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General Description

Relevance of problem. Effective administration of the organization is a very important factor
of social welfare, state sustainable and stabile development. With existing experiences, the
outcome of Public Sector services and its quality is importantly resulted with structurally
operable Internal Audit system that is oriented on real outcome, conceptually harmonized with
international standards, together with the principles of Good Governance.

Regarding the functional load and missions of state organizations, Internal Audit carries out
its activities to achieve aim with its an independent, objective assurance and consulting activity
, which ensures risk management, control and administration processes effective execution in
the organization, with systematic, disciplined and organized approaches. State is required to staff
the Internal Audit service on each managerial level with high-qualified, professional,
conscientious specialist and managers. As for Internal Audit, it is responsible to support effective
functioning of administration processes of Public Sector, to support its long-term goals, result
marking accounting systems, identification process of risks related to reputation, financial, legal
or other types of issues and to support the implementation of tools against those risks.

Crisis related to international financial-economic issues, and to be mentioned recent
pandemic COVID-19), reaffirmed our opinion on implementing and operating Internal Audit
within the system of Internal Controls in public sector , as an recommendation institute by
nature.

The necessity of utilizing and improving Internal Audit into the system become clearer with
the picture of facing low administration level, un-trust attitude expressed towards public
institutions, indifferent attitude demonstrated by public employees and in the most cases-
incompetent and low qualification shown.

This problem raised mostly in poor economy states, among which is Georgia. Besides, global
practice confirms that in strong economy states, Internal Audit is successfully implemented in
financial management and control unified system in order to overcome or reduce this type of
risk-factors.

The relevance of topic and long practical experience on this direction in public sector of

Georgia determined the research subject of this dissertation work- - the study of existing
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situation of Internal Audit in public administration and developing improving model for its
perfection.

Problems processing Level. It is comparably new direction to have necessity of
implementing Internal Audit in public organizations in Georgia. This news is related to the
agreement made between the government of Georgia and Euro omission in 2007 and the
responsibilities derived from the agreement. This above mentioned event provided prerequisites
of PIFC — Public Internal Financial Control system implementation and the execution of reform
in accordance with international standards. It could be said, that interest from Georgian scientist-
economists regarding Internal Audit theoretical and practical aspects, starts off from this period.
Important researches are presented related this subject by- J.Ananidze, N. Gvaramia, Z.Lipartia.
I. Meskhi, I.Papasqua, N.Sresili, T.Udesiani, N.Qebadze.L.Tchumburidze, N.Dzimtseishvili,
D.Jalaghonia. With the aim of detailed research, during the working process on the dissertation
piece, The emphasized accents were made on internationally recognized researchers’ works, such
as: R. Montgomery, V. Brink, Sawyer’s, Robert R. Moeller, R. DeKoning, R.Chambers, K. H.
Spencer Pickett, Patrick Onwura Nzechukwu, Lynford Graham Willey, I'pauesa M.B., Bsrukosa
C. M., JIlyxusx A., Conun, A.B., Bypues B.B., ®pomosa. M.E., KakoBxuna T.B.

Aim and objectives of the research. The aim of the research comprises of defining main
directions of Internal Audit organizational-structural perfect model for public sector of Georgia
and developing relevant algorithm (model). Several objectives were identified when researching
practical aspects in order to achieve above-mentioned aim and after assessing and generalizing
them, they are:

1. Research of theoretical-methodological concept of Internal Audit organization in Public
administration of Georgia, generalizing them and defining the tendencies of its
development;

2.Analysis and assessment of legal framework of Internal Audit organization in Public

administration ;

3. Separating Internal Audit, FMC and inspection functions within the Public control

system and identifying opportunities allowing this separation.

4. Retrospective analysis with international practice on Internal Audit types in public

sector and identifying its characteristics;
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5. Research on legal framework of Internal Audit organization in Public Administration of

Georgia and developing its improving model.

Research objective the processes related to formation process of Internal Audit
organizational system into public administration.

Research Subject Theoretical -methodological and practical aspects of Internal Audit
organizational relations in public administration of Georgia and developing relevant models.
Theoretical and methodological bases of the research are the classic concepts of Internal Audit
organization into public entities; the scientific works and researches by foreign and Georgian
scientists; Internal Audit international standards IPPF); Adopted laws and normative acts by
legislative and executive institutions of Georgia ;PIFC; Public finances administration reform
strategy 2018-2021; Directive acts adopted by CHU of Ministry of Finance of Georgia;
Consolidated annual reports; Impact of Retrospective Regulation (RIA) of the Law of Georgia on
Public Internal Financial Control, as well as PEFA; Gap Analysis of the Financial Management
and Control System in Georgia (OECD / SIGMA);

State Audit of Georgia , (GIZ), Special publications, reports of other joint project
participant partner organizations (Lithuania, Slovenia, Croatia, Estonia, Hungry ) , Academic-
scientific, professional institutions (IIA, PEMPAL, DELOITTE, PwC, KPMG, ERNST&YOUNG).
Quantities-statistical study of the data was carried out by statistical observation, structures
interview, survey, and quantities content analysis, as well as analysis, synthesis methods.

Moreover, the empirical research was based on examining given experience and practice,
and personal observations on Internal Audits of the Ministry of Education and Science of
Georgia, the ministry of Internally Displaced Persons from occupied territories, Accommodation
and Refugees of Georgia, the ministry of Education and culture. The research also reflects the
results a survey based questionnaires carried out a central ministries in public administration of
Georgia, Adjara, and Autonomous Republics of Abkhazia, Internal Audit units of local self-
governments, and heads of Internal Audit units and auditors of Legal entities under public law.

Here are following main provisions for defense:

1.Modern conceptual-methodological visions of functionally established Internal Audit in

the public administration of Georgia;
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2. Evaluations of Internal Audit Organization in Georgian Public Sector and approaches to
perfecting it regulation;

3. The concept of approximation of Internal Auditor certification and academic education
programs in the public sector, introduction of qualification recognition and certification
of professional Internal Auditors;

4. Model of Organizational perfection of Internal Audit in public administration of Georgia.

Scientific novelty of the research: The dissertation work is the first attempt in Georgia to
scientifically study the issues related to the organizational perfection of Internal Audit in public
administration institutions. The results of the research reflect the following elements of scientific
innovation:

e Study of theoretical-methodological concepts of the organization of Internal Audit in
public administration practice;

e Definitions of internal audit , financial management and control , inspection — are
specified and the reasons or their identification are indicated as well;

e The need to introduce professional certification of Internal Auditors and specific
proposals for the integration of the certification component in academic education
programs are suggested;

o A model of Internal Audit organization in the public administration system is developed.

Theoretical and practical purposes of the research Practical recommendations and
theoretical conclusions based on the research will support the implementation of internal audit
into the control system of public entities as an effective tool and it will support the effective
management in budgetary organizations. Specifically, the accountability on the outcomes will be
increased; the process will become more transparent; rational and reasonable spending of
budgetary resources will be possible simultaneously with prevention of expected risk; Sustained
and stable development of the organization will be ensured.

Approval of the research. Main conclusions and provisions suggested by this work are
presented at international scientific conferences, thematic seminars and scientific journals.
Specific parts of dissertation are utilized by us within the lecture course-“Internal Audit in Public
Administration”, also it’s addressed in practical guidebook issued by Ministry of Finance of
Georgia in 2019- “Manuel for Internal Audit subjects”; the practical and theoretical results of this

research are utilized in the process of educating Internal auditors of the public sector of Georgia.
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The research structure and size. Dissertation work obtains 142 pages of printed A4 format
paper-pages. It comprises of: Introduction, three chapters, six sub-chapters, Conclusion,

Reference literature, definition of terminology and appendixes. Main structure of the work is in

compliance with research logic and it looks as following:
Chapterl. IA institutional organization concepts in public management

1.1 IA organization theoretical-methodology approaches and tendencies of progression.;

1.2 Modern aspects of IA state regulating.

Chapter2. Assessment, analysis on established IA organizational system within Public

management.

2.1. Retrospective analysis and assessment on IA organization types’ development;

2.2. Assesment and analysis on [A organization practice in Georgian Public management;

Chapter 3. Main directions of IA organization improving model in public administration of
Georgia
3.1 The directions of methodological and structural improving Internal Audit in Public
Administration;

3.2. The improving model of IA organization in Public Administration;

Conclusions and Suggestions

Reference Literature
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I1. Content of dissertation

Introduction part suggests reasoned relevance of topic. The goal of the research is
determined, as well as aim, missions, research objective and subject. The main provisions to be
defended are emphasized, elements with scientific news are well established, there is also IA
organization completing model in public management and the practical purpose of the research
is assessed.

First chapter of this work- “TA institutional organization concepts in public management
“it is discussed and studied what is the concept of Internal Audit, theoretical and methodological
approaches of IA in public management, stages of its establishment and development and
modern regulating aspects of IA in public sector are also assessed.

Internal Audit is integral part of state governing. The establishment and further
development of IA dates from second half of 20* century and it is related with industrialization,
rise of the scope of corporate industries, constructions of railway transportation, formation of
insurance and joint stock companies and banking networks and with their representatives’
diversification in different states. It is all above mentioned processes that pushed “auditor’s”
profession, formed in 19 century , for further development and also raised demand on it, firstly
in private sector and later — in public sector. At the turn of 20 and 21 centuries, IA becomes
functionally decisive in terms of identifying risks and strategic management of risks. Assessing
the quality of audit engagements and responsibilities are emphasized. From the same time period,
Internal Audit gets more attention as an important tool against fraud and corruptions.

According to Institute of Internal Auditors (IIA), Internal Audit is an independent,
objective, assuring and consulting activity designed to ensure effective execution of operations
within organization, to assess level of risks, and to improve risk management. Practice proves the
point that it has been long since Internal Audit extended the limits of only financial accounting
and budgetary documenting check processes and it became effective tool of practicing “good
governance”. The founder of modern Internal Audit, professor Lawrence B. Sawyer’s mentioned
that —“Internal Audit has long and diverse history, one could say, that it dates as early as the
oldest civilization.”

The works of famous scientist Montgomery have played a huge role in reinforcing the

theoretical-methodological basis of perfection of Internal Audit organization-wise. Professors -
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Philip L. Deflise, Henry R. Jaenicke reaffirm, based on the book published in 19* century-
“Montgomery Audit”, “despite the practical progress of Internal Audit activity, it became integral
part of business processes only by the second half of 19t century.”

Regarding this subject, American scientist Walter B. megs mentions in 30* years of 20®
century” Internal Auditors represent clerks which only conduct routine work, search incorrect
budgetary document-checks. Specifically, until the end of 1970, Internal Auditors were limited
to only correct office documents and check cash register systems by the end of day. However,
the need to add functional activities, to internal auditors’ job, became obvious and their role was
emphasized in the process of effective organization management.

Chronologically, Internal Audit went through different developing stages. In the U.S.A
independent Audit was being developed similar to British model before the first half of 20
century, it was relying on the detailed studies of data. However, the high-speed economical
development and demand on reliable financial information pushed Internal Audit in the U.S.A
become dynamically growing, demanded and instant-developing, in private sector, as well as- in
public sector.

The first stage of developing internal Audit dates from 40s of recent century and it covers
1939-1950 years. This was the period of establishing and shaping Internal Audit.

Internal Audit dynamic development takes of starting from 1941. For the same time period.
Victor Brink and his colleagues’ enormous efforts give establishment of Institute of Internal
Auditors (ITA). Specifically, starting from 1941 in the U.S.A, the development Internal Controls
and its integral part-Internal Audit simultaneously related with two important events: The
published fundamental work of Victor Brink- “Internal Audit” (in the work, the role and purpose
of modern Internal Audit is delivered) and the establishment of IIA ( Institute of Internal
Auditors). Moreover, Institute of Internal Auditors is mentioned as the “global voice of internal
auditors’ profession, the leader, main advocacy carrier and educator”. The organization is
responsible to develop Internal Audit as a profession, as well as, to achieve its perfection and
develop Internal Audit standards. The headquarters of IIA is located in the U.S.A and functions
successfully, it covers more than 165 countries and unities more than 180 000 Internal Auditors.
Unfortunately, Georgia nowadays doesn’t have IIA representatives, but several individuals are

members of the organization.
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The next stage of developing Internal Audit relates to the new concept arising among
internal audit sphere by the 80s, according to which Internal Audit, which was functioning in
the private sector and public sector, within the organization and was carrying out engagements,
was separated from external Audit and its activities, which was basically conducted by
independent auditors’ companies and supreme public audit entity responsible for public controls.
For that moment, Internal Auditors profession become more perfect, and prerequisites of
specialized exams for practice have been established.

Majority of foreign experts’ opinion suggests in the process of improving Internal Audit
organization theoretical-methodological concept, the turning role was played by with the report
submitted by COSO — The Committee of Sponsoring Organizations of the Treadway Commission
in 1992, with the title- “Internal Control — Integrated Framework”. In the given report, the term
“Internal Control” was firstly used, whereas 5 related components have been outlined:

1.Control Environment 2. Risk assessment; 3. Control activities; 4. Information and

Communication; 5. Monitoring - Evaluation.

Component N 1 — Control Environment - The head of organization is responsible to ensure
the establishment of Control Environment and develop tools to its further improvement in order
to achieve FMC system functioning. Control environment obtains organization’s mission,
objectives, strategy, structure, professional unity, ethics, management style; as well as- legal
framework and regulating, which is the foundation of organizational functioning and on which
the accountability system is based on.

Component N 2 - ,, Risk assessment “ - The risk assessment is an effective tool to assume
the results in public sector, which is conducted in accordance with the annually approved risk
strategy by head of the organization, in order to reduce the risks . This is the process of defining
possible impact, assessing, controlling and monitoring, which supports the entity and
subordinate entities to achieve their goals and objectives.

Component N 3 - ,,Control Activities“ - The aim of control activities are to mitigate
possible risks at very optimal level, “Control activities” should comply with the activities of the
public entity or its subordinate entity, although the costs of carrying out control activities should
not be any higher than expected benefit. Here are the procedures that are conducted with the
extent of control activities:

o Authorizing with certain powers;
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o The same individual should not be responsible for the processes of authorizing , execution

and its control;

e Introducing dual signature system;

o Accessibility to assets , financial and non-financial information;

e Supervising;

e Introducing effective human resources management procedures;

e Documenting operations conducted by the entity ;

Component N 4 - ,Information and communication® — The senior management of the
entity should introduce and develop accessible internal and external information and
communication system that is conducted in timely, reliable manner, which will ensure to
complying with deadlines, data-collection and adherence to notification rules.

Component N 5 — ,Monitoring and Evaluation® - The senior management is responsible
to execute the recommendations issued with Internal Audit report timely and in compliance, in
order to obtain unified FMC system monitoring, evaluation adequacy and operability and to
ensure updating it. This process is carried out with ongoing monitoring and self-evaluation
together with Internal Audit subject.

Therefore, the Internal Audit area of consumption has started to extend because of
globalization process goals and objectives. The regulating law of new FMC regime - SARBANES-
OXLEY Act, SOX — signed by 43 U.S. President George Walker Bush on 30® June, 2002-
presents a clear example , based on which the organizations were assigned the following
responsibilities:

1.Establishment of Audit committee of directors, staffed with independent members;

2.Managers’ responsibilities and accountability had to be documented at special annual

accountability department in order to establish and assess Internal Control system and
its effectiveness;

3.The assessment of Internal Control System effectiveness by the external Auditor.

In June 2005, the UK Treasury approved the “Corporate Governance in Central Government
Ministries- Code of Practice”, which emphasized the concept of “Someone else’s money
management”, when the object of corporate governance became “Taxpayers’ funds”. From this

stage the concept of “effective governance” has been established.
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It was a step forward in terms of organizational development of Internal Audit; the Institute
of Internal Auditors suggested the following new model based on the best international practice

of organizing Internal Audit in 2013:

Scheme N 1

» 3 Lines of Defense — Effective Risk management and control*

Internal Audit Committee / Board of Directors
Head of the institution

Top management

- = 5.

First Line Second Line Third Line

According to the concept of the “3-line defense” model, the place, role and responsibilities

, regarding the risk management and control in the organization ,for each main participant of
managerial system is logically and clearly determined. This model has played a key role in helping
people understand the role of Internal Audit, as well as the structure of Risk management and
control”’- said Richard Chambers, director of The institute of Internal Auditors (ITA).

According to above-mentioned model, in I line of defense, the goals, strategy and internal
policies are developed by the managerial representatives; Instructions and regulations,
procedures are developed. A control system is established and responsibilities are delegated.

To ensure the risk management, a risk management system is established in II line of
defense; It processes the identification of problems and shortcomings; The effective tools for Risk
Management are being developed; Monitoring process of Internal Control system effectiveness

and adequacy is carried out; Ensures the compliance with laws, rules and regulations; Reporting
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is systematically processed in order to overcome with identified weaknesses and shortcomings on
time;

Internal Audit is an affective institution for risk assessment in public sector. That is, III line
of defense, that ensures the independence of Internal Audit engagements; Provides reports and
recommendations to the management and information on the weaknesses and strengths of the
first and the second lines of defense, and ensures to provide with assurance.

In drawing a parallel with the current situation in the public sector of Georgia, the first line
of Defense is clearly defined, however, the Second line of defense is practically not functioning.
Very often, managers have an effort to shift the control function and responsibilities (Second line
of competence) to Internal Audit units in the third line of defense. Inefficient functioning og the
second line of inconsistencies, errors, fraud and corruption, create threats to the failure of
achieving organizational goals.

Based on the analysis of the current state regulation of Internal Audit, the importance of
functioning Internal Audit as an institution in the public sector is assessed. The relation of the
reform with the obligations undertaken by the Government of Georgia in the agreement
concluded with the European Commission has been established.

Within this above-mentioned agreement, staring from 2010 the State began the
introduction of the System PIFC — Public Internal Financial Control and implementation of
reforms in line with international standards.

In the model proposed by the European Union, the system of the Public Financial control
comprises of three elements that are:

1. Management and managerial systems- Financial Management and Control system;

2. Independent and objective assurance activities for systems’ evaluation-Internal Audit;

3. Financial Management and Control System and Internal Audit harmonization and

coordination unit- Harmonization Center
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Scheme N2
Public Internal Financial Control (PIFC) Model

PIFC

Public Internal Financial
Control

FMC 1A CHU
Finance Management and Internal Audit Central Har_monization

Control Union
\ /
\\ ///

SR R
— —
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— — — — — — — — — e e e

For Georgia, as for many other Eastern European, Post-Soviet bubble countries striving to
become members of the European Union (EU), the abovementioned process has been difficult,
often — contradictive. The latter was due to the transformation from Post-Soviet administrative-
organizational governance to contemporary good governance principles. It is exactly the
existence of well-maintained internal control systems, which become an indicator in evaluating
an institution's function effectiveness.

EU-developed PIFC concept became a foundation of preparation Georgian internal audit
regulating legislative base. The law extends to:

¢ Central Ministries;

e Adjarian and Abkhazian Autonomous Republic Ministries;

o Legal Entities of Public Law;

o Municipality Mayor’s offices;

o Legal Entities of Private Law, whose 50%+ shares owner is a state.
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In Georgian Public Administration, the Public Control Department (Harmonization Center
/ CHU) under the Ministry of Finance of Georgia is responsible for financial management and
control, also for establishment-development of an internal audit system and coordination.

A consolidated annual report of Public Internal Financial Control System Development
prepared by the Harmonization Center is presented to the Government of Georgia. It
demonstrates the progress of the reform process in the public sector, facilitating events and
existing obstacles.

Notwithstanding the evolutionary development of internal audit and the existence of the
legislative base, the process of its completion is not done yet. However, contemporary
experience and practice of different countries show that internal audit is constantly being
transformed and affected by changes. Furthermore, it creates a theoretical-methodological
opportunity to evaluate the effectiveness and adequacy of financial management and control
within the public administration system.

In chapter two of the given dissertation -,,Analysis, evaluation of internal audit
organization system in Public Administration" — as a result of research, it is outlined that even
in the 10* year of establishment of internal audit organizational form in public administration,
issues of its effective functioning and result-orientation are still standing. Based on results of a

retrospective analysis of internal audit organizational form establishment and development
in European countries with advanced experience (Estonia, Slovenia, Hungary, Croatia), Georgia's
challenges in the same field are studied and evaluated, hindering factors to its implementation
and further refinement are identified; Through practical consideration of existing reality in the
country and mutual comparison with advanced experience, mechanisms of the establishment of
internal audit organization in Georgian public sector and harmonization with international
standards and are emphasized.

Since 2010, when Georgia's public sector actually started a difficult and contradictory
process of organizational arrangement of internal audit, 23 internal audit subjects have been
established, in which 139 internal auditors were united. However, as a result of active, target-
oriented actions, by the end of 2019, in the country's public sector there are 113 internal audit

subjects, which are distributed across the country as follows:
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Diagram N1

113 Internal Audit Unit by Institutions 2019 Year

m Ministery

m LEPL, LTD, NNLE

m Autonomous Republic
m Self-governing units

m HEI

It is important that compared to 2010 (which tends to be a benchmark year for
establishment internal audit in the Georgian public sector), their number is increased by 90. The
raise can be seen in the following diagram:

Diagram N2
Internal Audit Units in public administration 2010-2019 years
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In the context of gender, the analysis showed that in managerial and decision-maker
positions, in 113 internal audit subjects, only 14 managers are women. See Diagram: N 3.
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Diagram: N3

Gender perspective in Internal Audit

Statistics of women managers in 113 Internal Audit Units

m 14 women

1
I — 0
Ministery LEPL Municipality Autonomous Republic HEI

Initially, in the country's public sector, the establishment of internal audit units was
chaotic, disorganized, and hurried. Together with the lack of qualified human resources and
practice, it was felt that public institutions did not have a methodological foundation of internal
audit organizational structure. Internal audit units were mostly staffed with civil servants, which
did not have the academic educational background of internal auditor, necessary skills, and
practical experience. Mostly, they used to be executive officials, in better option they were so-
called ,,inspector” qualification-holder practitioners. Through systemic consideration of public
sector internal audit organizational arrangement across the whole country, the low rate of the
reform process is showing, together with the following challenges:

e Lack of qualified internal auditors;

o Insufficient professional training;

o Lack of leadership support;

o Co-existence of internal audit with inspection, equating with general inspection;

e Not knowing audit types (effectiveness, IT, systemic);

e Low remuneration, drain of trained auditors;

e The low motivation of internal auditors, non-existence of career development system;

e The non-existence of an internship system with further employment opportunity;

o Frequent change of leadership, non-existence of institutional memory;

o Leadership intervention in auditor business, facts of limiting internal auditors’
independence;

o The non-existence of internal and external quality control measures;
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o The non-existence of internal audit courses in higher education institutions;

e Dependence on international, donor organization support;

e The non-existence of a national certification system;

o Lack of professional literature in the Georgian language;

o Lack of cooperation between state and internal audit institutions.

The research showed that one of the hindering factors of internal audit establishment and
organizational completion is creating internal audit units on the basis of general inspection in
ministries. Unfortunately, up to today, an internal audit is perceived as a punitive organ,
mechanism of disciplinary persecution, and firing employees. Methods, techniques, and attitude
towards general inspection, implemented through decades, is so strongly rooted in the public
sector and governing memory, that it established in practice ,,as a form of internal audit with a
different name of general inspection".

Diagram N4

The ratio of internal audit checks and inspections in the public sector in 2019

The ratio of Internal Audit engagements and
Inspections in the Public Sector in 2019 year
M Internal Audit engagement M Inspection

From the above-given diagram, it can be concluded that internal audit resources are

directed to carrying out inspections, instead of uprooting systemic, key problems, targeted
reaction to violations and minor infringements still take priority.

The turning point period in Georgia’s public sector internal audit organizational refinement
starts in 2013, when a memorandum was signed between the Georgian Ministry of Finance and
the GIZ, aiming at supporting internal audit institutionally. Through the involvement of experts,
a long-scale cycle of internal auditor training, first pilot audit checks, study visits, and best-

practice sharing was carried out.
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The given dissertation studies experience of internal audit implementation of European
countries — Estonia, Croatia, Slovenia, Hungary. The research showed different approaches of
internal audit organizational establishment in the public sector — in the Estonian public sector,
internal audit organizational refinement reform started with a professional certification of
auditors; Furthermore, the practice of cooperation between state and internal audits has a
significantly different and interesting model — financial audits are conducted only by external
auditors, thus it helps internal audit resource to be used for its primary function and maximum
effort to be directed at prevention of risk-factors; According to Estonian legislation, IT audit is
conducted once in every 3 years, by external auditors; Estonia abolished harmonization center
and its functions are carried out by local institution (IIA), which helps internal auditors
professionally by sharing the most recent attitudes and methods with them.

In Slovenia, like in Estonia and Georgia, internal audit establishment started under EU
requirements and proposed concept. Unlike Georgia, to work as an internal auditor, it is
necessary to have an audit, finance, or accounting degree as higher education, 3 years of working
experience, and special rank of ,,State Internal Auditor”. Also, an auditor must be trained in a
special center (CEF / Center of Excellence in Finance) of the Ministry of Finance. A program of
auditor certification is active in Slovenia. In Slovenian public sectors, audits of effectiveness,
adequacy, and IT are conducted. Financial audit, like Estonia, is carried out only by state audit
service. A systemic audit is integrated with other types of audits. Slovenian Ministry of Finance
training center actively cooperates with Georgian harmonization center to develop a
certification program. Through mutual agreement, internal auditor teams are sent annually for
the advancement of qualification of international standards.

In Croatia, Public Internal Financial Control law, similarly to Georgia's practice, extended
to financial management, control, and internal audit. In Slovenia, the internal audit organization
process is coordinated by the central harmonization unit.

In Hungary, like in Georgia, internal audit was initially established on traces of
»inspection”. In certain ministries, internal audit subjects existed before, but such an approach
conflicted with internal national and international standards. Following the obligation
undertaken before the EU, Hungary was forced to bind its public sector internal audit

organization methodology and legal issues with international requirements and standards.
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Against the background of existing challenges, the global scale and complexity of problems
should not create an expectation that international supporting organizations will offer Georgia
such a model of internal audit organizational structure, which explicitly fits with the country's
sustainable and stable economic development. It is important for harmonization center

coordinating function and leadership support to be increased on the transitional stage of reform.

The third chapter of the thesis - "The main directions of improving the organization of internal
audit in the public administration of Georgia" proposes a model for improving the organization
of internal audit, the main components of its formation are:

- An independent effective internal audit committee;

* System of accountability of heads of organizations;

* Publicity of internal audit reports;

* Training and certification;

According to the legislation in force in Georgia, the internal audit service is accountable to
the head of the institution (minister, mayor, head of LEPL), who is also their employer. It turns
out that the internal auditor of the institution is appointed and dismissed by the same person.
This practice, of course, undermines the independence and objectivity of internal audit.

In order to achieve a high degree of independence and objectivity of internal audit in the
public sector, we consider it appropriate to create an independent internal audit committee,
which should include independent invited members. The presence of an audit committee will
also reduce the dependence of internal auditors on the change of heads of the institution and
increase their institutional stability. In the case of municipal councils, the Audit Commission may
be composed of members of the city council and representatives of the Public Advisory Council,
whose purpose is to ensure the active participation of citizens in the implementation of local self-
government.

To form an effective model of organizational improvement of public sector management, it
is necessary to introduce a system of accountability for heads of institutions. The existing practice
in this direction is still far from the requirements of international standards, in connection with
which the fulfillment of the obligations assumed by the state to the public within the framework
of program budgeting is no exception; Expected gaps in risk management and control; Discontent

among public and private sector employees.
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According to the presented model, ministers of the relevant departments, mayors of local
municipalities will be required to submit reports on the development of the financial and control
system, risk management, as well as on the results of internal audits to parliament, councils and
the Supreme Council at regular intervals, usually once a year. Such a system will provide
increased responsibility, which, in turn, will contribute to the stable and sustainable
development of the country in the long term.

Recently, the public interest in the activities of internal audit on the part of citizens, as well
as the non-state sector, has significantly increased. This makes the need for publicity and
availability of internal audit reports even more urgent.

According to current legislation, the publicity of internal audit reports and audit results
depends only on the consent of the head of the institution, which usually limits access to internal
audit reports and disclosure of information to interested parties.

This attitude in the Georgian public sector is due to: the still persisting circumstances of
corruption and fraud; Ambiguity of software budgeting indicators; Low transparency of
government programs; Lack of information on the spending of state budget funds. Therefore, we
consider it appropriate to amend the law and make the internal audit reports publicly available,
and the audit results, as well as the annual internal audit report, should be published on the
websites of government agencies, which should not depend on the will and consent of the head
of the institution.

e The degree of effectiveness of any of the models we present depends on the qualifications
of personnel employed in public sector institutions, including the internal audit
body.Thus, to ensure the continuous development of knowledge and skills of auditors,
their training and certification, it is necessary:

e Creation of a system of continuous professional development of internal auditors;

e Introduction of certification of internal auditors, paid internship, compilation of a
register, employment of a trained resource;

e Convergence of academic programs and intensification of scientific research;

e Asin the developed countries of the world, in Georgia it is necessary to create a system
of continuous professional development of internal auditors. Professional training should
serve to educate and improve the qualifications of internal auditors. The Center for

Harmonization, which currently depends on donor funding, is less systematic, limited
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and targets only a small segment of internal auditors working in the public sector. In
order to ensure a consistent and continuous learning process for professional development
of internal audit, it is recommended to:

e Creation of a system of continuous professional development of internal auditors, which
will be carried out in close coordination with professional organizations;

e Introduce and encourage continuing professional training for internal auditors in such a
way that internal auditors are willing to retrain without any coercion;

e Heads of budgetary institutions should ensure the participation of internal auditors in
international and local conferences, trainings, thematic seminars, workshops. In addition,
budgets must be predetermined and at least 50% of internal auditors working in the public
sector must be trained annually;

e Pay more attention to the professional development of employees of local municipalities;

o Establish a rotation of successful internal auditors across the country to diversify best
practices and practices.

e Determine the timing of the development and implementation of the certification
program.

e Begin gradually certifying internal auditors as well as those wishing to log in. Make it
mandatory to use at least one certified internal auditor in the internal audit department,
who will have a different hierarchical rank and salary;

* In order to motivate certified internal auditors and maintain qualified resources, the
internal audit profession should be added to the list of rare, scarce, high-paying professions in the
labor market, for which the Harmonization Center should initiate appropriate changes in the
Government of Georgia; * On the basis of the Center for Harmonization, in close cooperation
with higher education institutions, create a reserve base for internal auditors and a paid
internship program aimed at finding young personnel and improving their qualifications. After
completing a special training course, ministries, municipalities, LEPL will provide them with an
internship;

With the increase in the number of qualified internal auditors in the public sector, the
convergence of academic programs, the intensification of research, the development of

the field of internal audit and the necessary mental changes:
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o Close cooperation and coordination with higher education institutions, conclusion of an
agreement with the State Internal Control Department (Harmonization Center) of the
Ministry of Finance on the inclusion of excellent, motivated students in the internship
program;

* Require graduates to attend a practical clinic in various departments of internal audit;

* To intensify joint scientific research and international scientific conferences to exchange
experience of advanced countries;

* Development of practical guidelines for internal audit, translation of the latest world literature
into Georgian and their adaptation;

* Development of a special training module in the field of information technology / IT audit based
on the University Clinic;

Systematic study, analysis, evaluation of theoretical-methodological concepts of internal
audit organizational arrangement in public sector institutions, taking into account international
and local practices in this direction and understanding existing legal regulations allow
establishing a model of internal audit organizational arrangement in Georgian public sector,
which takes into account the different practices of public sector institutions, ensures the efficient,
result-oriented functioning of public institutions with a high degree of accountability and
reputation, maximally satisfies the well-being of each member of society, and is compatible with

international practice (see Figure 3, Figure 4, and Figure 5):
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Figure N3
Model of Internal Audit organization in 2010-2020
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Figure N4

Updated model of Internal Audit organization at the level of ministries
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Figure N5

Updated model of Internal Audit organization at the level of local Self-Governments and
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Table N1 gives a clear idea of the differences between the existing and the proposed models of

organizational organization of internal audit in the ministries of Central, as well as in the

Autonomous Republics of Abkhazia and Adjara and in local governments.

Table N1

The difference between the existing and new models of internal audit organization

The existing model of the organizational
organization of internal audit

Includes check function

Internal auditors are appointed and
dismissed by the head of the institution
head of LEPL).The

exception is the Thilisi City Hall, where

(minister, mayor,
local assembly approves the head of
internal audit at the suggestion of the
mayor.

The internal audit entity is accountable
only to the supervisor

The audit report is publicly available only
with the consent of the head of the
institution.

Propose organizational structure model for
internal audit

Separate from the inspection function

The head of the institution (minister, mayor,
chairman of the A / R) is obliged to submit to the
Parliament, the Assembly, the Supreme Council a
report on the development of the system of

financial management and control, risk
management and the results of internal audit.
1. A representative of the Center for

Harmonization participates in the Competition
Commission for Internal Audit.

2. The head of the internal audit service is
presented by the mayor in all municipalities and
approved by the city council. In the autonomous
republics - on the proposal of the Government,
approved by the Supreme Soviet.

The internal audit entity is accountable to the
Independent Internal Audit Committee, the head
of the institution

Audit reports are publicly available and are
published on the institution's website.
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The annual report of Internal Audit is
submitted to the heads of entity and
Harmonization

The  monitoring the
implementation of the recommendations is
sent to the head of the entity and audited
object

report  on

A report containing signs of a crime is sent
to the law enforcement body only in
agreement with the head of the entity

IT audit can’t be conducted due to the lack
of qualified internal auditors

Financial Audit is carried out by the
Internal Audit Subject

The subject of Internal audit on Municipal
Hall level is not obliged to submit strategic,
annual plans and annual report to the
Harmonization Center

The annual report of Internal Audit is submitted
to the organization’s webpage

The status of implementation of the
recommendations, the monitoring report is
public and is published on the website of the
entity

A report containing signs of fraud and corruption
will be sent to the law enforcement agency
without the agreement of the head of the entity,
in case of refusal

IT audit will be conducted through the
procurement of external services

In order to prevent duplication, only the State
Audit Office will carry out financial audits

The internal Audit Subject on Municipal Hall
level is obliged to submit strategic, annual plans
and annual report to the Harmonization Center
before the beginning of the next year

There is constant cooperation carried out with
higher education institutions;

Internal auditors and graduates of this profession
are involved internships and research
programs, participate in trainings, seminars or
conferences;

in

Undergo continuing education and certification
process;

Mental consciousness is changed -—instead of
punitive-disciplinary, a recommendatory
approach is launched.

In contrast to the existing organizational arrangement of internal audit in the public sector of
Georgia, the proposed model provides an algorithm for organizational arrangement of internal
audit of the Ministries of Central Georgia, Abkhazia and the Autonomous Republics of Adjara,

and municipal halls.
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Which meets the high standards of accountability in the public sector, where the heads of the
presented structural units report to the Parliament of Georgia, local municipal councils and the
Supreme Councils of the Autonomous Republics on the activities performed and the results

obtained at regular intervals;

Which, on the one hand, increases the degree of their responsibility, and on the other hand, the

supervision and control of their activities by the society.

Conclusions and Suggestions

Thus, when working on dissertation research, enough information has been collected about the
role of Internal Audit, its development types, the existing situation of the system and all the main
issues regarding public financial management has been covered, therefore we hold reasonable
foundations in order to be able to define summarizing opinions and identify the main directions
of improving Internal Audit organization within the Pubic Administration of Georgia.

The results of the research revealed that:

o Effective management of public sector organizations is an important prerequisite for the
sustainable and stable development of the State. Effetiveness of management is measured
by the degree to which risks and opportunities of overcoming them are identified.
Internal Audit is recognized as a very effective instution for eliminating and/or
mitigating risks to the minimum.

e In the public sector of Goergia, the current model of arranging organizational Internal
Audit, in fact, doesn’t guarantee a high degree of accountability of budget organizations
to the public, achieve program budgeting goals, protect assets and other tangible assets
and other tangible assets on the balance sheet of the organization, detect corrupt
transactions, and reduce risks; Ongoing training and cerification of Internal Auditors.
In addition, the definitions of Internal Audit, financial management and control,
inspection are confused. It is essential to distinguish between Internal Audit and

inspection functions;
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o Despite the overall progress made in the ministries, legal entities under public law or at
the municipal level, unfortunately, Georgia is still far from highly developed countries
in this area. On the one hand, this is related to the fact of different starting positions for
the countries and Post-Soviet experience, and on another hand- to the lack of qualified
staff;

In order to improve the management of financial resources in the public sector of Georgia,
it is necessary to improve the structural and legal model of the current organizational model of
Internal Audit, for which they prepare presents specific proposals and recommendations, taking
them into account will substantially shift the attitude towards Internal Audit, encouraging it

more as an active tool for continuously improving the financial management process.
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In order to improve Internal Audit area:

Equal development of both elements of the Public Internal Financial Control (PIFC)

system- Financial management and Control/FMC and Internal Audit as an integral part of

financial management and control and effective risk management tools;

1.

Increasing the accountability of the heads of public institutions;

Introduce professional certification for Internal Auditors and integrate the certification
component into academic education programs. At the same time, the establishment of a
system of continuous professional development of Internal Auditors, harmonization of
academic programs, intensification of scientific research, introduction of certification of
Internal Auditors, rotation of successful Internal Auditors, paid internship and production
of Internal Auditors’ register should be started immediately;

Information technology audit should be carried out through the procurement of external
services;

Limit financial audits to internal auditors in order to duplicate activites with the State
Audit Office, as well as to save professional and time resources ;

In the presence of signs of fraud and corruption in internal audit reports, internal auditors
should be required to communicate directly with law enforcement agencies;

Establish an independent Internal Audit committee to ensure a high degree of
independence and objectivity of Internal Audit;

Given the increased public interest in the internal audit activity of citizens and the non-
governmental sector, to ensure the transparency and accessibility of Internal Audit
reports, establish an obligation to publish the results of internal audit reports on the

website of public institutions.

The following main works are published by the author on the topic of dissertation:
Gelantia-Akhvlediani I., Rudnistka R., “Peculiarities of the introduction of Internal
Control and Audit in relation to International Practice in The State Institutions of
Ukraine and Georgia” was published within the framework of the international
scientific-practical conference “Problems of Public Administration Development in

Ukraine” 2019 11-12 april;
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