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NOTE FOR THE INFORMATION OF THE CAAP

ANNUAL AUDIT OF ACCOUNTS:  INFORMATION REGARDING INTERNAL CONTROL

On an annual basis, the General Secretariat of the OAS is required to perform an independent external audit of the accounts and financial statements of the funds administered by the General Secretariat and the entities affiliated to the organization.  The annual audit opinions currently issued by Ernst & Young, LLC (E&Y) on the financial statements of the General Secretariat and affiliated entities includes the following standard language: 
“We were not engaged to perform an audit of the Organization’s internal control over financial reporting. Our audit included consideration of internal control over financial reporting as a basis for designing audit procedures that are appropriate in the circumstances, but not for the purposes of expressing an opinion on the effectiveness of the Organization’s internal controls over financial reporting… In our opinion, the financial statements referred to above present fairly, in all material respects, the assets, liabilities and fund balance of the Organization…” 
Following consultations with E&Y regarding the language of their audit opinion, they have informed us that when conducting an audit of financial statements, that includes an opinion on internal controls over financial reporting, auditing standards require companies to follow GAAP (or other major accounting principles such as IPSAS or IFRS) and to have implemented the Sarbanes-Oxley Act of 2002 (SOX), which is a U.S. federal law which establishes standards for U.S. public company boards, management and public accounting firms, or to have implemented an equivalent framework for internal controls. 
To provide additional context, the General Secretariat has reviewed the annual audit documents of other international organizations (See attachments). The following summarizes the practices of other organizations:

United Nations- When designing their audit procedures, auditors consider internal control relevant to the audited entity’s preparation and fair presentation of the financial statements, but so not express an opinion on the effectiveness of the entity’s internal control. (Same as OAS). 
International Monetary Fund- When designing their audit procedures, auditors consider internal control relevant to the audited entity’s preparation and fair presentation of the financial statements, but so not express an opinion on the effectiveness of the entity’s internal control. (Same as OAS).

Inter American Development Bank- Some of the funds include an audit opinion of internal control over financial reporting based on criteria established in the  internal control framework established by the Committee of Sponsoring Organizations of the Treadway Commission (COSO).

World Bank- External auditors provide an attestation report on whether management’s assertion regarding the effectiveness of internal control (based on COSO) over external financial reporting is fairly stated in all material respects. 
Only the World Bank and Inter-American Development Bank obtain an audit opinion on internal control over financial reporting based on the criteria established under COSO. 
The GS/OAS follows its own General Standards and budgetary and financial rules and not a major accounting standard. An audit on internal controls could not be performed on the basis of such an accounting standard.  However, as an alternative, E&Y could perform a process called “Agreed-Upon-Procedures” where they would verify GS/OAS application of controls on specific procedures established within its rules. The cost of an agreed upon procedure depends on the number of procedures and complexity of the procedures. 
http://scm.oas.org/pdfs/2012/CP28324-1.pdf 
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Summary





During the discussions regarding the request for a special audit and issues related to the Office of the Inspector General, delegations asked the Secretariat why the Annual Audit of Accounts does not include an internal control audit, what the cost of including such an audit would be, and what is the general practice in other International Organizations.  In response to this request, the General Secretariat is pleased to present the following document.
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