Case-exercise Risk Assessment as a basis for Audit Planning
1. Description of Ministry X

Ministry X is responsible for planning, delivery and reporting of the following policies and associated tasks:

1. Construction of road transport infrastructure
2. Regulation of traffic on the road infrastructure

3. Issuance of car driving licenses

4. Protection of the environment (water, soil, air) from the impact of the road infrastructure

The political hierarchy of Ministry X consists of the Minister and three deputy ministers (see the scheme). The deputy ministers have their own specific policy and organisation roles and responsibilities. 
The organisation of Ministry X scheme shows three main (policy) divisions: 
· Directorate General Road Infrastructure;

· Directorate General Road Traffic Regulation; and 
· Directorate General Environment. 
The Ministry and its Directorate Generals also have the following “arm-length” executive Agencies:

· The Agency of road building and maintenance;

· The Agency of traffic patrol and control: and 
· The Agency of driving licences exams and licence issuing. 
The DG environment does not have a specific Agency as the executive tasks are performed within the DG environment. 
Investments, subsidies and regulations (sanctions) are the typical policy responsibilities of the Ministry.
The most significant investment activity is the construction of a new tunnel through a mountain range that separates the capital from the agricultural interior. The construction project will take 5 years (2015-2020) to complete and is estimated to cost 75 million Euro. The construction contract will be awarded using an open international tender procedure. 

The highest level of subsidies by the ministry is via money paid to landowners for planting of trees along the main roads to compensate for the impact of air pollution caused by road transport. 
Annually 5 million Euro allocated for this subsidy however, the demand for this subsidy substantially exceeds the available budget. The subsidies are committed on the basis of first (application) in, first (commitment) out. The Court of Auditors consistently reports significant abuse and misuse of this subsidy scheme.
Ministry X has an Internal Audit department comprising a head of unit and 7 professional staff. The internal audit department was established 4 years ago through transforming the former department of Internal Financial Inspection into an internal audit department. 
Audits of the Financial Statements of the Ministry are performed by auditors from the private sector and by the Court of Auditors.
The Ministry has the following support service departments: 
· Legal affairs;

· Procurement; 
· ICT; 
· Budget affairs; 
· Accounting; 
· Personnel; 
· Document management; and 
· Strategic management and planning.
In total, the Ministry employs 250 people, and these are distributed as follows: 
· DG road infrastructure 20.
· DG road traffic regulation 20. 
· DG environment 25. 
· Agency of road building and maintenance 75. 
· Agency of traffic patrol and control 50. 
· Agency of driving licences exams and licence issuing 20. 
Therefore, 210 personnel are employed in the operational activities of the Ministry and the remaining 40 provide support services in for example Internal Audit department (4),  Budget Affairs (5), accounting and reporting (10) and ICT-department (5).
The (cash-based) budget expenditure allocation of the Ministry for the year 2013 is 250 million Euro.
The budget contains 400 expenditure lines. There is no use of programme or project based-budgeting. 
The three-policy sectors of the Ministry have on-going and new programmes that are up-dated annually and are then approved by the Cabinet of Ministers.  These programmes show the multi-year estimates of expenditure needed to complete these programmes. The budget lines are linked to the expenditures of the organizational units and are not based on sector programmes.
2. Characteristics of the Internal Financial Control Environment of the Ministry.
The Ministry of Finance and the State Treasury perform numerous ex-ante and ex-post controls on the expenditures of Ministry X.

The preparation of the budget of Ministry X is regulated by strict procedural rules issued by the Ministry of Finance. 
The preparation of the annual budget is a based almost exclusively on an incremental basis.

The State Control and Revision Organization (Financial Inspection) performs extensive ex-post controls to ensure compliance of all expenditures with the budget-law, other laws and regulations.

The SAI examines the financial accounting and financial reporting of the Ministry and performs some performance audits.

The top (DG’s) and middle managers (heads of divisions and agencies) are responsible for the execution of the budgets, policy and tasks in conformity with the laws and rules. 
They are according to the laws and rules in force, personally responsible and liable for improper spending and budget execution. 
Lower management levels and other believe that they are only responsible for the completion of activities and tasks assigned to them by top and middle levels of management. 
The higher level of Planning & Control consists of weekly meetings of the deputy ministers with the Minister.  These are followed by weekly meeting between the respective deputy ministers and   the DG. The agenda of these meetings is governed by the immediate and current needs and circumstances of Ministry X. Ministry X do not have an Audit Committee.
Control of the budget (commitments and cash) is from the perspective of the political hierarchy and the DG’s the responsibility of the middle managers (head of divisions and agencies).  These middle managers are expected to operate expenditure management and reporting within the control framework established by the Ministry of the Finance and the State Treasury.

The political and executive management is primarily concerned on compliance with the rules and regulations established for the management and reporting of public expenditures. 
The Ministry is hierarchically managed and the management style is bureaucratic. Controls are all of physical detect nature. 
Key policy, policy execution and procurement are made almost exclusively by the Minister with limited delegation to one of the 3 deputy ministers. 
The political hierarchy is prone, when it suits their purpose, to overrule the existing rules and procedures to manage and control finance and non-finance decisions within Ministry X. 
In addition, the political hierarchy has a significant input into human resource decisions (hiring, promotion, firing, training, study visits, salary). 
The political hierarchy of Ministry X has changed frequently however this has not resulted in major disruption to the senior executive management team of Ministry X.  This has resulted in a degree of executive management continuity of the administrative processes.  The majority of the senior executive managers have considerable years of experience in the civil service and are conversant with the rules and regulations governing financial and administrative processes.

In general the civil servants behave ethically when it comes to the management and reporting of public expenditures.  All civil servants in Ministry X signed a code of conduct when they were appointed. 
There are numerous physical detect type controls built into and around the administrative processes of the Ministry and its constituent parts. Some of these processes are described in great detail others were partially described whilst others were not described at all.
Standards for internal control and for internal auditing are issued by the Ministry of Finance.

The Ministry and the DG’s have 3-year rolling strategic programmes and these are revised as and when required.  The current strategic programmes describe the political ambitions of the Ministry. Currently there are no annual implementation action plans to manage the DG implementation of the strategic policy priorities of Ministry X.
The Agency of road building and maintenance has a strategic plan for the period 2012-2013 and also prepared yearly implementation action plans. These plans have been discussed with DG Road Infrastructure. The Agency of road building and maintenance is in a process of modernizing its management and business processes and is being advised by a private consulting company in implementing these changes. The Agencies of traffic patrol and control; and of driving licences exams and licence issuing continue to perform their tasks in a routine and a semi-autonomous way. 

The annual reports of Ministry X for Parliament and the public sum up in great detail the activities performed by the Ministry and its divisions.

3. Assignment:
1. Determine the audit universe by studying the material and seek additional information by performing short interviews with management (5 minutes per interview: Minister and 4 DG’s) Use the attention point under section 31. of the guide as a guideline to streamline your interviews;

2. Based on the information from the interviews and the case description: determine the most important auditable objects within the audit universe (prioritize);

3. Make an outline for the categorization of risks within the prioritized auditable objects;
4. Determine together with your audit team the obvious risks that you see;
5. Determine the criteria to assess impact and likelihood;

6. Prepare a risk assessment workshop with management (1 manager for each group)

7. Execute a risk assessment with 1 manager;

8. Share the results plenary.
