[image: image3.jpg]



CHAMROEUN - MICROFINANCE SERVICES
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Internal Control Memorandum


INTERNAL AUDITOR MEMORANDUM

Role of Internal Audit

· To assess the quality and the efficiency of the internal control system

· To check the implementation of procedures and instructions

· To suggest improvements and follow his/her own recommendations

· To guarantee information of hierarchy by reporting on significant points of the internal control. 

Mission of the Internal Audit

· To assess the quality and the efficiency of the internal control system

The first step of assessment of the internal control system is the planning of the missions. The Internal Auditor establishes risk-based plans to determine the priorities of the internal audit activity, consistent with the organization's goals.

The input of senior management has to be considered at this step.

In case of specifics engagement requested by the Program Director, they should be included in the plan.

The Internal Auditor should communicate the modified internal audit activity's plans to the management and to the Program Director for review and then for approval.

The Internal Auditor will establish policies and procedures to guide the internal audit activity.

The Internal Auditor should report periodically to the Program Director and management on the internal audit activity's purpose, authority, responsibility, and performance linked to the plan.  Reporting should also include significant risk exposures and control issues, corporate governance issues, and other matters needed or requested by the Program Director and senior management.

· To check the implementation of procedures and instructions

The internal audit activity should evaluate the risk management, the controls implementation, and the governance processes using a systematic and disciplined approach.

Risk Management

The internal audit activity should assist the organization by identifying and evaluating significant exposures to risk and contributing to the improvement of risk management and control systems.

First, the internal audit activity should monitor and evaluate the effectiveness of the organization's risk management system.

The internal audit activity should evaluate risk exposures relating to the organization's governance, operations, and information systems regarding the

· Reliability and integrity of financial and operational information. 

· Effectiveness and efficiency of operations. 

· Safeguarding of assets. 

· Compliance with laws, regulations, and contracts. 

In case of specific engagements, internal auditor should assess the risk linked to the engagement's objectives and be alert to the existence of other significant risks.
Controls

The internal audit activity is to assist the organization in maintaining effective controls by evaluating their efficiency and by promoting continuous improvement.

Based on the results of the risk assessment, the internal audit activity is to evaluate the adequacy and effectiveness of controls encompassing the organization's governance, operations, and information systems.  This should include:

· Reliability and integrity of financial and operational information. 

· Effectiveness and efficiency of operations. 

· Safeguarding of assets. 

· Compliance with laws, regulations, and contracts. 

· The Internal Auditor should check if the operating and program goals and objectives have been established in accordance to those of the organization.

· The Internal Auditor should review operations and programs to check if the results are consistent with established goals and objectives. In this way, the internal auditor is able to determine whether operations and programs are being implemented or performed as intended.

· Adequate criteria are needed to evaluate controls.  The Internal Auditor should work with management to develop appropriate evaluation criteria to measure whether objectives and goals have been accomplished.

· In case of specific engagements, the Internal Auditor should address controls consistent with the engagement's objectives and be alert to the existence of any significant control weaknesses.

Governance
The internal audit activity should assess and make appropriate recommendations for improving the governance process in its accomplishment of the following objectives:

· Promoting appropriate ethics and values within the organization. 

· Ensuring effective organizational performance management and accountability. 

· Effectively communicating risk and control information to appropriate areas of the organization. 

· Effectively coordinating the activities of the program and communicating information among the Program Director, external and internal auditors and management. 

The internal audit activity should evaluate the design, implementation, and effectiveness of the organization's ethics-related objectives, programs and activities. 

Engagement planning

Internal auditors should develop and record a plan for each engagement, including the scope, objectives, timing and resource allocations.

When planning the engagement, internal auditors should consider:

· The objectives of the activity being reviewed and the means by which the activity controls its performance. 

· The significant risks to the activity,  resources, and operations and the means by which the potential impact of risk is kept to an acceptable level. 

· The adequacy and effectiveness of the activity's risk management and control systems compared to a relevant control model. 

· The opportunities for making significant improvements to the activity's risk management and control systems. 

Objectives should be established for each engagement. Internal auditors should conduct a preliminary assessment of the risks relevant to the activity under review.  Engagement objectives should reflect the results of this assessment. 

The internal auditor should consider the probability of significant errors, irregularities, noncompliance, and other exposures when developing the engagement objectives.

http://www.theiia.org/guidance/standards-and-practices/professional-practices-framework/standards/standards-resources/?C=820&i=2397
The established scope should be sufficient to satisfy the objectives of the engagement and should include consideration of relevant systems, records, personnel, and physical properties.

The Internal Auditor should develop work programs that achieve the engagement objectives. 

Programs should establish the procedures for identifying, analyzing, evaluating, and recording information during the engagement. The work program should be approved prior to its implementation, and any adjustments approved promptly. 

http://www.theiia.org/guidance/standards-and-practices/professional-practices-framework/standards/standards-resources/?C=820&i=2400
· To suggest improvements and follow his/her own recommendations

The Internal Auditor should identify, analyze, evaluate, and record sufficient information to achieve the engagement's objectives. The results and the conclusions have to be based on appropriate analyses and evaluations. That is why each relevant information should be recorded.

http://www.theiia.org/guidance/standards-and-practices/professional-practices-framework/standards/standards-resources/?C=820&i=2403
· To guarantee information of hierarchy by reporting on significant points of the internal control. 

Communications should include the engagement's objectives and scope as well as applicable conclusions, recommendations, and action plans. Final communication of engagement results should contain the internal auditor's overall opinion and/or conclusions.

Communications should be accurate, objective, clear, concise, constructive, complete, and timely.

If a final communication contains a significant error or omission, the Internal Auditor should communicate corrected information to all parties who received the original communication.

When the audit mission comes to an end, a meeting will be organized between the internal auditor and the audited staff (Branch Managers and Operation Manager, Financial Manager for the Head Office, Program Director). The audited staff and the Program Director will be informed of any significant conclusion and on the linked recommendations. These ones must correct or improve the deficiencies. 

At this point, the audited staff and the Program Director can express and discuss on their disagreement. 

The proposed corrective actions must be planned.

A summary of the audit conclusion will be prepared and presented to the audited staff and to the Program Director. 

The final Audit report will be sent to the Program Director. 

Means of the Internal Audit

One person will be in charge of internal audit from July 2007.

The internal audit activity has to be independent. The internal auditors should be objective in performing their work. They own no responsibility on the activities and have no authority on the audited staff. However, they keep any authority to analyze the rules and procedures. 

Internal auditors are expected to apply the following principles:

· Integrity

The integrity of the internal auditor establishes trust and thus provides the basis for reliance on their judgment.

The internal auditors:

· Shall perform their work with honesty, diligence, and responsibility.

· Shall observe the law and make disclosures expected by the law and the profession.

· Shall not knowingly be a party to any illegal activity, or engage in acts that are discreditable to the organization.

· Shall respect and contribute to the legitimate and ethical objectives of the organization.

· Objectivity

Internal auditors exhibit the highest level of professional objectivity in gathering, evaluating, and communicating information about the activity or process being examined. Internal auditors make a balanced assessment of all the relevant circumstances and are not unduly influenced by their own interests or by others in forming judgments.

The internal auditors:

· Shall not participate in any activity or relationship that may impair or be presumed to impair their unbiased assessment. This participation includes those activities or relationships that may be in conflict with the interests of the organization.

· Shall not accept anything that may impair or be presumed to impair their professional judgment.

· Shall disclose all material facts known to them that, if not disclosed, may distort the reporting of activities under review.

· Confidentiality

Internal auditors respect the value and ownership of information they receive and do not disclose information without appropriate authority unless there is a legal or professional obligation to do so.

The internal auditors:

· Shall be prudent in the use and protection of information acquired in the course of their duties.

· Shall not use information for any personal gain or in any manner that would be contrary to the law or detrimental to the legitimate and ethical objectives of the organization.

· Competency

Internal auditors apply the knowledge, skills, and experience needed in the performance of internal auditing services.

The internal auditors:

· Shall engage only in those services for which they have the necessary knowledge, skills, and experience.

· Shall perform internal auditing services in accordance with the International Standards for the Professional Practice of Internal Auditing.

· Shall continually improve their proficiency and the effectiveness and quality of their services.

· Should have sufficient knowledge to identify the indicators of fraud but are not expected to have the expertise of a person whose primary responsibility is detecting and investigating fraud.

· Should have knowledge of key information technology risks and controls and available technology-based audit techniques to perform their assigned work.  

· Professional Care

The internal auditors should apply the care and skill expected of reasonably prudent and competent internal auditors.  Due professional care does not imply infallibility.

The internal auditors should exercise due professional care by considering the:

· Extent of work needed to achieve the engagement's objectives. 

· Relative complexity, materiality, or significance of matters to which assurance procedures are applied. 

· Adequacy and effectiveness of risk management, control, and governance processes. 

· Probability of significant errors, irregularities, or noncompliance. 

· Cost of assurance in relation to potential benefits. 

An important cooperation from the audited staff has to be expected to conduct an efficient audit. The lack of cooperation should be noticed in the final Audit Report. 

Finally, the audit should not be conducted in a penalty feeling but as a way of improvement of the processes and a respect of the pre-determined policies. 

JOB DESCRIPTION

Internal Auditor (IA)

Responsibilities:

The IA is in charge of drawing up and performing the internal audit action plan. 

He/She is responsible for the following:

· To assess the quality and the efficiency of the internal control system

· To check the implementation of the procedures and the instructions with controls on the operational and support process

· To suggest improvements and follow his/her own recommendations

· To guarantee information of hierarchy by reporting on significant points of the internal control. 

Tasks:
Assessment of the quality and efficiency of the internal control system

· Designs the audit plan including the different levels of priority, procedures updates and controls to perform. 

· Leads specific missions requested by the Program Director.

Controling the good application of procedures

· Together with the Program Director, determines the objective of the mission after the risk assessment

· Controls and examines the good implementation of the defined procedures

· Examines and controls the realty of the assets (cash and tangible assets)

· Examines the information systems used and make sure there is no malfunctioning

Improvements suggestion

· Analyses the documented findings and suggest improvements to the management

· Follows up his/her own recommendations but also recommendations from the external auditor

Reporting to the hierarchy

· Writes the Result Summaries and Internal Audit Reports to communicate to the Program Director

· Communicates the results of the audit to the audited departments and to the management 

· Operates as support of the management for external auditors interventions

Reports to:  Program Director
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