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I. AUDIT OBJECTIVE AND SCOPE
The overall objective of this audit is to review the management, financial and operating controls to appraise their adequacy and soundness. As we are specifically focusing upon expenditure being incurred from the grants received, it is necessary evaluate the internal controls over expenditure. The objectives of the audit of cabinet division are;
· To determine the existence, accuracy and completeness of the current and development expenditure. 

· To ensure the compliance of applicable rules, regulations and policies regarding the incurrence of such expenditure. 

· To ensure proper classification with respect to account head, function and cost centre.

· To determine if internal controls for recording and safeguarding of assets are adequate

· Providing recommendations to improve operating efficiency and internal controls
Audit of Cabinet has to be conducted in accordance with the requirements of DAGP Auditing Standards as enshrined in FAM. The scope of audit includes verification and analysis of current and development expenditure on test check basis and also includes performance audits as and when required. Compliance testing and substantive tests have to be performed as appropriate, but due to the extensive volume of transactions, more emphasis is laid on compliance testing. Brief description of areas to be covered is as follows:-
· Current expenditure to be verified on sampling basis to ensure the completeness, accuracy, relevance, genuineness and proper classification as well as compliance of grant formalities. 
· Development expenditure has to be checked and verified on a test check basis keeping in view the procedures for the purchases, the necessary formalities that are required to be fulfilled for the expenditure incurred and the related documentation maintained in support of the expenditure incurred.

· Compliance with approved accounting framework which is NAM.

· Compliance of the laws and regulations i.e. PC-1, PPRA rules, financial policies etc.

· Compliance audits / reviews of attached Authorities

II. UNDERSTANDING THE ENTITY
The newly founded Government of Pakistan inherited part of the Cabinet Secretariat from undivided India under the British Rule. Initially Cabinet Division was established as Cabinet Secretariat and was located at Karachi, the then Capital of Pakistan, under a Secretary General to perform the following functions:

· Coordinate the work of Secretaries in the ministries.

· Act as Secretary to the Cabinet.

· In the performance of his duties, the Secretary General was made responsible to the Prime Minister.
A. Status of Entity and its Core Operations
"Division" is a self-contained administrative unit responsible for the conduct of business of the Federal Government in a distinct and specified sphere. Cabinet Division is a part of Federal Government under Cabinet Secretariat which also includes Establishment Division and Inter-Provincial Coordination Division. 

The Cabinet Division was assigned different functions as per the rules of business formulated in 1973 that are mentioned in detail in Annexure I. Cabinet Division acts as a secretary to the Federal Government. The main functions include:
· Setting up of a Division, allocation of business to a Division and constitution of a Division or group of Divisions as a Ministry. 

· Implementation of the directives of the President/Prime Minister.
· Administrative control and review of the operations of different attached departments and independent regulatory authorities.
· Allocation of budget.
B. SWOT Analysis 

Strengths:

· Headed by the Prime Minister of Pakistan

· Goals and targets set by the Prime Minister of Pakistan
· Direct coordination with the President and Prime Minister   

· Full financial support from Federal Government 

· Establishment of three different parts placed (under an Additional Secretary) that are assigned distinct functions and have attached departments, regulatory & statutory bodies under them.

· Availability of large infrastructure
Weaknesses: 

· Undue influence from politicians

· Incorrect decision making due to political pressure and availability of incorrect information   

· Weak coordination with regulatory and statutory bodies and attached departments. 

· Weak monitoring by the Additional Secretary of the activities of Wings attached with them and lack of coordination with them
Opportunities:

· No such opportunities
Threats:
· Meager performance by different wings resulting in an inadequate performance of activities and functions that they have been assigned.

· Change of political setup and political instability

· Mismanagement of funds

· Qualified and inexperienced staff leaves the organization
C. Intergovernmental Relationship
Secretary of the Cabinet Division also being its Principal Accounting Officer is the main officer responsible for administrative and financial matters.. In order to carry out its functions efficiently and effectively, the Cabinet Division has been divided in to three distinct parts. Each part is placed under an Additional Secretary and is further bifurcated into different Wings.

The functions which are not performed in the Cabinet Division are carried out through Attached Departments and autonomous /statutory bodies/ organizations. The role of Cabinet Division is to allocate budget for these departments and regulatory authorities and has administrative control over them. 

Attached Departments:

Department of Communication Security

Department of Stationery and Forms 

National Archives of Pakistan

Regulatory bodies

Intellectual Property Organization of Pakistan

National Electric Power Regulatory Authority

Oil and Gas Regulatory Authority

Pakistan Electronic Media and Regulatory Authority

Pakistan Telecommunication Authority

Public Procurement Regulatory Authority

Other bodies/organization

Abandoned Properties Organization

Federal Land Commission

National Commission for Human Development

National Accountability Bureau

National Documentation Centre

National Language Authority

Printing Corporation of Pakistan

Relief Goods Dispatch Organization, Karachi

Shaikh Zayed Medical Complex, Lahore

6th Aviation Squadron
D. Accounting System of the Ministry:

Cabinet Division is a centralized accounting entity, where, controller general of accounts is responsible for processing of its accounting transactions and maintaining the accounts. The sub offices of the controller general of accounts at province and districts maintain the respective accounts.

Various development projects are undertaken by each line department. For the purpose of the accounting classification each division and line departments are classified under various functional elements, which are then further classified into various cost element (the object elements). The major functions of the cabinet division as per New Accounting Model are;

	Account Code
	Cost Centers 

(Functional Classification)

	011
	Executive and Legislative Organs, Financial and Fiscal Affairs, External Affairs

	014
	Transfers

	031
	Law Courts

	046
	Communications

	073
	Hospital services

	083
	Broadcasting and Publishing

	095
	Subsidiary services to education

	107
	Administration


For more specific accounting each department and projects to further detailed level can be classified as cost centre known as Drawing and Disbursing Office (DDO). Each cost centre is further divided into cost elements i.e. object wise detail of expenditure, the major classification of which is detailed below;

	Account code
	Cost elements

	A01
	Employee related expenses

	A03
	Operating expenses

	A04
	Employees retirement benefits

	A05
	Grants Subsidies and Write off Loans

	A06
	Transfers

	A09
	Physical assets

	A13
	Repairs and maintenance


III. RISK ASSESSMENT
A. General Risk Assessment Procedures
Our risk based approach during the audit would be to plan and document our risk assessment procedures performed so as to obtain an understanding of the entity and its environment.  Our risk assessment procedures may include inquiries, observations and inspections, and analytical procedures. The major risk factors that would commonly be addressed to assess the risk of the entity are;

· The adequacy of internal controls and the control consciousness environment is in place;

· Participation by those charged with governance

· Management approach to taking and managing business risks
· Changes in operating environment

· Corporate restructuring
· Discussions with the management regarding any internal control weakness, frauds and irregularities identified earlier.

· Are changes in the design of internal controls documented and review by a competent authority;

· There is a clearly defined organization structure and the operating functions are performed independently so as to create segregation of duties;

· The role and authority of the internal audit function (if any), and review of internal auditor’s assessment of the corrective actions taken, and to consider the impact on the nature, extent and timing of our audit tests and procedures;

· The nature of transactions (for example, the number and Rupee volumes and the complexity involved);

· Assessment of non-routine transactions and its adequacy of its documentation and approvals;

· Understanding of the financial reporting process;  

· The age of the system or applications used;

· The physical and logical security of information, equipment, and premises;

· Susceptibility of assets to theft and misappropriation;

· The adequacy of operating management oversight and monitoring;

· Previous regulatory and audit results and management’s responsiveness in addressing the issues raised;

· Human resources, including the experience of management and staff, turnover, technical competence, management’s succession plan, and the degree of delegation; and

· Senior management oversight.
The auditor must be able to identify high risk areas and the high risk areas may be identified from material weaknesses. Material weaknesses will be;
· Be evident at multiple agencies

· Affect a significant portion of the government’s total budget or other resources

· Stem from a deficiency that should be monitored and addressed through individual agency actions as well as through Office of Management and Budget initiatives

· Major non-compliance of applicable laws and regulations.
B. Inherent Risk Factors
1) Inherent risk factors associated with activities/programmes

· Complexity of programmes;

· Complex, unusual or high value transactions;

· Activities involving the handling of large amounts of cash or high value attractive goods - embezzlement or theft;

· Activities of a nature traditionally considered to be particularly prone to fraud or corruption (e.g. public works and technical contracts, contracts for the delivery goods);

· Urgent operations (e.g. emergency aid) and operations not fully subject to the usual controls;

· Historical evidence of a high incidence of intentional irregularities;

· Eligibility criteria inconsistent with objectives (too wide, too restrictive, not relevant);

· Activities that are uninsurable and/or are subject to risks arising from political, financial, ecological (etc) instability;

2) Inherent risk factors associated with the operating structure

· Management approach to taking, managing and mitigating business risk;

· Geographically dispersed organisation, or organisation operating in areas where communications are difficult;

· Unclear division of responsibilities within the Division/Department;

· Activities or projects involving numerous partners (coordination problems, weaknesses in management and communications structures);

· Particular points mentioned in internal and external audit reports, and in press reports etc.
3) Inherent risk factors associated with the beneficiaries

· Operations where the conduct of beneficiaries is difficult to check, or where the ultimate beneficiaries may be different from the apparent recipient;

· Beneficiaries highly dependant on public funds;

· Activities which imply several levels of subcontracting, making the identification of eligible beneficiaries difficult;

· Historical evidence of a high incidence of intentional irregularities;

· Political or administrative pressure exerted by beneficiaries or participants in the activity;

· Imposition of unwanted responsibilities upon organisations, administrations or beneficiaries;
4) Inherent risk factors associated with the economic or technical circumstances

· Abnormal trends and ratios;

· Results intangible or difficult to evaluate;

· Activities that are starting up or coming to an end, or are subject to rapid technological change;

· Unstable sources of supply and variable prices of inputs (raw materials, etc);

· Over-dependence on one supplier (e.g. supplier of equipment has exclusive maintenance contract, is sole supplier of parts and materials, software, etc);
5) Inherent risk factors associated with the audited entity

· Lack of turnover of personnel and/or personnel not taking holidays in a sensitive department/area;

· Activities with which the audited entity has no or limited experience;

· Activities that are highly dependant upon a small number of key personnel;

· Insufficient staff, or staff and management under-qualified, inexperienced or poorly motivated;

· Peaks and troughs in work patterns and information flows;

· Utilisation of obsolete information technology systems;

6) Inherent risk factors associated with the audited entity’s management policies and practices

· Badly defined or unrealistic objectives;

· Strong pressure upon management to produce results, achieve objectives, meet unrealistic deadlines, achieve high rates of budgetary utilisation at the year-end;

· Short-term budgetary pressures (e.g. delay in undertaking necessary maintenance imposes greater costs later);

· Management, supervision and control functions poorly suited to the activity;

· Lack of management information system and/or cost accounting system;

· Unclear division of responsibilities within and between the various departments;

C. Specific Audit Risks 
· Proper utilization of development budget

· Violation of PPRA rules, 2004.

· Illegitimate payments

· Compliance with clauses of grant agreements

· Proper authorization and classification of expenses

· Incorrect mode of payment

· Incomplete record

· Misuse and mismanagement of funds

· Inadequate control over cash payments and bank payments
IV. AUDIT APPROACH

The audit approach would include a combination of financial audit and compliance audit. At the preliminary stage, the assessment of internal control system would be performed to identify the weaknesses that would lead to the assessment of audit risk. Materiality level is basically determined at 2 percent of the budgeted amount, but nature of expenditure is also considered. The departments, offices and projects are selected on the basis of 

· the high budget appropriation

· grants subsidies and write offs involved

· criticality of audit issues and 
· sensitivity of core operations

The selection of each DDO of each division for current expenditure and development expenditure is made on the basis of the level of materiality that is established by determining its nature and its amount. The DDOs selected have been mentioned individually and the areas to be focused upon are also mentioned.
The audit approach for efficient and effective would encompass around understanding of the financial reporting and internal control system, checking compliance with applicable laws and regulations and performing compliance testing (test of control) and substantive testing as appropriate. The audit procedures may include any of the following, but are not exhaustive of the all the procedures as some of the procedures may be identified at the time of execution of the audit.
· Understanding the client internal control system and identifying internal control weaknesses and audit risks

· Issues highlighted in the previous audit reports that are still unresolved
· Compliance testing to ensure that applicable policies, rules and regulations and complied with.

· Compliance with grant agreement.

· Use of sampling to select items for compliance testing and substantive testing

· Vouching payments on a test basis and check the payments for accuracy, completeness, valuation and ownership

· Compliance of PC-1 document

· Checking compliance with PPRA rules for the procurements made during the year.

· Comparison of actual expenditure with budgeted expenditure

· Prepare analytical procedures and Investigate where actual are more than budget appropriation.

· Investigate transfer payments to sub-offices and there utilizations.

· Performance audit procedures, if performance audit needs to be performed:

· Identification of cost savings 

· Identification of services that can be reduced or eliminated Identification of programs or services that can be transferred to the private sector

· Analysis of gaps or overlaps in programs or services and recommendations to correct gaps or overlaps

· Feasibility of pooling information technology systems within the Department

· Analysis of the roles and functions of the department, and recommendations to change or eliminate departmental roles or functions

· Recommendations for statutory or regulatory changes that may be necessary for the department to properly carry out its functions

· Analysis of departmental performance data and performance measures 

· Financial, economic and technical appraisal of projects

· Identification of best practices.

The understanding of the accounting and internal control system will enable the auditor to 1) identify types of potential material misstatements, 2) considers factors that affect the risk of material misstatements, and 3) design appropriate audit procedures. Therefore, the auditor should obtain an understanding of the accounting and internal control system to identify and understand:
· Major classes of transactions
· How such transactions are initiated

· Significant accounting records and supporting documents

· Accounting and financial reporting process, from the initiation of significant transactions and other events to their inclusion in the financial statements.

The audit procedures would include a combination of compliance testing (tests of controls) and substantive procedures (test of detail). The objective of test of controls is to evaluate whether a control operates effectively, whereas the objective of tests of detail is to detect material misstatements. 
The auditor is required to perform tests of control when the auditor’s risk assessment includes an expectation of the operating effectiveness of controls or when substantive procedure do not provide sufficient appropriate audit evidence. The auditor selects procedures to obtain sufficient appropriate evidence that the controls operated effectively throughout the period of reliance. The more the auditor relies on the operating effectiveness of controls in the assessment of risk, the greater is the risk of the auditor’s test of controls. In addition, as the rate of expected deviation from a control increases, the auditor increases the extent of testing of the control. The matters that may be considered in determining the extent of the auditor’s test of controls include the following:
· The frequency of performance of control by the entity during the period.
· The length of time during the audit period that the auditor is relying on the operating effectiveness of the control.
· The relevance and reliability of the audit evidence to be obtained in supporting that the control prevents, or detects and correct, material misstatements at the assertion level.
· The extent to which audit evidence is obtained from tests of other controls.
· The extent to which the auditor plans to rely on the operating effectiveness of the control in the assessment of risk.
· The expected deviation from the control.

The following are the types of controls to test:

· Financial reporting controls (including certain safeguarding and budget controls) for each significant assertion in each significant cycle/accounting application,

· Compliance controls for each significant provision of laws and regulations, including budget controls for each relevant budget restriction, and

· Operations controls for each operations control (1) relied on in performing financial audit procedures or (2) selected for testing by the audit team. The auditor also should understand performance measures controls, but is not required to test them. However, the auditor may decide to test them
Substantive procedures are performed in order to detect material misstatements and include tests of detail of transactions, account balances, and disclosures and substantive analytical procedures. Substantive procedures are generally applicable to large volume of transactions that tend to be predictable over time, which includes a combination of tests of detail and analytical procedures. The auditor designs tests of details responsive to the assessed risks with the objective of obtaining sufficient appropriate audit evidence to achieve the planned level of assurance. In designing the tests of details, the extent of testing is ordinarily thought of in terms of the sample size, which is affected by the risk of material misstatement. However, the auditor may consider the use of selective sampling such as selecting large or unusual items from a population.
In addition to the above mentioned audit procedures, analytical procedures may also be performed that would include analysis significant ratios and trend, consideration of relationships among elements of financial information and considering the relationship between financial information and non-financial information. The auditor will need to consider the testing of controls, over preparation of information used in applying analytical procedures, accuracy and reliability of information available.
Types of audits to be performed:

· Financial audit

· Compliance audit
· Performance audit (if required)
System documentation:

· Cash/bank payment and receipts system

· Procurement of assets and other items

· Payroll

· Grant receipt and related expenditure
· Transfers 
· Delegation of powers
Budget allocation:

The total federal budget for current expenditure amounts to Rs. 2,189,237,000. The Department wise detail is as follows:

	Departments
	Budget allocation for current expenditure 

	Cabinet
	140,228,000

	Cabinet Division
	1,347,430,000

	Emergency Relief and Repatriation
	294,573,000

	Other Expenditure of Cabinet Division
	357,312,000

	Stationery and Printing
	49,694,000

	Total
	2,189,237,000


The offices / projects selected for the audit are as follows:

	DDO #
	Name of the offices/project
	Budget appropriation in FY 2006-07

	ID0061
	Main Secretariat
	142,351,000

	ID0051
	NCHD
	250,000,000

	ID0063
	Central Pool of Cars
	14,663,000

	ID0046
	Preparedness and Relief
	236,150,000

	ID0057
	ERC (6 Avaiton Squadron) 
	43,712,000

	ID3031
	Intellectual Property Organization, Pakistan
	25,000,000

	ID2419
	Public Procurement Regulatory Authority
	21,475,000

	ID3844
	National Disaster Management Authority
	7,000,000

	LO0002
	Grant-In-Aid to Shaikh ZayedPost Graduate Medical Institute Lahore
	203,500,000

	LO0003
	Shaikh Zayed Hospital Rahim Yar Khan
	25,000,000

	LO0004
	Shaikh Fatima Institute of Nursing and Health Services, Lahore
	20,000,000

	
	Total
	988,851,000


Budget allocation for development projects:

The development budget for the year 2006-07 is Rs. 283,140,000.

	Name of the Division
	Budget appropriation in FY 2006-07

(Rupees in Thousands)

	Cabinet Division
	283,140,000


The development projects selected for audit during year under review includes:

	DDO #
	Name of the project
	Budget appropriation in FY 2006-07

(Rupees in Thousands)

	ID0054
	Good Governance Group (NRB) Islamabad NLA
	42,140,000

	ID2117
	Broadcasting and Publishing (Microfilming Unit, Islamabad)
	12,602,000

	LO0428
	Improvement of existing facilities at Shaikh Zayed Medical Complex
	144,000,000

	LO0631
	Liver transplant centre project at Shaikh Zayed Post Graduate Medical Institute
	50,000,000

	LO0632
	Construction of 3rd floor within the current Shaikh Zayed Hospital building
	10,00,000

	
	Total
	248,742,010


The major areas that are considered material and need to be focused upon during the course of audit includes:
· Employee related expenses

· Operating expenses

· Grant in aids & write off of loans
· Repair and maintenance

· Physical assets

· Transfers

