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Activity report of the PSC Subcommittee on Internal Control Standards

(September 2006 – March 2007)

The main activity during this period of time was the meeting of the INTOSAI PSC Subcommittee on Internal Control Standards which took place in Muscat (Sultanate of Oman) on 14-17 January 2007. The meeting drew 25 delegates from 12 member SAIs. 

In autumn 2006, the Subcommittee tackled the preparation of this meeting. It focused its attention particularly on the organization of the combined questionnaire on the development of internal control tools and aspects of good governance (see point 1 hereunder) and on the negotiations with the Institute of Internal Auditors (see point 3). 

You will find hereunder a survey of the main decisions.

1. Review of the results of the combined questionnaire on the development of internal control tools and aspects of good governance. 

In order to prepare the Subcommittee meeting a task force (made up of delegates of the SAIs of the USA, France, Hungary, Bangladesh, Ukraine, the United Kingdom, the Netherlands, Lithuania, Rumania, Oman and Belgium) had met in Brussels in February 2006 and examined how the Guidelines for Internal Control Standards for the Public Sector as approved at the 18th INCOSAI could be dealt with more in depth and amplified. All Subcommittee members endorsed the task force’s proposals.   

1.1.
Survey on the Development of Internal Control Tools

Following the task force’s proposal, it was decided to develop tools to promote the implementation and the auditing of internal control systems. Bearing this aim in mind, it was decided that the Subcommittee should first conduct a survey with all SAIs regarding:

 

(a)
the status and context of internal control in the public sector of their country;

(b)
the internal control system in place (SAIs should submit one or two examples of tools available in their countries; SAIs should mention what initiatives were taken to implement the guidelines);

(c)
the internal control tools needed.

The assessment of the answers to the questionnaire should allow to select the most relevant tools and compile them in an internal control ‘toolkit’ that would be of interest and useful to public managers and SAIs. 

The questionnaire was sent to all INTOSAI members in the autumn of 2006. After being analyzed by the SAI of the USA, the results were discussed during the Subcommittee meeting in Oman and general conclusions were issued.

1.1.1.
Results
The internal control survey’s primary objective was to determine which tool(s) the Subcommittee should develop respecting the guidelines’ objectives and meeting the needs of both large and small governments. 

Fifty-five of the 186 INTOSAI members responded, resulting in an overall response rate of 30 percent. Regarding the state of internal controls most often encountered during audits, over 65 percent of the respondents indicated that their respective governments were at stage 3 or stage 4 of  internal control maturity – meaning that at a minimum, (1) internal control policies and procedures are generally documented by government agencies, however most need significant improvement; (2) internal control awareness and an increased focus on accountability are evident; (3) control weaknesses brought to management’s attention are resolved, but not necessarily in an acceptable time frame.

The majority of respondents indicated that within their country (1) legislative and/or executive authorities mandate the establishment of efficient and effective internal controls; (2) the importance of ethical behaviour and prevention and detection of fraud, waste, and abuse are emphasized throughout the public sector; (3) government audits deal with internal controls and report on internal control deficiencies; (4) government-wide initiatives or programs are in place to improve internal control; and (5) government managers are taking steps to design and implement effective control within each of the five components of internal control framework.

Sixty-nine percent of the respondents indicated that their country currently have tools available to assist with the evaluation of internal control systems.  The most common tools currently available are checklists and general implementation guidebooks.   When asked which tool the task force should develop, the number one choice was a general implementation guidebook, followed by a statement of best practices.  

1.1.2.
General Conclusions 

Respondents to the survey all indicated the need for internal control tools, although many SAIs stated that they have certain tools already available in their countries.  The delegates agreed that rather than creating new tools, the Subcommittee should focus on making existing tools available to all SAIs through a page on INTOSAI PSC’s website (within the domain of the Subcommittee on Internal Control Standards). The Chair will send a letter to all SAIs requesting (a) (additional) material and (b) permission for publishing tools currently available in their respective countries. The letter will also be posted on INTOSAI’s website. The delegates also agreed that the Subcommittee should not perform any quality control of the material submitted by SAIs. However, it will examine whether a self-assessment-instrument could be developed that would enable SAIs to deliver high-quality material – in accordance with the guidelines.

1.2.
Survey on aspects of good governance

At the task force’s suggestion, another survey with INTOSAI members was conducted regarding governance frameworks. This survey aimed at collating additional information on the so-called external reporting on internal controls, the involvement of independent members at board level, audit committees and the role of internal audit. The answers would be used as input for a paper highlighting the best practices to be considered for the future. 

The questionnaire was sent to all INTOSAI members in the autumn of 2006. After being analysed by the SAI of Lithuania, the results of this survey were discussed at the Oman meeting and several general conclusions were drawn.

1.2.1. Results

Fifty-six of the 186 INTOSAI members responded resulting in an overall response rate of 30 percent. 

The survey showed that main terms, such as corporate governance, governing body and audit committee are misinterpreted in a number of countries.

There is a tendency to establish corporate governance structures as well as audit committees only in countries/sectors where legal arrangements require so. The situation is different as far as internal audit is concerned: there are quite a few countries who establish internal audit units even when legal arrangements do not require so.

Corporate governance structures are quite rare in central/federal government institutions and are more common to regional government institutions and corporations – this is again mainly due to regulation. Where governing bodies are established, we found that involvement of independent members in governing bodies is minor, while involvement of non-executive members (including chair of the governing body) is better. The situation is similar in audit committees: almost half of audit committees include mainly executive directors, even though best practice for audit committees is to be chaired by a non-executive management board member and to include mainly non executive or independent members.

Concerning external reporting on internal controls, there is a need for better involvement and accountability of management in this process and there is further space for developing tools for risk management in the future, as long as in less than 45 % of the countries organizations are performing it (nevertheless the rate of using results of risk management for reporting on internal controls is quite satisfactory).

Finally, turning back to internal audit, we found that evaluation of internal controls in the internal audit process is done on more or less periodic basis in 84 % of the countries. And there is still need to elaborate on further guidance for ensuring functional independence of internal auditors, as  a number of countries admitted that independence of internal audit units is not totally ensured,  mainly  because internal audit is part of the organizational structure.

1.2.2. General conclusions

Participants agreed that there is an unquestionable need for guidance on governance, mainly concerning issues of corporate governance and audit committees. Due to limitations of resources available for that work within the Subcommittee, delegates agreed to restrain from creating new guidance – instead use of existing guidance on good governance will be promoted on INTOSAI’s website (within the domain of the Subcommittee on Internal Control Standards).

Therefore it was decided to elaborate a short introductory paper on different concepts of good governance and to put this paper at the disposal of SAIs and public managers through a page on INTOSAI PSC’s website, together with a vocabulary of concepts and terms of (elements of) good governance (governing body, audit committee, internal audit). The INTOSAI members will be asked to provide the Subcommittee with available practices on those concepts.

The Chair will send a letter to all INTOSAI members (a) requesting (additional) available practices on those concepts, (b) asking permission for publishing the (already) received practices on INTOSAI’s website. The Chair will also send a letter requesting permission from organizations such as CIPFA, IFAC, etc. for publishing tools created by them and available on the internet. The letter will also be posted on INTOSAI’s website. 

2.
Presentation and discussion of a draft explanatory document to the guidelines for Internal Control Standards for the Public Sector.

These last few years in several countries there has been a perceptible shift towards a risk management implementation on the basis of the COSO Enterprise Risk Management (ERM) framework approved in 2004. The INTOSAI Guidelines for Internal Control Standards for the Public Sector are – as far as terminology is concerned – entirely consistent with the ERM framework. There was thus no reason to update the guidelines already at this stage. Nevertheless the Subcommittee task force was of the opinion that the ERM framework could be introduced as an explanatory document to the existing guidelines. This document could explain the relationship between the updated INTOSAI guidelines and the ERM-model. It would provide a high level overview of the key features of the ERM model and would provide links to the relevant detailed guidance. It would help both public management and SAIs understand and apply the ERM framework.

The SAI of the United Kingdom coordinated the activities related to this supplement and presented a draft at the Oman meeting. 
The Chair and several participants expressed some considerations on the so-called public sector perspective and the relationship between the Enterprise Risk Model and the internal control framework which serves as a basis for the INTOSAI Guidelines for Internal Control Standards for the Public Sector. In the meantime, the SAI of the United Kingdom drafted a new text ‘Further Information on Entity Risk Management’ that addressed these remarks. The new version is attached.
There was general agreement on the status of this document: it should only aim at informing the INTOSAI members of new developments in the field of internal control and not be considered as guidelines.  

3.
Presentation and discussion on a draft collaborative agreement with the Institute of Internal Auditors (IIA)

The Subcommittee members were informed about how this draft agreement came into existence. The IIA was invited to participate in the steering committee meeting of the Professional Standards Committee (PSC) (Washington, May 2006). IIA representatives gave then a clear presentation of the activities of IIA. A few days later, the representative of IIA told Mr Otbo, PSC Chair, by e-mail that IIA was more than ever committed to working with INTOSAI and to contribute to improved professionalism in government auditing and public sector governance. Mr Otbo was in favour of cooperation with IIA and asked this Subcommittee to elaborate further on the draft collaborative agreement as the Financial Audit Guidelines Subcommittee did with the Memorandum of understanding (MoU) with IFAC. This Subcommittee thus received a clear mandate to contact IIA in order to elaborate a draft MoU with that organization. Last October, the President of IIA had a meeting with the Secretary General of INTOSAI. On that occasion he re-iterated the importance of a strong working collaboration and relationship between INTOSAI and IIA. Mr Otbo was informed by the Secretary General that INTOSAI was looking forward to a close cooperation with IIA. It was agreed that the Subcommittee on Internal Control Standards would draw up a draft to be submitted for approval to the PSC steering committee.

At the Oman meeting Subcommittee members unanimously approved the text drafted by the Chair and the IIA. The text of the draft agreement is attached.

The delegates were of the opinion that this collaborative agreement was in line with a previous principle decision taken within the PSC steering committee to use to a larger extent the expertise of other standard setters and to develop standards and/or guidelines only when these were not available elsewhere (the so-called dual approach). In addition, this agreement was going along with a substrategy of goal 1 of INTOSAI's strategic plan aimed at developing partnerships with other standard setters. 

4.
Discussion on the marketing of the Guidelines for Internal Control Standards for the Public Sector

The marketing of the INTOSAI Guidelines for Internal Control Standards for the Public Sector was another item on the agenda of the Oman meeting. After taking the views of all participants it appeared that individual members had taken quite a number of initiatives in this area. The guidelines were translated into national languages and initiatives have been taken to introduce them to public managers and public auditors.
An overall plan for the implementation and the dissemination of INTOSAI standards and guidelines was also felt as an urgent need. Such a plan had already been initiated within the PSC, but the decision was eventually to wait for the Global Communication Policy to be approved. Approval by the Governing Board has now been given. This Global Communication Policy does not contain concrete measures towards the implementation and communication (to public managers) of standards and guidelines.

On behalf of the Subcommittee it was decided that the chair would ask Mr Otbo to provide room, during the next PSC Steering Committee's meeting (Bahrain, April 2007), for a discussion of the usefulness of working out a plan for the implementation and communication of INTOSAI standards within the PSC.

5.
The Subcommittee work plan for 2007-2010

With a view to drawing up the new Subcommittee work plan the chair called the delegates for proposals to be sent to him in the weeks following the meeting. He already pointed out that one of the main tasks of the Subcommittee will be to implement the decisions related to the new approach (see above point 1).


It was also decided to submit this request to the Subcommittee members that did not attend the meeting.

The chair therefore asked all Subcommittee members to make proposals by return post concerning the Subcommittee’s work plan 2007-2010. After receiving the answers the chair will submit to the members a draft work plan for comment. 

At the moment of the conclusion of this activity report, the answers of all subcommittee members had not been received yet. Therefore, a separate report will be dedicated to the work plan.

*

*    *

Finally, Subcommittee members at the Oman meeting formally recorded what activities and decisions were implemented by the PSC and found, in particular, that the new dual approach (see point 3) would lead to more efficiency within INTOSAI and would clarify the situation as far as internationally accepted standards are concerned.

All these decisions where submitted to subcommittee members for comment. At the moment of the conclusion of this activity report, the chair had only received one comment, from the SAI of Austria, concerning the draft MoU with IIA.
The chair of the Subcommittee on Internal Control Standards submits the decisions (see point 1.1.2, 1.2.2, 2 and 3 of this report) of the Oman meeting for approval by the steering committee of the PSC.
Item 13








