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FOREIGN EXPERIENCE OF INTERNAL AUDIT IN STATE BODIES

Kanapina A.B.
2nd year doctoral student of the EP "State Audit"
L.N. Gumilyov Eurasian National University, Astana,
Republic of Kazakhstan
E-mail: kanapina.aziza@gmail.com

Abstract. The article discusses the features of the organization and conduct of
internal audit in government bodies of foreign developed countries. The characteristic
features and methods of conducting internal audits of state bodies are disclosed. The
tools for the implementation of state programs aimed at implementing the strategic
development priorities of countries and ensuring the national security of such foreign
countries as the Netherlands and South Korea have been identified. In the modern
world of actively developing countries, there is a widespread tendency to delegate and
uphold the principle of independence. Analysis of internal audit systems in the public
sector of European and Asian countries once again proved the priority of information
technology in the country's economic processes. On the example of the Republic of
Korea, one can observe the high efficiency of the activities of internal state audit bodies
through the introduction of a system for the exchange of digitized information between
ministries.

Key words: state audit, internal audit in state bodies, internal audit service, audit
delegation, performance audit, audits, internal audit bodies.

AHHOTanms. Makanajza JaMbplfaH IIeT eJJepAiH MEMJICKETTIK OpraHaapbIHa
1K1 ayauTTI YHBIMIACTBIPY JKOHE IKYPri3y epeKIIeNiKTepl KapacThIPbLIFaH.
MeMmJIeKeTTIK OpraHIapbIH 11Kl ayUTIH KYPTi3y/IiH CUTIATTaMAIBIK €PEKIIeITIKTEP1
MEH ojicTepi ambUIafbl. Engepaid cTpaTerwsuiblK JgaMy OachIMABIKTAPBIH iCKE
aceIpyra xoHe Hunepnanael, OHTYCTIK KOpes CHAKTHI eT MEMJIEKETTEPIIH YITTHIK
KayIIci3iriH KaMTaMachl3 eTyre OarbITTaJlFaH MEMJICKETTIK OarmapiaMalapibl iCKe
aceIpy Kypayliapbl alKbIHAQIIBI. beaceHl MaMbil Keie KaTKaH eJJIepIiH Kas3ipri
QNIEMIHZIe TOYEJCI3MIIK MPUHIUIIIH Oepy >KoHe Kojaay yplici KeH TapairaH. Eypoma
XKoHe A3us eNIepiHiH MEMIICKETTIK CEKTOPBIHAAFHI 1Kl ayIuT KYHeIepiH Tangay
eNJIIH DKOHOMUKAIBIK polecTepinae aKMnapaTThIK TEXHOJIOTUSIJIAP AbIH
0achIMABUIBIFBIH TaFbl Oip peT monenneni. Kopes PecnmyOiamkachIHBIH MBICATBIHAA
MUHHUCTPIIIKTEDP apachiHa MUQpIaHFaH aKmapaT aaMacy KYHeCiH eHri3y apKbUIbI 1IIKi
MEMJIEKETTIK ayJIUT OpraHaaphbl KbI3METIHIH JKOFapbl THIMAUTIrIH Oalikayra 60mambl.

Tyiiin ce3aep: MEMJIECKETTIK ayUT, MEMJICKETTIK OpraHaapJarbl iIIKi aymauT,
K1 ayJIUT KBI3MET1, ayJAUTOPIBIK Jeeranus, THIMIUTIK ayJanTi, ayauT, 1Ki ayauT
oprasaapsl

AHHOTanus. B crathe paccMOTpeHbl 0COOEHHOCTH OPraHU3aIMU U MPOBEICHUS
BHYTPEHHETO ayJuTa B TOCYJApCTBEHHBIX OpraHax 3apyOeKHbIX Pa3BUTBIX CTPaH.
PaCKpBITBI XapaKTCPHBIC 0COOEHOCTH U MCTOAUKHU ITPOBCACHNA BHYTPCHHUX IIPOBCPOK
rocyaapCTBCHHBIX OpraHoOB. OnpeneﬂeHH HHCTPYMCHTBI pcain3annu
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FOCYIapCTBEHHBIX MIPOrpaMM, HAMNPAaBICHHBIX Ha pealn3alUI0 CTPATErHYECKUX
MIPUOPUTETOB PA3BUTHUS CTPAaH M OOECIEYEHHE HAMOHAIBHOW 0€30MacHOCTU TaKHUX
3apyOexxHbix cTpaH kak Hwunepmanner u IOxnas Kopes. B coBpemMeHHOM Mmupe
AKTUBHO DPa3BUBAIOILMXCS CTPAH PacCHpPOCTPAHEHA TEHICHLUS K IEIECTMpPOBAHUIO U
OTCTAMBAaHHUIO NPUHLMUIIA HE3aBUCHUMOCTH. AHAJIN3 CUCTEM BHYTPEHHErO ayJauTa B
rOCYJapCTBEHHOM CeKTOpe EBpomnelckux n A3WaTCKUX CTpaH JUIIHUK pa3 JAoKazall
MPUOPUTETHOCTh HMH(DOPMAIMOHHBIX TEXHOJOTMI B HSKOHOMHUYECKUX Ipoleccax
ctpanbl. Ha npumepe Pecny6nuku Kopen MoOxHO HaOII0gaTh  BBICOKYIO
3¢ (PEKTUBHOCTh JEATEIBHOCTH OPraHOB BHYTPEHHETO IOCYJAapCTBEHHOTO ay/IuTa 3a
CUeT BHEJPEHHs cHUCTeMbl oOMeHa ouudpoBaHHON HHOpManuen Mexay
MHUHUCTEPCTBAMH.

KiroueBble cJjioBa: TOCYJapCTBEHHBIM ayJIWT, BHYTPEHHHU ayIuT B
rOCy/IapCTBEHHBIX OpraHax, CiIyx0a BHYTPEHHEro ayAuTa, JIeJerMpoBaHUE ayJ/UTa,
ayauT 3¢(HEeKTUBHOCTH, Ay AUTOPCKHUE MPOBEPKHU, OpraHbl BHYTPEHHETO ay/IUTa.

Public audit has always been seen as an integral part of public financial
management and increasingly as a tool to improve the efficiency of the public sector.
The audit covers a wide range of activities with different objectives. Initially, it was a
mechanism that guaranteed the government and its ministries, as well as the legislature,
the receipt and expenditure of public funds in accordance with the laws.

Although internal audit and external audit face similar challenges, the latter is
usually given the most attention. Recently, however, there has been an increased
interest in the functions of internal audit. In many developed and advanced countries,
the need for better accountability and greater transparency in government has led to a
need for more information about government programs and services.

This article provides a brief overview of the internal audit system of public
authorities in the Netherlands and South Korea, revealing the variety of models and
methods of internal public audit. Both countries are a vivid example of countries with
a stable and developed economy, whose example and experience can help our Republic
reach a new level of internal audit in government bodies.

In recent years, a number of countries have refocused internal audit from
compliance to performance issues. In Anglo-Saxon and northern Europe, the focus was
on the introduction of performance-based budgeting, linked to a new approach to
public administration, focusing on performance rather than compliance, and using a
more decentralized approach. Others have established internal performance review
departments separate from internal audit. In continental Europe, with a much stronger
legal tradition, there is more emphasis on pre-compliance audits, which are often
carried out primarily through central agencies.

As for the Asian model of the functioning of internal audit in government bodies,
it is very technological and interesting. Along with the main principle of independence
Is delegation. Also, the country has introduced a system of digitalization of information
exchange between state bodies.

Netherlands
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Internal audits have two main tasks: legislative and advisory. Financial and
operational audit is applied at three organizational levels under the Decree of the
Ministry of Finance: strategic level, operational level and activity and transaction level.
Checks whether the central government of the Netherlands is spending public funds
economically, efficiently and effectively. Our statutory task is to audit the revenues
and expenditures of the central government. Parliament can use our audit report to
relieve the government of the responsibility for policy implementation. The
Netherlands has 11 ministries, five of which have internal audit services. There are two
common service centers for internal audit, one for two ministries and one center
responsible for state control.

For reasons of efficiency, all internal audit offices have been merged since 2012.
Thus, the Internal Audit Directorate reports hierarchically to the Director General of
the Ministry of Finance and the Minister of Finance, but functionally reports directly
to the Director General and the relevant Minister. The most important elements of the
internal audit charter, such as independence, scope, responsibility, authority, and
internal audit standards, are regulated by by-laws.

Twenty of our 40 audits were part of the 2018 accountability audit. This
accountability audit report is published in May of each year. It consists of a series of
reports in which we assess the performance of the central government. Each of these
reports focuses on a specific chapter of the central government budget for the past year.

Since 2015, ministers have accepted, on average, 62% of the recommendations
of the Accounts Chamber. However, this percentage fluctuates greatly from year to
year and has fallen sharply since 2018. The Court tracked ministerial reactions to the
audit results in its Progress Meter from 2015 to 2020.

Over the past 6 years, the Court has made 590 recommendations in dozens of
audits. In response, the ministers gave 366 commitments. The commitment percentage
varies greatly from minister to minister. 5 ministers pledged to implement at least 67%
of the recommendations. The ministers of foreign trade and development cooperation,
as well as education, culture and science, accepted less than 40%.

[ u]
[=1

2015 2016 2017 2018 201

[i=]
wd
wd

]

— AyEr EEE pErCEMtage of Commitments =ge= &nnual percentage of commitments

Figure 1. Average percentage of commitments (2015-2020)
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The Accounts Chamber also checked whether the ministers had indeed taken
action. Every two years he asked ministries to report on the measures they had taken
In response to his recommendations. It turned out that 58% of initiatives were
implemented, and 33% have already been completed. The analysis also showed that
ministers sometimes made no commitments but nevertheless took action in response
to the findings of the Court's scrutiny. In light of this, 72% of the recommendations
resulted in action.

Korea

In Korea, public sector audit includes external audit by BAI and internal audit
by internal audit bodies. BAI is Korea's Supreme Audit Institution established by the
Constitution and the BAI Law. Internal audit bodies are established within the
framework of central administrative bodies, local government bodies or public
Institutions in accordance with article 5 of the Public Sector Audit Law and the
organizational plan provisions of each of the above bodies.

However, BAI and internal audit bodies agree that there are several barriers
when it comes to public sector accountability.

Internal audit bodies lack the independence and authority to closely oversee and
control the organizations to which they belong. The BAI has too limited a staff to
effectively prevent and control corruption and deviance in the public sector.According
to the medium -term plan for managing social security funds for 2019-2023, in the
period from 2019 to 2022, employment insurance deficiency is predicted, and from
2023 a deficit of pensions for teachers of private schools. There are presented audit
findings by eight different types in 2021 on the figure 3.

Audit findings by type

Accuasation | 7
Notification |

Recommendation = 1

Improvement | 6

warning |
Correction [JEl
Discipline/reprimand | EEH
I 12

Judgement on liability

0 100 200 300 400 500 600 700 800 900
Figure 2. Audit findings by type

As is shown on the graph, most of the share of audit findings is occupied by
notifications and warnings, next is discipline and corrections. To eradicate the root
cause of recurrent irregularities among local governments, BAI conducted audits on
the central administrative agencies and upper-level governments. Based on its audit
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findings, BAI requested the Minister of Interior and Safety, in charge of local
government affairs, to improve the standard local tax information system and local
financial management system. There are number of audited entities and personnel of
audited entities on the figure 3.

NUMBER OF AUDITED ENTITIES (1,601)

H Central gov agencies (4%) Local gov agencies (16%)

Public institutions (21%) Local public institutions (59%)

Figure 3. Number of audited entities and personnel of audited entities

In addition, BAI uses the delegated and trusted audits provided for in the BAI
Law, the Public Sector Audit Law and the Public Administration Law. These new types
of audits allow BAI to outsource all or part of its audit work to other organizations,
such as internal audit bodies. The regulation on supporting the activities of internal
audit and delegated/entrusted audits sets out details, such as the objectives and
procedure for conducting two types of audits.

In 2021, BAI audited the internal audit activities of 667 entities subject to BAI
audit under the Public Sector Audit Act. BAI scrutinizes internal audit bodies through
two approaches, based on the number of audits audited and the results of internal audit
activities performed. In order to provide an objective and comprehensive review, BAI
has established 25 indicators in four areas and evaluates them.

Many countries are in the process of establishing e-government systems as a tool
to innovate the public sector and improve public services. These changes in public
administration, in turn, have driven the digital transformation of auditing.

In Korea, the government has digitized its administrative procedures in the
public sector. This has led to the exchange of digitized information between ministries.
The government is also integrating new technologies into its e-government system to
encourage further innovation using accumulated knowledge and lessons learned.

During the on-site audit preparation phase, all audit bodies, including the BAI,
are required to check whether their audit plans overlap with others, and if so, they must
adjust their audit plans. In response, on September 21, 2020, BAI sent the 2021 Audit
Plan Manual to internal audit bodies, and all audit bodies, including BAI, submitted
the 2021 annual plan to PAIS by December 10 of that year.

BAI and internal audit bodies have included 132 and 6,535 audit subjects in
PAIS, respectively. Using this data, BAI determined that a total of 463 audit events
overlapped across 363 BAI audit entities and internal audit bodies. In addition, it was
found that the volumes of 1,008 audits on 499 audit items conducted by internal audit
bodies overlap.
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State internal control, of course, has always existed in one form or another in
every European country. However, it was modernized in a relatively short period of
time throughout Europe. During this period, internal public audit became widely
known and applied. The system of internal state audit has become an integral and
Important part of the modern management system. Public financial management and
control professionals, including internal auditors, have been professionally trained with
official qualifications and special long-term training programs sometimes provided by
institutions external to the public sector.

Not all countries interpret the concept of internal control in the same way. While
some countries have dedicated independent internal control institutions, others place
responsibility for internal control on the appropriate administrative bodies. In some
countries, this decentralized system of internal control is built into and is an integral
part of the Government of the country. The need for establishing, reporting on, and
applying this risk management approach to internal control can be clearly spelled out
in laws and regulations.

Almost all EU Member States have an internal audit function, but it does not
always cover all areas of public administration. Traditional compliance and financial
audits are increasingly being complemented by advisory services and performance
audits, requiring more professional and well-trained internal audit staff. In some states,
audit commissions and audit committees have been established.

Taking into account the experience of various European and Asian countries,
one can note interesting features of internal audit in state bodies, as well as try to
introduce them into the state audit system of the Republic of Kazakhstan. Since our
country is striving to improve the efficiency of government bodies, special attention
should be paid to the internal audit system.

Thus, the country needs not only to eliminate the existing shortcomings in the
functioning, but also to significantly transform the internal audit system:

- introduce the principle of delegation;

- ensure the independence of internal auditors;

- Introduce advanced information technologies, similar to the data exchange
system between government agencies in South Korea.
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JL.LH. I'ymuneB ateinaarsl Eypasus yAITTHIK YHUBEPCUTETIHIH
«MeMJIeKeTTIK ayuT» KadeapachiHbIH aFa-OKbITYIIbI, 3.F.M.

Tyiiin ce3mep: KapXbUIBIK €CENTUIIK, JWHAMHKA, Tajjaay, aHaJIUTHKAJIBIK
KOPCETKIIITEep, aKIia KapaKaTTapbl, aybITKY, OCIHKUIIK, aKIMOHEPJIK KOMIIaHUS,
JepPEKTEP, TAIIIBIKTBI-ONTUKAIBIK ChIM, CAHIBIK, OaHK, MPOTPECC, ETIO3UT

AHHOTanms: 3epTTey KYMBICBIHBIH MakcaThl «Kazakremekom» AK-ma Oap
aKila KapakaTTapbl MEH OJlapAblH Oajamanapbl Typajibl akKmapaTThl anry OOJIBIT
TaObUIaIBl. 3ePTTEY KYMBICTA aKilla KapakaTTapblHBIH KypaMblHAa JKOHE COHFBI 3
KBUIJIAFbI IEPEKTEPIIH 63repy IMHAMHUKAChIHA KOT KOHLT OeiHe 1. ©3repicTi CaH IbIK
TYpFbIia Oarajay VIIH aHaJUTHUKAIBIK KOPCETKINITEP — aybITKy XOHE OCIHKUIIK
KepceTKimTepi maiganansuiasl. CanbICTBIpy MaKCaThIHAA 9P JKBULAAFBI JepEKTep/Ii
naigananbein rpaduKaIbK Typae OeiliHeney MmaiganaHbUIIbl )KOHE Op KECTEIACH COH
Tajaaay Kypri3uiiil.

KiawuyeBble ciaoBa: (QuHaHCOBas  OTYCTHOCTh, JIMHAMHUKA, aHAJU3,
aQHAJUTUYCCKUE TI0Ka3aTeNIM, JICHE)KHBIE CpPEJICTBA, OTKJIOHCHHE, TEMIT pPOCTa,
aKIIMOHEpHOE OOIIEeCTBO, JaHHBIC, OINTOBOJIOKOHHBIM MpPOBOJ, IM(pPOBOM, OaHK,
nporpecc, ACmo3uT

AnHoTanms: llenbro uccaeqoBaHMS SBISICTCS PACKpBITHE HHGOPMAIUA O
JICHeX)KHBIX CPEJICTBAX M MX SKBHUBajeHTax, umeronuxcsa B AO "Kazaxtenekom". B
pabote OO0JbIIIOC BHUMAHHUE YJEIICTCS COCTaBY JICHE)KHBIX CPEJCTB M JTHHAMHKE
W3MEHEHMS JJaHHBIX 3a Iociaeanue 3 roga. /s KoIu4eCTBEHHOM OIEHKH M3MEHEHUM
HCIIOJIb30BAIMCH AHATUTHYSCKHUE TTOKA3aTEIN — ITOKa3aTeIN OTKJIOHECHUH U IMPUPOCTA.
Jlng  meneit  cpaBHEGHHMsS  HMCIOJNB30Baach  Trpaduueckas BU3yalu3alus ¢
HCIIOIb30BAaHUEM JIAHHBIX 34 KaXKJBIH T'OJ M TOCIE KaKI0H TaOIHIIBI TTPOBOIHIICS
aHaJIu3.

Keywords: financial statements, dynamics, analysis, analytical indicators, cash,
fluctuations, growth, Joint Stock Company, data, fiber optic wire, digital, bank,
progress, deposit
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