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One of the tasks of the Supreme Chamber of Control, as a superior state control institution, is to shape an audit system in the state, part of which is an internal control system. As a result, the SCC cooperates with and assists other state control institutions, including those which carry out internal control and audits as well as review and inspection offices operating within government administration and local government. According to the Constitution of the Republic of Poland and the Act on the Supreme Chamber of Control, the SCC audits, among other things, the operation of government administration agencies, and may also audit the activities of local government units as well as other entities to the extent they use public assets or funds. Organization and functioning of an internal control system are important operational components of public administration, therefore, the SCC’s audits cover the functioning of that system both in the sphere of government administration and at local government units and other entities.

The SCC’s Strategy – Mission and Vision defines the objectives, tasks and methods of their achievement meant to modernize the SCC’s activities. In developing that document account was taken of the Polish legal system, the SCC’s audit experience and the generally recognized international audit standards such as INTOSAI, IFAC or EUROSAI. Among the tasks and objectives set out in the document the Supreme Chamber of Control undertakes to actively inspire public institutions in the state, for example, by underlining the significance of operational and reliable internal audit and internal control systems at public administration agencies. According to the INTOSAI Guidelines on Auditing Precepts, ensuring the existence of a proper internal control system in auditee’s key areas of activity is also the responsibility of the supreme audit institution. It must be noted that internal control understood as overall processes related to management of activities of organizational units is not regulated in Polish law. Also the INTOSAI international internal audit standards contained in the Guidelines on Auditing Precepts are not standards binding on the Polish administration, although the authors of the document recognize that “the guidelines should pertain to auditing the entire administration management and not just to the management of its funds, thus covering a full scope of government activities. The term “internal control” is not understood here in terms of a traditional financial and administrative financial control but refers to the concept of management control”.

To date, the SCC has been auditing the functioning of internal control in public administration, understood as control exercised by dedicated organizational units or authorized staff members, localized within the structures of central and local government  administration offices and other entities and organizational units audited by the SCC. Thus, the SCC has focused on auditing institutional controls. Within that scope, the SCC has pointed out numerous weaknesses in internal control systems at public administration, which encouraged irregularities in public funds management. In the 4th quarter of 1998 and the 1st quarter of 1999, the Supreme Chamber of Control carried out a wide audit of internal control in place at central government administration agencies. The audit was conducted in connection with the entry into force of the Constitution of Poland and the introduction of new laws
 regulating, e.g. the functioning of institutional internal control at government administration. The purpose of the audit was to examine and assess the control exercised by dedicated organizational sections of an institution, by the staff responsible for control or by ad hoc control teams.

As a result of that audit the SCC found, for example, that internal control at ministries and central government administration agencies plays a relatively small role in the management of particular ministries. The effectiveness of internal control sections was considerably limited as their staff were also burdened with other responsibilities, such as handling of complaints and requests incoming to the ministry or the central government office. Additionally, only a few audits were conducted at the instruction or initiative of the ministry’s management. It was found that there had been recurring cases of incomplete implementation of post-audit findings, which was mainly the case in situations where audits revealed practices subject to statutory liability.

In the SCC’s view, the Prime Minister’s Office did not fully meet its statutory obligation to coordinate control activities of the Prime Minister, and the control unit established within the Office did not carry out the tasks stipulated in the provisions of successive organizational regulations with regard to evaluation of internal control at government administration, or monitoring and organization of an internal control system at the agencies of that administration. It was found that the Prime Minister’s Office had no information on the control exercised by relevant organizational units of particular ministries and did not approach ministers to provide the outcomes of such control. Also the Minister of Interior and Administration was not advised by ministers of the outcomes of control conducted at local agencies of government administration. That situation reflected the absence of a state-wide consistent internal control system at government administration. According to the SCC, a reason for that situation was the imprecise specification in the applicable laws of the legal instruments at the disposal of the Chief of the Prime Minister’s Office and the minister responsible for administration, and of the mutual relationship between these agencies.

The SCC also found the absence of a uniform method of audit plan drafting and approval for the entire administration. There were instances where control was carried out contrary to the then-current provisions and where control findings were not properly documented. The auditees lacked a uniform procedure for checking and implementing post-audit recommendations. Certain ministries were found not to enforce the duty of auditees’ managers to provide information on the implementation of conclusions contained in post-audit statements. Also not all ministries complied with the obligation to evaluate the functioning of controls after the end of each year.


In connection with the audit, the Supreme Chamber of Control requested that:

1) A normative act be drafted, specifying internal control activities at government administration, and especially the organization of control services, the rules of planning, coordinating and the procedures for carrying out control, and the rules of conduct after control completion, as well as application of its outcomes. According to the SCC, the adopted regulations should ensure a considerable independence of internal control services in carrying out their tasks;

2) Tasks be defined precisely with regard to internal control systems at administration, including the tasks of the Chief of the Prime Minister’s Office and the minister responsible for administration.

It should be noted that the above conclusions have not been implemented to date. However, work is underway on drafting a proposed law on control at administration. The SCC has been actively involved in drafting the law, for example, by presenting its views on proposed legal solutions.

With regard to the functioning of internal controls at local government units, in the 3rd and 4th quarters of 2001, the Supreme Chamber of Control audited internal controls at local government units. The purpose of the audit was to examine the organization and operation of review committees and internal control sections situated within the auxiliary apparatus of executive bodies of municipalities (district (powiat)-status towns) and districts (powiat), and to evaluate the effects of activities of review committees and internal control sections and utilization by the agencies of local government units of the outcomes of control conducted by those entities with regard to public procurement. In particular, the audit covered organization of review committees and internal control sections, as well as regularity of their activities from the point of view of applicable laws, control organization and planning by such sections, including the criteria for selecting areas for control, and the utilization by the agencies of local government units of control outcomes, with a particular emphasis on those on public procurement.

The audit did not cover issues related to the fulfillment by review committees of their obligations to render opinions on execution of budgets of local government units and to request acknowledgement of the fulfillment of duties by executive bodies of local government units. At those auditees and offices which did not have internal control sections (positions) the audit covered functional internal control.

The audit conducted by the Supreme Chamber of Control revealed irregularities in the functioning of internal control at local government units. They referred, in particular, to improper and unreliable control of public procurement in the local government sector, a consequence of which was failure to disclose cases where public funds were spent in violation of the applicable laws. In certain local government units their review committees,  internal control sections or functional control exercised by organizational units or authorized officials operating at the offices of such units did not control regularity of public procurement processes conducted by organizational units of offices and local government organizational units. Additionally, it was found that local government units did not adopt regulations setting out the criteria to guide entities exercising internal control in selecting auditees or to define the scope and scale of activities subject to control. This resulted in a freedom in selecting auditees and controlled areas, which could encourage corruption-inducing situations. The SCC found also that at certain local government units members of review committees combined their function on the committee with that of a supervisory board chairman, deputy chairman or a management board member of that local government unit, thus violating the provisions of Article 18a of the Act on Municipal Government or Article 16 of the Act on District Government. It was also found that in certain local government units review committees did not control auxiliary apparatus of executive bodies of such units or the executive bodies themselves, or local government organizational units. In the majority of local government units covered by the audit review committees or other entities exercising internal control violated audit procedures applicable at such entities. In certain entities the rules and procedures for conducting audits were not defined at all. Irregularities were also found with regard to violation of applicable provisions on informing relevant bodies of local government units by the entities conducting internal control.

In an overwhelming majority of audited local government units the constituting bodies of such units were not informed of the findings of audits conducted by other entities. The Supreme Chamber of Control found also that in certain local government units members of review committees (whose responsibilities included control of regularity of the public procurement process handled by the office and local government organizational units) served as members of tender committees appointed to handle public procurement, which in the SCC’s view, could prejudice their impartiality.

As a result of the audit, the Supreme Chamber of Control formulated the following conclusions:

1. The Council of Ministers should take a legislative initiative to eliminate the possibility for combining membership in review committees at constituting bodies of local government units with participation in the public procurement process at their organizational units. The existing regulations allowed for combining the function of a councilor, member of a review committee, with involvement in a tender committee appointed to handle a public procurement process at the local government organizational unit in which the councilor is employed at a position other than entity manager or deputy manager.

2. The Council of Ministers should consider, within the scope of its legislative authority, unifying the scope of objects, rules and procedures for exercising control by review committees at the constituting bodies of local government units.

The irregularities found by the SCC in the functioning of internal control at local government units, consisting mainly of violations of applicable procedures during control and of substantive errors committed by employees conducting public procurement control at local government units, prejudiced the effectiveness of internal control. It should be added that in many cases SCC’s remarks and audit findings were utilized on an on-going basis at local government units to improve their internal control activities.

The Supreme Chamber of Control attaches particular significance to the proper functioning of financial control in public administration and to compliance with budgetary discipline. This stems from the above mentioned constitutional and statutory tasks and responsibilities of the supreme state audit institution as well as care about proper utilization of public funds, which is set out in the SCC’s Strategy.

Internal financial control in Poland is exercised both within the entity spending funds and by public funds disposers who forward them to their subordinate units. External financial control is exercised by the supreme state control institution reporting to the Polish Diet, i.e. the Supreme Chamber of Control. In the context of EU expansion it is advisable to define “the internal financial control system” as an entire system of financial control (either centralized or decentralized) established by an entity implementing budgetary tasks, comprising ex-ante approvals through the use of sampling and reporting techniques, as well as ex-post internal audit systems, entailing the need to continuously comment on the findings and recommendations of both systems in order to provide the management with a tool to manage public funds to ensure their economical, effective and efficient utilization. This is how internal financial control is understood by the Supreme Chamber of Control.

In the 1990s Poland had no uniform legal standards which would regulate comprehensively the functioning of internal financial control. These issues were partially regulated in various statutes and implementing regulations. The weaknesses of the then-current financial control system were also noted by the European Commission. During accession negotiations on Chapter 28 (“Financial control”), Poland was required to harmonize regulations on financial control so that it included both accumulation and distribution of public funds, as well as assets management, in compliance with recognized international standards (INTOSAI, EUROSAI, IFAC etc.) and the European Commission requirements set out in the document entitled “Public Internal Financial Control”. In implementation of the negotiation commitments and SCC’s post-audit recommendations, the Ministry of Finance developed a revised law on public finances concerning the functioning of internal financial control and internal audit, which entered into force on January 1, 2002. The SCC had an active role in opining those regulations. The revised law on public finances became effective on January 1, 2002, thus establishing the basis for a uniform systemic solution to the organization and functioning of internal financial control in the public finance sector entities. The system is based on the principle of decentralized accountability, which means that each entity of the public finance sector may define its own detailed rules of financial control. The manager of a public finance sector entity is responsible for setting out proper procedures and rules in keeping with the criteria of lawfulness, economy and fairness. The law on public finances defines general notions and sets forth the basic assumptions for the functioning of financial control and internal audit in line with recognized international audit standards. Its provisions are fine-tuned in implementing regulations issued by the Minister of Finance.

The adoption of those provisions was accelerated as a result of the SCC’s audit conducted in late 2001/early 2002 with regard to internal financial control of European Union grants. The audit covered activities of major institutions responsible for the application of PHARE and ISPA funds provided to Poland, i.e. the Minister of Finance, the National Authorizing Officer (whose responsibilities were taken over on October 23, 2001 by the Minister of Finance), the General Inspector for Treasury Control and four European Union aid program implementing authorities.

The purpose of the audit was to evaluate implementation by government administration of tasks related to the establishment and functioning of internal control for European Union grants, including determination whether the internal financial control system for EU funds is established and functions continuously, meets the European Commission requirements and international standards for internal control, whether it is effective and consistent and whether the solutions applied do not result in corruption-inducing situations. The audit covered arrangements regarding PHARE and ISPA programs.

As a result of the audit the SCC found that:

1. The National Authorizing Officer
 did not have full data on the spending of funds allocated to the co-financing of aid programs even though his responsibilities included control over spending of such funds. The main reason was the absence of methodology for defining spending eligible for aid programs co-financing and problems with commissioning the computer system PENELOPA.

2. According to the SCC, the financial control system for the EU funds was not sufficiently effective or consistent. It also failed to meet the requirements posed by the European Commission for entities managing UE funds with regard to internal audits at such entities. From among four audited entities only two established internal audit sections in 2001, but given the short period of their operation and the absence of internal audit procedures their activities did not allow for an objective and independent evaluation of the entity’s operations with regard to public funds accumulation and distribution. In the remaining two entities implementing EU programs no internal audit sections were established in the period until December 31, 2001.

3. The National Authorizing Officer did dot undertake effective measures to define the distribution of responsibilities and the rules of coordination and cooperation in controlling those funds together with the General Inspector for Treasury Control (GIKS), which was the main reason why the tasks stemming from the Memorandum of Establishment of the National Fund
 were not carried out. 

4. Control over spending of European Union funds was insufficient. In the period from January 1, 1999 to September 30, 2001, the National Authorizing Officer did not carry out any control at the units implementing EU aid programs, limiting himself only to ex-ante control which consisted of checking applications for the award of program funds, submitted by Project Authorizing Officers. In the period under audit, treasury control offices carried out only one control over spending of EU aid funds and the control referred to the initial phase of implementing PHARE 1998 and 1999 programs.

5. The General Inspector for Treasury Control did not carry out the task arising from the National Program for the Adoption of the Acquis (NPAA) for 2000
 with regard to establishing divisions at treasury control offices, responsible for certification and control of European Union aid funds. Also the amount of training in EU funds control for treasury control inspectors was insufficient according to the SCC.

6. In the audited period no regulations were developed concerning control of European Union aid funds. By the end of the SCC’s audit, i.e. December 3, 2001, the Ministry of Finance had only developed guidelines for an ordinance, although the Polish National Program for the Adoption of the Acquis for 2001
 (2001 NPAA) stated that the draft ordinance should be forwarded for interministerial negotiations in the 3rd quarter of 2001 and its effective date was defined as January 2002. 

7. The draft basic implementing regulations for the act on public finances, concerning financial control and internal audit, have not been developed, which in the SCC’s view may cause internal audit sections not to be able to properly meet their responsibilities. 

8. One of the aid program implementing units (Cooperation Fund Foundation) did not carry out audits at program beneficiaries and evaluated the outcomes only on the basis of reports provided by beneficiaries.

9. Managers of program implementing units were appointed to serve as Deputy Project Authorizing Officers (Deputy PAOs
), as a result the same person carried out both executive functions and supervised their implementation, which is inappropriate and contrary to international standards for internal financial control.

10. At two implementing units no rules were defined for storing and securing documents related to program implementation and no persons responsible for these responsibilities were designated.

11. There were over 10 months’ delays beyond the schedule in implementing one of two PHARE funded projects for the development of financial control (PL 9904.02 “Strengthening of financial control within administration” budgeted at EUR 2.5 million).

In the course of the audit the SCC did not find irregularities in the following internal financial control components: maintenance of the PERSEUS reporting-accounting system defined in DIS
, ensuring dual-currency accounting in accordance with the Accountancy Act of September 29, 1994, and compilation of summary quarterly and annual statements according to budgetary reporting requirements. According to the SCC, the above components meet the requirements arising from international internal control standards.

In connection with the audit, and having regard to the need to regulate the legal framework of financial control over EU aid funds and to improve control measures in that regard, the SCC formulated conclusions regarding changes in the applicable provisions. The changes proposed were the following: 

1. For the Minister of Finance to accelerate work on the development of implementing regulations for the act on public finances with regard to internal financial control and internal audit (resulting from Article 35j Section 2 and Article 35d Section 3 of the above Act) as well as the rules and procedures for controlling the management of grants from foreign sources and co-financing of programs implemented with the use of such funds (under Article 95 Section 3 of the above Act).

2. For the Minister of Finance to define distribution of responsibilities and the rules of cooperation between the NAO and the General Inspector for Treasury Control with regard to control of European Union funds, which would improve implementation of tasks arising from the Memorandum of Establishment of the National Fund with regard to control over proper spending of aid funds.

3. For the General Inspector for Treasury Control to establish divisions at treasury control organizational units, which would be responsible for control and certification of European Union funds, and to provide regular training to the staff of such units in control of European Union funds.

4. To establish functionally independent and strong internal audit sections at the entities implementing aid programs and to provide training for the staff of such entities with regard to control of European Union aid funds.

It should be underlined that all the above conclusions have been implemented to date. 

It is worth adding also that in the 1st and 2nd quarters of 2000, the SCC carried out an audit of implementation of tasks and authority of regional clearing chambers which are state agencies for supervision and control of financial management at local government units and other entities listed in the act on regional clearing chambers. Regional clearing chambers are dedicated control agencies situated within the public administration system, which, however, do not carry out internal control in the common sense of the word. Nevertheless, it is necessary to mention the SCC’s audit findings on the implementation of chambers’ tasks and authority given their very important role in controlling the local government sector. With regard to controlling activities of regional clearing chambers the SCC found certain minor irregularities, mainly with regard to timeliness of comprehensive audits. It must be added that the SCC’s conclusions on the elimination of irregularities found were implemented, according to their addressees.

The agreement concluded on February 18, 2002 between the Supreme Chamber of Control and the National Board of Regional Clearing Chambers, defining the rules of their cooperation for the improvement of legal compliance and coordination of control activities, opened a new stage of cooperation between the SCC and regional clearing chambers. The effects of the agreement included a joint audit of local government debt, which also examined the issue of review committees and internal control sections controlling the debt of such entities and their organizational units with legal personality. It was found that in the majority of local government units controlled within that scope the issue of indebtedness was never the object of internal control.

During its annual audit of state budget execution, the Supreme Chamber of Control examines the functioning of internal control procedures defined in the act on public finances with regard to state budget execution. In connection with the amendments to the act on public finances introduced on January 1, 2002, which defined the rules of financial control and internal audit, during its audit of the 2002 state budget execution the SCC for the first time covered also the functioning of internal audits at public finance sector entities. During the audit the SCC examined the functioning and organizational positioning of internal audit sections, implementation of applicable internal audit procedures and utilization of audit findings by auditees’ managers, and whether an internal auditor was appointed at the auditees. Given the fact that 2002 was the first year of an internal audit institution in Poland and since it is an entirely new institution in Polish law, the audit was to meant to survey the status of its adoption at entities. The issues of internal audit functioning will be examined annually during the state budget execution audit and as part of any audits concerning financial management at public finance sector entities.

On June 12, 2002, the Minister of Finance and the President of the Supreme Chamber of Control signed an agreement to harmonize internal financial control, internal audit and internal control at public finance sector entities. As a result of the agreement a close cooperation has been established in the above scope and the SCC takes active part in the Ministry of Finance’s activities related to financial control and creation of internal audit units at public administration. It should be noted here that in 2002 and 2003, all implementing regulations were adopted for the act on public finances with regard to internal financial control, and that the Internal Audit Manual, the Standards for Financial Control at Public Finance Sector Entities
, the Internal Auditor’s Code of Ethics
 and the Internal Audit Chart were developed. In drafting these documents use was made of the SCC’s experience in evaluating internal control systems and the SCC audit standards. It should also be noted that the Chairman of the Commission which holds internal auditor examinations and defines the substantive scope of such examinations is a member of the SCC Council and another member of that commission is an Advisor to the SCC President.

According to the SCC, development of internal financial control is an extremely important component of Poland’s preparation for membership in the European Union. During revision of the act on public finances and the debate on supervision and control over the use of European Union aid funds, the SCC pointed out that the provisions of the act on public finances did not impose an obligation to exercise internal financial control and internal audit on the entities not included in the public finance sector or state legal entities not established on the basis of other laws although they manage and dispose of public funds, e.g. budget subsidies. The SCC is of the opinion that all entities which dispose of significant public funds, including units implementing European Union aid programs, should be subject to the regime of the act on public finances with regard to internal financial control and internal audit. Such a solution would guarantee the introduction of uniform procedures for financial control and internal audit with regard to all public funds, including foreign grants.

The SCC’s activities in the area of internal control and audit will focus in the near future on two issues: evaluation of the process of creation of internal audit services and control over compliance with formal rules for commencing internal audits, and analysis of the operational methods of control services with a view to assist in establishing efficient and effective internal control procedures.

According to the Supreme Chamber of Control, an effective internal control system should cover both control exercised by particular members of entity’s staff within the scope of their responsibilities and by dedicated organizational units established solely for the purpose of carrying out control activities. Without such a system managers of public finance sector entities are unable to detect errors and irregularities in public funds management. An effective internal control system mitigates significantly the risk of corruption, ensuring proper implementation of entity’s tasks as well as targeted and economical spending of public funds. The SCC is of the opinion that the findings resulting from the internal control process should refer to all basic tasks of organizational units and should be documented in such a way that they might be utilized by entity managers as a management tool, and by the SCC in connection with its audits. A poorly functioning internal control at organizational units causes that during its audits the SCC must often find irregularities which could and should have been known as a result of internal control, and signaled to entity managers in order to be corrected.

In the 2nd half of 2003, the SCC plans to carry out an audit of “Internal control at ministries and other central administration entities”. The purpose of the audit is to evaluate internal control systems at government administration entities within selected areas of their activities (public procurement and administrative decisions, with particular emphasis on permits and licenses), including determination whether their internal controls operate continuously, and whether they are consistent, effective and efficient in achieving intended objectives. The audit will cover selected ministries and central offices.

In the SCC’s audits evaluation will be made of the internal control system understood as management control whose the introduction, monitoring and evaluation of effectiveness is the duty of managers in a decision-making process. In assessing the existing internal control system in a given entity, the following components will be taken into account:

· identification of the internal control system in place,

· usefulness of the designed control system,

· effectiveness of the existing control system,

· correcting measures undertaken by auditee’s management upon finding improper functioning of the internal control system.

It should be noted that the area of interest for the planned audit consists mainly of the on-going control of tasks implemented, as exercised by superiors at particular management levels, and the degree to which auditee managers utilize the results of such internal controls to obtain reasonable certainty that their intended objectives are being achieved. Ex-post control exercised by selected organizational units or independent positions at government administration entities will also be reviewed but only to the extent to which principals utilized its outcomes to undertake measures in a decision-making process in selected activity areas of such units.

One may hope that audit outcomes will contribute to further development of the internal control system in Polish public administration and will be useful in correcting irregularities within that system. According to the SCC, internal control in the public administration sector should gradually discard its characteristics of an ex-post control which examines whether certain tasks have been implemented, and instead take on features of a management control whose outcomes will be utilized in a decision making process.

� E.g. the Council of Ministers Act of August 8, 1996 (Dz.U. 2003,. No. 24, Item 199) and the Council of Ministers’ Ordinance of February 18, 1997 on the detailed rules and procedures for audits conducted by the Office of the Prime Minister (Dz.U. No. 17, Item 90).


� National Authorizing Officer – an officer responsible for managing financial flows and financial control of EU funds and budget funds allocated to co-finance PHARE programs.


� “Memorandum of Establishment of the National Fund” was concluded on December 28, 1998 between the Polish Government and the European Commission; according to it, the National Authorizing Officer (NAO) became responsible for general financial management of EU funds. Under Article 8 §1 of the Memorandum, control over such funds was to be carried out by the competent National Financial Control Authority and control plans in that scope as well as summaries of controls completed were to be forwarded to the European Commission.


� NPAA is a government document developed since 1998, which programs central government administration activities for adapting Poland to the European Union requirements. The NPAA for 2000 was adopted by the Council of Ministers on April 26, 2000.


� The 2001 NPAA was adopted by the Council of Ministers on June 12, 2001.


� According to the New PHARE Orientation, PAO (Project Authorizing Officer) is responsible for program implementation and supervision over the project implementing unit.


� “Decentralized Implementation System”, DIS, was developed by the European Commission as an instruction on the application of standard procedures which must be adhered to by agencies implementing PHARE programs.


� Communication No. 1 of the Minister of Finance of January 30, 2003. 


� Announced by the Minister of Finance on April 2, 2003. 
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