This form is used to calculate the thresholds that the auditor should apply to each analytical review procedure used in audit. Complete instructions are provided on the form.
[bookmark: _Toc255882241][bookmark: _Toc273358932]7.6 Evaluation of Analytical Procedures
The auditor will complete this form to determine whether each analytical procedure has provided the required assurance. The auditor will describe the data used, its observed value and the baseline value, and a comparison of the difference with the threshold calculated on the Analytical Procedure Thresholds form.

If the difference exceeds the threshold value, the auditor will obtain an explanation from entity management which will be recorded on the form together with the auditor’s comments. The auditor will decide whether the explanation of the difference is acceptable. If the difference warrants a re-assessment of audit risk, reduced reliance on analytical procedures or an increase in substantive tests of detail. The auditor’s decision is recorded on this form.

Note:	 See Appendix E of FAM for a full discussion of Analytical Procedures. 
[bookmark: _Toc255882242][bookmark: _Toc273358933]7.7 Evaluation of Internal Control Deviations
Using the data of the number of control deviations found from the Internal Control Deviations forms, the auditor follows the steps in this form to determine whether the control deviations lead to a conclusion that these may be relied upon or whether the deviations warrant a re-assessment of control risk, reduced reliance on controls or an increase in substantive tests of detail. The auditor’s decision is recorded on this form.
[bookmark: _Toc255882243][bookmark: _Toc273358934]7.8 Substantive Tests Evaluation – Projectable Errors from Sample
The auditor enters each projectable error from the Substantive Test Sample Summary form, separating overstatements and understatements, following the step-by-step instructions provided on the reverse of the form.
[bookmark: _Toc255882244][bookmark: _Toc273358935]7.9 Substantive Tests Evaluation – Non-Projectable Errors
The auditor enters each non-projectable error from the Substantive Test Sample Summary form, plus errors from the Substantive Tests of High Value and Key Items and Errors in Accounting Estimates separating overstatements and understatements. These are summed at the bottom of the form.
[bookmark: _Toc255882245][bookmark: _Toc273358936]7.10 Substantive Tests Evaluation – Summary
The auditor uses this form to calculate the figures of most likely error (MLE) and upper error limit (UEL) for over- and under-statements based on the evaluations of sample results for Projectable and Non-projectable errors from the preceding two forms.  This is done by carefully following the step-by-step procedures included in the form.

The MLE and UEL are then compared with the previously calculated materiality amount to determine whether the results of the audit are satisfactory or not, to provide the auditor with the basis for his/her conclusion.
[bookmark: _Toc255882246][bookmark: _Toc273358937]7.11 Achieved Level of Assurance Form
The Audit Plan was based on the auditor team’s estimation of the audit assurance that could be achieved with respect to Inherent Risk, Control Risk, Analytical Review and Substantive Tests of detail (see Source of Assurance Form) in arriving at the desired level of acceptable risk for this audit.

While the assessments should be made for each Financial Audit objective and Compliance with Authority Audit objective for each component, the form permits the auditor to list more than one such specific objectives and/or component on each form. This is because the auditor will likely have planned to use the same sources of assurance assessments for several different objectives and components, and will, therefore, have listed more than one component, specific Financial Audit objective and related Compliance with Authority Audit objective on his/her Source of Assurance form.

This form is designed to assist the auditor to determine whether he/she has achieved the desired level of overall audit assurance (i.e. reduced audit risk to the desired level).  Detailed instructions are provided on the reverse of the form.
[bookmark: _Toc255882247][bookmark: _Toc273358938]7.12 Error in Each Component
Before evaluating error in the Financial Statements as a whole, the auditor uses this form to evaluate the error in each component. The auditor, following the directions on the form, completes one form for each component being audited,

The information on this form is consolidated in the Overall Error in Financial Statements form.
[bookmark: _Toc255882248][bookmark: _Toc273358939]7.13 Overall Error in Financial Statements
This form is designed to summarise errors in the Financial Statements – first the errors in receipts/revenues, expenditures and net income, and then the errors in assets, liabilities, equity and opening residual equity. The last table of this form then shows the overall most likely errors in assets, liabilities, receipts/revenues, expenditures, equity and opening residual equity, culminating with a Summary of Most Likely Errors.
[bookmark: _Toc255882249][bookmark: _Toc273358940]7.14 Compliance-With-Authority Violations
This form is used to capture information on each violation of compliance requirement. For example, an entity may have reported under-spending a particular grant, whereas the auditor has concluded that expenditures have not all been properly charged to that grant. This type of error, and other compliance violations, would be evaluated using this form.
[bookmark: _Toc255882250][bookmark: _Toc273358941]7.15 Checklist of Management Representation Letter
During the course of the audit, entity management will have provided the auditors with financial and many other pieces of information, both verbally and in writing, which the auditors will have relied on during the audit.  The audit team should draft a Management Representation Letter that the entity management will sign to acknowledge in writing their responsibility for the completeness and accuracy of the Financial Statements and for all other representations made to the auditors.

This checklist will help the audit team ascertain whether all necessary matters are properly referred to in the Management Representation Letter.
[bookmark: _Toc255882251][bookmark: _Toc273358942]7.16 Sample Management Representation Letter
This form provides the audit team with a sample letter to use as a starting point in obtaining a Management Representation Letter for their particular audit. This letter is a very important component of the audit as it clearly establishes that management is responsible for the Financial Statements presented to the auditors and for all additional information provided by them.  It will help focus management’s attention on the importance of the audit, and their participation in it.
[bookmark: _Toc255882252][bookmark: _Toc273358943]7.17 Audit Completion Checklist
Before the Auditor-General or other delegated DAGP official signs the final audit report for presentation to the Parliament, they must be satisfied that the audit team has diligently carried out a proper audit.  This checklist will be completed and signed by the Director General of the particular audit to confirm that the audit has been conducted in accordance with the DAGP audit standards.
[bookmark: _Toc255882253][bookmark: _Toc273358944]7.18 Memorandum Supporting Signature
The Audit Completion Checklist provides the official signing the audit with assurance about the audit procedure but not about the Financial Statements or audit findings. This Memorandum provides the signing official with this additional information and will provide the basis for a briefing on the conduct and conclusions of the audit.
[bookmark: _Toc255882254][bookmark: _Toc273358945]7.19 Auditor’s Opinion
Based on the work of the audit team, the Auditor-General prepares audit reports, which also contain the Auditor’s Opinion. The audit team will recommend the opinion which it believes is appropriate in the circumstances.  

Chapter 12 of FAM provides extensive discussion on the Audit Report. All auditors should be familiar with the concepts presented in this chapter since all the audit work they perform culminates in the Audit Report.

The Audit Working Papers provide examples of the different standard audit reports:  Unqualified Audit Opinion; Qualified Audit Opinion – Scope Limitation; Qualified Audit Opinion – Departure from Government’s Accounting Policies; Qualified Audit Opinion – Uncertainty; Qualified Audit Opinion – Inappropriate Accounting Policies; Adverse Audit Opinion; Disclaimer of an Opinion.

Audit teams should be prepared to recommend Qualified, Adverse or Disclaimed opinions where circumstances warrant. The purpose of these opinions is to highlight situations where government policies are not being followed so that corrective action can be taken and improvements can be made. It is likely that many audits will result in Qualified, Adverse or Disclaimed opinions during the first years of applying the new audit paradigm, as it will take the audit entities some time to bring their accounting practices fully up to the new standards.
[bookmark: _Toc255882255][bookmark: _Toc273358946]7.20 Follow up Continuity Schedule 
Follow up is an integral part of the audit function. The auditor’s objective is not fulfilled unless any errors or deficiencies identified during the audit have been correctly addressed. Both the DAGP and the Public Accounts Committee (PAC) should check that the entity officials take action to correct all errors found, and deal with all the recommendations made. 

The entity officials themselves are responsible for ensuring that their Financial Statements and that their internal control structures are operating as efficiently and effectively as possible.  They should be encouraged to view the auditor as an ally in this endeavour and should actively work with the auditor to address any concerns.

To achieve these objectives, there should be a formal follow up of every Regularity Audit. All observations, conclusions and recommendations should be pursued and reported until they are satisfactorily dealt with, or until circumstances have rendered them no longer relevant.

The follow-up phase involves checking the relevant record pertaining to observations raised at a later date to determine if entity officials have:
· Corrected errors identified during the audit; and
· Implemented recommendations made by the auditors.
[bookmark: _Ref24943812]The errors identified during the Financial Audit could include:

· Monetary errors or related compliance with authority violations that led to a reservation in the auditor’s opinion (a qualified, adverse or disclaimer of opinion); and 
· Other monetary errors and compliance with authority violations.
Recommendations made by the auditor can relate to:

· Reservations being expressed in the audit report;
· Comments on the form and content of the Financial Statements; 
· Comments on the accounting policies used to prepare the Financial Statements;
· Compliance with authority violations;
· Internal control weaknesses; and
· Performance (value-for-money) matters.
Audits frequently identify situations that require follow-up in the following years. For example, control breakdowns in one year should result in recommendations for future improvements, so future audits should see if the recommendations have been followed.

This form summarises issues that previous audits have identified and tracks how they were handled in the current year’s audit and whether any additional follow up in future years is required.

note:  Please refer to Chapter 14 “Audit Follow up” of FAM for details on the subject.
[bookmark: _Toc255882256][bookmark: _Toc273358947]7.21 Quality Assurance Checklist 
Just as the auditors are concerned with the quality of the audit entities’ Financial Statements, they must check the highest quality of their own work, if they are to earn and keep their professional credibility. Consequently, quality assurance procedures are implemented through comprehensive working papers and sign-offs throughout the audit.  At the conclusion of audit, an appropriate official should review the audit files to check whether the audit team has fulfilled all the requirements of a quality audit.

It is emphasised that the primary purpose of this post-audit review is to encourage continuous improvement in the quality of the DAGP’s work. The reviews are not intended to praise or criticize the work of the audit team or individual auditors. In this spirit, those being reviewed should be comfortable in offering their own suggestions as to how the audit could have been performed more effectively or efficiently.
[bookmark: _Toc255882257][bookmark: _Toc273358948]7.22 Centrally Led Audit
As discussed in the Planning Chapter at 5.31, in case of centrally led audit, there will be a division of responsibilities between the central team and filed audit teams of the directorate or other directorates.

In centrally led certification audit of the Pakistan Railways Financial Statements, the following (Evaluation & Reporting Phase) forms of the Audit Working Papers Kit shall not apply during the certification audit work of the division/accounting unit of Pakistan Railways:

· Overall Error in Financial Statements
· Memorandum Supporting Signature
· Auditor’s Opinion



[bookmark: _Toc273358949][image: \\dc\Audit-CC\riz\chapter.jpg] (
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[bookmark: _Toc273358950]KEY TASKS AND RESPONSIBILITIES

[bookmark: _Toc273358951]8.1 Introduction
With the up gradation of the sectoral Guidelines it was felt that key tasks, revised roles and responsibilities need to be assigned for effective and structured implementation of these Guidelines. This section of the Guidelines specifies key Tasks and Responsibilities of various functionaries in a Field Audit Office (FAO) involved in performing audit related tasks during the course of the audit cycle. Main areas for which Key Tasks and Responsibilities have been defined are given below;
· Permanent File
· Audit Planning Phase
· Audit Execution Phase
· Audit Evaluation and Reporting Phase 
· Quality Assurance
The purpose of the key Responsibility Matrices given at the end of this section is to provide the functionaries with an overview of their roles and responsibilities in the Audit Cycle. Moreover this will also serve as a monitoring tool and will facilitate in measuring the performance of the personnel involved in various phases of audit. 
[bookmark: _Toc273358952]8.2 Assigning Roles and Responsibilities
These Key Tasks and Responsibilities have been developed for the four standard tiers of functionaries in an FAO. They are Audit Officer/Assistant Director, Deputy Director, Director and Director General. It is recommended that functionaries below this level may not be involved in the auditing processes. However, in cases where the DG of an FAO considers appropriate, he may assign the responsibilities of an Audit Officer to an Assistant Audit Officer.

In all cases where key tasks have been assigned to a functionary and that functionary is temporarily or structurally not available in the office, the head of the office will be required to assign the key tasks and responsibilities appropriately.

The Director General will be required to assign specific responsibilities to all the officers in the FAOs for each audit and the performance of officers can then be monitored accordingly. 

For High Profile Audits and studies of public significance, the DG may like to raise the level of the audit team by substituting Audit Officers/Assistant Director with Deputy Directors and Directors. The roles and responsibilities which are specified in this section pertain only to the Audit Cycle. For other functions like clerical record keeping, administration, budgeting etc, the existing job descriptions available in the FAO should be used for defining the key tasks in each area.  

[bookmark: _Toc273358953]8.3 Key Tasks and Responsibilities: Permanent File
	
	RESPONSIBILTIES

	Guideline reference
	TASKS


	
AO/Assistant  Director
	
Deputy Director
	
Director
	
Director General

	4.4
	Developing and Updating the control sheet-PF 
	    P
	S
	R
	

	4.5
	Updating Status of Entity Form/information.
	P
	R
	
	

	4.6
	Gathering and updating financial & Operational background Information.
	P
	S
	R
	

	
	Documenting the Background Information.
	P
	S-R
	
	

	4.7
	Listing all the possible Auditable Locations.

	P
	R
	
	

	4.8
	[bookmark: _Toc255636948]Listings of names address and account no of all Bank Accounts in the name of Entity.
	P
	      R
	
	

	4.9
	Documentation and Listing Authorized Signatories.  
	          P
	      R
	
	

	4.10
	Listing External Factors related to performance of the operational activities of an auditee.
	
	
	      P
	     R

	4.11
	Listing the accounting records maintained by the auditee.
	    P
	R
	
	

	
	Development of a brief description of the accounting system used by the auditee.
	
	P
	      R
	

	4.12
	Listing Key Contacts. 
	    P
	S-R
	
	

	4.13
	Listing Significant Audit Areas.
	
	P
	S-R
	      A

	
	Updating determination of components.
	
	P
	R
	

	4.14
	Listing Significant Accounting Policies. 
	
	P
	R
	

	
	Update and review of Significant Accounting policies.
	
	P
	       R
	

	
	Review and Sign Off of all the forms within the Permanent File.
	
	
	R

	A
     


[bookmark: _Toc273358954]A= Approve,                 R= Review,                     S=Supervise,                      P=Perform
[bookmark: _Toc273358955]8.4Key Tasks and Responsibilities: Audit Planning Phase

	
	
	RESPONSIBILITIES

	
Guideline reference
	
TASKS

	
AO/Assistant  Director
	
Deputy Director
	
Director
	
Director General

	5.4
	Determining Audit objectives and scope.
	
	
	
	P

	5.5
	Listing/ Updating Points for attention at next audit.
		P
	S
	R
	

	5.6
	Preparing /Issuing Entity communication letter.
	
	P
	R
	A

	5.7
	Preparing Audit planning memorandum.
	
	P
	R
	

	5.8
	Revising Memorandum on post-planning changes.
	
         
	P
	R
	

	5.9
	Scheduling Important dates.
		P
	R
	
	

	5.10
	Preparing Tour Program.
		P
	S
	R
	A

	5.11
	Pursuing Information requested from entity officials.
		P
	S
	
	

	5.12
	Preparing Materiality assessment form
	
	P
	R
	    A

	5.13
	Computing Expected aggregate error and planned precision form.
	
	P
	R
	

	5.14
	Preparing Audit risk assessment form.
	
	P
	R
	

	5.15
	Preparing Inherent risk assessment form.
	
	      P
	R
	

	5.16
	Developing Internal control questionnaire - controls for overall environment.
	
	P
	R
	

	5.17
	Documentation of the internal control questionnaire – general computer controls.
	
	P

	R

	

	5.18
	Documenting Internal control questionnaire – application controls.
	
	P
	R
	

	5.19
	Developing Control risk assessment form.
	
	      P
	       R
	

	5.20
	Documenting Analytical procedures assurance form.
	
	P
	 R
	

	
	Updating optimum combination of procedures.
	
	
	       P
	    R

	5.21
	Documenting Source of audit assurance form.
	
	P
	       R
	

	5.22
	Listing all applicable laws and regulations.
	   P
	S
	 R
	

	5.23
	Documenting and Updating Sample selection checklist.
	         P
	S
	R
	

	5.24
	Preparing High value item selection form.
	
	P
	R
	

	5.25
	Preparing Key item selection form.
	
	P
	      R
	

	5.26
	Computing Sample sizing for tests of internal control.
	
	      P
	      R
	

	5.27
	Calculating Sample size for substantive tests of detail.
	
	P
	     R
	

	5.28
	Documenting Checklist of accounting estimates to be reviewed.
	
	       P
	     R
	

	5.29
	Recording Points for attention at next audit.
	         P
	       S
	     R 
	

	5.30
	Documenting Audit planning checklist.
	
	       P
	    R
	A



A= Approve,                 R= Review,                     S=Supervise,                      P=Perform
[bookmark: _Toc273358956]8.5 Key Tasks and Responsibilities: Audit Execution Phase

	
	RESPONSIBILITIES

	Guideline reference
	TASKS


	
AO/Assistant  Director
	
Deputy Director
	
Director
	
Director General

	6.4
	[bookmark: _Toc256117116]Documenting Summary of Analytical Review Procedures Performed.
	
	P
	R
	

	6.5
	[bookmark: _Toc256117117]Documenting Details of Analytical Review Procedures Performed.
	P
	S
	R
	

	6.6
	[bookmark: _Toc256117118]Documenting Internal Control Questionnaires. 
	
	      P
	       R
	

	6.7
	[bookmark: _Toc256117119]Documenting Internal Control Deviations Form.
	
	P
	R
	

	6.8
	[bookmark: _Toc256117120]Preparing Internal Control Deviations Summary.
	
	P
	      R
	

	6.9
	[bookmark: _Toc256117121]Preparing Compliance Summary.
	
	P
	      R
	

	6.10
	[bookmark: _Toc256117122]Documenting Substantive Tests of Accounting Estimates.
	
	P
	R
	

	6.11
	[bookmark: _Toc256117123]Identifying and listing Errors in Accounting Estimates.
	
	       P
	      R
	

	6.12
	Documenting Substantive Test Sample Summary for each Audit Program.
	P
	S
	      R
	

	6.13
	Preparing Substantive Test of High Value/Key Items – Summary.
	
	P
	      R
	

	6.14
	Documenting Details of Errors in Samples, High Value Items and Key Items.
	
	      P
	      R
	

	6.15
	Conducting Exit Interviews.
	
	P
	S
	

	6.16
	Updation of Audit Steps given in the Audit Programmes, if needed.
	
	P
	R
	S

	6.16
	Execution of Audit Steps as per the Audit Program
	P
	P-S
	S-R
	

	
	Ascertaining Execution of relevant Audit Programs
	
	P
	P-S
	S


A= Approve,                 R= Review,                     S=Supervise,                      P=Perform
[bookmark: _Toc273358957]8.6 	Key Tasks and Responsibilities: Audit Evaluation & Reporting Phase
	
	
	RESPONSIBILITIES

	
Guideline reference
	
TASKS

	
AO/Assistant  Director
	
Deputy Director
	
Director
	
Director General

	7.4
	Documenting Internal Control Weaknesses – Impact Analysis.
	
	
	P
	R

	7.5
	Calculating Analytical Procedure Thresholds.
	
	P
	R
	S

	7.6
	Documenting Evaluation of Analytical Procedures.
	
	
	P
	R

	7.7
	Evaluating Internal Control Deviations.
	
	
	P
	R

	7.8
	Conducting Substantive Tests Evaluation – Projectable Errors from Sample.
	
	P
	S
	R

	7.9
	Documenting Substantive Tests Evaluation – Non-Projectable Errors.
	
	P
	S-R
	

	7.10
	Calculating Substantive Tests Evaluation – 
Summary.
	
	P
	S-R
	

	7.11
	Documenting Achieved Level of Assurance Form.
	
	
	P
	R

	7.12
	Evaluating Error in Each Component.
	
	P
	R
	S

	7.13
	Summarizing and preparing Overall Error in Financial Statements.
	
	P
	R
	S

	7.14
	Documenting Compliance-With-Authority Violations.
	P
	P-S
	R
	

	7.15
	Drafting Checklist of Management Representation Letter.
	
	P
	S
	R

	7.16
	Obtaining Management Representation Letter.
	
	 P
	R
	

	7.17
	Documenting Audit Completion Checklist.
	
	 P
	R-S
	A

	7.18
	Memorandum Supporting Signature.
	
	 P
	R
	A

	7.19
	Recommending Auditor’s Opinion
	
	
	P
	R-A

	7.20
	Following  up the Continuity Schedule
	
	 P
	R-S
	

	7.21
	Reviewing the Quality Assurance Checklist
	
	
	P
	R


[bookmark: _Toc273358958]A= Approve,                 R= Review,                     S=Supervise,                      P=Perform
[bookmark: _Toc273358959]8.7 Key Tasks and Responsibilities: Audit Quality Assurance

	
	
	RESPONSIBILITIES

	
Guideline reference
	
TASKS

	
AO/Assistant  Director
	
Deputy Director
	
Director
	
Director General

	Planning
	
	
	
	
	

	5.3
	Review that Planning has been carried out as per the recommended planning process.
	
	
	R

	S

	FAM 15.3.6
	Assigning Appropriate staff, required strength and skill set of the audit team.
	
	
	P
	R

	FAM 15.3.7
	Preparation, revision and approval of the Audit Budget.
	
	P
	R
	A

	5.30
	Ensuring that audit programs are in place as required in Audit Policy Checklist.
	
	P
	R
	

	Execution
	
	
	
	
	

	5.8
	Ensuring revision of the planning decisions, if required.
	
	P
	R
	A

	

	Supervision of all phases of execution as per the tasks assigned in “key tasks related to execution phase” list.
	
	P
	R-S
	

	
	To ensure review of audit working paper files.
	
	P
	R
	S

	6.16
	To ensure executing audit steps as per the Audit Programs.
	
	P
	R
	S

	

	Ensuring reporting and monitoring of audit activities with reference to “execution task list.”
	
	P
	R-S
	

	Evaluation & Reporting
	
	
	
	
	

	7.3

	To ensure detailed review and approval of monetary errors, compliance with authority
Violations and internal control deviations found.
	
	P
	R-S
	A

	7.15,7.16,
7.18
	Ensuring tools for the auditor’s opinions and statements are used.
	
	P
	S
	R

	7.17
	Ensuring Documentation of Audit Completion Checklist.
	
	P
	R-S
	A

	7.21
	Reviewing the Quality Assurance Checklist. *
	
	P
	R
	A



A= Approve,                 R= Review,                     S=Supervise,                      P=Perform

* The Comprehensive Quality Assurance Checklist present in the Audit Working Papers Kit covers all the phases of audit. This checklist is the master guide for assuring the quality of audit processes throughout the audit cycle.
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[bookmark: _Toc273358960]APPENDIX – A 



AUDITOR-GENERAL OF PAKISTAN
PERMANENT FILE
Permanent File Index/Checklist

	Main Reference
	Supporting Schedules
	
	Done by:
	Date:

	PF
PF-I
PF-II
PF-III
PF-IV
PF-V
PF-VI
PF-VII
PF-VIII
PF-IX
PF-X
	
	Update Control Sheet
Status of the Entity
Background Information
List of Auditable Locations
List of Bank Accounts
List of Authorised Signatories
External Factors
Accounting Records and Accounting System
Key Contacts
Significant Audit Areas
Significant Accounting Policies
	
	

	
	
	Supporting Documents List

Corporate Plan ( Mission, Vision, Objectives)
Financial Rules/Laws & Regulations/Service Rules, Accounting Policies,
Organisation Chart, Chart Of Accounts
Environmental laws and regulations
Long-term contracts/and leases
Loan agreements, mortgages, debt instruments
Amortization schedules of major assets
Extracts of minutes
Previous year’s Audited Financial Statements
Auditor’s Reports to Management and
Management Responses
	
	


	



										Form PF
AUDITOR-GENERAL OF PAKISTAN
PRMANENT FILE
 
Update Control Sheet
Name of Entity/Organisation: 	PAKISTAN RAILWAYS
  Original file prepared by:	PIFRA TEAM (RAILWAY AUDIT)
  Completion    Date:	     	December 08, 2004.

File updated by:	__Master Trainers____________	Date:	_January 14, 2010

File updated by:	___________________________	Date:	_______________

File updated by:	___________________________	Date:	_______________

File updated by:	___________________________	Date:	_______________

File updated by:	___________________________	Date:	_______________

File updated by:	___________________________	Date:	_______________

File updated by:	___________________________	Date:	_______________

File updated by:	___________________________	Date:	_______________

File updated by:	___________________________	Date:	_______________








AUDITOR-GENERAL OF PAKISTAN
PRMANENT FILE								Form PF- I
Understanding of Entity’s Business – Status of Entity			
Name of Entity/Organisation: PAKISTAN RAILWAYS
Principal Address:
The office of the Railway Board, Ministry of Railways is situated in D-Block, Pak-Secretariat, Islamabad. The Secretary/Chairman, Pakistan Railways and General Manager (Maintenance & Services) have their chambers in this office. All decisions regarding introduction and implementation of policies are taken here. Moreover, approval and monitoring of all mega projects is also conducted in this office.

The Pakistan Railways Headquarter is situated at Empress Road (near Lahore Railway Station), Lahore. The chambers of General Manager (Operations) and all principal officers are situated here. The entire working of Pakistan Railways and control over train operations & functions is managed centrally from this headquarter building. 
Status of the Entity:
Pakistan Railways (PR) is a Federal Government Department being managed through Ministry of Railways. It was adopted by Government of Pakistan (GOP) under Railways Act 1890.  Its accounts were separated from Federal Govt. accounts in 1970 and PR was given the status of separate entity, thus it is treated as Self Accounting Entity. 
Inter-Governmental Relationship:
A complete Ministry has been set up to carry out the job of Pakistan Railways and is called as Ministry of Railways. Secretary/Chairman of P.R. is the Principal Accounting Officer and is directly reportable to National Assembly.

For detailed information about operations and services, please refer to Pakistan Railways web site: www.pakrail.com





AUDITOR-GENERAL OF PAKISTAN
PRMANENT FILE
Form PF- II
Understanding of Entity’s Activities – Background Information	
Name of Entity/Organisation:  PAKISTAN RAILWAYS
Size of the entity:
The general financial information about Pakistan Railways is given under:

Financial Information

Recent financial information for Railways (2008-09) was as follows:
Total assets 						112.428    billion rupees
Total Liabilities 					  56.746    billion rupees
Total Revenue						  23.159    billion rupees
Total Working Expenditure 				  35.999    billion rupees
Total Debt Expenditure	 				    5.770    billion rupees

Source: Balance Sheet of Pakistan Railways as on 30th June, 2009.

Major Cost Centre’s: The budget allotment and funds granted by Govt. of Pakistan are utilized under major cost centres:

Employee Related Expenses 				10.282 billion rupees
Operating Expenses 					10.668 billion rupees
Employee Retirement Benefits 			  	 4.300	billion rupees
Grant Subsidiaries & Write off Loans 		  	 0.064 billion rupees
Transfers 						  0.445 billion rupees
Loans and Advances 					  0.075 billion rupees
Physical Assets 					  	  0.004 billion rupees
Repair and Maintenance   				  5.128 billion rupees
Capital							  3.202 billion rupees
Depreciation Reserve Fund 				  4.357 billion rupees
Source. Grand Summary of Appropriation Accounts of Pakistan Railways for the year 2008‑2009.
Reporting Authority: Reporting authority of PR is Ministry of Railway.



Core Operational Activity/Corporate Plan: The core operational activities of Pakistan Railways are to:
· Provide comfortable and safe travelling facilities to the general public.
· Cater to the cargo transport needs of general public, Pakistan Army and other government departments at economical tariff rates and within shortest possible time.
A major activity that Railways has recently embarked on is the rehabilitation of railway tracks and increasing number of locomotive. Projects of doubling of track from Lodhran to Lahore and Khanewal to Raiwand are in progress. Furthermore Pakistan Railway also made the agreement with Chinese Company for the purchase of new locomotives and wagons along with transfer of technology.

Major Services: 
Pakistan Railways is one of the largest Government organisations in the country. It comprises two functional units:

· The Operations unit, headed by General Manager (Operations), takes care of the overall operations of the Railways, consisting of seven operating Divisions (Peshawar, Rawalpindi, Lahore, Multan, Sukkur, Karachi, Quetta) and a Workshops Division; and
· The Maintenance & Services unit, headed by General Manager (M&S), which is responsible for the management of Concrete Sleeper Factories, Locomotive & Carriage Factories, Workshops, Hospitals, Schools, RAILCOP and PRACS.

Pakistan Railways (P.R.) also provides construction and manufacturing services to other government departments i.e. construction of road over-bridges, under-bridges, level-crossings, manufacturing of spares for bridges, equipments for Armed forces, advertisement services etc. Since last 20 years P.R. is also competing in international tenders for construction business through Pakistan Railway Advisory & Consultancy Services (PRACS) and Railway Constructions Pakistan Limited (RAILCOP) 

RAILCOP and PRACS (established in 1982 and 1976 respectively as public limited companies, whose shares are fully owned by Pakistan Railways) provide construction and consultancy services to Pakistan Railways and other Government departments both domestically and abroad.
Major Beneficiaries
· The Pakistan Railways (P.R) was established as a welfare organisation. The basic objective of the P.R. is to provide safe, economic, comfortable and timely travel and cargo services to general public.
· In addition to general public, P.R. also provides services to Armed forces for mobilization of oil and other defence ornaments especially in case of emergency, and other Govt. departments and local bodies towards construction, maintenance, medical and consultancy services.

Organisation Structure:
The main functions carried out by the organisation include:

Sales and Marketing
· Business promotion
· Tariff setting
· Revenue collection – passengers
· Revenue collection – goods
· Quantifying shipments (weigh scales)
· Charges for storage of customer goods (on sidings/in warehouses)

Inspection
· Ticket inspectors
· Goods inspection in-transit

Railway Operations
· Scheduling and operating trains
· Collecting operating information (such as: kilometer-tons of goods shipped by commodity, by route, by time-day-month; number of passengers carried, by class, by route, by time-day-month)
· Storage, consumption and control of fuel
· Tracking and expediting customer shipments

Trucking Operations
· Local collection and delivery by truck

Workshops
· Maintenance and repair operations
· Scheduling shop floor activities
· Control over materials/WIP
· Costing

Communications and Signals
· Operation of traffic control systems
· Maintenance and repair of traffic control systems

Maintenance and Renewal of Track
· Testing quality of track
· Maintenance and repair of track
· Major upgrading and track renovation projects

Assets Management
· Status of rolling stock (in-use, on-sidings {with customer goods}, on-sidings {available}, in-repair, awaiting disposal)
· Status of engines (usage {hours/month}, in-repair, awaiting overhaul/disposal)
· Management of stores and inventory

Procurement
· Acquisition of operating goods and services (fuel, parts and materials, building supplies, office supplies, etc.)
· Acquisition of capital goods (engines, rolling stock, construction projects)

Security
· Train guards
· Safety inspections
· Claims for loss / damage

Buildings and Facilities
· Building services (plumbing, air-conditioning, etc.)
· Maintenance of buildings and facilities
· New construction or major renovation projects

Business Processes:

WORK FLOW DIAGRAMS REGARDING CONSOLIDATION OF FUNDS IN FINANCE ACCOUNTS OF PAKISTAN RAILWAYS

INTRODUCTION

The various transactions pertaining to various heads of Accounts in Pakistan Railways are, after the closing of the accounts for each financial year, summarised in the form of a handy compilation called the “Finance Accounts”. Prior to 1970, the Finance Accounts of Pakistan Railways were printed as part of Combined Finance Accounts of Federal Government. After 1970, when the accounts of Pakistan Railways were separated from those of Federal Government, the Finance Accounts are being printed separately.
 
Pakistan Railways is one of the largest state owned organisations. It is engaged in providing services in the fields of passenger traffic and goods transportation to general public, Pakistan Army and other government departments. Pakistan Railways comprises of two functional units; the Operations Unit and the Manufacturing & Services Unit. The Operations Unit consists of eight operating Divisions whereas; the Manufacturing & Services Unit encompasses thirteen departments.

A. CONSOLIDATION PROCESS IN FINANCE ACCOUNTS

A.1 Expenditure

A.1.1 The eight Operating Divisions have been divided into 26 Accounting Units (mentioned at the end of system/work flow of processes) so that the accounting function could be performed promptly. These 26 Accounting Units compile their accounts of Revenue and Capital Expenditure on monthly basis and send their Monthly Financial Reviews to the Central Books Section Lahore. The Books Section compiles and consolidates this information and prepares the consolidated Monthly Financial Review for Revenue Expenditure as well as Capital Expenditure. The Ministry of Railways also serves as a source of data under some heads of accounts to be incorporated in the Financial Reviews.

A.1.2 The general work flow diagram of consolidation of expenditure is depicted as under:
[image: ]
A.2 Revenue Receipts

A.2.1 The respective stations send their Balance Sheets on monthly basis to the Traffic Accounts Branch Lahore. These Balance Sheets contain information regarding earnings from Coaching and Other than Coaching. The earnings from Other than Coaching include receipts pertaining to passenger traffic and Sundry other Earnings. The Traffic Accounts Branch consolidates this information and sends it to the Central Books Section. The Other Receipts reported by eight Divisions to the Books Section is consolidated with this information and monthly figures under Revenue Receipts are worked out.
A.2.2 The financial information contained in these financial reviews is then utilized to reach at final balances under different heads of accounts at the end of financial year and Final Accounts are prepared. The data of the Final Accounts is used to prepare different statements, which are the main constituents of Finance Accounts.




A.2.3 The general work flow diagram of consolidation of Revenue is depicted as under:

[image: ]

A.3 MAIN COMPONENTS OF FINANCE ACCOUNTS

A.3.1 The Finance Accounts in Pakistan Railways comprise of the following Statements/Accounts:
1.  Account of Revenue by detailed heads.
2.  Account of Expenditure by detailed functions.
3.  Revenue Account (A to M) balance.
4.  Statement of Capital Expenditure outside the Revenue Account during and to the end of the year.
5. Statement showing the distribution between Charged and other than Charged Expenditure.
6.  Account of Un-funded debt.
7.  Account of Deposits bearing interest.
8.  Account of Other Deposits (not bearing interest).
9.  Account of other accounts.
10. Account of Advances Repayable.
11. Account of Permanent Advances.
12. Account with Foreign Governments.
13. Account of Accounts of all types.
14. Account of Remittances within Pakistan.
15. Account of Departmental and similar Accounts.
16. Statement of Opening and Closing Balance.
17. Receipts and Payments Accounts of Pakistan Railways.
18. Consolidated Balance Sheet & Profit and Loss Accounts of Pakistan Railways.


[image: ]


Background to the Revenue Accounting In Railways:

B.1.1 Pakistan Railway is a national based organisation associated with trafficking of Passengers, parcels and Goods. Passengers travel through a network of over 700 stations established in Pakistan, donated as a single revenue generating unit. Apart from Stations, there are 30 Booking Agencies, Reservation Offices and 8 Dry Ports through which the revenue is generated. Stations are under the operational management of 7 divisions but the Revenue earned from these units is reported directly to Traffic Accounts Branch, Lahore. Some of the booking agencies are privatized and others are under the management of Pakistan Railway Advisory and Consultancy Services (PRACS). The Revenue Earnings are classified into the following three main heads:
• Coaching Earnings; this consists of earnings for Passengers and Parcels
• Goods Earnings; and
• Sundry Other Earnings.

B.1.2 The Revenue system of the Pakistan Railways is centralized at Traffic Accounts Branch, Lahore, where all the transactions, generated from all over Pakistan, are recorded, verified and complied for accounting and reporting purposes. Traffic Accounts Branch is headed by Financial Advisor and Chief Accounts officer of Pakistan Railway. The main functions of the TA Branch are to check the earnings to ensure that:-
• The person, to whom services are rendered, pays the proper amounts;
• The employees collecting revenues, correctly and accurately accounts for the same;
• If there is more than one Railways service provider operating in the country, the receipts are properly identified and distributed between them; and
• The rates and fares charged by the Pakistan Railways are within the limit, if any, fixed by the government.

B.2 THE BASIC PHILOSOPHY OF THE SYSTEM

B.2.1 The existing financial accounting and reporting system of Pakistan Railways is governed by the “General Codes of Pakistan Railways” and “Pakistan Government Railway Codes for the Accounts department”. On the basis of these codes, the manuals for each section of the accounts offices have been prepared for the guidance of accounts staff. The codes/manuals outline the basic procedures that are followed for accounting for transactions of Pakistan Railways, and the duties and functions of the personnel employed in the Accounts Department.

B.2.2 Cash Accounting

B.2.2.1 The existing accounting and reporting system of Pakistan Railways is identical to other government departments. The system uses cash basis to account for transactions, which implies that transactions should be accounted for only when there are cash inflows or cash outflows.

B.2.3 Non-Integrated Financial Accounting System

B.2.3.1 The existing financial accounting and reporting system of Pakistan is distributed in different subsystems where each subsystem is working independently from one another and is not integrated. Information flows within the subsystem but the outputs of one system are not utilized for processing in the other systems.

B.2.4 Computerization

B.2.4.1 All the revenue generating units are functioning manually. The present coding structure records Revenue using three digit codes by keeping segregation between revenues of different segments such as Coaching earnings, Goods earnings and Sundry other earnings. This segregation is achieved by recording revenues initially in different books of accounts and also consolidating and reporting revenues segment wise. All the revenues are reported to Central Books Section through the abstracts X (Coaching), Y (Goods) and Z (Sundry Earnings).

B.2.4.2 There are twelve units where computerized ticketing is introduced. These are reservation offices at Lahore, Rawalpindi, Sailkot, Multan, Sukkur, Hydrabad, Quetta, Karachi, Gujarnwala, Faisalabad. But no EDP Audit is being conducted to safeguard the assets of Pakistan Railways.

B.3.OUTLINE SYSTEM DESCRIPTION

B.3.1.1 All the earnings realized at the stations as a result of various kinds of money-valued documents is accounted for in the books and records maintained at the stations. Copies of these books and records are prepared by the station master in the shape of statement/ returns which are submitted to the Traffic accounts branch on daily, periodically and monthly basis as per prescribed procedures along with the monthly Station Balance Sheet.

B.3.1.2 Station Master prepares the monthly Balance Sheet at each month end, separately for Coaching and Goods earnings. The source of these Balance Sheets is the various returns relating to each activity, which are prepared from various books maintained at the Stations as indicated above.

B.3.1.3 All cash receipts are reconciled at the end of the day and verified by the Station Master. The local branch of National Bank of Pakistan collects the amount on daily basis through BRINKS Security System and deposits it into the local branch of State Bank of Pakistan. Where there does not exist any branch of SBP, the NBP transfers it to NBP – Main Branch, Lahore via Mail Transfer. Where, there does not exist any branch of NBP in the territory of the station, the Station Master is authorized to transfer the amount through a Demand Draft of a prescribed scheduled bank. At very remote locations, where there does not exist any branch of a bank, the Station Master seals the cash in a leather bag and sends it to Chief Cashier and Treasures Office, Lahore, through allocated trains, operated specially for this purpose. All cash, demand drafts, Form 1 ad vouchers etc. are remitted to the Traffic Accounts Branch, Lahore, through Cash Remittance Notes, detailed as follows:-

B.3.1.4 The daily cash and vouchers, which include warrants, credit notes, pay orders, Demand Drafts, Form 1 etc. generated at the station, are accompanied by a prescribed form termed as Cash Remittance Note which shows the full particulars of the cash and vouchers to be remitted to Traffic Accounts Branch, Lahore, through Chief Cashier and Treasure Office, Lahore. This form is prepared in quadruplicate, as follows:-
· Station master keeps the first copy as Station Record and sends three copies to Chief Cashier and Treasurer Office, Lahore, with the cash, vouchers, Form 1 issued by the NBP or demand draft, as the case may be.
· Chief Cashier and Treasurer Office, Lahore, receives three copies, keeps one copy as a branch record of CCW; issues the second copy to the respective Station Master as a receipt of cash etc transferred by him and sends the third copy to Traffic Books Section for cross verifications.

B.3.1.5 When there is no cash, the Cash Remittance Note is sent through the cash bag with the word NIL written on it. Each day collections are remitted normally in a cash bag on daily basis. However, where daily collection of two or more days have been remitted in a common cash bag, a single Cash Remittance Note for the total amount is prepared, showing the full details of cash separately for each day.

B.3.1.6 The back side of the Cash Remittance Note shows the full details of vouchers, identifying separately the warrants, credit notes, pay orders, demand drafts, form 1 etc., sent by the station to the Chief Cashier and Treasurer Office, Lahore.

B.3.2 Recording and Reporting of Revenue

B.3.2.1 The Station Master at each station is responsible for initial recording and reporting of the revenue realized at the station under his supervision. For this, different kids of books are kept at the Station and form these books different returns/statement are prepared and reported to the Traffic Accounts Branch on daily, periodical and monthly basis. At the station, separate books are kept for the different heads of Revenue i.e. Coaching Passengers, Coaching Parcels and Goods, under which revenue is realized through the sale of tickets etc. The revenue earned by the Station aster is recorded in the books and from these books returns and statements are prepared and reported to the Traffic Accounts Branch, Lahore. The return that encompasses the entire revenue operations of the station for any month is the Station Master’s Balance Sheet. This is a personal account of the Station Master for the clearance of his liabilities in respect of the receipts accrued and arisen under his supervision at the station. On the debit side of the account are shown the items of earnings for the accounting of which he is responsible and on the credit side are shown the amounts remitted by the station master to the TA Branch, Lahore in the form of cash, vouchers and other banking instruments etc. This Balance Sheet is prepared by every revenue generating unit.

B.3.3 Consolidation

B.3.3.1 The Traffic Accounts Branch Revenue, Lahore is the central office where the revenue generated by all the revenue-generated units is consolidated, verified, accounted for and finally recorded in the books of accounts. The Traffic Accounts Branch receives the returns and other reports that units are required to submit. In addition, the Chief Cashiers and Treasurers (CCT) office, functioning under the supervision of the Traffic Accounts Branch, receives all the cash and other cash equivalent documents that have been sent by the revenue generating units to the TA Branch. These cash equivalent are accounted for by the cash office on day to day basis and deposited with the State Bank of Pakistan through National Bank of Pakistan. However, the returns and reports sent by the respective revenue generating units are forwarded to the Traffic Accounts Branch, as and when received. At the Traffic Accounts Branch all these returns are verified and cross checked with all the supporting documents sent by the revenue generating units. The Traffic Accounts Branch consolidates the returns received from the units and accounts for and records the revenue over the entire Railways. This revenue is then reported to the Central Books Section on monthly and annual basis.

B.4. ACCOUNT AREAS

B.4.1.1 Accounts Areas may be defined in such a way that similar tests could be applied. For Pakistan Railways, following Account Areas/Systems are identified

B.4.2 Coaching Earnings
B.4.2.1 Coaching earnings comprises of the following two heads:
B.4.3 Passenger Earnings

B.4.3.1 This comprises the sale of different types of tickets to the General Public, Defense Personnel, other Government Departments and Employees of Pakistan Railways, against cash and warrants. In this system, we have Printed Card Tickets, Blank Paper Tickets, and Excess Fare Tickets. There various copies of BPT and EFT. One is o be retained in the station, one to passenger and one to Accounts branch.

B.4.4 Parcel Earnings

B.4.4.1 This comprises of earnings from the booking of Parcels, luggage and Horse, Carriage & Dog against cash and warrants, through Passenger Trains and Parcels Train.

B.4.5 Goods Earnings

B.4.5.1 This comprises of the receipts realized as a result of transportation of the merchandize through Goods Train.

B.4.6 Sundry Other Earnings

B.4.6.1 This comprises of the sale of tender forms, rent received, electric charges received, vending free realized, sale of application forms and the amount of recoveries by the Railway staff etc.

B.4.7 Freight Deposit Accounts

B.4.7.1 This represents the amount received from the parties to whom services are provided, as approved by the Chief Commercial Manager, maintained separately for goods and parcel traffic at a station where such charges are ordinarily payable provided that the monthly average freight is not less than Rupees One Thousand. Under the Freight Deposit System, the firm concerned deposits with the Railway a lump sum amount equivalent to one month’s average freight charges to be placed at their credit, which carries no interest. The amounts receivable from the firms is debited to this account.

B.4.8 Remittances into Bank Account

B.4.8.1 The head includes:

· Cash In Transit from station to Traffic Accounts Branch, Lahore;
· Cash In Hand; and
· Cash In Bank.

B.4.9 State Bank Account ( Railway Fund Balances)

B.4.9.1 The head includes the billing with respect to Coaching and Goods Traffic to be adjusted against the current accounts with State Bank of Pakistan of Other Government Departments such as AG Offices, Other Government Departments etc.

B.4.10 Transfer Divisional Accounts

B.4.10.1 The head represents the amounts to be adjusted against inter departmental transactions in respect of Railway Material Consignment Notes (G 25), Pension Pay Orders and other vouchers relating to earnings which are not the revenue of Traffic Accounts Branch (CO 209).

B.4.11 Cheques and Bills Account

B.4.11.1 The head represents the amounts payable to different contractors for their services in respect of revenue earned by the Pakistan Railways. The different types of contractor’s bills are detailed as follows:-
· National Bank of Pakistan Invoices;
· Goods Handling Contractors Bills;
· Clear Railway Receipts Contractor Bills;
· Lashing and Packing Contractor Bills; and
· Riveting and Un – Riveting Contact Bills

B.4.12 Miscellaneous Systems

B.4.12.1 Earning on Military traffic represents the billing on accrual basis to Controller Military Accounts with respect to Coaching and Goods transactions. This represent the Central Excise Duty recovered on the issue of Ticket @ 12.5% of the fare, applicable to the following three classes only:
· Air conditioned Sleeper;
· Air conditioned Parlour Car; and
· First Class Sleeper

B.4.12.2 The Excise Duty is accounted for sale payable to the Government.

B.4.12.3 Deposit Private Companies Account represents the amount of commission paid to the Booking Agencies on sale tickets. The commission is paid as per the agreements between the parties and Pakistan Railways. Deposit Traffic Books represents the amount of cash deposits received from the customers for Season Tickets, kept as security, which is later, repaid to the customer.

B.5. RECORDS MAINTAINED IN RESPECT OF COACHING PASSENGER

B.5.1 Daily Train Cash Book

B.5.1.1 The Daily Train Cash Book is a complete record of all coaching earnings of each day and is updated on daily basis. The Daily Train Cash Book is maintained separately for each class and reflects the following particulars:-
· Number of tickets sold;
· Serial number of the tickets sold
· Name of the destination station; and
· Amount of the fare as per the Fare Table.
· Details of all transactions that are recorded in the book other than for ticket sales.

B.5.1.2 The transactions under each head, in the Daily Train Cash Book, are summarised in a periodic statement of Daily Train Cask Book, for a period of 10 days, termed as Periodic Approximate Return. At the end of the month, three periodic statements for the month are consolidated to prepare Local Passenger Classification Return. The periodic and monthly Local Passenger Classification Returns and Periodic Approximate Returns are sent to Traffic branch. The station master is personally responsible to ensure that the entries in Daily Train Cash Book are correct and up dated in all respect.

B.5.2 Advance Dated Ticket Register

B.5.2.1 All tickets sold in advance are recorded in this register and it reflects the following particulars:-
· Date of issue of ticket; and
· Date on which the passenger intends to travel.

B.5.3 Daily Non – Issued Ticket Statement

B.5.3.1 All cancelled or refunded tickets are recorded in this statement. A Daily Non – Issued Ticket Return is prepared on daily basis and its summary is prepared on monthly basis.

B.5.4 Daily Collected Ticket Register

B.5.4.1 All the tickets collected by the Ticket Collector at the exit way of each destination unit are recorded in this register. These tickets, after cancellation, are sorted out station wise and arranged in the progressive order of their numbers and are sent to Collector’s Report is prepared.

B.5.5 Station Balance Sheet

B.5.5.1 The Station Master is responsible for the preparation of the Station Balance Sheet from the different records and books maintained at the station. It is basically a personal account of the Station Master for the clearance of his liabilities in respect of the receipts accrued and arisen under his supervision at the station. The Station Balance Sheet is prepared on monthly basis, separately for coaching and goods transactions and includes:
· Debit Side: On the debit side of the accounts are shown the item of earnings for the accounting of which he is responsible classified under the various categories of Traffic.
· Credit Side: On the credit side are shown the amounts remitted by the station master to the cashier and acknowledged by the later, in the form of cash, credit vouchers, demand drafts and other special other items, by which the station master clears his liability.
· Opening and Closing Balances: The balance represents the unrealized earnings at the close of the month for the collection of which the station master is responsible and this forms the opening liability in the Balance Sheet of the following month.

B.6.1 COACHING-PARCELS

B.6.1.1 Coaching traffic under this head is categorized as follows:-
· Parcels;
· Luggage; and
· Horse, Carriage and Dog Cargo.

B.6.1.2 Revenue is generated by the stations / booking agencies through the transportation of parcels, luggage or Horse, Carriage and Dog cargo from one station to another in Pakistan.

B.6.1.3 The different types of Parcel Way Bills and Tickets issued are detailed as follows:

B.6.1.4 Parcel Way Bills are issued when the cargo is intended to be transported through a passenger train as per the particulars of cargo. These PW Bills are pre numbered and contains the following particulars:-
The number of the invoice;
· Name of the originating station;
· Name of the destination station;
· Particulars of the cargo;
· Amount of the freight
· Parcel Way Bills are issued in quadruplicate, as follows:
· Accounts copy;
· Guard copy;
· Owner’s copy; and Originating station record.

B.6.1.5 Separate PW Bills are prepared for Paid and To-Pay traffic.

B.7.1 GOODS TRAFFIC

B.7.1.1 Pakistan Railways earn majority of the revenue earnings from the transportation of different merchandizes within Pakistan. Goods Traffic has constituted around 67 % of its Traffic earnings in the last year. The major customers of Goods Traffic include:-
· Pakistan State Oil;
· Ministry of Defence;
· Food Departments;
· National Fertilizer Corporation; and
· Goods in Transit to Afghanistan (GITA) Traffic.

B.7.1.2 Revenue is generated by the stations / booking agencies through the transportation of goods from one destination to another in Pakistan.

B.8 COMPLIANCE TESTING

B.8.1.1 After reviewing in detail the Pakistan Railways system, following key control questions is to be examined;

A) Is there adequate separation of duties?
This question has been made as part of compliance testing whereas this is covered under preliminary system examination when auditor is getting understanding of the auditee.

B) Are there procedures to ensure that monies due to the organisation are close to complete?
This question indicates the timings of the transaction being examined. In fact, we may ask “Are the controls to prevent or detect amounts being received without being recorded”? or Are there controls to ensure that all valid, and only valid, receipts are posted to the ledger?

C) Are there systems to ensure all monies due to the organisation collected?
· Check Form I to the DTC Book / CR Notes
· Check the delay in remittance is mentioned and reported
· Check Inspection of Accounts of Stations regular and up-to-date
· Check Remittance of earning is regularly reconciled with NBP/SBP
· Check the ticket tubes/invoices are sequential and Machine numbered
· Is daily earning reconciled with fortnightly and monthly earning and tally with the sequence of consumption of valuable documents?

D) Are there controls to ensure that all monies received entered into Government’s bank account correctly and timely?
· Checking that cash is remitted on daily basis and duly acknowledge by the NBP.
· Earning reconciles with the balance sheet of the station and that of Accounts office
· Earning is reconciled with the consumption of the stock of valuable documents. Error is pointed out or passes unnoticed?
· Is the earning checked by the Inspector of Coaching and Goods on regular basis?

E) Are there controls to prevent or detect monies being received without being recorded? 
· Is the Daily Trains Cash Book closed and reported to TA Branch?
· Is all credit notes entered in the voucher register and reported to TA Branch and also reconciled at the end of the month in the Balance Sheet?
· All summaries of the valuable document accompany the balance sheet?
· Are the Coaching and Goods Section in TA Branch keeping the sequential numbers? And ensures the requirement of the Valuable documents as per previous consumption record?

F) Are there controls to ensure that the correct amount of money is collected and recorded accurately?
· Are sampled tickets/ invoices checked for mathematical accuracy and fare applicable as per recent instructions?
· Are the received Coaching and Goods return checked in the Coaching and Goods Section of TA Branch? Is an error pointed out in case of discrepancy and reported to Balance Sheet for raising debit against the station master responsible for short remittances?

G) Are there controls to ensure that the cash book and receipts properly safeguarded?
· Is proper chest double lock available for the safeguard of the earnings at the station?
· Are station/ reservation offices safeguarded by police?
· Is there EDP Audit for the computerized reservation offices? Are passwords changed regularly?




LIST OF ACCOUNTING UNITS IN PAKISTAN RAILWAYS 

1. Divisional Accounts Office, Lahore 
2. Divisional Accounts Office, Multan 
3. Divisional Accounts Office, Rawalpindi 
4. Divisional Accounts Office, Karachi 
5. Divisional Accounts Office, Quetta 
6. Divisional Accounts Office, Sukkur 
7. Divisional Accounts Office, Peshawar 
8. Divisional Accounts Office Workshop Accounts 

9. Accounts Office, Steel Shop 
10. Accounts Office, AVLB 
11. Accounts Office, Concrete Sleeper Factory 
12. Accounts Office, Management Information Systems 
13. Accounts Office, Projects 
14. Accounts Office, General Provident Fund 
15. Senior Accounts Office, Stores 
16. Accounts Office, Central Diesel Locomotive Workshop, Rawalpindi 
17. Accounts Office, Walton 
18. Accounts Office, Manufacturing & Services 
19. Accounts Office, Rehabilitation Mughalpura, Lahore 
20. Accounts Office, Dry Port Karachi 
21. Senior Accounts Office, Carriage Factory Islamabad 
22. Accounts Office, Pension 
23. Senior Accounts Office, Locomotive Factory Risalpur 
24. Accounts Office, Carriage & Wagon Hyderabad 
25. Accounts Office, Payments Islamabad 
26. Traffic Accounts Br, Lahore 




AUDITOR-GENERAL OF PAKISTAN
PRMANENT FILE
										Form PF- III
Understanding of Entity’s Business – List of Auditable Locations
Name of Entity/Organisation: PAKISTAN RAILWAYS
  Auditable locations that collect, record, process and report financial information are as under:
Main Accounting Offices
	(i)	Chairman/Secretary Ministry of Railways (Railway Board), Islamabad.
(ii)	General Manager, Pakistan Railways Headquarters Office Empress Road, Lahore.
Divisional Accounting Offices
· The system of Pakistan Railways is spread over the country. For the efficient operation of the system it has been divided into eight divisions and three other locations. The detail of divisions and formation were as under: -
S.No.	            Name of Division/ Location	No. of Formations/Auditable locations
i). Karachi Division				           156
ii). Quetta Division				  	 65
iii). Sukkur Division				           136
iv). Multan Division				           207
v). Lahore Division					282
vi). Mughalpura Division				121
vii). Rawalpindi Division				149
viii). Peshawar Division			  	  68
ix).        Railway Headquarters, Lahore.		  	  53
x).        Carriage Factory, Islamabad		  	  36
xi).        Loco Factory, Risalpur.			  	  20
			Total:			         	           1,293

Locations of Computer Based Accounting Systems database

· Involvement of computer system in Pakistan Railway is very limited. Reservation of passenger traffic in the divisions and headquarter has been computerized. Salaries record has also been maintained in oracle based software along with manual record. All other transactions and accounts are being maintained manually.
· Presently, no Accounting System database exists in Pakistan Railways. However MIS & FIS project is initiated by Ministry of Railways for transferring accounting record from manual to ERP based software. 

AUDITOR-GENERAL OF PAKISTAN 
PRMANENT FILE
Form PF - IV
Understanding of Entity’s Business – List of Bank Accounts
Name of Entity/Organisation: PAKISTAN RAILWAYS
Following bank accounts are being maintained by the entity.
Federal Accounting Level
	Account Title
	Account No.
	Bank
	Account Type
	Currency

	State Railways
	(XI)
	State Bank of Pakistan, Lahore.
	Current Account
	PKR

	State Railways
	(III)
	State Bank of Pakistan, Lahore.
	Current Account
	PKR

	Pakistan Railways
	990073-2
	National Bank of Pakistan, Melody branch, Islamabad.
	Current Account
	US $


	Pakistan Railways National Income Daily (NIDA) Account
	70025
	National Bank of Pakistan,
Railway Headquarters branch, Lahore.
	Saving Account
	PKR



Divisional Accounting Level
No separate Bank Accounts have been opened in the Divisional Offices. All the Receipts & Expenses pertaining to each division are credited & debited to main accounts being operated at Headquarters level.
To meet day-to-day expenses, cash is withdrawn Divisional paymasters (DPM) from SBP and further distributed. All payments are made through the Accounts-III of SBP in respective division. Similarly all collections are deposited to Account-III of State Bank of Pakistan in respective division.

AUDITOR-GENERAL OF PAKISTAN
PRMANENT FILE
Form PF- V
Understanding of Entity’s Business – List of Authorised Signatories
Name of Entity/Organisation: PAKISTAN RAILWAYS
Personnel who are authorised to approve, certify and authorise collection, recording, processing and reporting of financial information are as under.

Administrative Powers
(A)	Principal Accounting Office.
i) Chairman Railway Board, Islamabad.	(As per Gaztte of Pakistan)
ii) General Manager, Headquarters, Lahore.	(As per schedule of power of GM Pak Railways)
(B)	Entity/Department/Unit.		
	Divisional Superintendent		  	(As per Organisational manual)
(C)	Formation Level.
	Divisional Officers/ Works Manager						 
Financial Powers

(A)	 Principal Accounting Office.
i) F.A & CAO, P.R, Headquarter, Lahore.	Full financial powers
ii) Dy:F.A & CAO, P.R.Headquarter, Lahore.	(As per delegation of financial powers)	
(B)	Entity/Department/Unit.		
	Divisional Accounts Officer				
(C)	Formation Level.
Accounts Officer.	Powers upto imprest the limit of formation.

AUDITOR-GENERAL OF PAKISTAN
AUDIT PLANNING-PERAMNENT FILE
Form PF- VI
Understanding of Entity’s Business – External Factors
Name of Entity/Organisation: PAKISTAN RAILWAYS
Pakistan Railways is catering the needs of passenger traffic and goods transport as the largest organisation in the country. However, many external factors, with varied extent, have affected the business of Pakistan Railways during the past few years. These factors are explained below one by one:
(1)	Road Transport:  
During the recent past, Pakistan Railways has been gradually losing its share in passenger as well as cargo transport because of increased competition from road. With the construction of motorway and renovation of existing highways (e.g. G.T Road), general public have increasingly switched over to road transport. The main reasons for this switching over to road transport are door-to-door pick & delivery and round the clock service. The overall status of passengers, travelling by Railways during the last four years can by depicted by the following graph. 
                      [image: ]
As shown in above graph, though the passenger earnings have increased during the last four years, but not in proportion to population growth rate. In fact, this increase can be mainly attributed to recent increase in fare rates. 
(2) Government Policies
The foremost objective of Pakistan Railways is the welfare of general public. In order to facilitate people, as per government policies, there are some sections where Pakistan Railways has to run trains in loss e.g. Narowal—Shakar Garh, Hyderabad--- Baddin, Larkana---Jacobabad. Secondly, approval has to be sought from government for increase in fares whenever there is rise in input cost.  
(3) Change in Mode of Transportation of Oil
During the recent past, with the laying of pipeline from Kaemari (Karachi) to Mehmood kot, Railways has mainly lost the upland transportation of oil. It is feared that Pakistan Railways would lose further its business in this regard as this pipeline is going to be laid in the upper part of country in near future. 
(4) Up Gradation of Technology by Different Companies
Owing to the recent increase in prices of oil, many companies especially Independent Power Producers and cement plants have switched over to coal and gas. This has again impacted the cargo transportation business of Pakistan Railways.
(5) Price of Oil
Operational fuel is the main raw material for functioning of trains. The price of oil is elastic and changes after every 15 days. On the other hand, price of tickets is not much elastic due to Government intervention because of which revenue earning of PR is affected. Price trend of oil for the last three years is shown in graph below:

 


ADITOR-GENERAL OF PAKISTAN
PRMANENT FILE
										Form PF- VII
Understanding of Entity’s Business – Accounting Records and Accounting System
Name of Entity/Organisation: PAKISTAN RAILWAYS
Following are the accounting records maintained by the entity for the collection, recording, processing and reporting of accounting information.
Ministry Accounting Level
(1) Budget 
(2) Finance and Appropriation Accounts
Headquarter Accounting Level
(1) Consolidated Monthly Expenditure Statement
(2) Consolidated Financial Statements
Accounting Unit Level
	(1)	Bill Register/CO6- Register (To record Account Bill No. to each voucher)
(3) Bill Passing Register/CO-7 Register (to record the particulars of amounts of vouchers passed for payment.
(4) Cheque Register (detail of cheques issued)
(5) Payment Register (to record the detail of amounts paid by the DPM to the SPMs.
(6) Budget Allocation Register (detail of budget allotment).
(7) Revenue Journal (to record all transaction relating to revenue expenditure).
(8) Monthly Account Current (summary of all expenses).
(9) Contractor Ledger (Contains particulars of payment to contractors).
(10) Liability Register (To record the amount liable to pay).
(11) Register of Serious Irregularities (Contains detail of serious irregularities detected during pre-audit).
(12) Register of Objectionable Items (Detail of amount paid pending regularization or sanction to estimates).
(13) Register of Losses (Detail of losses occurred).
(14) Pension Payment Register (Particulars of pension payment paid).
(15) GPF Ledger (Detail of GPF account and disbursement).
(16) Misc. Advance Register (Detail of recoveries, advances).
(17) Deposit Misc. Register (Detail of amount deposited as security deposit).
(18) Salary Audit Register (Detail of payment and recovery of Gazetted Officer).
(19) Scale Check Register (Detail of pay and allowances paid to non-gazetted).
(20) Journal Slips
AUDITOR-GENERAL OF PAKISTAN
PRMANENT FILE
Form PF- VIII
Understanding of Entity’s Business – Key Contacts
Name of Entity/Organisation: PAKISTAN RAILWAYS
The designation and contact information of key personnel at all management levels of the entity are given below.
	Key Management Locations
	Designation
	Telephone (T&T)
	Tel. (Microwave)
	Fax

	Principal Accounting Office, Islamabad

	Secretary/Chairman
Member Finance
Secretary/Railway Board
	9201993
9206154


	055-3006
055-3020


	9204290
9208846

	Headquarter Lahore




	GM (Operations)
AGM (IBU)
AGM (PBU)
AGM (FBU)
FGIR
FA & CAO (GB)
FA & CAO (Revenue)
FA & CAO (M&S)
	9201700
9201770
9201642
9201758
9201680
9201782
9201955
9201610
	2906
2930
2940
2912
2948
2850
2852
2853
	




9201605
9201966



	Key Management Locations
	Designation
	Telephone (T&T)
	Tel. (Microwave)
	Fax

	Divisions
	DS (Lahore)
DS (Multan)
DS (Karachi)
DS (Sukkur)
DS (Quetta)
DS (Peshawar)
DS (Workshops) 
	042-9201941
061-9200619
021-9213500
071-9310046
081-9201976
091-9010687
042-6823021
	042-2872
061-2872
021-2872
071-2872
071-2924
051-2874
042-8274
	


Formational Level 
There are 1293 auditable formations in PR. For details about contact information, please refer to Railways telephone directory. 



AUDITOR-GENERAL OF PAKISTAN
PRMANENT FILE
 	Form PF- IX 
Understanding of Entity’s Business – Significant Audit Areas
Name of Entity/Organisation: PAKISTAN RAILWAYS
The following are the critical audit areas/significant financial statement components (including individually significant transactions and events) 

(1)	LIABILITIES AND COMMITMENTS.
There are certain kinds of liabilities that have to be paid by PR such as repayment of overdraft, payment of interest on over draft to State Bank, Foreign loans and interest there on, Security & Deposits and Provident Fund etc. The enormous amount of overdraft drawn during the past few years’ shows poor financial management on the part of Pakistan Railways and its repayment may cause further damage to the financial health of railways. 

(2)	FIXED ASSETS.
All fixed assets in the balance sheet are shown at their original cost instead of depreciated cost; therefore correct valuation of assets is not possible. In order to comply with IAS, fixed assets should be valued either at cost or as per revaluation model.

(3)	DEPRECIATION RESERVE FUND
DRF comprises of the following three items;
 
 	i)   Appropriation from Profit & Loss account
 	ii)  Foreign loan on replacement account and 
 	iii) Federal Government investment on replacement account. 
It is pertinent to add that from 1st July, 1971 the balance of DRF, Improvement Fund and Railway Reserve Fund (pertaining to Railway) was transferred to Pakistan Railways by the Government of Pakistan (GoP) through book adjustments (without actual transfer of any funds/reserves). Pakistan Railway Balance Sheet is reflecting the entire amount of interest accrued on DRF, Improvement Fund and Railway Reserve Fund as recoverable from the Federal Govt. under the Head "Balance of amount in Account Current with Government" and the liability side is increased by the aforementioned amount.

 (4)	Investments
Railway Constructions Pakistan Limited (RAILCOP) and Pakistan Railway Advisory and Consultancy Services Limited (PRACS) were established in 1982 and 1976 respectively as public limited companies, whose shares are fully owned by Pakistan Railways. Since these are independent companies without any interference of PR management, assurance is required about the return on investment to PR. 

(5)	Cash and Bank Balances
The Railway administration mostly keeps its receipts in State Bank of Pakistan. Some cash is retained as imprest money to meet with the urgent needs just as contingent expenses. The money is also withdrawn from bank for payment of pays and allowances to employees of Class-IV staff. For payment of pay and allowance advance cheques is issued to the Divisional Pay Masters (DPM)/CCT to obtain cash for above purpose on Ist of the following month. The Cash obtained from State and National Bank is issued to the sectional paymasters of different sections and cost centres under acknowledgement. The SPMs make payment according to the pay bills and unpaid amount is again deposited with the CCT/DPM. This procedure is laid down in the cash and treasury Manual of Pakistan Railways. It can also be a significant audit area and there may be the chances of.
(i) Less receipt of Cash.
(ii) Misuse and embezzlements.
(iii) Non-remittance of unpaid amounts in the treasury.
These aspects can also affect the Financial Statements of Pakistan Railways. The Banks accounts sometimes may differ from withdrawals, wrong calculations, less credit of interest etc.

(6)	Loans and Advances.  
Pakistan Railways has two categories of loans. 
(i) Loans from foreign agencies.
(ii) Loans and advances to its employees for house building, purchase of Motor Car, Motor Cycle and Cycle etc. Loans obtained from foreign agencies are to be repaid according to the terms and conditions agreed up on between the parties. Audit can point out instances of wrong calculation of interest, acceptance of loans at extra ordinary higher rate of interest, irregularities in time frame etc. As regards loans and advances to the employees, there may be chances of.

(a) Payment of advances in excess of entitlement.
(b) Without obtaining mortgage deeds.
(c) Non recovery of loans from retired and transferred employees,
(d) Payment of loans without approval of the competent authority. 

 (7).	Revenue/Receipts.
Sale of tickets and goods transportation is the basic source of income of Pakistan Railways. The cash collected on these accounts is entered in the daily train Cash books (DTC) at stations and city booking agencies. The cash so collected is deposited with National Bank Pakistan and draft issued to Railway Administration. The Bank drafts are sent to Chief Cashier and Treasurer, (CCT) Lahore who deposits the entire earning in the State Bank of Pakistan on daily basis.
Although there are quite significant internal controls at each level which are documented in commercial Manual of Pakistan Railway, but the absence of effective operation of these controls may result in misappropriation, late remittance and short remittance of cash receipt by the staff concerned from different collection units which may aggregate to material amount and affect the entire earning/receipt accounts of Pakistan Railways. 

(8)	Purchase Costs/Payments
Pakistan Railways is a huge entity and requires huge quantity of stores, materials and equipments. Procurements of these materials and stores are done through contactors by floating national and International tenders. There are directorates of stores/purchase departments headed by Chief Controller of Purchase. All procurements are made under the prescribed rules and regulations detailed in the Store Code and General Code. For audit point of view there may be chances of accepting extra ordinary higher rates, sub standard and defectives material, late supply of goods, less or non-recovery of liquidated damage charges (LDC) and supply of material other than prescribed specification. There may be chances excess refunds made to contractors on account of security deposits etc, which may affect the Financial Statements.
In addition to above, local purchase of material is made by obtaining three quotations from local market at certain level in head quarters and divisions. In these purchase audit may point out errors towards acceptance of higher rates wrong allocation of funds, unnecessary purchases or purchases beyond the prescribed limits and their accounting treatment.

(9)	Employees Related Expenses/Payments 
Pakistan Railways is contributing towards payments relating to employees welfare i.e. pension, commutation under the pension rules at the time of retirement or death. Following irregularities may take place due to absence of any independent actuarial valuation.
(i) Incorrect calculation of pension contribution.
(ii) Wrong Calculation of Pension/Commutation.
(iii) Over payment due grant of incorrect increments

(10) Working Expenses /Payments
It is also a significant and critical audit area and can also affect the Financial Statements. It includes.
(i) Operating fuel
(ii) Operating staff expanses.
(iii) Other operating expenses, other than staff and fuel. 
(iv) Administration
(v) Repair and maintenance
(vi) Miscellaneous expenses
(vii) Staff training
(viii) Health and welfare
(ix) Pension payments etc.

(11)	Suspense and Clearing
Suspense registers are maintained in each accounting unit of Pakistan Railways and the amounts/figures awaiting supporting vouchers/transfer certificates (TC’s) e.t.c are kept in suspense registers. Under the rules prescribed in Accounts Code, expenditure, which can be booked to a final head of account, should not be kept in suspense unnecessarily. As and when the relevant vouchers or TC’s are received, the amounts should be cleared from the suspense register. There may be chances of unnecessary excess expenditure in order to avoid lapse of funds.         

(12)	Contracts of Civil, Mechanical, Electrical, Signal and Telecom works
Works under the above-mentioned heads are either executed by the respective departments or awarded to contractors through tendering procedure. Pakistan Railways incurs a huge amount on this account. Certain material errors in this regard can change the fate of audit opinion, such as. 
(1) Acceptance of extra ordinary higher rates
(2) Sub standard/defective works
(3) Incorrect measurement of work done or supplies provided.
(4) Irregularities in acceptance of tenders.
(5) Execution of works other than specification.
(6) Recoveries towards security deposits, income tax and earnest money e.t.c 

All these works are tendered and carried out under the rules and regulations, detailed in the “Engineering Code”, “Way and works Manual”, “Mechanical Code”, Store Code and General Code.


AUDITOR-GENERAL OF PAKISTAN
PRMANENT FILE
		     	Form PF- X 
Understanding of Entity’s Business – Significant Accounting Policies
Name of Entity/Organisation:	PAKISTAN RAILWAYS
The significant accounting policies, applied by Pakistan Railways are detailed as under:
Staff retirement benefits – pension & provident fund
(1)	Benevolent Fund
Monthly deduction is made from the salary of the employees at a specified rate. The amount so collected is deposited in a separate bank account being maintained by Benevolent Fund Trust. In case of in-service death, the benevolent fund organisation pays monthly grant to the widow of the deceased employee.
(2) General Provident Fund (GPF)
Monthly deduction is made from the salary of the permanent employees at the rate fixed according to the pay scales. Individual GPF account numbers are allotted to the employees. Interest is charged on the balances held in each account at the end of each financial year. The rules regarding subscription and withdrawal of GPF amount are contained in the DDO Handbook and Personnel Manual which may be consulted in PR headquarter library.
(3)	Pension
Pension is admissible to the Railway employees after completion of 25 years of service. Upto 40% of the gross pension can be commuted at the time of retirement and the remaining 60% is paid to the retired employees (or widows in case of death). 
Revenue recognition
Revenue is recognized on accrual basis. (Supporting Note-17 to Balance Sheet 2008‑09)


Accounting for Liabilities and Commitments 
Liabilities are recorded as and when they occur. No documented policy for contingencies and commitments.
Fixed assets – valuation and depreciation
Assets are recorded on historical cost basis. As per accounting policy, depreciation should be charged on straight-line method, whereas, practically it is being charged at a static amount every year. Secondly, depreciation is being placed under the reserve head in balance sheet.  
Interest payments 
Interest payments on domestic as well as foreign loans are made according to the respective contract agreements.
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