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1. Purpose and Objective: 

All the municipalities across Afghanistan are governed under the Municipal Law which came 
into force on the 7th of October 2000. Except for the Kabul Municipality, all the municipalities in 
Afghanistan are under the jurisdiction of the Independent Directorate of Local Governance 
(IDLG). Under the Municipal Law, the budget of the municipalities is prepared by the respective 
mayors, confirmed by the administrative councils and after being reviewed by the Ministry of 
Finance, reflected in the Central Government’s budget. All the municipal revenues are deposited 
into a special municipality account within the Central Bank of Afghanistan. All the expenditures 
as per the approved budget are incurred from the said account, only in accordance with the 
provisions of the Municipal Law, the municipalities are obliged to incur expenditure on 
provision of civic amenities and upkeep & maintenance of public places within their jurisdiction.  

The major risk factor in a municipality audit across Afghanistan is the non-availability of records 
for Assets and Liabilities. The municipalities do not follow uniform system of accounting. The 
financial statements are prepared on a cash basis ‘single entry system’. Unless action is taken to 
introduce ‘Double entry accounting system’ in municipalities after carrying out exercise for 
identification and valuation of their existing assets and liabilities, the financial health of a 
particular municipality cannot be ascertained. 

Internal auditing is an independent, objective assurance and consulting activity designed to add 
value and improve an organization’s operations. The purpose of this audit policy is to assure and 
clarify the objectives and existence of an Internal Audit Department.  In order to bring 
transparency and accountability in all operational and financial activities of the Kabul 
Municipality it is necessary to have an independent audit department.  

2. Scope: 

This policy applies to all staff working under the Internal Audit Department.  

3. Definitions: 

3.1 Add Value 

Value is provided by improving opportunities to achieve organizational objectives, identifying 
operational improvement, and/or reducing risk exposure through both assurance and consulting 
services.  

3.2 Adequate Control 

Present if management has planned and organized (designed) in a manner that provides 
reasonable assurance that the organization's risks have been managed effectively and that the 
organization's goals and objectives will be achieved efficiently and economically. 

3.3 Assurance Services  

An objective examination of evidence for the purpose of providing an independent assessment 
on risk management, control, or governance processes for the organization.  Examples may 
include financial, performance, compliance, system security, and due diligence engagements. 
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3.4 Board 

A board is an organization's governing body, such as a board of directors, supervisory board, 
head of an agency or legislative body, board of governors or trustees of a non-profit 
organization, or any other designated body of the organization, including the audit committee in 
the surroundings of KM the Administrative Council, to whom the Director General of Internal 
Audit may functionally report. 

3.5 Charter  

The charter of the internal audit activity is a formal written document that defines the activity's 
purpose, authority, and responsibility.  The charter should (a) establish the internal audit 
activity's position within the organization; (b) authorize access to records, personnel, and 
physical properties relevant to the performance of engagements; and (c) define the scope of 
internal audit activities. 

3.6 Chief Audit Executive (within KM the Director General of Internal Audit) 

This is the top position within the organization responsible for internal audit activities. Normally, 
this would be the internal audit director.  In the case where internal audit activities are obtained 
from outside service providers, the chief audit executive is the person responsible for overseeing 
the service contract and the overall quality assurance of these activities, reporting to senior 
management and the board regarding internal audit activities, and follow-up of engagement 
results.  The term also includes such titles as general auditor, chief internal auditor, and inspector 
general. 

3.7 Code of Ethics  

The Code of Ethics of The Institute of Internal Auditors (IIA) are Principles relevant to the 
profession and practice of internal auditing, and Rules of Conduct that describe behavior 
expected of internal auditors.  The Code of Ethics applies to both parties and entities that provide 
internal audit services.  The purpose of the Code of Ethics is to promote an ethical culture in the 
global profession of internal auditing. 

3.8 Compliance: 

Conformity and adherence to policies, plans, procedures, laws, regulations, contracts, or other 
requirements. 

3.9 Conflict of Interest 

Any relationship that is or appears to be not in the best interest of the organization.  A conflict of 
interest would prejudice an individual's ability to perform his or her duties and responsibilities 
objectively. 

3.10 Consulting Services 

Advisory and related client service activities, the nature and scope of which are agreed with the 
client and which are intended to add value and improve an organization's governance, risk 
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management, and control processes without the internal auditor assuming management 
responsibility.  Examples include counsel, advice, facilitation and training. 

3.11 Control  

Any action taken by management, the board, and other parties to manage risk and increase the 
likelihood that established objectives and goals will be achieved.  Management plans, organizes, 
and directs the performance of sufficient actions to provide reasonable assurance that objectives 
and goals will be achieved. 

Control Systems Involve  

 

 

3.12 Control Environment 

The attitude and actions of the board and management regarding the significance of control 
within the organization. The control environment provides the discipline and structure for the 
achievement of the primary objectives of the system of internal control.  The control 
environment includes the following elements: 

• Integrity and ethical values.  

• Management's philosophy and operating style.  

• Organizational structure.  

• Assignment of authority and responsibility.   

• Human resource policies and practices.  

Identification 
of Risk  

Development 
of Internal 
Controls  

Development 
of Internal 
Audit  

Internal Control & 
Audit 
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• Competence of personnel.  

3.13 Risk 

The possibility of an event occurring that will have an impact on the achievement of 
objectives.  Risk is measured in terms of impact and likelihood. 

3.14 Risk Management 

A process to identify assesses, manage, and control potential events or situations, to provide 
reasonable assurance regarding the achievement of the organization's objectives. 

4. Responsibilities: 

4.1 The purpose, authority, and responsibility of the internal audit activity must be formally 
defined in an internal audit charter, consistent with the Definition of Internal Auditing, the 
Code of Ethics, and the Standards. The DG of Internal Audit must periodically review the 
internal audit charter and present it to senior management and the board [Mayor/ 
Administrative Council] for approval. 

4.2 The nature of assurance services provided to the organization must be defined in the internal 
audit charter.  If assurances are to be provided to parties outside the organization, the nature 
of these assurances must also be defined in the internal audit charter. 

4.3 The nature of consulting services must be defined in the internal audit charter. 

4.4 The internal audit activity must be independent, and internal auditors must be objective in 
performing their work. 

“To achieve the degree of independence necessary to effectively carry out the responsibilities of 
the internal audit activity, the DG of IAD has direct and unrestricted access to senior 
management and the board [Mayor/ Administrative Council]. This can be achieved through a 
dual-reporting relationship”  

4.5 The DG of IAD must communicate and interact directly with the board [Mayor/ 
Administrative Council]. 

4.6 The DG of IAD must report to a level within the organization that allows the internal audit 
activity to fulfill its responsibilities. The DG of IAD must confirm to the board [Mayor/ 
Administrative Council], at least annually, the organizational independence of the internal 
audit activity. The internal audit activity must be free from interference in determining the 
scope of internal auditing, performing work, and communicating results. 

4.7 Internal auditors must possess the knowledge, skills, and other competencies needed to 
perform their individual responsibilities. The internal audit activity collectively must possess 
or obtain the knowledge, skills, and other competencies needed to perform its 
responsibilities. 

4.8 Knowledge, skills, and other competencies is a collective term that refers to the professional 
proficiency required of internal auditors to effectively carry out their professional 
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responsibilities. Internal auditors are encouraged to demonstrate their proficiency by 
obtaining appropriate professional certifications and qualifications, such as the Certified 
Internal Auditor designation and other designations offered by The Institute of Internal 
Auditors and other appropriate professional organizations. 

4.9 Internal auditors must have an impartial, unbiased attitude and avoid any conflict of interest. 
Conflict of interest is a situation in which an internal auditor, who is in a position of trust, has 
a competing professional or personal interest. Such competing interests can make it difficult 
to fulfill his or her duties impartially. A conflict of interest exists even if no unethical or 
improper act results. A conflict of interest can create an appearance of impropriety that can 
undermine confidence in the internal auditor, the internal audit activity, and the profession. A 
conflict of interest could impair an individual's ability to perform his or her duties and 
responsibilities objectively. 

4.10. If independence or objectivity is impaired in fact or appearance, the details of the 
impairment must be disclosed to appropriate parties.  The nature of the disclosure will 
depend upon the impairment. 

4.11. The DG of IAD must establish risk-based plans to determine the priorities of the internal 
audit activity, consistent with the organization’s [KM’s] goals. 

4.12.The internal audit activity’s plan of engagements must be based on a documented risk 
assessment, undertaken at least annually. The input of senior management and the board 
[Mayor/ Administrative Council] must be considered in this process. 

4.13.The DG of IAD should consider accepting proposed consulting engagements based on the 
engagement’s potential to improve management of risks, add value, and improve the 
organization’s operations. Accepted engagements must be included in the plan. 

4.14.The DG of IAD must communicate the internal audit activity’s plans and resource 
requirements, including significant interim changes, to senior management and the board 
[Mayor/ Administrative Council] for review and approval. The DG of IAD must also 
communicate the impact of resource limitations [if any]. 

4.15.The DG of IAD must report periodically to senior management and the board [Mayor/ 
Administrative Council] on the internal audit activity’s purpose, authority, responsibility, 
and performance relative to its plan. Reporting must also include significant risk exposures 
and control issues, including fraud risks, governance issues, and other matters needed or 
requested by senior management and the board [Mayor/ Administrative Council]. 

4.16.The DG of IAD must establish and maintain a system to monitor the disposition of results 
communicated to management. The DG of IAD must establish a follow-up process to 
monitor and ensure that management actions have been effectively implemented or that 
senior management has accepted the risk of not taking action. 

4.17.The internal audit activity must monitor the disposition of results of consulting engagements 
to the extent agreed upon with the client. 
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4.18.The internal audit activity must evaluate the effectiveness and contribute to the 

improvement of risk management processes. Determining whether risk management 
processes are effective is a judgment resulting from the internal auditor’s assessment that:  

• Organizational objectives support and align with the organization’s mission; 

• Significant risks are identified and assessed; 

• Appropriate risk responses are selected that align risks with the organization’s risk 
appetite; and 

• Relevant risk information is captured and communicated in a timely manner across the 
organization, enabling staff, management, and the board to carry out their 
responsibilities. 

4.19.Risk management processes are monitored through ongoing management activities, separate 
evaluations, or both. 

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

4.21.The internal audit activity must evaluate the adequacy and effectiveness of controls in 
responding to   risks within 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; and 

• Compliance with laws, regulations, and contracts. 

4.22.The DG of IAD must obtain competent advice and assistance if the internal auditors lack 
the knowledge, skills, or other competencies needed to perform all or part of the 
engagement. Internal auditors must have sufficient knowledge to evaluate the risk of fraud 
and the manner in which it is managed by the organization, but are not expected to have the 
expertise of a person whose primary responsibility is detecting and investigating fraud. 
Internal auditors must have sufficient knowledge of key information technology risks and 
controls and available technology-based audit techniques to perform their assigned work. 
However, not all internal auditors are expected to have the expertise of an internal auditor 
whose primary responsibility is information technology auditing. The DG of IAD must 
decline the consulting engagement or obtain competent advice and assistance if the internal 
auditors lack the knowledge, skills, or other competencies needed to perform all or part of 
the engagement. The internal audit activity must assess whether the information technology 
governance of the organization sustains and supports the organization’s strategies and 
objectives. 
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4.23.The DG of IAD must develop and maintain a quality assurance and improvement program 

that covers all aspects of the internal audit activity. A quality assurance and improvement 
program is designed to enable an evaluation of the internal audit activity’s confirmation with 
the Definition of Internal Auditing and the Standards and an evaluation of whether internal 
auditors apply the Code of Ethics. The program also assesses the efficiency and 
effectiveness of the internal audit activity and identifies opportunities for improvement. The 
quality assurance and improvement program must include both internal and external 
assessments.  

5. Internal Audit Standard Process  

The following flowchart indicates the standard internal audit process  
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Initial Consideration 

Planning the Audit 

Performing the Audit and 
Gathering Evidence 

 

Evaluating Evidence and Forming 
Conclusions 

 

Reporting 

• Determine compliance audit objective and scope. 
• Consider principles with ethical significance (e.g independence 

and objective) 
• Ensure quality control procedures in place. 

 
•  Determine parties involved/legal basis 
• Identify subject matter and criteria 
• Understanding the entity and its environment 
• Develop audit strategy and plan 
• Understand internal control 
• Establish materiality for planning purposes 
• Assess risk 
• Plan audit procedures to enable reasonable assurance 

  
•  Gathering evidence through various means  
• Continually update planning and risk assessment 
• Ongoing documentation, communication and quality control 
• Consider non-compliance that may indicate suspected unlawful 

acts 

• Evaluate whether sufficient appropriate evidence obtained 
• Consider materiality for reporting purposes  
• Form conclusions 
• Obtain written representations as necessary 
• Address subsequent events as necessary 
  

• Prepared report 
• Include recommendations and responses from entity as 

appropriate 
• Follow-up previous reports as necessary  
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6. Policy Exemptions 

Internal audit activities are performed in diverse legal and cultural environments; within 
organizations that vary in purpose, size, complexity, and structure; and by persons within or 
outside the organization. While differences may affect the practice of internal auditing in each 
environment, compliance with the International Standards for the Professional Practice of 
Internal Auditing (Standards) is essential if the responsibilities of internal auditors are to be met. 
If internal auditors are prohibited by laws or regulations from complying with certain parts of the 
Standards, they should comply with all other parts of the Standards and make appropriate 
disclosures. 

7. Consequences of Violations 

Willful or blatant violation of this policy may result in disciplinary action. 

Refer to Disciplinary policy of Kabul Municipality 

8. Policy Evaluation 

This policy should be regularly evaluated to ensure it is enabling and effectively moving Kabul 
Municipality towards its sustainability goal. 

9. Policy Enforcement  

The contents of this policy are enforceable after His Excellency the Mayor’s approval   
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