LAW

Law no. 9720 date 23.04.2007
ON INTERNAL AUDIT IN THE PUBLIC SECTOR

In line with articles 78, 81 point 1, and Article 83 point 1 of Constitution, with the proposal of the Council of Ministers,

THE ASSEMBLY

OF THE REPUBLIC OF ALBANIA

D E C I D E S:

CHAPTER I

GENERAL PROVISIONS

Article 1

The Scope of Law
This law regulates the internal audit activity in the public sector, determines the scope of activity, objectives, principles, organizations, functioning and its responsibilities.

Article 2

Law Jurisdiction

This law is implemented to the all the institutions in the Public Sector, whom activity depends on the public property and which benefit funds from the state budget, international organisms or co-financing means.

Laconically the scope area of this law includes all the central government institutions, the local government bodies, the other central and local institutions that provide public services, the independent institutions and trade companies of any form including those financial where the equity participation of state is 50 percent.

The entities mentioned in the second paragraph of this article are further down to be referred to as ‘auditees’.

Article 3

Definitions
In this law the following terms means:

“Internal Audit” is an independent activity that provides management performance and issues advice to the management activity, designed towards an efficient use of funds and improving the auditee operations. Internal audit assists the auditee by bringing a systematic and disciplined approach for assessing and improving effectiveness of risk management, control systems and governance. 

“Internal Auditors” further down to be referred to as “Auditors”, are public sector internal audit professionals, qualified according to the requirements defined by this law. 

“Internal control” is the process which determines all policies, functioning, procedures and work arrangements in order to assist and assure the management that entities meet all aimed results, by using resources and assets which are a public property in line with the entity’s aims and objectives, so that they are safeguarded by all unjustifiable expenditure, mismanagement and fraud and that reliable and contemporary data are being benefited, safeguarded, used and reported for the decision-making process. 

“Auditee” are bodies mentioned in article 2, paragraph 2 of this law.
“Economy” implies the rational use of resources for a specific activity, by maintaining the quality. 

“Effectiveness’ is the relation between the outcome, meaning goods and services, or other products (outcomes) and the resources used to produce those.

“Efficiency” is the level of accomplishing the objectives and relations between the expected outcome and the actual outcome of the activity.

Article 4

The general management of the audit

The general management of the audit is related to:

a) The economic, efficient and effective use of human and financial resources
b) Management control risk;

c) The extent to which the program outcomes of the audited entity meet its objectives.

d) Compliance of the activities of the audited entity with the existing legislation.

e) The accuracy and completeness of financial and management information, as well as their use to support decision-making processes.

f) Safeguarding and well-administration of public property assets.

Article 5
General Principles and Audit Functioning

The Internal Audit in the Public Sector relies on the following principles: Lawfulness, Independence, Impartiality, and Confidentiality. 
The implementation of the lawfulness principle implies that the audit in the public sector shall rely on the fundamental law of the state, the Constitution, the Albanian legislation, and on the International Agreements which the Republic of Albania adheres in.

The implementation of the independence principle implies the planning, defining, implementing and reporting of the internal audit activity outside any impact related to the audited activity, as well as not being influenced by those circumstances or conditions that threaten or seem to threaten objectivity. The objectivity assessment should be primarily managed at auditor’s level, and thereafter by management units. 

The implementation of the impartiality principle implies the objective and transparent reflection in the appropriate documents, of all the facts and circumstances, related to the activity of the auditees without being affected by personal interests or third party views.
The implementation of the confidentiality principle implies the regard of confidential information and other data obtained during the conduct of the audit, as determined under point 8, of Article 21 of this law. 
Article 6
Internal Audit Standards

The activity of the Internal Audit in the public sector is supported on agreed international auditing standards. These standards are agreed by the approval of the Minister of Finance on proposal from the Internal Audit Committee. The standards are issued by the Minister of Finance.
Article 7
The work object of the internal audit

1.The work object of the internal audit are the financial decisions related to the incomes, the expenditures, the administration of the assets and debts. 
2.The internal audit as a process and an independent activity evaluates the financial management and the internal control system. In the end of the auditing process make recommendation and proposals in order to improve the functioning and the management of the auditees.

Article 8
The Procedural Manual of Public Sector Internal Audit

All followed procedures and the internal audit methodology is foreseen under the Internal Audit Procedural Manual. The Procedural Manual for Public Sector Internal Audit, which onwards shall be referred to as “the Audit manual”, is proposed by the General Director of Audit to the Audit Committee, and after its approval, they are submitted to and announced by the Minister of Finance. 

Article 9
Public Sector Internal Audit bodies

The public sector internal audit system is composed of:

1. The Minister of Finance

2. The Internal Audit Committee

3. General Directorate of Audit 

4. The Internal Audit Units near the auditees as determined by the Article 2 of this law.
CHAPTER II

RESPONSIBILITIES OF THE MINISTER OF FINANCE AND HEADS OF PUBLIC ENTITIES ON INTERNAL AUDIT

Article 10

Responsibilities of the Minister of Finance on Internal Auditing

The Minister of Finance is responsible for:

a. The overall coordination of internal audit activity. 

b. Establishment and implementation of the internal control system in the public sector by making proposals to the Council of Ministers on issuing relevant secondary enactments.

c. Approval of audit policies, methodologies, procedures and regulations proposed by the Director General and approved by the Internal Audit Committee. 

d. Appointment and dismissal of Internal Audit Committee members, in compliance with Article 14, paragraph 2 of this Law.

e. Issuing an opinion on the appointment, dismissal and removal from office of Directors to Audit Unit in public sector units.
f. Submission of internal audit annual report for consideration in the first quarter of next year, as well as other reports when such a matter is being asked for.
g. Other tasks as specified in this law.
Article 11

Responsibilities of Public Sector Entity Managers regarding to internal auditing

Ministers and senior managers of public entities are responsible for:
a. Establishing reliable internal control systems in conducting its activity in the public sector in line with the existing legislation, assurance of capacities required to meet all requirements envisaged under this law and their use with efficiency, effectiveness and economy.

b. Follow-up of the recommendations after they are issued by the General Directorate of Audit or the Head of the Internal Audit Unit, within 30 days after the submission of the report. 

c. Correcting irregularities spotted by the conducted audit work and taking disciplinary and administrative action on the responsible individuals. 

d. Compliance with internal auditors recruitment criteria, drafted in collaboration with the General Directorate of Audit, 
CHAPTER III

INTERNAL AUDIT COMMITTEE

Article 12
Status of the Internal Audit Committee
The Internal Audit Committee is an advisory body established at the Minister of Finance, with the scope of issuing advices related to the strategies and improving the internal audit performance throughout the public sector. 

Article 13
Duties of the Internal Audit Committee

The Internal Audit Committee performs the following functions:

a) To prepare and conduct evaluations, as well as issue a statement on the internal audit methodologies proposed by General Director of Audit (GDA).
b) To conduct evaluations and issue a opinions on the legal framework / legal adjustments prepared by GDA in the public internal audit area.
c) To conduct evaluations and issue an opinion / statement on the quarterly and annual reports on internal audit performance in public sector entities, presented by the General Directorate of Audit.  

d) To provide advice and support to the Minister of Finance and General Directorate of Audit on all aspects of the internal audit plans and operations, on compliance with international best practice of internal audit, quality and work of internal audit in the auditees.

e) To provide advice and recommendations on revisions in methodologies, procedures and adoption of internal audit standards, as proposed by the General Directorate of Audit, before their final approval by the Minister of Finance.
f) Other tasks as assigned by the Minister of Finance.
Article 14
Composition and Functioning of the Internal Audit Committee
1. The Internal Audit Committee is composed by 9 members, who are appointed by the Minister of Finance as representing the following areas:

a. Director General of the General Directorate of Audit.

b. Three professionals of the public internal audit area, of which one should be a representative of a local government audit units. 

c. Two representatives of the academic body relevant to internal auditing 

d. A representative from the legislative area.

e. A representative of Financial Management Control units. 

f. A representative by a professional of senior qualifications from a Professional Organisation relevant to Internal Auditing.

2. The appointment of the Committee members, done by the Minister of Finance, shall be for a period of not less than two years, and shall not exceed four years. The General Directorate of Internal Audit provides technical and secretarial assistance for the IA Committee.
3. The committee in its first meeting elects the Chairman from its members by a simple majority voting. The Chairman of the Internal Audit Committee can’t be a member of internal audit units. The chairperson has two year mandate, and the right to re-appointment.
4. The Council of Ministers by proposal of the Minister of Finance approves the amount of rates to be allocated to the members of this Committee.
5. Minister of Finance approves the regulation on the functioning of the Internal Audit Committee.
CHAPTER IV

GENERAL DIRECTORATE OF AUDIT

Article 15
Subordination of General Directorate of Audit

The General Directorate of Audit is part of the Ministry of Finance unit. It administrates and manages the activity of the public sector internal audit in the Republic of Albania.

The organisational structure and number of employees of the General Directorate of Audit are defined by the Prime Minister with the proposal of the Minister of Finance.
The General Directorate of Audit is led by the General Director who is a civil servant.

Article 16
Functions of the General Directorate of Audit

The functions of General Directorate of Audit are as follows:
a. To develop, manage and implement a harmonized strategy in the public internal audit area; Its monitoring throughout Albania.

b. To develop and improve main and secondary legislation on public internal audit in cooperation with other units of this ministry.

c. To develop risk-based audit methodologies.

d. To propose to the Internal Auditing Committee and the Minister of Finance for reviewing the manual, the orders, the directives and the audit procedures in order to bring them in compliance with the EU legislative standards and the internal audit standards.

e. Develop and set–up a reporting system of all outputs from the public internal audit activity and preparation of the annual reports. 

f. To conduct auditing missions in special cases with inter-sectorial implications, in the independent institutions and local government bodies in collaboration with their own audit units.

g. To oversight and evaluate the auditing work of the public sector units in compliance with agreed norms, standards and guidelines and the directives of the Minister of Finance. 

h. To encourage necessary corrective action in collaboration with the relevant Manager of the public entity, in compliance with the order of the General Director of Audit. 

i. To draft national strategies and policies on the recruitment and training system for public sector internal auditors. 

j. To approve guidance on specific internal audit areas in order to implement the agreed methodologies presented by the public sector Internal Audit Units in the auditees. 

k. In collaboration with the Department of Public Administration / Personnel Divisions (of dependant institutions) it determines the criteria for the recruitment of public sector internal auditors.  

l. To collaborate with the Director of the Internal Audit Unit and to issue opinions on the appointment/ dismissal of internal auditors in central institutions and appointment/ dismissal of Directors of Auditing Units in dependant units. 

m. To determine the registration form of the recommendations of internal audit units in after the auditing process in the auditees.

CHAPTER V

Article 17
Internal Audit Units

The internal audit units are established to accomplish the internal audit activity within the auditees. The terms for creating the internal audit units are defined by the Council of Ministers with the proposal of the Minister of Finance.

The internal audit units within the auditees report directly to their entity and to the General Directorate of Audit in compliance with the legislative provisions and the procedures defined by the Minister of Finance. Under no circumstance these units can be part of the entity’s operational units. 

Article 18
Tasks of the Public Audit Unit

The tasks of Internal Audit Unit are as follows: 

1) To draft guidance or regulations on specific account areas, on how to implement agreed methodologies for internal audit, in compliance with Audit Manual or with other provisions of Ministry of Finance and their introduction to the General Directorate of Internal Audit for approval.
2) To prepare annual and strategic plans on the public internal audit activity.
3) To conduct internal audit activities with the aim of assessing whether the control systems and financial management of the auditee are transparent and compliant to the legitimacy norms, regulations, cost effectiveness, efficiency and effectiveness;

4) To follow-up and report periodically on findings, conclusions and recommendations arising from the auditing work, and to provide information to the General Directorate of Internal Audit on the recommendations which are not followed by managers of public sector entities and consequences of these actions. 

5) To prepare an annual summary of activities and all conclusions in an annual report and introduce them to the General Directorate of Audit in accordance with the procedures defined by the GDA and approved by the Minister of Finance. Concluding reports, in all cases, are attended with the report evidences of the reporting period in a progressive way and the conclusions of the auditing activity for the reporting period.

6) Immediate reporting to the manager of the audited entity in cases when serious breaches or fraud are detected. 
In case of opposite opinions that could exist between the heads of auditees and internal auditors the GDA will be informed for resolving.
CHAPTER VI

THE INTERNAL AUDITOR

Article 19
Recruitment
1. The auditors’ recruitment is done in compliance with procedures determined in Law No. 8549, dated 11.11.1999 “On the Civil Servant Status”, for institutions which have awarded the civil servant status.

2. In addition to the general terms defined in these laws, recruitment in the internal audit units in the public sector requires that auditors is selected among the individuals who:

a. Have completed university studies in one of the following branches as economy, finance, accounting or other subject matters which will be deemed as necessaries from the General Director of Audit for the audited sector.
b. Have a job experience not less than 3 (three) years in the audit areas, finance, accounting, and other subject matters as specified in the terms of paragraph 2, letter “a” of this article.
c. For the categories “Head of the audit unit” and “High audit inspector” the selection is made among the candidates that have e degree in one of the economic sciences.
3. Auditors, until the end of the 2-year period from the law becomes effective, must be given the certificate “Internal Audit in public sector”. This Certificate is issued by the Qualification Commission.
Article 20
Training of Auditors

All auditors on post in line with criteria established by article 19 will be subject to the mandatory updated continuous training courses as scheduled and managed by the General Directorate of Audit. 

The Qualification Commission, as responsible unit for qualification and certification of internal auditors is established by proposal of the Minister of Finance and approved by the Council of Minister. This arrangement includes the structure and operating rules for the functioning, payment and bonuses for the members of this unit. 

Article 21
Responsibilities of Internal Auditors

The responsibilities of auditors are:

1. To have an understanding of, comply with and exercise their activity in line with the existing primary and secondary legislation, as well as internal audit standards in the public sector; 

2. Shall exercise their functions objectively, professionally and in compliance with the definitions on this law and specific norms and procedures of the public sector internal audit work. 

3. Should operate in compliance with requirements envisaged in the Code of Ethics and the Rules on Confidentiality aimed at the auditor, who is being approved by the Council of Ministers;

4. Conduct independent audits on the professional viewpoint, guided by the public interest, to strengthen the belief on honesty, impartiality and service effectiveness; 

5. Exercise their work in compliance with the approved annual audit programme, with exception to the cases when unexpected changes are approved by the top manager; 

6. Propose the head of audit unit, and through him to the top manager of the institution to suspend illegal activities until a further consideration by the responsible authority, so as to stop actions that could badly damage entity’s interests and / or it had been considered to be a criminal act; 

7.To give recommendations to the audited entity for the adjustment of irregularities and action to be undertaken in the cases of economic and financial loss for their indemnification, as well as to propose actions which aim to reduce the possibility for future repetition of these cases;

8. Should not reveal any data, fact or finding in the course of or relevant to the audit, as well as they are responsible for safeguarding of documents related to any conducted audit activity, based on specific law obligations or on the rights of using and archiving official information;

9. Should regularly update their knowledge and professional skills in order to use them efficiently and provide assurance for a quality of service. 

Article 22
Rights of Auditors

In the course of their mission, auditors enjoy rights as follows: 

1. Exercise independently the audit scope, without leaving room for intervention from colleagues, supervisors or head of the audit unit, or the audited entity with exception to advisory interrelations. 

2. To ask for and have free access and without any limitations of all the information and documents of technical, economic, and financial nature as well as management data of the public entity that is being audited, maintaining the confidentiality of the data in compliance with legislation in force;

3. When and if required, to withdraw audited explanation, statements and copies of documents on which the top manager of the entity has put the note “same with the original”, also transported materials as well as electronic versions of documents related to Internal Audit of the subject

4. Periodically attend the update education and mandatory continuous training as specified in the requirements of Article 20, paragraph 1 of this law, relevant to specific functions that it does exercise and in other areas of public service. 

5. Ask the head of audit unit for his resignation from an audit activity in case of sustainable reasons that both audit reliance and quality are threatened.

Article 23
Restrictions in auditor’s activity

Auditors are prohibited from:

a) Being elected in all leading functions in the political parties’ structures;

b) Performing other operational duties within the entity, not related to the audit function in the public sector;

c) Exercise any activity or other job that brings personal benefits, or benefits of other nature that is in conflict of interest with the exercise of the audit.

Article 24
Conflict of interest for Auditors

1. The Auditor shall notify in advance, in writing, the Head of Internal Audit Unit about any potential conflict of interest arising from their participation in the audit of a given entity. A conflict of interest means:

a) When during the last 3 (three) years the auditor has been employed by the entity under audit;

b) If over the last 3 (three) years, the auditor, the spouse, relatives down to second generation in line with the definitions made in the Civil Code, have been employed in a senior position in the public entity under audit;

c) If the auditor, the spouse, or relatives down to third generation in line with the definitions made in the Civil Code, possess shares or capital shares in public entity under audit;

d) Other circumstances that may bring potential conflict of interest, when deemed as such and reasoned in writing by the General Director or the Head of Audit Unit.

2. If it is verified the participation of one or more auditors being implicated in conflict of interest as provided by this Article, the General Director or the Head of the Internal Audit unit shall take actions against the auditors in compliance with this law and other laws, he shall invalidate the audit and repeat it. 

CHAPTER VII

RELATIONS BETWEEN GENERAL DIRECTOR AUDIT AND OTHER INSTITUTION

Article 25
Relations with Assembly, Presidency and Independent Institutions

General Directorate of Audit cooperates in formal way with Assembly, Presidency and Independent Institutions, in order to be guaranteed the service accomplishment of internal audit in these institutions. The audit structures of these institutions are bound to send the audit schedule and to report to the General Directorate of Audit in accordance with requests of this law and procedures approved by Finance Minister. The Independent Institutions that does not cover the criteria for having their own audit structure are audited by the related structure of the General Directorate of Audit.

Article 26
Relations with the Supreme State Audit of Albania and/or Supreme Audit Bodies

The General Directorate of Audit cooperates in formal way with The Supreme State Audit of Albania and/or other audit related bodies. This cooperation consists of interchange of any valid information related to the audit system, in sending the annual audit schedule in order to avoid the overlapping in audit process as well as sending annual resume report and periodic reports if requested.

Article 27
Relations with connected Ministries, central institutions and local authorities

The General Directorate of Audit cooperates in formal way with the audit units in the related ministries, central institutions and local authorities.

The audit structures of these institutions are bound to send their annual and strategic audits schedules and to report to the General Directorate of Audit according to the previsions of this law as well as the procedures approved by the Finance Minister.

Article 28
Preparation of secondary enactments

The Council of Ministers within six months from the date of effectiveness of this Law shall issue the bylaws in line with articles 14 and 20 of this law.

The Council of Ministers within eight months from the date of effectiveness of this Law shall issue the bylaws in line with articles 10 and 17 of this law.

Article 29
Abrogation
Law No. 9009, dated 13.02.2003 “On Internal Audit in the Public Sector” is abrogated. 
Article 30
This law becomes effective 15 days after its publication in the “Official Gazette”. 
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