


 

PREFACE 

 

AFROSAI-E developed a Regularity Manual Template which provides an audit approach 

in accordance with the ISSAIs (1000-2999). Even though the methodology in the manual 

also includes audit of revenue, it has been noted that SAIs do not give enough focus to 

the audit of revenue. This is despite the fact that there have been severe challenges 

noted in African countries regarding revenue mobilisation resulting in a high level of 

reliance on external funding. This indicates the need to place more effort into effective 

audit of revenue.  

 

This guideline has been developed with the aim of enhancing the institutional capacity of 

SAIs and to assist revenue auditors in performing audits audit of revenue in a more 

efficient and effective manner. It aims to provide: 

 Consistent understanding of key concepts; 

 Simple, step by step approach for auditing the main sources of revenue; 

 Further information on the key considerations for auditors when auditing key types of 

revenue, including basic processes, risks and potential key controls; 

 Consistent audit approach for revenue within SAIs in the AFROSAI-E region. 

 

The guideline was developed by a working group in consisting of Josephine Mukomba 

(AFROSAI-E Secretariat), Yebio Tewelde (Eritrea), Rinniah Situmbeko  (Zambia) and 

Eszter Rapanos, a consultant.  

 

This guideline is a living document and will be updated in line with new experiences. 

 

Pretoria, November 2011, 

 

 

Wessel Pretorius 
Executive Officer 
AFROSAI-E Secretariat 
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1. ABOUT THIS GUIDELINE 
 

1.1  Introduction 

Collecting revenue is a crucial function of government. Revenue is essential for an 

efficient public sector which is able to deliver goods and services. Most African countries 

face severe challenges regarding good tax governance. This becomes evident when 

looking at high level of dependency on foreign finance and considering the legitimacy 

and accountability of governments to taxpayers, especially in natural resource rich 

countries.  

 

This guideline is aimed at identifying the role of Supreme Audit Institutions (SAIs) in 

auditing government revenue and providing meaningful recommendations.  It provides 

detailed guidance for revenue auditors on the principle sources of revenue identified for 

the AFROSAI-E region. Concepts and processes are looked at purely from a regularity 

audit perspective. The guideline highlights the additional considerations auditors should 

have when auditing revenue. It should be used in conjunction with the provisions of the 

Regularity Audit Manual (RAM) of AFROSAI-E with respect to risk assessment and audit 

methodology.   

 

1.2   Why a Guideline? 

Why do we need a separate guideline on auditing revenue? This question is valid since 

the regularity audit manual already contains a methodology to audit revenue. There have 

been severe challenges noted in African countries regarding revenue mobilisation. 

These include: 

 Lack of governments ability to mobilise tax revenue resulting in a high level of 

reliance on external funding; 

 Slow progress on implementing tax reforms; 

 Poor linkages between taxes paid and the services provided; 

 Fraud, corruption and illicit flows of revenue.  

 

 

 



 

AFROSAI-E Guideline on Auditing Revenue |  6 

 

 

 

The above challenges indicate the need to place more effort into effective audit of 

revenue. This guideline has been developed with the aim of enhancing the institutional 

capacity of SAIs, with the objective to assist revenue auditors in performing audits in a 

more efficient and effective manner. It aims to provide: 

 Consistent understanding of key concepts; 

 Simple, step by step approach for auditing the main sources of revenue; 

 Further information on the key considerations for auditors when auditing key types of 

revenue, including basic processes, risks and potential key controls; 

 Consistent audit approach for revenue within SAIs in the AFROSAI-E region. 

 

1.3    Who can use this Guideline? 

This guideline is applicable to all SAIs in the AFROSAI-E region. It is specifically aimed 

at auditors with responsibilities to audit revenue, but it can be equally useful for the 

management of the SAIs at all levels. 

 

As it was highlighted earlier, the guidance below contains considerations regarding 

auditing revenue in addition to the regularity audit methodology included in the RAM. 

Auditors should therefore complete the working papers in the RAM and in addition 

consider the aspects in this guideline.. 
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2. CONCEPTS AND RELATED TERMS 

 

This chapter describes concepts and definitions used in the context of this guideline. 

These terms are used and further discussed in subsequent chapters.  

 

2.1   What is government revenue? 

Revenue includes all the receipts of government from different external sources 

constituting an inflow of economic benefits. It may take different forms, including income 

or corporate taxes, value added taxes, customs duties, various levies and many others.  

 

2.2 What is government revenue used for? 

Government revenues are predominantly used to finance government expenditure.   

 

In addition, taxes can be used as a tool to reduce inequalities of income and wealth in 

the society. Governments can decide on what kinds of taxes are charged and at what 

rate. This can vary for different classes of the population and businesses assisting the 

redistribution of resources or promoting certain types of entrepreneurship.  

 

2.3 How is revenue collected? 

It is most often the responsibility of the Revenue Authority (RA) to collect revenue in 

accordance with applicable laws and regulations. The RA normally falling under the 

ministry of finance is also responsible for managing the collection revenue, review tax 

structures and make recommendations to the ministry of finance on appropriate 

amendments. In some countries the RA is referred to as Inland Revenue Department or 

Receiver of Revenue.  

 

2.4 The responsibility of government 

Government is responsible to establish adequate tax laws and regulations managing the 

collections and recording of revenue. In order to set laws government should consider 
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the different types of taxes it may receive and the impact of the taxes on government 

and its citizens. Procedures should be established to administer the tax guiding the 

calculation of the tax receivable and the receipt and recording of payments.  

 

Tax laws and regulations can vary significantly from jurisdiction to jurisdiction, but they 

have a number of common characteristics.  

 

For example, it is often required that taxpayers file periodic returns or declarations to the 

Revenue Authority or other agency that administers a particular tax. The taxpayer is 

required to provide details on the level of activity subject to tax, and the amount of tax 

receivable by the government is calculated. Arrangements for receipt of taxes vary 

widely but are normally designed to ensure that the government receives payments on a 

regular basis without resorting to legal action. Tax laws should be rigorously enforced 

and with penalties imposed on taxpayers breaching the law. 

 

The reasons for setting adequate laws and regulations are three-fold: 

 To achieve compliance with international laws 

 To achieve good tax governance; and 

 To reduce the aid dependency of government. 

These reasons are explained in more detail below. 

 

 Complying with international regulations 

The World Trade Organisation (WTO) is responsible for supervising world trade. It was 

created in 1995 to replace the General Agreement on Tariffs and Trade (GATT) with the 

aim of lowering trade barriers and encouraging multilateral trade. It monitors members' 

adherence to GATT agreements and negotiates and implements new agreements. By 

1995, when GATT was replaced by the WTO, 125 nations had signed its agreements, 

which governed 90% of world trade. Government of member countries should ensure 

that their laws and regulations are in line with the basic requirements of the WTO. 

 

Read more about WTO: http://www.answers.com/topic/world-trade-

organization#ixzz1TwfJ3Nb7. 

http://www.answers.com/topic/world-trade-organization#ixzz1TwfJ3Nb7
http://www.answers.com/topic/world-trade-organization#ixzz1TwfJ3Nb7
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 Achieving good tax governance 

Good Tax Governance (GTG) and more effective tax systems are central for sustainable 

development because they can: (i) mobilise the domestic tax base as a key mechanism 

for developing countries to escape aid or single resource dependency; (ii) reinforce 

government legitimacy through promoting accountability of the government to tax-paying 

citizens, effective state administration and good public financial management; and (iii) 

achieve a fairer sharing of the costs and benefits of globalisation. 

 

 Reducing aid dependency 

 

What is aid dependency? 

 

Donor funds received as a donation or a voluntary gift generally given towards a 

worthwhile cause without compensation.  Most African countries rely heavily on external 

donor funds from developed countries and agencies to finance government operations.  

 

Table 1. (CABRI) % of donor funded revenue as opposed to self generated revenues by 

government. The table shows the high level of dependency on donor funding in some 

African countries, where such funds constitute a large percentage of the total gross 

national income (GNI).  

 

Table 1: Level of aid dependence in selected African countries (in % of Gross 

National Income - GNI, 2004) 

 

Highest Dependence % of GNI Lowest Dependence % of GNI 

Sao Tome & Principe 70 Kenya 3.6 

Guinea-Bissau 39 Sudan 2.9 

Sierra Leone 36 Congo Republic 2.8 

Eritrea 36 Swaziland 2.3 

Congo Dem. Rep. 32 Zimbabwe 2.2 



 

AFROSAI-E Guideline on Auditing Revenue |  10 

 

Burundi 31 Seychelles 1.9 

Mozambique 30 Nigeria 0.7 

Malawi 25 Botswana 0.6 

Liberia 24 Gabon 0.5 

Rwanda 20 South Africa 0.4 

Mauritania 20 Mauritius 0.4 

Source: ATAF. Good Tax Governance in Africa. (2010:60) 

 

To what extent is high dependency on donor funding justified? What is the reason for 

this dependency? Is there a lack of understanding regarding available resources, when 

and how they should be exploited? Or is it the matter of these resources not reaching 

governments?      

 

The aim of governments is clear: they should move away from donor dependency and 

find ways to collect their own revenue. However, this is an enormous task with an 

ultimate aim of achieving effective tax governance. Governments should put processes 

in place to address tax evasion, stop illicit fiscal flows, fight transfer pricing, fight fiscal 

corruption, end tax preferences and exemptions, improve revenue mobilization, 

measures to building a tax-paying culture, improve taxation of natural resources, and 

achieve better understanding the political nature of taxation. In addition, provisions 

should be made for an efficient management of the tax system through adequate 

practices and internal controls promulgated in laws and regulations. 

 

2.5 Tax reforms 

 
Tax reforms are generally aimed at strengthening the tax administration systems as well 

as extending the tax bases.  Some of the reforms in the past have focused on improving 

the tax structure and the tax administrations.  
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 Tax structure 

This is aimed at minimizing distortions caused by taxation and maximising revenue 

collection. Measures include (a) a shift away from trade taxes; (b) a shift towards goods 

and services and VAT in particular; (c) reduced corporate and personal income tax; (d) 

an effort to broaden the tax base by bringing in different types of taxes. In other words 

there need to be a shift towards more appropriate revenue sources. 

 

 Tax administration 

Tax administration efforts involve amongst others capacity building initiatives, 

reorganization, improvements in information technology, taxpayer services and 

managerial autonomy. Reform strategies aiming at: 

 

 Simplifying tax to make it more predictable for the taxpayers, easier and less costly 

to administer. It may also make the tax system less vulnerable to extortion and 

corruption, and contribute to reducing the discretion of tax administrators or 

politicians to decide on tax liabilities and exemptions for particular companies, type of 

investment projects or category of imports. 

 

 Introducing new information and communication technologies for collecting agencies. 

Moving from a system organized around different taxes to one organized around 

localities and/or industries so that individual tax payers have to deal with fewer tax 

officers. Further, it often comprises the introduction of unique taxpayer identification 

numbers (TIN) for each individual taxpaying unit. Commonly, it also includes the 

establishment of different offices and procedures for different categories of taxpayer, 

typically starting with the creation of a Large Taxpayer Unit focusing on big 

companies. A general approach is to make the tax collection process more „user 

friendly‟ (Fjeldstad and Moore 2008). More effective tax administrations give fewer 

opportunities for taxpayers to bribe their way out of obligations. 
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Managerial autonomy of tax administration is aimed providing remuneration packages to attract 

the qualified staff and ensures more flexibility than the civil service to fire corrupt and/or 

incompetent staff. Countries, including Ghana, Kenya, Uganda, Zambia, Tanzania, South Africa 

and Rwanda have already established semi-autonomous tax authorities outside the normal 

civil service.  Reforms such as this one may result in considerable increase in tax 

revenues. 

 

2.6 The role of the external auditors 

SAIs are normally responsible to audit the financial statements of government which 

include both revenue and expenditure.  Total revenue of an entity should be close to 

equal to its expenditure and strictly speaking both should get equal attention. However, 

revenue is often disclosed as a single line item in financial statements, and rarely split 

further than grants received and other revenue. This is in direct contrast to the number of 

expenditure items which are normally identified for audit. The question should be asked: 

are adequate auditor resources are focused to audit revenue?   

 

How can auditors add value through auditing government revenue? 

 

Auditors are not responsible to set or even question government policy. However, 

auditors may be able to positively contribute towards improving the efficiency and the 

effectiveness of all tax collection agencies enabling government to earn more revenue. 

Recommendations are linked to internal control weaknesses identified, for example may 

lead to improvements in the processes followed by government entities.   

 

2.7 The types of government revenue 

Governments taxes charged are the main source of government revenue. A taxpayer is 

a person or a business entity responsible for paying tax, or is subject to tax.  The broad 

categories of government revenue are income taxes, value added tax and sales tax, 

trade taxes and revenue from extractive industries. These are discussed briefly below. 
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2.7.1 Income taxes  

A tax is a fee charged ("levied") by a government on a product, income, or activity. Tax 

may be levied directly on personal or corporate income, or levied on the price of goods 

or services.  

 

Many jurisdictions tax the income of individuals and business entities, including 

corporations. Income taxes are imposed on earnings of individuals (personal income tax) 

and profits of businesses (corporate income tax). 

 

 Personal Income Tax 

Tax paid on one's personal income is a direct tax imposed on individuals (and in some 

cases sole proprietorship companies). This is one of the oldest taxes in African 

countries. 

 

Personal income tax is often collected on a pay-as-you-earn (PAYE) basis, paid by 

employers on a monthly basis, with small corrections made soon after the end of the tax 

year. These corrections take one of two forms: payments to the government by 

taxpayers who have not paid enough during the tax year; and tax refunds from the 

government for those who have overpaid.  

 

 Corporate Income Tax 

Corporate income tax is tax payable by corporations normally based on their income, 

capital, net worth or some other criteria. Rates of tax and the taxable base for 

corporations may differ from those for individuals or other taxable persons. 

 

 

 

 

 

 

http://www.investorwords.com/1922/fee.html
http://www.investorwords.com/7559/charged.html
http://www.investorwords.com/16458/government.html
http://www.investorwords.com/3874/product.html
http://www.investorwords.com/2400/income.html
http://www.investorwords.com/92/activity.html
http://www.investorwords.com/9454/directly.html
http://www.investorwords.com/1129/corporate.html
http://www.investorwords.com/3807/price.html
http://www.investorwords.com/6664/service.html
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2.7.2 Value added tax and sales tax 

Value added tax and sales tax is levied on the price of goods or services as a specific 

tax [a tax per unit]. These taxes are charged and collected by an intermediary (such as a 

manufacturer or a retail store) when selling a product or service. Tax is normally added 

to the price of goods so that consumers are actually paying the tax when buying 

products. This way the person who bears the ultimate economic burden of the tax is the 

end consumer of the product or service. The intermediary later files a tax return and 

forwards the tax proceeds to government with the return.  

 

 Value added tax (VAT) 

VAT is a tax calculated on the purchase price of goods and services. It is a value paid 

only on the “value added” to a product, material, or service due to its manufacture or 

distribution. The “value added” to a product by a business equals the profit made when 

selling the product: the sales price charged to its customer minus the cost of materials 

and other taxable inputs.  

 

 Sales Tax 

Sales tax imposed by some African countries based on the consumption of goods 

produced or services rendered locally, and goods imported. Sales tax is charged at 

different rates creating an opportunity for government to influence the economy and 

widen the tax base.  

 

2.7.3 Trade taxes  

Trade taxes include import and export duties which are levied at the borders. Import and 

export duties can be charged as a percentage on the value of goods or as a fixed 

amount contingent on quantity.  

 

 Import duties 

Import duties are the highest yielding indirect or expenditure tax in most African 

countries. However, most countries experience major problems such as under- 

 

http://www.investorwords.com/3807/price.html
http://www.investorwords.com/6664/service.html
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declaration of goods, tardiness when clearing of goods resulting from cumbersome 

clearing procedures. 

 

 Excise duties  

The term “sin tax” is often associated with excise duties as they are charged on alcoholic 

beverages, tobacco products and fuel. Excise duties are based on the retail prices of 

manufactured goods. In the absence of controlled prices for these goods it can be hard 

to administer. Duty on fuel (petrol, diesel, kerosene and more mundane fuels such as 

wood) is similarly difficult to calculate due to the volatility of oil prices and other factors. 

 

Excise duty is distinguished from a sales tax or VAT in three ways:  

 Excise duty typically applies to a narrower range of products;  

 Excise duty is typically heavier, accounting for higher fractions (sometimes half or 

more) of the retail prices of the targeted products; and  

 Excise duty is typically specific (so much per unit of measure; e.g. so many cents 

per gallon), whereas a sales tax or VAT is ad valorem i.e. proportional to value (a 

percentage of the price in the case of a sales tax, or of value added in the case 

of a VAT) 

 

2.7.4 Other taxes 

There are other taxes which have not been largely explored in most African countries. 

They include property tax, land tax, user charges (toll roads, levies on university 

education) and environmental levies. Some of these are collected by different agents, 

including local authorities. 

 

 User charges 

User charges are revenues collected by government for goods and services rendered. 

Charges may include charges for the providing water, roads, sanitation, electricity, 

issuing passports, identify documents and many others.  
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 Property tax 

This is tax normally based on a property‟s value. This makes it an “ad valorem” tax, 

which means “according to value.” It is imposed on immobile assets for example, land 

and buildings. 

 

 Fuel Levy 

Fuel levy is charged as an added cost of the fuel purchased. It is  normally as a flat-rate 

tax irrespective of the price fluctuations of petrol or gas and is also sometimes called a 

fuel excise tax. If a government assesses a fuel levy, it increases the cost of a gallon of 

gasoline at the pump. Gas stations normally include all taxes in the price per gallon that 

they quote, so a driver would notice that gas increased from $3.00 per gallon to $3.20 

per gallon, for example, but the gas station usually doesn't post a notice of the fuel levy 

or list it separately on the receipt.  

 

 

2.7.5 Extractive Industries Revenue 

These include revenues from upstream exploration-to-processing activities in oil, gas 

and mining. It is principally royalties and corporate income taxes on resource extraction 

activities. Extractive industries engage in extracting minerals from the earth. Materials, 

such as oil, coal, gold and copper are obtained from under the ground in drilling, mining, 

and quarrying. 

 

Oil, gas and minerals- are already an essential revenue source for many African 

countries. However, evidence shows that African countries get relatively less revenue 

from natural resources than other countries in the world. It is not always easy to obtain a 

clear picture of the reasons. Contracts between government and multinational 

companies, investors and banks are often subject to strong confidentiality clauses. 

Corruption is prevalent especially where Governments claim that they cannot make all 

details of the extractive industries public.  Revenue from extractive industries can be in 

the form of taxes, royalties, bonuses, dividends and rents. 

 

http://lexicon.ft.com/ft/glossary/term.asp?t=mining
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3. ORGANISATION OF REVENUE AUDITS  

 

SAIs should carefully consider the organisation and coordination of their audit teams 

responsible for revenue audits. Revenue auditors need to have a good understanding of 

the different types of revenue, the laws and regulations governing them, knowledge of 

the different systems used to document receipts, assess declarations and record 

revenue. This requires a lot of training and understanding of specialized aspects. In this 

chapter examples of different organizational set ups are described which SAI can have 

for their revenue audits.  

 

The audits of revenue involve more than one audited entity. In a typical government set-

up, the Ministry of Finance would have the main responsibility to ensure that revenue is 

collected. Revenue collection is normally delegated to institutions like revenue 

authorities / service, tax and customs service and other line ministries / departments.  

 

 Types of Organisation 

SAIs can organize themselves in a lot of different ways. In this chapter two basic ways 

are described for auditing revenue:  

 Dedicated revenue audit teams; and  

 The combined approach.  

 

 Dedicated revenue audit teams 

A SAI can have a central revenue audit section dedicated to audit revenue collected by 

the Revenue Authority. The dedicated revenue audit team may also audit the revenue 

collected by local authorities, agencies and ministries (Education, Mines, Health etc.). 

The revenue team only audits revenue in the above entities, while expenditure will be 

audited by other regularity audit teams. Revenue audit findings may be included in one 

report or they may form part of separate audit reports on the relevant government 

entities. The SAI of Zambia has a revenue division which is set up along these lines.  
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Advantages: 

 The dedicated team will be able to build expertise relating to the revenue audits  and 

become specialized in carrying out all types of revenue audits; 

 Fewer resources required in terms of training as fewer persons are trained. 

 

Disadvantages: 

 Extensive cooperation is required from the other audit units who are more familiar 

with their clients. In this case there are two audit teams are auditing one government 

entity. Coordination needed mainly relating to the timing of work, sharing of 

information, audit findings and evidence collected.  It is also important that 

management of the audited entity should be informed about the audit work which is 

performed by both audit teams. 

 Information may have to be obtained from a large number of entity which may be 

difficult, costly (in terms of travel costs) and time consuming. 

 

 The combined approach 

This is where the both revenue and expenditure of a government entity is audited by one 

audit team. Consequently, audit teams will be responsible to audit both revenue and 

expenditure.  

 

A variation to this approach is where a team is responsible for the audit of the major 

revenue collector(s) for example the Revenue Authority, covers all the aspects of the 

organization. An example of this is Eritrea SAI which has revenue audit division 

auditing two revenue departments in Eritrea, Inland Revenue Department and 

Customs Office Department that are administered under the Ministry of Finance.  

 

Advantages: 

 There is no need to create new audit teams; 

 The audit teams will in most circumstances be already familiar with their auditees 

which saves time;  

 Greater impact can still be achieved by combining the key findings and producing 

one report. 
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Disadvantages: 

 Work performed by different teams will have varying quality making benchmarking 

and drawing conclusions on revenue audits difficult;  

 More resources will be needed to train and guide the audit staff;  

 There is no element of specialization and revenue components might not be given 

the attention they deserve.  
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4. GENERIC GUIDANCE ON THE AUDITING OF 

REVENUE 

 

This chapter provides an overview of the entire regularity audit process highlighting the 

key considerations for the audit of revenue. The guidance in this chapter can be used for 

all types of revenue. More specific guidance on major types of revenue is in chapters 5 

to 9.  

 

4.1 The objective of auditing revenue 

SAIs‟ audit mandates regarding receipts of government are normally aiming to conclude 

on whether:  

 Government has reasonable processes to identify and collect all revenue which is 

due; 

 Collections were lawfully made; 

 Internal control procedures were in place and functioning throughout the period; 

 Accounts were duly kept for all receipts; 

 Receipts were banked completely and timely; 

 Refunds and exemptions of revenues were legally applied; and 

 The power to raise revenue is used not only for raising revenue but also to regulate 

economy as per the government policies. 

 

In terms of ISSAI standards a regularity audit is aiming to provide a reasonable, but not 

complete assurance on whether financial statement disclosures are free of material 

misstatement. The detailed guidance in this document will assist auditors to ask the 

correct questions, identify risks and key internal controls contributing towards the audit 

objectives.  
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4.2 The audit methodology 

The objective of such regularity audits is to ensure that all revenue is identified, properly 

charged, received, recorded and banked. Compliance with laws and regulations 

throughout the process also forms part of the audit. A risk based audit will look at the 

process of revenue collection by government in order to identify high risk in the process. 

 

The regularity audit process consists of the following stages: 

 Pre-engagement 

 Strategic planning 

 Detailed planning 

 Execution 

 Reporting.  

 

The specific considerations relating to the audit of revenue is discussed below for each 

phase of the audit. Note should be made that this section is supplementing the audit 

methodology of the RAM and not replacing it. 

 

4.2.1 Pre-engagement  

 

During pre-engagement activities include considerations regarding the ability of the audit 

team to undertake the audit. These include the audit teams‟ skills and capacity, 

independence, objectivity and availability to perform the audit. For revenue audits 

considerations regarding the team‟s knowledge of tax laws and regulations, processes of 

tax collection and relevant systems is important.  

 

As physical inspection is an important part of auditing certain types of revenue, budgets 

for planned regional visits should be included in the annual plan of the SAI. This should 

be determined before the audit begins. 

 

When revenue audit findings are included in a separate report, a separate engagement 

letter may need to be issued. This is specifically necessary when more than one audit 

teams work within a government entity. The letters should clearly state the purpose, 
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scope and timing of each audit and the report(s) which will be issued. When separate 

engagement letters are issued, these should both be addressed to the accounting officer 

of the audited entity. 

 

4.2.2 Strategic planning 

 

Strategic planning is a very important part of revenue audits. Auditors need to gain an 

understanding of the auditee‟s operations, including risks and internal controls regarding 

the collection of revenue.  

 

 Understanding the legislative framework 

Understanding the laws and regulations governing tax assessments and the collection of 

revenue are essential for auditors of revenue. Such laws and regulations may be more 

extensive and involved than laws governing expenditure, making revenue audits a 

specialised area. On the strategic planning level auditors should be concerned with the 

existence of the high level structures which the auditee should have put in place. 

 

 Materiality 

At the beginning of strategic planning the preliminary materiality is set on a financial 

statement level. The basis for calculating the level of quantitative materiality may differ 

depending on the items which are audited. When revenue collected by the Revenue 

Authority is audited separately from expenditure than total revenue collected may be 

used to calculate quantitative materiality.  

 

However, when the entire set of financial statements are audited for the RA, ministry of 

or local authority, the materiality figure, as usual should be based on the most prominent 

figure in the financial statements.   

 

Qualitative materiality should also be considered by auditors, based on the mandate of 

the SAI and other relevant considerations. 
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 The lead schedule – the audited financial information  

As it is with any financial statement audit, the starting point for auditing revenue should 

also be the reported revenue collections.     

 

When it is not possible to audit every type of revenue each year, auditors need to decide 

which areas to audit. Revenue items can for example, be audited on a rotational basis. 

Normally, there should be audit work performed on all items which are over the financial 

materiality set. In addition, the risks associated with the revenue items should be 

considered. For example, customs duties may be audited each year due to the risks 

involved with its collection.  

 

 Prior year’s audit reports 

Certain categories of revenue received in the current year have not been audited in the 

prior year, the auditors may go back to audit reports for the last 2-3 years. This is done 

in order to identify risks which are relevant to the current year‟s audit.  

 

 Reliance on the work of other auditors 

This working paper is especially relevant when there are two or more audit teams 

involved in different aspect of the same auditee, for example the expenditure and 

revenue. Coordination is necessary between the audit teams to share information and 

avoid duplication of effort on strategic planning level. Internal control checklist, the 

evaluation of internal audit and the audit committee can be examples of information 

which should be relevant for other audit teams working within the audited entity. 

 

 Internal control checklist 

Internal controls relating to the collection and recording of revenue should be evaluated 

by auditors. This evaluation on a high level should be done during strategic planning 

followed by a more detailed evaluation during the detailed planning phase of the audit.  
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 IT internal control checklist 

IT systems used to record revenue collection should be identified and evaluated during 

the audit.  For example, when ASYCUDA ++ is used for collecting customs duties, it 

should be identified as a system on which reliance may be placed. In order to place 

reliance on the system a general controls review should be performed. 

 

IT systems used for collecting customs duties or corporate taxes are not normally the 

same systems which are used to compile financial statements. When there are more 

than one systems used to record revenue in the financial statements of an entity, 

auditors need to identify at what point are the systems link and the type of information 

which is inputted into the main financial system.  

 

Systems such as the integrated Tax Administration System (ITAS) and the National 

Cashiering system can be used to administer domestic taxes i.e. Pay As You Earn 

(PAYE), Value Added Tax (VAT), Company tax, Property tax, Withholding tax.   

 

Generally, IT systems provide certain benefits and also disadvantages in terms of 

internal controls. It normally enables fast and accurate processing of information and 

facilitates additional analysis by also using computer assisted auditing techniques 

(CAATs). The disadvantages of an IT system include the fact that the use and 

understanding of the systems require training for the users and for the auditors.  

 

There are additional risks of unauthorised / undetectable access to the system that can 

lead to unauthorised changes to data.  

 

 Internal audit / Audit committee 

Where the auditee‟s internal audit unit has performed work on the revenue collections, 

the external auditors have a responsibility to review their reports and assess the work 

performed. The evaluation of internal audit function and the work of the audit committee 

should be done once for every audited entity. In SAIs where the revenue audit is  
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performed separately from the expenditure audit it is important to coordinate and share 

work between the audit team. 

 

 Fraud checklist 

Completeness of revenue is a significant risk area where fraudulent misappropriation of 

funds may occur.  

 

The risks which auditors should keep in mind include that duties or taxes may not be 

charged when they are due, or they may not be fully collected, recorded or deposited.  

Auditors should gain an understanding of the extent management has identified and is 

aware of the main risk areas and the control measures put in place to reduce the risks. 

For example internal controls may include an anonymous fraud hotline and an internal 

intelligence unit tasked to deal with reported issues.  

 

Management of the revenue collection agency (Revenue Authority etc.) to identify the 

areas where there is a high susceptibility for fraudulent activities. There should be 

controls put in place to ensure that the opportunities to commit fraud are minimised and 

when fraud is detected, it should be adequately dealt with. Anonymous fraud hot-lines 

work effectively but there is a need for vigorous follow-ups and further investigations. 

There is also much that can be done on raising general awareness around fraud issues 

in government. 

 

 Risk of material misstatement on a financial statement level 

Risks identified should be included here in order to assess the risk of material 

misstatement on a financial statement level. Examples of risks which may be relevant for 

the audit of revenue: 

 Analytical differences between current year / prior year and budgeted figures. 

 Issues reported in the prior year. 

 Areas where there is a lack of adequate documented control processes in place. 
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 Overall audit strategy 

The overall audit strategy is compiled considering the focus of the audit. When a 

separate audit report is issued for revenue, a separate overall audit strategy is 

necessary. However, auditors should be aware of the work which is performed by the 

other team which may be tasked with auditing the expenditure of the audited entity. 

 

4.2.3 Detailed planning 

During detailed planning the audit work will be performed for specific audited 

components identified in the lead schedule. Auditors should identify key processes, risks 

and controls in place for each audited component.  

Audited components may include:  

 Corporate and individual tax collected,  

 VAT and customs by the Revenue Authority. 

 Property rates and collections for services rendered by local authorities. 

 Collections of fees for passports and identity documents or school fees by 

ministries. 

 

 System description 

Auditors should ensure that relevant assertions including compliance with laws and 

regulations are adequately covered. Completeness of revenue collected by the audited 

entity is inherently a significant risk area due to its risk of fraud. 

 

Auditors should focus their attention on assessing the adequacy and implementation of 

internal controls put in place by management of the Revenue Authority. These controls 

are in place to ensure that all tax returns are received; correctly assessed and 

outstanding amounts are collected. Re-performing tax calculations and physical 

inspections at the taxpayers‟ premises will form part of the substantive audit procedures, 

but should only be extensively performed when there are no internal controls put in place 

by the RA.  
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The process or transaction life cycle for revenue should include the consideration for the 

following steps: 

1. Identification of tax base, compare information between government databases by 

using ACL, Excel, IDEA etc. 

2. Receiving declarations  

3. Assessments of declarations whether they include all relevant income and whether 

taxes are accurately calculated and charged. 

4. Recording revenue in the system. 

5. Recording cash receipts 

6. Banking of cash received intact and on a timely basis. 

7. Transferring funds to the central bank account of government.  

 

Table 2. includes a generic example on how the above steps can be documented in the 

system description. Suggested audit programs for both tests of controls and substantive 

tests are also included.  

 

 

 

Table 2. Generic system description and audit programs/......... 
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Transaction life 
cycle 

Risk Controls Assertions Audit programs 

1. Identification 
of tax payers 

Not all tax payers 
are known 

Annual reconciliation of 
list of taxpayers to the list 
of registrar of companies 
or other relevant 
database 

Completeness Tests of Control:   
Inspect the reconciliation between the list of 
companies registered for tax and the list by 
registrar of companies. 
 
Substantive Test:   
Match the companies from the list of 
registered companies to the taxpayers  

2. Receiving of 
declarations / 
returns 

Non-submission 
of returns  
Late submission 
of returns   
Non-payment of 
penalties 
 

Returns / declarations 
received should be 
periodically compared to 
the list of registered 
taxpayers  
Returns / declarations 
submitted late that 
penalties are charged to 
those taxpayers. 
 

Completeness Tests of Control:   
Inspect evidence that the delegated official 
has reconciled the returns received to the 
list of taxpayers.  
 
Substantive Test:   
Reconcile the list of taxpayers to the return 
received and identify taxpayer who did not 
submit returns / declarations submitted 
returns late.   
 
For taxpayers who did not submit returns / 
declarations identify whether the penalties 
were charged correctly. 
 

3. Assessment of 
the returns / 
declaration 

Under- 
declaration of 
estimation of tax 

Delegated official should 
inspect and review 
selected returns to 
supporting documents, 
including financial 

Completeness Tests of Control:   
Inspect evidence that  the delegated official 
has reviewed selected returns and: 
 Reconciled the returns received to the 

list of taxpayers. 
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Transaction life 
cycle 

Risk Controls Assertions Audit programs 

statements and other 
relevant information. 
The criteria to select files 
for review should be 
consistently applied.  
 

 Recalculated the tax payable.   
 
Inspect files assessed and confirm whether 
selection criteria for assessments have been 
applied consistently. 
 
Substantive Test:   
For selected sample of returns / 
declarations:  

 Compare income on supporting 
documents to estimated taxable income 
on the return. 

 The taxes have been correctly charged. 

4. Recording 
revenue 

Revenue 
received is not 
recorded, 
misallocated, 
recorded at 
incorrect amounts 
or in the incorrect 
period 
 

Regular independent 
reconciliations between 
assessments, revenue 
recorded in the ledger 
and amounts deposited in 
the bank. 

Completeness 
Accuracy 
 
 

Tests of controls: 
For selected periods inspect proof of 
reconciliations between assessments and 
receipts. 
 
Substantive tests: 
For selected assessments confirm that 
payments have been recorded: 

 At the correct amounts. 

 In the correct account 

 In the correct period. 
 

5. Recording 
cash received 

Not all cash 
received is 
recorded 

Pre-numbered receipts 
are issued and regularly 
accounted for. 

Completeness Tests of controls: 
Inspect the cash book and identify whether it 
is maintained and up to date. 
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Transaction life 
cycle 

Risk Controls Assertions Audit programs 

 
Cash book is updated 
with all receipts 
 
Unused receipt books are 
stored safely  
 
Issues of receipt books 
are documented  
 

 
Inspect documents and confirm that: 

 Pre-numbered receipts are used by 
cashiers. 

 Unused receipt books are stored safely.  

 Receipt book issues are documented. 
 
For selected periods inspect proof that pre-
numbered receipts are accounted for 
regularly (daily, weekly). 
 
Substantive tests: 
For a selected period, account for all the 
receipt books and pre-numbered receipts 
issued.  
 
For a selected sample of receipts confirm 
that receipts have been recorded: 

 Accurately in the ledger; 

 In the correct account; 

 In the correct period. 

 
6. Banking of 

cash received 
Not all cash 
receipts are 
banked or not 
banked on a 
timely basis 
 

Regular daily / weekly 
deposit of cash received.  
 
Independent 
reconciliations between 
receipts issued and 

Completeness 
Existence 

Tests of controls: 
Inspect proof of: 

 Regular banking of cash received 

 Independent reconciliation of cash 
received and deposit slips 
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Transaction life 
cycle 

Risk Controls Assertions Audit programs 

deposit slips. 
 
Daily cash-ups for all 
cashiers to confirm that 
receipts issued agree to 
cash on hand. 
 
Segregation of duties 
between receiving and 
safeguarding cash and 
depositing in the bank. 
 

 Daily cash ups for all cashiers 

 Adequate segregation of duties between 
cashiers, persons safeguarding cash and 
persons depositing in the bank. 

 
Substantive tests: 
For a selected sample of receipts issued 
confirm that cash was been banked timely. 
 
For selected days confirm that all cash 
received have been adequately accounted 
for and banked timely. 

7. Transfer to 
central bank 
account 

Revenue may be 
not be transferred 
into the central 
government 
account 

Revenue collected and 
deposited into the 
account of the Revenue 
Authority should be 
regularly transferred to 
the central government 
account under the control 
of the Ministry of Finance. 
 

Existence For selected periods confirm that amounts 
deposited in the bank were transferred to 
the central government account. 
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In the following chapters Table 2 is further customised for the different types of 

revenue collected by government. However, steps 4-7 are generic and can be 

applied to all of the different types of revenue. In order to avoid duplication, these 

steps are merely referred to and not repeated in the chapters following. 

 

 Audit programs 

In addition to the tests of controls and substantive tests, substantive analytical 

procedures can be an effective tool when auditing revenue.  

 

An example on the use of substantive analytical procedure to audit revenue is 

included in the Box below. When collecting school fees the revenues which are 

expected to be collected can be calculated by multiplying the number of students 

by the fees charged. The calculated amount is the expected value which can be 

compared with the actual collections.  

The following is an example on using substantive analytical procedures: 

1. Identify the amount and assertion to be tested 

Assertion: Completeness 

Amount: $500,000.00 

 

2. Develop an expectation 
Number of students for the year: 1000 
Annual fees charged: $600 per student 
 
Expected amount:  600 x 1000 = 600,000 
 
3. Determine the threshold  

Amounts within 10% will be accepted ($50,000) 

 

4. Identify significant differences  

Actual amount     500,000.00 

Expected amount    600,000.00 
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Difference     -100,000.00 (under-collection) 

 

5. Investigate differences 

Management should be requested to provide reasons for the differences. 

  

6. Evaluate findings 

Evaluate explanations provided by management and determine the course of 

action which should be followed. 

 

When it is possible, the use of CAATs also needs to be considered by auditors 

as an efficient and effective way of providing audit assurance. This is only 

possible where an IT system is used to collect and record information. 

 

 Sampling  

Direction of testing is very important when auditing revenue. To audit the 

completeness assertion auditors are not able to sample from the transactions 

recorded in the ledger as for auditing expenditure. As items should be selected 

from external sources, auditor should identify the sample source for each audit 

procedures. This means that auditors should understand the processes relating 

to each revenue item to identify the document – most commonly the receipts 

issued from which samples should be drawn.  

 

Audit fieldwork, reporting and quality control procedures will be performed 

similarly to other audits. Reference can be made to the methodology of the RAM.  
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5. INCOME TAX 
 

Income tax is an annual tax on salaries, wages, commissions earned as well as 

other income including dividends, interest and rent received. Governments 

impose income tax on individuals and business entities, including corporations 

falling within their jurisdiction.  

 

Income tax is one of the key sources to revenue for government. It can be easily 

used as an instrument to distribute wealth more evenly in a population for 

example by using progressive income tax, a tax which is charged at higher rates 

when earnings are higher.  

 

Table 3. Income taxes as a share of GDP in Africa (average, 1996-2007) 
 

Year % GDP 

1996 6 

1997 6.50 

1998 6.50 

1999 6.30 

2000 5.85 

2001 5.79 

2002 5.60 

2003 6.20 

2004 6.20 

2005 6.20 

2006 6.40 

2007 6.70 

Source: ATAF. Good Tax Governance in Africa. (2010:35) 

 

Income tax basic types are (1) Personal income tax, levied on incomes of 

individuals, households, partnerships, and sole-proprietorships; and (2) 

Corporate income tax, levied on profits (net earnings) of incorporated firms.   
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5.1 Personal income tax 

The tax on income from employment is normally charged and collected monthly 

under a Pay-as-You-Earn (PAYE) system. It is the responsibility of the employer 

to submit monthly declarations and make payments for the employees.  

 

Taxpayers should declare all other income, such as dividends, rent or interest 

received in their annual tax returns - as per applicable regulations. The taxpayer 

is responsible for the payment of tax on these amounts as per the tax 

assessment. 

 

5.2 Corporate income tax 

The tax on income from sources of any trade, business, profession or vocation 

shall be charged, levied, collected and paid annually or bi-annually as applicable. 

Assessments are based on the tax return submitted by the taxpayer and 

additional supporting documents attached. Normally, corporate income tax is 

imposed for the taxable income collected during the financial year which has 

passed.  

 

5.3 Matters of audit consideration 

When auditing income tax auditors should identify and evaluate the IT systems, 

for example the integrated Tax Administration System (ITAS) used by the 

Revenue Authority to process returns. This is done through the IT internal control 

checklist.  
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           Example system description and audit programs for Income Tax 

 

Table 4 below contain an example on how the system description for income tax 

may be compiled. It needs to be noted that the information below is not aimed at 

to be completely comprehensive and should be applied in light of the specific 

circumstances of the audit. Additional audit programs to cover all risks and 

processes should be added when necessary.  
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Table 4. System description for Income tax 

     

Transaction 
life cycle 

Risk Controls Assertions Audit procedures 

Identification 
of tax payers 

Not all tax payers 
are known 

Annual reconciliation of 
list of taxpayers to the list 
of Registrar of 
Companies  or the 
Licensing Office 

Completeness Tests of Control:  
Inspect the reconciliation between the list of 
companies registered for tax and the list by 
Registrar of Companies or Licensing Office. 
 
Substantive test: 
Perform the reconciliation between the list of 
companies registered for tax and the list by 
Registrar Companies or Licensing Office. 

Categorising 
taxpayers 

Taxpayers maybe 
incorrectly 
classified to pay 
tax on a lower 
scale. I.e. larger 
taxpayers are 
classified as 
small taxpayers 

Separate records are 
maintained for each tax 
payer  
 
Taxpayer records are 
regularly reviewed on a 
test basis to identify 
incorrect classifications 
based on large 
information in importation 
or have a lot of local 
transactions than 
declared volume of their 
business.  

Regularity, 
completeness  

Tests of Control:  
Check that proper categorisation and continues 
follow up is in place 
 
 

 Lack of 
cooperation 

To avoid such a problem 
tax office may request to 

Completeness Tests of Control:  
Inspect proof that the Revenue Authority regularly 
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Transaction 
life cycle 

Risk Controls Assertions Audit procedures 

between 
government 
offices agencies 
may not provide 
information to the 
tax Officers 
relating to the 
taxpayers. 

the concerned agency to 
provide necessary 
information relating to the 
taxpayer. 

request information about taxpayers, which is 
documented and used when reviewing the returns 
filed by the taxpayers. 
 
 
 
 
 

Receiving 
annual tax 
returns and 
financial 
statements 

Under estimation 
of taxable income 
(tax payable) 

Returns should be 
reviewed and compared 
to ensure that: 

 All returns have been 
received 
 

Completeness  
Accuracy 

Tests of Control:  
Ensure that there is an enforcement and proper 
follow-up for taxpayers to submit their financial 
statements on time. 
 
Inspect evidence that the manager responsible 
for receiving returns has:  
 Reconciled the returns received to the list of 

taxpayers. 
 
Reconcile tax returns submitted to the list of 
taxpayers 
 
For a sample of tax returns scrutinise supporting 
documentation and recalculate tax payable.  
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Transaction 
life cycle 

Risk Controls Assertions Audit procedures 

Tax 
audit/assess
ment 

Under 
assessment / 
incorrect 
calculation  of 
taxable income  
 

Reviewer other than the 
assessor should review 
tax returns, including the 
financial statements, 
provisional returns, VAT 
returns to check whether 
income tax was assessed 
appropriately / correctly. 
 
Tax audit, including 
inspecting selected 
taxpayers‟ premises by 
tax auditors and 
examination of detailed 
documentation to confirm 
the adequacy of 
information included in 
their returns. 

Completeness 
Accuracy  
 

Tests of Control:  
Ensure that calculations of tax assessments are 
verified by independent person.  
 
Inspect the reports prepared by tax auditors to 
ensure that inspections were conducted.   
 
For selected audits conducted inspect files for 
evidence of review by person independent from 
the assessor. 
 
Substantive tests: 
For selected assessments:  

 Verify that documents are submitted in the 
format as specified by the Revenue Authority. 

 Verify that the return submitted by a taxpayer 
complete in every respect  

 Conforms to the rules and regulations;  

 Adequately supported by audited financial 
statements (where required by law); and  

 Duly signed by the tax-payer. 

 Inspect documentation and recalculate the tax 
assessed, paying specific attention to: 
o All revenue has been identified correctly, 

including donations, interest in line with 
supporting documents. 

o The deductibility of expenses, including 
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Transaction 
life cycle 

Risk Controls Assertions Audit procedures 

expenses identified for capital goods and 
those which may be for personal use. 

o The basis on which depreciation is 
charged; 

o Asset valuation methods; 
o Transfer pricing or dealings which are not 

arms length. 
 
Verify that all taxpayers who should have 
submitted the tax returns have done so. 

 Penalties are not 
charged when 
applicable for 
taxpayers 
evading tax and 
do not include 
correct 
information on 
their returns 

Tax assessors checking 
that tax payers are 
penalised for 
understatement of 
revenue, late submission 
and late payment. 

Completeness 
/ accuracy 
Compliance 

Tests of Control:  
Inspect evidence that penalties and interest 
charged have been documented adequately. 
Inspect the list of potential cases of tax evasion or 
tax avoidance which were referred for detail 
investigation. 
 
Substantive tests: 
For selected sample of assessments, confirm that 
appropriate legal actions initiated and fines and 
penalties are levied on tax defaulters.  

Receiving 
payment 

Non-receipt of 
payment 

The Accountant is 
updating the relevant 
accounts with all the 
deposit slips received 
from taxpayers on a daily 
basis. 

Completeness Tests of controls: 
Inspect proof that the relevant taxpayers‟ 
accounts have been updated on a daily basis. 
 
Substantive tests: 
For selected assessments, confirm that payment 
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Transaction 
life cycle 

Risk Controls Assertions Audit procedures 

has been received and documented. 

Non-receipt of 
payment 

Monthly bank 
reconciliations are 
performed by the 
accountant between the 
bank statement and the 
cash book.  
 
Unallocated deposits are 
followed up with the 
bank.  

Completeness Tests of Control:    
Inspect the monthly bank reconciliation and 
determine whether they have been performed. 
 
 
 
 
 

Recording 
revenue 

For further detail on this refer to Table 2. under par. 6.2.3 

Recording  
cash 
received 

For further detail on this refer to Table 2. under par. 6.2.3 

Banking of 
cash 
received 

For further detail on this refer to Table 2. under par. 6.2.3  
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Transaction 
life cycle 

Risk Controls Assertions Audit procedures 

Transfer to 
central 
government 
bank 

For further detail on this refer to Table 2.  under par. 6.2.3  

Enforcement 
of assessed 
tax   

Non/under 
collection of tax 

The  management issues 
letters of demand for 
outstanding taxpayers 

Completeness  Tests of Control:  
Inspect evidence that outstanding accounts are 
periodically reviewed and demand letters issued. 
 
Substantive tests: 
For a sample of outstanding accounts, confirm 
that demand letters have been regularly sent out 
and adequate steps have been taken to ensure 
collection of outstanding tax where applicable. 
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6. CUSTOMS AND EXCISE DUTIES 
 

6.1 Trade taxes 

Trade taxes refer to taxes levied at the border. These are mainly import tariffs and export 

duties, although export duties are abolished in most African countries. When countries are 

weighted by the size of their economy, trade tax revenues have declined by a third as a 

share of GDP (see Table 5). 

 

Table 5: Trade taxes in Africa GDP weighted: collected Trade Taxes as share of 

GDP (1996-2007) 

Year % GDP 

1996 3.0 

1997 2.9 

1998 2.7 

1999 3.5 

2000 2.9 

2001 3.0 

2002 2.4 

2003 2.3 

2004 2.2 

2005 2.2 

2006 2.0 

2007 2.1 

Source: ATAF. Good Tax Governance in Africa. (2010:38) 

 

6.2 Custom Duties  

Customs duty is payable upon goods or merchandise being imported or exported. It is 

payable before the action giving rise to the duty payable is carried out, i.e. before the goods 

are cleared through customs. This is opposed to income taxes, which are paid after the year-

end in which income was earned.  Import duty is generally charged as a percentage of the 

value of imports or as a fixed amount contingent on quantity. 
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Custom duties can be used effectively to encourage or discourage the import or/and export 

of certain goods. Customs revenue beyond import and export duty can also include 

demurrage charges, refunds and others depending on the legislative framework. 

 

Demurrage charges are a form of compensation for the delay of a ship or freight car or other 

cargo beyond its scheduled time of departure. It can also refer to a charge for storage in a 

warehouse, which accrues after a given time for consignments not collected. 

 

6.2.1 Matters of audit consideration 

 

 Fraudulent and corrupt activities 

This is especially true as customs and excise officers have unique opportunity to 

purposefully undervalue goods imported/exported in exchange for bribes.  

 

 IT systems 

Automated systems in customs provide one of the most important tools for facilitation of 

trade procedures. Customs automation results in increased transparency in assessment of 

duties and taxes, substantial reduction in customs clearance times and predictability, all 

leading to direct and indirect savings for both government and traders.  

 

The higher the level of automation of customs procedures in the country, the greater 

possibility there is for detailed inspections, detection of fraud, and firm action including 

prosecution in court. 

 

The Automated System for Customs Data (ASYCUDA) is a system designed to help 

countries automate Customs processes on the importation/Exportation of goods and compile 

accurate trade statistics.  

 

The ASYCUDA system has been adopted as the official Customs Computer System in most 

of African Countries. However, Kenya adopted the SIMBA 2005 IT system which is different 

from ASYCUDA, the most used Customs IT system in Africa.  Refer to Annexure 2 for a 

schematic illustration of processes in Eritrea for the use of ASYCUDA. 
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Auditors should look at the basic functions and evaluate the general controls by using the IT 

Internal Control Checklist. 

 

The following areas should receive additional attention: 

 How is the system link with other financial systems used by the Revenue Authority and 

when is this done. 

 Whether the system is able to administer all indirect taxes. 

 Management, uploading and posting of all taxes managed outside the system unto the 

system. 

 Checking whether the system is able to reconcile and update transactions in real time.  

 Checking whether the system is able to electronically post transactions to Central bank 

in real time. 

 Possibility of automated reconciliation between ASYCUDA system, the central 

government bank and other relevant databases, for example different transport 

agencies. 

 

 The transaction value 

According to General Agreement on Tariff and Trade (GATT), the basis for the valuation of 

the goods imported is the transaction value. Customs duty is levied according to the 

transaction value which is the total amount actually paid or payable for the goods. It also 

includes the amounts incurred or likely to be incurred for freight, insurance and all other 

expenses up to the border of the country. Documentation proving such amounts should be 

presented to the customs officer. If documentation is not available, the customs officer may 

be empowered to determine the transaction value on the basis of the presumptive expenses.  

 

For example, in the State of Eritrea, the Director General of the Department of Customs may 

fix the norms for expenses incurred or likely to be incurred for the purpose of determining the 

transaction value. 

 

As per the GATT there are five further methods which are acceptable for customs valuation: 

 Transaction value of the identical goods; 

 Transaction value of the similar goods; 
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 Deductive value method, where the value is based on the importer‟s most common 

selling price of the goods in the country of importation less an amount which represents 

the average profit and general expenses involved in selling the goods. 

 Computed value method where value equals the cost of production of the imported 

goods plus an amount for normal profit and general expenses experienced by firms in 

the exporting country for similar goods; and 

 Fall back method allows custom officers to apply one of the other five methods in a 

“flexible” manner using data available in the country of importation. 

 

These methods should only be applied when the actual transaction value is not available, in 

the pre-identified sequence above. 

 

Customs officer inspecting declarations should consider the possibility that the buyer and 

seller are related which may affect the transaction value by making it less. If the transaction 

value provided by the importer is not proven valid, the customs officer should re-assess the 

transaction value based on the principles specified and notify the importer. Appeal 

processes may be available for the importer to review of the assessed value.  

 

When the transaction value cannot be established and the importer wishes to clear his 

goods from the customs, the customs officer may determine a provisional value of the 

goods. The importer may then clear his goods by paying the customs duty. The final 

transaction value is then determined within a pre-identified period of time.  

 

After the clearance of goods from customs, post clearance audit may be performed on 

selected transactions. If the transaction value is found to be under-stated in course of post 

clearance audit, additional duty and relevant penalties are charged as per regulations. 

 

 The Barter System 

Under the barter system goods are exchanged for goods. Imported goods are paid by 

exporting other goods at an equivalent value. In this situation the value of the goods 

imported may or may not be reflected. If the value is reflected then the transaction value 

method will be followed to determine the value of the goods. However, if value is not 

reflected then other method of valuation should be followed to determine the value of the 

goods.  

 



 

AFROSAI-E Guideline on Auditing Revenue |  47 

 

 Imports under special conditions 

Auditors should be aware of the special requirements for vehicles, machines, equipment and 

goods that are imported under customs privileges (diplomatic, full or partial privilege), or 

entering the country temporarily. For example, customs duty may be charged on the value of 

such items after deducting depreciation. 

 

Transaction value is normally a value fixed at the time of importation, based on the value of 

similar goods of regular import. In case the second-hand goods, specific regulations may 

determine how the transaction value is determined. 

 

 Dealing with transit cargo 

Transit cargo may cause revenue lost as some of the goods declared as transit would never 

make exit but disposed of on the local market. In most countries after making the transit 

entry the exit of goods is not confirmed. Auditors should inquire as to what measures have 

the Revenue Authority put in place to deal with the identification of transit cargo which is 

aimed at local markets.  

 

 Bonded warehouse facility 

Goods can be imported into a licensed bonded warehouse and can be kept there for a 

period of up to two years before payment of duty. The facility is meant for importers who 

want to make bulk purchases and enjoy quantity discounts and cheaper transport costs for 

bulk shipments. The importer also has a pre-identified time limit to sell his goods direct from 

that warehouse and will only take out small quantities as per his customer‟s requirements. 

This helps the importer in that he does not tie-up his cash on goods not yet marketable.  

 

Cash Guarantee deposit facilities may be allowed against applicable import duty on the 

import of specific raw materials to industries not having bonded warehouse facilities. 

 

 Re-export or re-import of goods 

There may be instances when goods which have already been exported following proper 

customs processes are re-imported due to rejection by receiving party or other reasons.  

 

It may be, such as in a number of countries,  that the applicable import duty can be waived. 

In addition, any import duty paid on the raw material or auxiliary raw material relating to that 

finished product originally allowed to be imported under bank guarantee may be recovered. 
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6.3 Excise Duties 

Excise duty is levied on a manufacturer or seller of specific commodities either produced in 

the country or imported. The producer or seller is responsible to pay the tax to the 

government recovers the tax by raising the price paid by the buyer.  As it is relatively simple 

administrative effort, excise duties provide limited opportunities for tax evasion.  

 

Excise duties or taxes often serve political as well as financial ends. Public safety and 

health, public morals, environmental protection, and national defence are all legitimate 

rationales for the imposition of excise duty. Special provision is normally made for alcoholic 

beverages and tobacco because of their impact on public health. 

 

6.3.1 Matters of audit consideration 

 

 Monitoring the collection of excise duty 

Commodities subjected to excise should be closely controlled and supervised by 

governments, from their production to selling stage. Licensing requirement is often adopted 

for excise commodities and an excise stamp may be used to prove that taxed commodities 

were sold.  

 

Monitoring may be done by excise personnel stationed in specific factories to observe 

production and sales of qualifying products. Alternatively, manufacturers can maintain a day 

book showing the quantity and value of production and sales of qualifying goods.  

 

 Excise duty collection 

Excise is levied at the rates prescribed in relevant regulations which are normally amended 

each year.  

 

Excise duty is recovered at the time when goods are issued for sale by the manufacturer or 

importer. Producers may be required to deposit the estimated annual excise computed by 

the excise officer for the year, regardless of the amount of actual sales. For services, excise 

is recovered at the time of issue of the invoice. 
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In case imported goods, there may be a requirement for the excise officer to be present 

when transfer / sale of the goods from the warehouse is made. 

 

Guidelines on determination the value for excise duty 

Type of goods and services Basis for excise duty  

Goods produced Factory price determined by the producer or the 

price determined based on the cost of production. 

Imported goods The value determined for customs duty, including 

customs duty paid; 

or 

When similar goods are produced in the country, 

the factory price as determined above or the cost 

determined for the custom‟s purpose, whichever 

is higher. 

Services Price raised on the invoice 

 

 System description and audit programs for customs and excise duties 

 

Table 6 and 7 contain examples on how the system description for customs and excise 

duties may be compiled. It needs to be noted that the information below is not aimed at to be 

completely comprehensive and should be applied in light of the specific circumstances of the 

audit. Additional audit programs to cover all risks and processes should be added when 

necessary.  
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Table 6. System description: Customs duty 

Transaction 
life cycle 

Risk Controls Assertions Audit programs 

CUSTOMS DUTY 

Identification 
of  goods 
 
 
 
 

Misclassification 
of goods leading 
to under-
declaration of 
import duties  
 
 
 

Declaration forms are completed. 
 
Physical inspection by custom 
officer to compare details on the 
declaration with the goods. 
 
Insurance documents provide 
adequate details of goods 
imported. 
 
Regular and independent 
reconciliations are performed 
between insurance documents 
and declarations. 
 
Declaration for identifies the 
correct value of the transaction 
which is confirmed by the 
customs officer. 

Completene
ss 
 
 
 
 
 
 

Tests of control:  
For selected transactions: 

 Confirm that declaration forms were duly 
completed. 

 Inspect the signature of customs officer as proof of 
the physical inspection of goods.  

 
Inspect proof of regular independent reconciliations 
between the details of goods included on the 
declarations and the insurance documents.   
 
Substantive Test:   
For selected declarations match details of declaration 
form to details on invoices. 

 Non-declaration 
of goods 

Surprise physical inspection by 
the customs officer at the check 
post to identify goods which may 
not have been declared. 

Completene
ss 

Tests of control:  
Observe the customs officers for a period of time and 
note the number of times physical inspections are 
performed. 
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Transaction 
life cycle 

Risk Controls Assertions Audit programs 

Inspect evidence regarding the frequency of physical 
verification by customs officers. 
 
Confirm that: 

 At least two customs officers are present for the 
physical inspection; 

 Undeclared goods are immediately documented; 

 Penalties / fines are charged as per requirements. 
 
Substantive test: 
For a sample of goods which were not declared, 
confirm that duties, as well as penalties and fines were 
charged adequately as per regulations. 

 Under-
declaration of 
duties as normal 
goods are 
declared as 
exempt goods. 

Road Traffic Agencies confirm 
the payment of import duties 
before registering vehicles. 
 
Regulations should clearly 
specify the duration that vehicles 
or machinery can be used in the 
country without paying duties. 
 
Supporting documents for items 
listed as exempt should be 
inspected to confirm the 
temporary nature of goods. 
 

Completene
ss 

Tests of Control: 
Inspect proof that a delegated officer confirmed the 
exempt nature of goods from documentation.  
 
Inspect evidence that record of all duty exempt goods 
is adequately maintained. 
 
Inspect proof that when goods are identified as exempt 
at entry, their leaving the country subsequently is 
confirmed at another boarder post. Goods which have 
not been confirmed leaving the country should be 
followed-up by the Revenue Authority. 
 
Substantive tests: 
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Transaction 
life cycle 

Risk Controls Assertions Audit programs 

There should be regular 
reconciliations performed for 
exempt items entering and 
leaving the county.  

For selected items on the list of exempt items confirm 
whether: 

 Any vehicles have been registered in the country. 

 There is proof that goods have exited the country at 
another boarder post, where applicable within the 
given time restriction. 

 
For violations discovered, confirm that appropriate 
steps have been taken as per regulation and duties 
were collected. 
 
For selected declarations inspect documentation and 
confirm that appropriate reasons with evidence have 
been provided for transactions where the value 
declared is less than the declared value of the pre-
imported identical or similar goods. 
 

 Prohibited 
goods may be 
exported or 
imported. 
 
 

Surprise physical inspection by 
the customs officer at the check 
post to identify prohibited goods. 

Completene
ss 

Tests of control: 
Observe the customs officers for a period of time and 
note the number of physical inspections performed. 
 
Inspect evidence regarding the frequency of physical 
verification by customs officers. 
 
Inspect that there is a list maintained including all 
prohibited goods discovered. Confirm that the list is 
regularly updated. 
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Transaction 
life cycle 

Risk Controls Assertions Audit programs 

 
Inspect evidence of regular reconciliations between the 
list of confiscated items and the list of items 
warehoused.  
 
Substantive test: 
For a sample of prohibited goods included in the 
documentation, confirm that actions have been 
appropriately taken by customs officers, in line with 
legislative requirements, i.e. goods are confiscated and 
appear in the warehouse inventory. 

Rebates Importers may 
receive customs 
rebates from 
goods 
manufactured in 
a most 
preferential 
country, but 
imported from 
some other 
country which is 
not subject to 
customs rebate.  

Rebates are authorised by 
delegated officer after inspecting 
and checking that all the relevant 
criteria is met, i.e.: 

 Goods are from a   
preferential country of origin. 
Certificate of origin has been 
produced. 

 Goods must be insured in the 
most preferential country.  

 Payment certificates have 
been produced through a 
bank in the preferential 
country. 

 

Completene
ss 

Test of Control 
Inspect proof that: 

 Delegated officer has approved rebates; and  

 Checked the relevant criteria to establish validity of 
rebates. 

 
Substantive tests: 
For selected declarations with rebates confirm that all 
supporting documents in place and conditions have 
been adequately met for the rebates. 
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Transaction 
life cycle 

Risk Controls Assertions Audit programs 

Customs 
Warehousin
g 

Theft / damage 
of goods stored 
possibly causing 
government 
liable 
 
 
 
Delays in 
auctioning 
 
Goods may be 
unlawfully 
seized 

Demurrage is charged when 
goods are not cleared from 
customs within specific period. 
 
All goods must be recorded and 
the warehouse must be properly 
secured. 
 
Long outstanding uncollected 
goods should be regularly 
identified and followed- up. 
 
Seized goods which are 
perishable are auctioned 
immediately. 
 

Completene
ss 
 

Test of Control: 
Inspect notices issued to notifying owners to clear 
goods from customs and inspect evidence of collection 
of duties either through payments or auctioning.   
 
Inspect evidence that: 

 Stock book is updated on daily basis. 

 Regular stock counts are performed. 

 Regular reconciliations are performed between 
physical items according to the stock-counts and 
the entries in the stock lists. 

 Lost / damaged goods are identified and accounted 
for. 

 Items long outstanding for collections are identified 
and demurrage is charged.   

 
Substantive Test:  For selected items listed in the 
stock lists confirm: 

 The date of entry; 

 The duration taken in ware house; The adequacy of 
notices issued; 

 Recalculate duties charged; and 

 Confirm that duties have been recovered. 
 
Identify goods stored in the warehouse in conditions 
shown below and, if so, confirm the actions which have 
been taken by the customs officer: 
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Transaction 
life cycle 

Risk Controls Assertions Audit programs 

 Goods prohibited for import/export;  

 Goods with dock shortage; 

 Goods for which the owner did not pay customs 
duty and goods were not cleared from  the 
customs; 

 Goods for which departmental valuation is not yet 
completed or the customs code number has not 
yet been fixed; 

 Goods withheld by the customs officer for further 
enquiry; 

 Goods which are pending due to court cases. 
 
Determine whether the following actions have been 
initiated in respect of the goods seized by the office: 

 Confirm the adequacy of records of goods seized 
when being smuggled into the country across the 
border. The records should show on what basis 
the goods were seized and how, e.g., informers, 
border police, etc. 

 Persons found carrying goods without declaring 
them should be checked against information 
provided by INTERPOL where applicable. Police 
may be involved for arrests when necessary.  

 Perishable goods and livestock have been 
auctioned within 24 hours of being seized, 
according to the customs regulations; 

 For non-perishable goods confirm whether such 
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Transaction 
life cycle 

Risk Controls Assertions Audit programs 

goods have been retained for years without any 
action. 

 
For selected items stored confirm that there is a 
respective entry in the stock list. 
 
Identify goods which have not been collected for a long 
period and confirm that they were followed- up. 
 

Invoicing Importer and 
Exporter may 
collude to lower 
the cost on 
invoices and 
consequently 
the duties 
charged. 
 

Different valuation methods are 
available to determine the 
transaction value/market value. 
 
Independent reviews are 
performed on test basis to 
confirm the adequacy of duties 
charged. 
 

Completene
ss 
 

Test of Control:  
Check evidence of assessments based on alternative 
valuation methods by the customs officer. 
 
Inspect proof that independent reviews regularly 
performed. 
 
Substantive Test:  
 
For selected declarations, confirm whether: 

 The owner of the goods has described the 
particulars of the goods correctly; 

 The customs duty has been collected on the basis 
of the higher of the value of the goods  determined 
for the purpose of raising customs duty according to 
the Finance Proclamation applicable for the fiscal 
year or the sales price shown on the invoice; 

 Transportation cost of the goods, insurance, and 
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Transaction 
life cycle 

Risk Controls Assertions Audit programs 

other related costs are included in the dutiable cost 
and they are agreed with the supporting 
documents; 

 The details of the goods mentioned in the 
declaration form agree with the invoice; 

 The duty rate charged and the arithmetic 
calculations are correct; 

 Correct harmonize code has been mentioned in the 
form; 

 Same amount of duty has been recovered against 
the same nature of goods; 

 Various types of revenue levied by Finance 
Proclamation such as custom duty, countervailing 
duty, sales tax, local development fee, agriculture 
improvement fees, special fees etc have   been 
recovered; 

 Supporting document such as invoice, shipping 
document, bill of lading, packing list, insurance 
certificate, certificate of origin, letter of credit, 
transporter‟s invoice etc have been attached with 
the declaration form while importing and exporting 
goods; 

 The declaration form have been verified and 
certified by authorized custom officials. 
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Transaction 
life cycle 

Risk Controls Assertions Audit programs 

 Value may not 
have been 
appropriately 
determined in 
case of goods 
imported under 
barter system. 
 

 

Invoices should be checked on a 
test basis to confirm that the 
following expenses are not 
included in the transaction value: 

 Interest on the instalment 
payment 

 Transportation fitting and 
construction charges after 
import tax and other duty. 

 

Accuracy 
 

Test of Control 
Inspect proof of reviews of invoices on test basis 
 
Substantive tests 
For selected transactions:  

 Assess the accuracy of values for goods imported 
under barter system. 

 Confirm that only relevant expenses have been 
included in invoice values. 

Assessment
s 
 
 
 
 
 
 
 
 
 
 
 
 
 

Incorrect 
assessment   
 
Collusion 
between 
customs staff 
and importers / 
exporters could 
result in less 
duty being 
collected. 
 
 

Assessments are checked and 
approved independently. 
 
Staff rotation at border areas. 
 
Close supervision by Revenue 
authorities at HQ. 
 
Internal risk management by 
Inland Revenue. 
 
As per World Trade Organisation 
(WTO) standards post clearance 
audit is mandatory for each type 
of customs transactions. The 
purpose of this audit is to verify 
the accuracy and authenticity of 

Completene
ss 

Test of Control:    
Check  evidence  of:  

 Independent checks and approval of assessments 

 Effective risk management and close supervision; 

 Rotation of staff at border posts; 

 Increase in collections as a result of spot checks. 

 Post clearance audits have been performed. 
 
Substantive test:   
For selected assessments recalculate the import duty 
charged based on supporting information. 
 
Analyse information by comparing collections month to 
month, from prior year to current year and calculating 
increases. 
 
For selected post clearance audits confirm that audit 



 

AFROSAI-E Guideline on Auditing Revenue |  59 

 

Transaction 
life cycle 

Risk Controls Assertions Audit programs 

selected declarations.  observations and recommendations have been noted 
and actions or adjustments done accordingly.   

Recording 
revenue 

For further detail on this refer to Table 2. 6.2.3 in chapter 3.  
 

Recording  
cash 
received 

For further detail on this refer to Table 2. under par. 6.2.3  

Banking of 
cash 
received 

For further detail on this refer to Table 2. under par. 6.2.3 
 

Transfer to 
central 
government 
bank 

For further detail on this refer to Table 2. under par. 6.2.3 
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Table 7. System description: Excise duty 

 

Transaction 
life cycle 

Risk Controls Assertions Audit procedures 

EXCISE DUTY 

Identification 
of 
organisation
s  

Not all manufacturers 
and importers of 
excisable products 
are registered for 
paying duties 

Record of all organisations 
applicable to the excise duty 
should be maintained.  

Completene
ss 

Test of control: 
Inspect the list maintained of all factories and 
organisations applicable to the excise duty (producing 
or importing excisable goods). Confirm that the list has 
been recently updated. 

Valuation of 
goods 
 
 

Misstated quantity, 
quality or value of 
goods removed from 
the warehouse, 
resulting in 
understatement of the 
amount of excise duty 
payable. 

Excise officer should verify the 
correctness of the information 
included on the declaration 
when goods are taken out from 
the warehouse.  
 
Goods may be detained by the 
excise officer. 

Completene
ss  
 

Test of control: 
Inspect proof that the excise officer verified the 
correctness of the requisition forms. 
 
Substantive tests 
For selected declarations, confirm that values, 
quantities and quality are accurate and that values are 
not understated. 

 Possible collusion 
between the factory 
owner and the 
resident excise staff 
reducing the amount 
of excise duty 
payable. 
 

There is a provision for 
independent annual check of 
each mill and factory. 
 
Excise revenue is charged on 
ex-factory price. 
 

Completene
ss  
Accuracy 

Test of controls 
Inspect evidence of annual independent check of mills 
and factories. 
Inspect evidence that ex-factory prices have been used 
to calculate duties. 
 
Substantive tests; 
For a sample of declarations compare with what has 
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Transaction 
life cycle 

Risk Controls Assertions Audit procedures 

Excise duty may be 
under charged based 
on lower price at 
traditional rate. 

been charged to the list of ex-factory prices. 
 

Purchase of 
raw 
materials  

Excessive quantity of 
raw materials may be 
purchased on an 
excise duty 
exemption basis. The 
excess might be sold 
without paying duty.   
 
Excessive 
consumption of raw 
materials for the 
finished goods 
produced. 

Later purchases are checked 
against plant capacity on an 
annual basis. 
Use of raw materials in excess 
of the established norm is dealt 
with according the relevant 
regulations i.e. deemed to 
produce goods which attract 
the highest excise duty. 
 
Regular (annual) inspection of 
stocks by the excise officer 
and occasionally by the 
Revenue Inspection 
Department. 
 
 

Completene
ss  
Accuracy 

Test of control; 
Inspect evidence that: 

 Purchases and inventory levels are compared with 
plant capacity on an annual basis. 

 Inspection of stocks by the excise officer to identify 
raw materials in excess of established norms. 

 Higher excise duties are charged on the excess raw 
materials. 

 Standard usage of raw materials is documented for 
key goods produced in conformity with the norm. 

 
Substantive tests 
For selected raw materials check quantities purchased 
against plant capacity and production norms. 
 
For selected periods confirm that the inventory levels 
are consistent with production volumes. 
 
For selected products recalculate the consumption 
using the established norm. 
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Transaction 
life cycle 

Risk Controls Assertions Audit procedures 

Licensing Liquor, cigarette and 
illegal drugs might be 
produced without a 
licence to do so. 
 

The list maintained of all 
factories and organisations for 
excise duty is periodically 
compared to the database or 
list by the government entity 
responsible to issue licenses. 
 
Declarations are inspected by 
the excise officer to confirm 
that there is a valid license to 
produce the goods. 

Compliance Tests of controls: 
Confirm whether: 

 Entities listed for the payment of excise duties have 
been compared to the list of entities which have 
been issued licenses.  

 Declarations were inspected by the excise officer. 
 
Substantive tests: 
For selected declarations, inspect documents to 
establish whether goods were produced under valid 
licences. 
 
 

Storing of 
goods 
 

Factory owners might 
show excessive 
wastage or loss. 
 
 

Factory owner should make 
proper arrangement for the 
preservation of the raw 
materials like molasses, spirit 
etc. 
 
Regular inspection to verify 
stock, after which 
recommendation is sent to the 
department for approval of 
losses specifying the reasons. 
 

Completene
ss  
Accuracy 

Tests of control: 
Inspect evidence of regular checks by Excise staff 
regarding the arrangement for the preservation of raw 
materials like molasses and spirit. 
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Transaction 
life cycle 

Risk Controls Assertions Audit procedures 

Loss in excess of the 
established norm due to 
inadequate preservation 
arrangement is considered as 
used for the production of 
alcohol attracting highest 
excise duty. 

Assessment
s 
 
 
 
 
 
 
 
 
 
 
 
 
 

Incorrect assessment   
 
Collusion between 
Excise staff and 
taxpayers could result 
in less duty being 
collected. 
 
 

Assessments are checked and 
approved independently. 
 
Staff rotation at border areas. 
 
Close supervision by Revenue 
authorities at HQ. 
 
Internal risk management by 
Revenue Authority. 
 
 

Completene
ss 

Test of Control:    
Check  evidence  of:  

 Independent checks and approval of assessments 

 Effective risk management and close supervision; 

 Rotation of staff for different manufacturers; 

 Increase in collections as a result of spot checks. 

 Post clearance audits have been performed. 
 

Substantive test:   
For selected assessments recalculate the duty charged 
based on supporting information. 
 
Analyse information by comparing collections month to 
month, from prior year to current year and calculating 
increases.   

Recording 
revenue 

For further detail on this refer to Table 2. under par. 6.2.3 
 



 

AFROSAI-E Guideline on Auditing Revenue |  64 

 

Transaction 
life cycle 

Risk Controls Assertions Audit procedures 

Recording  
cash 
received 

For further detail on this refer to Table 2. under par. 6.2.3 

Banking of 
cash 
received 

For further detail on this refer to Table 2. under par. 6.2.3 
 

Transfer to 
central 
government 
bank 

For further detail on this refer to Table 2. under par. 6.2.3.  
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7. VAT AND SALES TAX 
 

7.1 Value Added Tax (VAT) 

VAT is a form of consumption tax. From the perspective of the consumer, it is a tax on the 

purchase price. From that of the seller, it is a tax only on the “value added” to a product, 

material, or service. 

 

The “value added” to a product by a business is the difference between the sale price 

charged to its customer, minus the cost of materials or and other taxable inputs.  

 

Introduction of VAT has been one of the most important tax reforms over the last decade in 

Africa. VAT and Income tax operations are currently being merged in countries like Kenya, 

Tanzania, Uganda and Zambia. Many African countries also saw the creation of Revenue 

Authorities as a way to facilitate VAT implementation.  

 

7.1.1 The mechanics of VAT 

When one registered operator supplies another registered operator with goods or services, 

the supplier of those goods or services will levy VAT. The VAT incurred by a registered 

operator is known as input tax. 

When this registered operator in turn supplies goods or services to other persons (or 

traders), VAT must be included in the price charged for those goods or services. This is 

known as output tax. 

Typical rates of VAT in Africa are between 15-20%. This can be considered high for 

developing countries, especially when comparing with Asian countries where rates are 

around 10% (Volkerink 2009). 

The difference between the output tax collected and input tax incurred for making taxable 

supplies is the amount of VAT payable to the Revenue Authority or refundable there from. 
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VAT Formula 

VAT Due/Refundable = Output Tax − Input Tax 

How does VAT work? 

Output Tax on sales ($60000 × 15%)     $9000.00 

Less Input Tax on purchases ($50000 × 15%)  $7500.00 

           VAT liability       $1500.00 

 

VAT is remitted each time a product is sold by a business. VAT paid on the product by the 

previous vendor is claimed as input VAT. End-consumers of products and services, however 

cannot recover VAT on their purchases. 

 

7.1.2 Matters of audit consideration 

 IT systems 

IT systems such as the integrated Tax Administration System (ITAS) may be used to record 

VAT. The IT internal control checklist is used to gain a better understanding of how: 

 Different modules of the system are used to effectively administer VAT. 

 The interface of the ITAS with external systems used by the Central Bank, ministries and 

the Registrar of Companies. 

 The interface of the ITAS with other internal systems such as financial systems (SAP, 

EPICOR) or ASYCUDA ++. 

 Management, uploading and posting of all work performed outside the system unto the 

system (e.g. property transfer tax). 

 

 VAT specific Risks 

Data held on a central VAT registration database (i.e. ITAS) is not always reliable. This is 

mainly due to the fact that VAT information on the system can only be reliable as the quality 

of data submitted by traders. VAT is a self assessment system relying on the integrity of 

information declared. 

 

The revenue authority must carry out regular VAT audits to ensure that returns are truthful 

and correct. 
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When the trader first registers for VAT, their details are processed by the administration and 

the nature of the business undertaken by the trader is classified in accordance with a series 

of classification codes. 

 

7.2 Sales tax 

Sales tax is imposed by some African countries on goods produced locally or imported and 

services rendered locally.  Sales tax may be charged at different rates in different countries. 

It is collected and remitted to the government only once, at the point of purchase by the end 

consumer.  

 

7.2.1 Basis of computation for sales tax 

 

What is sales tax computed on?  

1.   For goods produced locally, the producers‟ wholesale price and where applicable the 

excise tax paid; 

2.  In respect of goods imported, cost, insurance and freight (C I F) plus customs duty and 

the excise tax paid, as the case may be; 

3.   In respect of local services, the service charge is the basis to compute sales tax. 

 

7.2.2 Matters of audit consideration 

 

 Assessment of sales tax 

Subject to the provisions of the relevant regulations in different countries, sales tax is 

assessed by the Revenue Authority on the basis of the declarations and the supporting 

documents submitted. When submitted books of accounts are not acceptable, or not 

submitted to the Revenue Authority when requested, sales tax can be determined on the 

basis of information available or on the basis of the wholesale price of such goods in the 

local market or that of equivalent goods. 

 

The assessment notification is delivered to the taxpayer in accordance with the provisions of 

the relevant regulations. 
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 Collection 

Who should pay the sales tax?   

 

The sales tax can be paid: 

 In respect of goods produced locally, by the producer; 

 In respect of goods imported, by the importer;  

 Or, in some circumstances by the wholesaler or the retailer as opposed to the 

producer and imported at the same rates; and 

 In respect of services rendered locally, by the person rendering the service.  

 

 Timing of sales tax payments 

Producers, wholesalers, retailers or service suppliers should declare and pay the tax on their 

daily sales income normally within one month from the date of sales transaction or any other 

period prescribed by legislation. 

 

Where the tax payer is an importer, tax is normally payable at the time of clearing the goods 

from customs area. 

 

Where the tax paid by the tax payer is found to be lesser than the tax assessed by the 

Revenue Authority, the tax payer should pay the difference within a pre-identified period. 

Where the tax paid is more than tax assessed, the difference should be refunded to the 

taxpayer. 

 

 Who is responsible for collecting sales tax? 

The Revenue Authority of a country is normally responsible for the administration of sales 

taxes.   

 

 Tax Rebates and Refund 

Tax refunds may be available for example when the sales tax paid on raw materials used in 

the locally produced goods. Tax paid may be deducted or rebated by: 

 Deducting the sales tax paid on raw materials from the sales tax payable on the finished 

goods; or 
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 Refunding the difference to the tax payer where the sales tax paid on raw materials 

exceeds that paid on the finished goods.  

 

 VAT or Sales tax? 

If properly administered, VAT has certain advantages over sales tax or turnover tax, as it 

leaves an audit trail (the invoices). 

 

 System description for VAT and sales tax 

Table 8 contains an example on how the system description for VAT and sales tax may be 

compiled. It needs to be noted that the information below is not aimed at to be completely 

comprehensive and should be applied in light of the specific circumstances of the audit. 

Additional audit programs to cover all risks and processes should be added when necessary. 
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Table 8. System description: VAT and Sales tax 

  

Transaction 
life cycle 

Risk Controls Assertions Audit programs 

Value added and Sales tax 

Identification of 
tax payers 

Not all tax payers 
are known. 
 
Taxpayers are 
registered at 
incorrect 
addresses 

Annual reconciliation of list of 
taxpayers and their details to 
the list of registrar of 
companies.  

Completeness Tests of Control:   
Inspect the reconciliation between the list of 
companies registered for tax and the list by registrar 
of companies. 
 
Substantive Test:  
Match the companies from the list of registered 
companies to the taxpayers. 

Receiving 
returns  

Not all returns are 
received. 
 
 

All returns received should be 
registered. 
 
Returns received should be 
regularly compared to the list 
of taxpayers to identify late 
and non-receipt of returns.   
 
 
 

Completeness Tests of control:  
Inspect the register of returns received and confirm 
that it is regularly (daily) maintained. 
 
Inspect reconciliations performed by the Debt 
manager between returns received and the list of 
taxpayers. 
 
Substantive tests:  
For selected periods reconcile the list of taxpayers to 
the returns received and identify taxpayers who did 
not submit returns / submitted returns late.   
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Transaction 
life cycle 

Risk Controls Assertions Audit programs 

For taxpayers who submitted nil returns, physical 
visit to business premises to verify evidence of 
trading and consider nature of business. 

Assessments  Under-declaration 
of sales tax 
 
Under-
declarations of 
output VAT. 
 
Over-claim of 
input tax.  
 
 

Official responsible for 
examination of returns should: 

 Review return for 
completeness and compare 
information to supporting 
documents such as sales, 
purchases and banking 
records where applicable.  

 Consider nature of 
business and information 
from the previous periods 
to identify unusual returns 
for further scrutiny. 

Completeness Tests of control:   
Inspect evidence of reviews of declarations 
performed by responsible official. 
 
Scrutinize decisions of tax authorities, where quasi-
judicial and discretionary powers were used by tax 
officials and the reasonableness of decisions taken 
in the exercise of such powers. 
 
Review returns which have been sent for further 
verification due incomplete of incorrect information. 
 
Substantive tests:   
For selected sample of returns: 

 Compare information from supporting documents 
to actual amounts declared on the return. 

 Recalculate VAT / sales tax charged 

 Confirm the correct use of exemptions applied. 

Returns 
claiming 
refunds 

 Responsible official should 
review: 

 High value tax invoices for 
validity; 

Completeness  
 
 
 

Tests of control:   
Inspect evidence that the responsible official has 
verified selected high value tax invoices and has 
ensured that claims are within stipulated time limit. 
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Transaction 
life cycle 

Risk Controls Assertions Audit programs 

 Claims are within stipulated 
period; 

 Whether the nature of 
business has resulted in 
repayment position.  

Accuracy  
Substantive tests:    
For a sample of returns: 

 Scrutinise supporting documentation and 
recalculate VAT / sales tax payable.  

 Inspect high value tax invoices to ensure VAT / 
sales tax has been correctly claimed. 

Registration of 
small traders. 
 
 
 
 
 
 

Tax payers may 
charge and 
collect VAT 
without 
submitting 
returns. 
 
 

Small traders should be 
registered as such and their 
details reconciled to those held 
by the Registrar of companies. 
 
 
 

Completeness Tests of control:  
Confirm the reconciliation done with the database of 
the Registrar of companies. 
 
Substantive tests:   
For a sample of small traders registered verify 
details to the database of the Registrar of 
companies, including their business addresses. 

VAT audit Under 
assessment / 
incorrect 
calculation  of 
taxable income  
 

For selected VAT returns proof 
of revenue and expenditure, 
financial statements and other 
supporting documents are 
reviewed. 
  

Accuracy / 
completeness  
 

Tests of control: 
Inspect reports of VAT audits for the list of audits 
conducted.   
 
For selected audits conduct inspect files for evidence 
of review. 
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Transaction 
life cycle 

Risk Controls Assertions Audit programs 

Taxpayers‟ premises are 
visited when necessary for 
review. 

 
Substantive tests: 
For a sample of VAT returns scrutinise supporting 
documentation recalculate VAT payable / 
refundable. 

Identifying 
penalties 
payable 
 

Penalties are not 
charged / 
incorrectly 
charged for non- 
and late 
submission of 
returns. 

Penalties are charged for non-
submission of returns. 
 
Long outstanding debtors are 
regularly identified and 
penalties are charged at the 
correct rates. 
 
 
 
 

Completeness 
/ accuracy 
 

Tests of control:   
Inspect evidence that: 

 Long outstanding debtors are regularly identified; 

 Penalties have been added to the outstanding 
accounts or on accounts for which returns have 
not been submitted. 

 
Substantive tests:  
For a sample of long outstanding debtors ensure that 
penalties have been imposed using the correct rates. 

 

Recording 
revenue 

For further detail on this refer to Table 2. under par. 6.2.3  
 

Recording  
cash received 

For further detail on this refer to Table 2. under par. 6.2.3 

Banking of 
cash received 

For further detail on this refer to Table 2. under par. 6.2.3  
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Transaction 
life cycle 

Risk Controls Assertions Audit programs 

Transfer to 
central 
government 
bank 

For further detail on this refer to under par. 6.2.3  
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8.  EXTRACTIVE INDUSTRIES 

 
 

8.1 What are extractive industries? 

These are industries that engage in extracting minerals from the earth. Materials, such as oil, 

coal, gold and copper are obtained from under the ground in drilling, mining, and quarrying. 

 

8.2 Why is this important? 

Proper stewardship of revenue from the mining industries has tremendous potential to lift 

people out of poverty and contribute to sustainable development. These industries generate 

significant income which should provide governments with a financial base for infrastructure 

development and social service delivery. On average resource-related tax revenues nearly 

tripled in Africa as a share of national income between the late 1990s and 2007 (Table 9). 

Since then, they have retreated slightly back to around 15% of GDP on average (see Table 

9). Libya and Angola, however, recorded resource-related tax revenues of 66% and 39% of 

GDP, respectively (AfDB 2010). In some countries, revenues from renewable natural 

resources are also substantial for instance from fisheries in Namibia and forestry in 

Cameroon. 

  

Table 9: Resource-related tax revenues in Africa: resource-related tax 

revenues as percentage of GDP (1996-2007) 

Year % GDP 

1996 6 

1997 5 

1998 3.5 

1999 6.5 

2000 10 

2001 8.7 

2002 8 

2003 8.7 

2004 10 

http://lexicon.ft.com/ft/glossary/term.asp?t=mining


 

AFROSAI-E Guideline on Auditing Revenue |  76 

 

2005 13.5 

2006 14.6 

2007 13.8 

Source: ATAF. Good Tax Governance in Africa. (2010:38) 

 

With the statistics in Table 9 it is hard to believe that it is estimated 65% of the world‟s 

natural diamonds have been produced in Africa. This amounts to approximately $8.5 billion 

worth of diamonds annually1. Many African countries mine diamonds, including Angola, 

Botswana, Sierra Lione, Tanzania, South Africa and Zimbabwe. 

Africa had proven oil reserves of 117 billion barrels (2007) which represents almost 10% of 

the world's reserves. Oil production has been on the rise with over 10000 barrels of oil 

produced daily. Five countries dominate Africa's oil production, accounting for approximately 

85% of the continent's oil production. These countries are Nigeria, Libya, Algeria, Egypt and 

Angola. Many other countries also have known reserves or reserves under exploration.2 

It is clear that governments do not always receive adequate returns from the countries 

resources extracted. What can be reasons for this? SAIs should ask this question when 

auditing government revenues and looking at the adequacy of processes, laws and 

regulations to minimise fraud and corruption. The effective involvement of SAIs in this area 

through encouraging proper systems and procedures will help resource-rich countries 

maximize the development gains from the exploitation of their oil, gas, and mineral 

resources.   

 

8.3 Key Processes 

The key processes involved in ensuring maximisation of revenue from extractive industries 

are: 

 Legal and Institutional Frameworks 

 Awarding contracts and licenses 

 Monitoring operations 

 Assessment of revenue  

 Collection of revenue 

 Distribution revenue in a sound manner. 

                                            
1
 Source: Dimondfacts.org  (http://www.diamondfacts.org/) 

2
 Source: Oil and gas in Africa - overview (http://www.mbendi.com/indy/oilg/af/p0005.htm#15) 
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 Legal and Institutional Frameworks 

The legal basis for the ownership of hydrocarbon and mineral resources and their 

exploration, development, and production is established in the constitution in many 

countries. Normally, a sector law, which is formulated at the parliamentary level, sets out the 

principles of law. Provisions that do not affect principles of law, or that may need periodic 

adjustments (such as technical requirements, administrative procedures, and administrative 

fees), are set in regulations. A well-defined sector law usually includes the following 

elements:  

 Definition of the role of the state;  

 Security of title;  

 Freedom to operate on a commercial basis;  

 Access to resources;  

 Comprehensive environmental protection requirements;  

 A framework for fiscal terms.  

 

It is best that the state‟s role and authority to regulate and administer the sector be clearly 

distinguished from the investors‟ role to explore, develop, produce, and sell the resource. Of 

importance, also is the role of other key players like public enterprises e.g. National Oil 

Company, government ministries e.g. Ministry of Mines and Local Authorities and investors.  

 

Many countries choose to have National Oil Companies take responsibility for exploration, 

development and export of oil reserves, or have them partner with other companies to do so. 

In some cases, national oil companies negotiate contracts and licenses with private 

investors on behalf of the state.  

 

 Awarding of Contracts and Licenses 

Governments grant minerals exploration, development, and production rights in particular 

areas by means of concessions, leases, licenses, or contracts, depending on their legal 

systems. The characteristics of efficient and effective award policies are the following: 

 Transparent, competitive and non-discretional procedures for the award of    

exploration, development and production rights 

 Clear legal, regulatory, and contractual framework 

 Well defined institutional responsibilities 
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The key terms and main issues involved in a contract include the following: 

 

 Who will pay for exploration and development? 

 How will production costs be financed? 

 Who will manage the operation? 

 How will the resource that is produced be shared or sold? 

 In what order will the parties get paid? 

 

These factors are treated differently in each of the different types of contracts which are 

briefly described below.  

 

 Types of contracts 

The various types of contracts used in the extractive industries determine the rights and 

obligations of the government and the commercial operators. These contracts, in their 

varying forms and purposes, allocate the risks of the venture between the parties, and the 

rewards to be realized if they are successful. 

 

The three main types of contracts are:  

 Production sharing contracts,  

 Concession agreements,  

 Technical service agreements. 

 

It is important that auditors are acquainted with these types of contracts so that they  

understand how the parties‟ performance under contracts affects the income and assess 

whether these arrangements are the right ones for the country. 

 

 Production Sharing Contracts 

Production sharing contracts (PSCs) are a kind of barter transaction whereby a company 

develops a field under the oversight of the government. The company or contractor provides 

all the funding, including all risk capital, and recovers its costs from the production. In a PSC, 

the government owns the resource, even though it agrees by contract to compensate the 

company for developing the field through “in-kind” payments. The formulas for calculating 

these shares can be found in the contract itself or are sometimes prescribed by law.  

  



 

AFROSAI-E Guideline on Auditing Revenue |  79 

 

 Concession Agreements 

A concession agreement licenses a company (or, more typically, a lead company and its 

joint venture partners) to develop a geographic area. The rights to the resource (e.g., oil or 

copper) are legally held by the commercial operator. The concession holder finances all the 

costs of exploration, development, and production. The government typically receives a 

royalty, fees for acreage size, and taxes paid by the joint venture, as well as bonuses and 

social taxes. In the mining sector, a mining law may set out the terms for compensation and 

implementing regulations. Contracts may also provide for special terms, including relief from 

royalties or special allowances. If the government is a partner in the joint venture, it also 

receives a share of the production corresponding to the share it owns. 

 

 Technical Service Agreements 

Under technical service agreements, the government retains control of the resources and 

enters into an agreement for a company to provide technical services in the form of 

exploration work, construction, and managing the development. The government keeps the 

resource that is produced and the company gets paid in cash or commodity e.g. oil.  

 

 Monitoring of Operations 

A clear and comprehensive monitoring, coupled with the ability to enforce it, helps support 

the goals of transparent and efficient realisation of revenue from extractive industries. The 

government should ensure that the monitoring agencies have enough capacity.  

           

Different arrangements are used in different countries, depending on policy objectives and 

capacity constraints. Some countries use strong mining inspectorates to enforce regulations 

regarding exploration and exploitation, safety, health, and environmental practices.  Others 

rely on technical units within the relevant sector ministries (mines, petroleum, environment, 

or finance). In the oil and gas sectors of some countries, operational compliance monitoring 

is sometimes delegated to a national oil company.  

 

 Assessment of Taxes and Royalties 

Governments take in revenue from the exploitation of oil, gas, and minerals in different ways, 

but primarily through: 
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 Taxes 

 Royalties 

 Payments in-kind 

 Bonuses 

 Dividends 

 Rents 

 

The government‟s share from oil, gas, or mining operations varies depending on the level of 

geological, political, or commercial risk at the time of an investment. The government “take” 

is an aggregate of the financial share of taxes, royalties, shares of production, and other 

cash generated from operations.  

 

Taxes 

Governments earn income from the extractive industries through various kinds of taxes. The 

general forms of taxation are modified to accommodate particular local needs or objectives.  

 

In the case of oil production, the amounts of money are usually large, so taxpayers make 

payments as they produce the oil (typically monthly), using estimates of the tax liability. At 

the end of the year, these estimates will be compared to an accurate calculation of the tax 

liability for that year and this may result in an over- or under-payment requiring final 

reconciliation. 

 

Many countries tax a producer‟s profits from extraction. These are taxes that are levied on 

the difference between revenues and costs. In some cases, there is both a basic rate of tax 

and an additional tax on excess profits, or profits incurred when prices exceed a certain 

level. 

 

In order to encourage investment, governments sometimes agree to a „tax holiday,‟ a period 

of years when no taxes are levied or a free depreciation period is permitted and the initial 

investment can be entirely written off against tax payments.  
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Royalties 

Royalty refers to a sum of money paid by a holder of a concession to the government. It is payable by 

the company that produces the resource, whether it is a private or state-owned company. It is a 

revenue-based tax, but the actual definition of what revenue is taxed can vary greatly. A 

royalty can be charged or paid on the gross amount of revenue generated from the amount 

of oil, gas, or mineral produced, with no deductions for costs and irrespective of whether the 

project is making a profit. It can also be either gross or net sales of the resource, and can 

vary on a sliding scale, depending on how profitable the operation is. The amount is 

calculated on a formula set out in legislation or in the relevant license agreement. It is 

usually based upon a percentage of the value of the oil or mineral extracted. Royalties 

usually constitute a major source of income for the government. 

 

The amount of royalty to be paid on oil production, for example is usually based on the 

following parameters: 

 Production figures of the operating company; 

 Prevailing prices for the oil produced; and 

 A royalty rate (calculated as a percentage of value). 

Royalties can be paid in cash or in kind.  

 

Bonuses 

The terms of the bonus are set out in the contractual arrangement with the government and 

the three types are signature, discovery and production. 

   

Signature bonus - this is a source of revenue realized up front when a contract has been 

concluded or signed by the parties. The signature bonus and is not dependent upon the 

success of the venture. 

Discovery bonus – this may be paid to the government when a company discovers a field. 

Production bonus – this may be paid when production starts or when production reaches 

certain daily levels.  

 

Dividends 

A dividend payment is a distribution of profit to shareholders of the development company. 

When a government participates in a development company through an actual shareholding 

in the company, the government can become entitled to dividends. The procedure for  
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declaring and paying a dividend will be found either in the corporate law of the country or 

local jurisdiction, or in the corporate bylaws and other organizational documents of the 

company itself. 

 

Rents on Concessions 

Rents are payments made in respect of the right to hold a concession, which can be either a 

lease or license. The regulator should notify the company of the amount of rent due. The 

company should remit it to the designated account, as instructed. The following additional 

fees are also payable in respect of a license: 

 Annual Rent 

 Application for License 

 Processing Fee 

 Application for Renewal 

 Application to Withdraw 

 Application to Assign 

 Application to Terminate 

 

Concession rentals are paid either on the anniversary of the concession or in advance. In 

most cases the amounts of rent and associated fees are not significant in the overall total of 

government income derived from the extractive industries. 

 

 Collection of Taxes and Royalties 

As outlined in the paragraph above, government revenue from extractive industries may 

consist of several revenue streams, which may be collected in cash or in kind. It is important 

that government ensures that relevant institutions have the ability to efficiently collect taxes, 

royalties, duties, and other revenues. Complex arrangements are often in place, which 

require adequate assessment and collection capabilities.  

 

One of the key ways to ensure the transparent and efficient collection of extractive industries 

revenue is to encourage the relevant institutions to adhere to internationally accepted 

accounting and reporting standards and procedures. Producing countries should refer to 

such standards in relevant laws, contracts, and licenses. It is essential to collect and verify 

data on the volumes produced, consumed, and exported, and on the prices actually realized 

by the seller.  
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Regular assessments also help ensure that the realized prices of minerals sold from each 

project properly reflect market conditions. Also of importance is to ensure that inter-company 

transactions are priced in accordance with market conditions for similar goods and services 

including financing, and do not become a vehicle for transferring taxable income from one 

affiliate to another. Contracts and mining agreements should contain special provisions to 

regulate inter-company transactions.  

 

Transparency is improved and reconciliation of accounts is facilitated when all payments 

made by companies (including any state-owned company) to the state and the proceeds of 

taxes collected in kind are traceable and directed to a treasury account, preferably one 

opened at the central bank. Regular audits and reconciliation of the Treasury‟s accounts and 

the companies‟ accounts will further strengthen transparency. In addition, good practice calls 

for the government to publish revenues regularly generated by extractive industry activities.  

 

 

 Revenue Management and Allocation 

The wealth arising from oil and mining operations must be distributed and managed 

transparently. Otherwise, it can easily end up funding corrupt practices, promoting social and 

economic inequalities, and generating intra-state or even inter-state conflicts. Decisions 

need to be made on how much revenue should be used for current and capital spending 

priorities and debt reduction, and how much is to be set aside for revenue stabilization, 

expenditure smoothing, saving for future generations, or other specific needs.   

 

A number of producing countries have created special funds to save part of the revenue 

derived from current exploitation of natural resources for the benefit of future generations or 

other specific projects. The management of these funds and accounts should be the subject 

of regular independent audits and performance assessments to verify their status and use.  

 

8.4 Matters for audit consideration 

The role of the SAI in auditing revenue from Extractive industries will take different forms 

depending on the SAI‟s mandate and the type of entity involved in the extractive industries.  

The key players in this industry can be identified as Government Ministries and departments, 

investors, exploring/mining companies, national company‟s e.g. national oil companies and 

local authorities. 
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Normally, SAIs will have jurisdiction to audit Government Ministries and departments, 

national companies and local authorities. If the audit is directed at any of the above 

institutions, then the normal procedures as per the regularity audit methodology will be 

followed. The revenue from extractive industries would then be audited as one of the key 

revenue components. 

 

The SAI would not normally have the mandate to directly audit the other companies like the 

mining companies. However these companies would be having the source information 

needed to ensure that the Government is getting all the revenue from extractive industries.  

The SAI will need to start its audit activities from the Government Ministries and departments 

and national companies where it has jurisdiction and determine what other procedures are 

necessary to verify the data and information from the mining companies.    

 

The paragraphs below highlight the issues specific to the audit of extractive industries to be 

considered during the different stages of the audit process.  

 

As has been stated in the chapter 4, the objective of such regularity audits is to ensure that 

all revenue is identified, properly charged, received, recorded and banked. Compliance with 

laws and regulations throughout the process also forms part of the audit.  

 

The specific considerations relating to the audit of revenue for extractive industries in relation 

to each phase of the audit is discussed below.  

 

 Using the work of experts 

Because of the nature of the extractive industries, the audit team might need to rely on 

experts e.g. to determine amount of reserves. When dealing with investor companies, it 

might also be necessary to rely on the work of other auditors.  

 

 Considering fraud 

An area which needs special consideration during the strategic planning phase evaluation of 

fraud risks. Fraud could come in different forms, for example, fraudulent declarations by 

mining companies or abuse of revenue from extractive industries. Auditors should gain an 

understanding of the extent management has identified and is aware of the main risk areas 

and the control measures put in place to reduce the risks.  
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 Audited components 

Audited components for extractive industries may include:  

 Taxes 

 Royalties 

 Payments in-kind 

 Bonuses 

 Dividends 

 Rents 

 

 Systems and processes 

The process or transaction life cycle for extractive industries revenue (which will depend on 

the specific type of revenue being dealt with) should include the consideration for the 

following steps: 

1. Identification of tax base, compare information between government databases by using 

ACL, Excel, IDEA etc. This is to ensure that all types of revenue from all mining 

companies are included. The databases relating to this industry can be found at Ministry 

of Mines or equivalent, mining regulatory companies, national revenue authority and 

agencies controlling exports from the country.  

2. Monitoring of extractive industries. 

3. Assessments of declarations, whether they include all relevant revenue income is 

accurately calculated in accordance to the terms in the contracts. 

4. Receiving and recording collections in the system. 

8. Allocation of revenue – to ensure that the revenue is utilised for the benefit of the 

country. 

 

Table 10 contains a generic example on how the above steps can be documented in the 

system description. In addition, auditors should take into account the real situation for a 

particular auditee which includes the legal framework, the award processes in the country, 

the type of revenue component, the actual controls and risks. 
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Table 10.Extractive industries system description and audit programs    

Transaction 
life cycle 

Risk Controls Assertions Audit procedures 

Legal and 
institutional 
framework 

The legal and 
institutional 
framework for the 
exploration and 
exploitation of a 
country‟s mineral 
resources are not 
clearly defined. 
 

A well-defined sector law usually 
includes the following elements:  

 definition of the role of the 
state;  

 security of title;  

 freedom to operate on a 
commercial basis;  

 access to resources;  

 comprehensive 
environmental protection 
requirements;  

 a framework for fiscal terms.  
 

Compliance 
Completeness 

Substantive Test:   
Review existing legislation and match 
with best practice criteria.  

Award of 
contracts and 
licenses. 
 

Licensing 
procedures and 
contract terms are 
not favourable to the 
State.  
 
 
 
 
 

Transparent, competitive and non-
discretional procedures for the 
award of    exploration, 
development and production rights 
 
The key terms and main issues 
involved in a contract (refer to 
details in process above).   
 
The terms that determine the 
sharing of benefits between the 
government and the investors 
should be clearly outlined in the 

Completeness 
Valuation 
 
 
Accuracy 
 
 
 

Tests of Control:  
For selected contracts and licences, 
inspect evidence which confirms that 
the award procedures were followed 
 
Substantive Test:   
Inspect evidence that contracts / 
licences contain terms which ensure 
that the government will benefit from 
extractive industries depending on the 
kind of contract. 
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Transaction 
life cycle 

Risk Controls Assertions Audit procedures 

contract depending on whether it is 
Taxes, Royalties, Payments in-kind,  
Bonuses,  Dividends or  Rents. 
. 

REGULATION 
AND 
MONITORING 
OF 
OPERATIONS 

The monitoring 
responsibilities of 
the various 
government entities 
are not clearly 
defined.  
 
The sales of crude 
oil, gas, minerals, 
and products do not 
follow transparent 
procedures as 
specified in the 
contract or license. 
 
Adequate 
environmental 
regulations are not 
in place. 
 
Monitoring 
procedures among 
different government 
entities are not 

Existence of monitoring bodies / 
regulatory agencies with clearly 
defined roles. 
 
 
Annual monitoring plans with 
measurable objectives. 
 
The development of a national data 
bank on extractive industries.  
 
Recognized technical, 
environmental, accounting, and 
auditing standards should be in 
place. 
 
 Environmental impact assessments 
and management plans and enforce 
compliance should be in place. 
 
Regular audits should be carried 
out to assess production and export 
volumes, valuation of minerals and 
the cost of operations. 

Completeness 
 
 
 
Valuation 
 
 
 
 
 

Tests of Control  
Inspect evidence which confirm the 
existence of a monitoring system and 
its operation. 
 
Inspect evidence that relevant officials 
have monitored the following: 

 ensured  that environmental 
impact assessments have been 
done in accordance to 
regulations 

 ensured that accounting and 
auditing standards are being 
followed. 

 
Substantive Test:   
Match the companies in the data bank 
to list of companies who export 
proceeds from extractive industries.  
 
Inspect monitoring reports and 
evidence that issues raised in the 
reports are followed up.  
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Transaction 
life cycle 

Risk Controls Assertions Audit procedures 

coordinated.  
 
 
 
 

 
Coordinated procedures among 
different government entities should 
be in place to avoid regulatory 
gaps. 

Visit selected mines and observe 
continuous monitoring procedures such 
as Government inspectors on site and 
weighbridges.  

ASSESSMENT 
OF TAXES 
AND 
ROYALTIES 
 

Under – declaration 
of taxes and 
royalties. 

Relevant officials should review 
returns to supporting documents, 
including financial statements. 
 
All returns should be accompanied 
by audited accounts. 
 

Completeness 
 
Valuation 

Tests of Control Inspect evidence 
there is a system to assess taxes and 
royalties. 
 
Substantive Tests For selected 
transactions, confirm production, export 
volumes  figures by : 

 Checking sales records with 
other agencies, reserve or 
Treasury involved in export of 
extractive industries products. 

 Checking production returns 
from mines 

 Checking financial statements 

 Survey mines – using experts 

 Compare rates used for 
calculations with rates in 
contracts / licences. 

 

COLLECTION 
OF TAXES 
AND 
ROYALTIES 

Not all payments to 
the governments by 
private companies 
and by the state 

Receiving agencies should maintain 
registers of producers and check 
that all revenue streams have been 
accounted for.  

Completeness Tests of Control:   
Inspect evidence that the delegated 
official has reconciled the receipts to 
the list of companies.  
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Transaction 
life cycle 

Risk Controls Assertions Audit procedures 

 enterprises have 
been made to a 
treasury account at 
the central bank or 
equivalent. 

 
Audits and reconciliations of the 
treasury‟s accounts and of the 
companies‟ accounts should be 
performed regularly. 

 
Substantive tests: 
For selected receipts: 

 Send confirmation statements to 
companies to confirm receipt 
amounts.  

 Check that receipts have been 
entered into the cash book. 

REVENUE 
MANAGEMEN
T AND 
ALLOCATION 
 

Revenue from 
extractive industries 
is not managed 
transparently. 

Existence of documented 
government priorities for utilisation 
of extractive industries revenue.  
 
Revenue sharing / allocation should 
be established in the regulatory 
framework. 
 
Revenue saving mechanisms 
should be operated transparently. 
 
Regular audits should be carried 
out for recipients of extractive 
industries revenue. 

Completeness Tests of Control:  
Inspect evidence that revenue 
management and allocation procedures 
are well documented and operating in 
accordance to set procedures and 
priorities. 
 
Check evidence that any revenue 
savings funds are used in accordance 
to regulations. 
 
Substantive test:  
For selected organisations confirm 
receipt of extractive industry proceeds. 
 
Check audit reports to confirm receipts 
are used for prescribed purposes. 

Recording 
revenue 

For further detail on this refer to Table 2. under par. 6.2.3  
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Transaction 
life cycle 

Risk Controls Assertions Audit procedures 

Recording  
cash received 

For further detail on this refer to Table 2. under par. 6.2.3   

Banking of 
cash received 

For further detail on this refer to Table 2. under par. 6.2.3   
 

Transfer to 
central 
government 
bank 

For further detail on this refer to Table 2. under par. 6.2.3  
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9.  LOCAL GOVERNMENT COLLECTIONS 
 

9.1 Introduction 

Local authorities generally have two main categories of current revenue: (i) „own revenue‟, 

which includes taxes, user fees, and various licences, and (ii) transfers from the central or 

regional levels, usually in the form of grants.  

 

The main function of local authorities is to deliver services to the communities in a financially 

sustainable manner. What this means is that own revenue raised plus what is received from 

grants needs to be sufficient to cover the aggregate long-run costs of delivering the services 

provided. Local authorities should, to the extent it is possible strive to be self-funded. This 

principle is an important to ensure that local authorities are directly accountable to local 

residents for the functions they perform and the services they deliver. Residents who pay for 

these services have a more active role to play in deciding on the services they prefer and 

are willing to pay for. However, the ability of local authorities to collect revenue may differ 

substantially from region to region. 

 

While data is problematic, available evidence suggests that official local government 

revenue collection frequently comprises less that 5% of total government revenue. This 

weakness guarantees that local governments will have limited autonomy and capacity to 

provide basic services, while it also reduces the potential for local accountability (ATAF 

2010:68). 

 

9.2 Types of revenue collected by local authorities 

There are many potential sources of revenues collected by local authorities. Property tax 

and user fees for goods and services provided are further discussed below.  

 

9.2.1 Property tax 

Property tax is a major source of revenue in many urban councils. It is normally based on a 

property‟s value what makes it an “ad valorem” tax, which means “according to value.” It is 

imposed on immobile assets clearly indicating wealth and therefore it can be perceived as a 

fair and just way of collecting a tax. It is also difficult to avoid in principle.  
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Problem often experienced by local authorities relates to the difficulty in valuating properties.   

 

9.2.2 User fees for goods and services  

Fees collected by local authorities are based on the provision of a variety of goods and 

services. These may include the provision of: 

 Local roads, bridges, water drainage, local street lighting, parks and gardens; 

 Services with associated externalities, such as some health, library and land use 

services. Basic services provided by local authorities amongst others may include the 

provision of water, electricity and refuse collection. 

 

Local authorities should avoid under-charging for these services as it encourages over 

consumption and requires some subsidisation from other revenue sources. At the same time 

over-charging can also create problems for example making goods and services 

inaccessible to the poor. Normally, however this is a central decision which is made. 

 

9.3 Challenges facing local authorities 

Challenges in revenue generations on a local government level include: 

 General dependency on transfers from higher levels of government; 

 Lack of capacity leading to outsourcing some functions to private sector;  

 Poor administration reducing the tax base and generate further inequities; 

 Complex tariff structures which do not reflect the ability to pay and make operations 

complex; 

 Lack of coordination between different levels of government regarding fees and types 

of taxes collected; 

 Urban migration and growing number of informal settlements. In West African it is 

forecasted that over the next ten years, some 50 million people will migrate to cities, 

and by 2030, it is projected that 63 per cent of the population will live in cities. 

 

9.4 Matters of audit consideration 

Auditors of local authorities should understand the specific mandate, legislative frameworks 

and systems in place to collect and record revenue.  
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 Understanding the legislative framework 

The legislative framework for local government normally includes much detail on what 

revenue should be collected and how it should be done. Auditors should identify and study 

relevant acts, regulations and other circulars applicable. In addition, local authorities often 

set out the conditions for their services rendered to the communities. Auditors should also 

have knowledge of such correspondence.  

 

 The audited components 

The different types of revenues collected and disclosed in the financial statement should be 

identified and documented in the lead schedule.  

 

Basis of accounting for revenue, for example IPSAS accrual needs to be understood. 

Debtors or accounts receivable are often raised by local authorities resulting from delivering 

of services. 

 

When there are too many different types of taxes there may be a need to narrow the focus of 

the current audit. In this case the audit should concentrate on the main sources of revenue 

and identify the other sources to be audited on a rotational basis. 

 

 Considering fraud 

Completeness of revenue collected by local authorities is a significant risk item due to its 

high susceptibility for fraud. Risks include: 

 The explicit and intentional tax evasion; 

 Resistance from taxpayers to pay;  

 Corrupt practices including embezzlement of revenues;  

 Pressure on the local authority to provide optimistic projections. 

 

In terms of this risk of fraud it is important to look at management measures in place to 

manage it. This will largely be done on a component level. However on a strategic planning 

level management‟s awareness and measures put in place should be questioned and 

reviewed.  

 

 Outsourcing key activities 
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Auditors should identify whether any key functions or services rendered by the local authority 

may be outsourced to a third party.  

 

When the local authority outsourced some of its functions, auditors should inspect the 

contract or service level agreement between the local authority and the contractor. This is 

aiming to understand the respective responsibilities, and monitoring processes put in place 

by the local authority. This is particularly important for auditors as the accountability for 

providing goods and services cannot be passed on to the contractor.  

 

 IT systems 

Financial systems are normally used by local authorities to record revenue collected. The 

general controls should be reviewed for these systems to identify whether reliance can be 

placed on them.  Manual controls should be considered during detailed planning.   

 

For example local authorities may implement geographic information system (GIS) 

containing information on all buildings, or properties. This could be generated from aerial 

photography maps, giving each property or building a unique serial number. Information in 

GIS systems can be used as basis for billing property taxes, or services fees. 

 

In addition to GIS and other systems which may be used, financial system such as SAP in 

South Africa or it may be the same system used as for central government.  Auditors should 

identify all systems which contribute towards recording revenue transactions and gain 

understanding regarding their links. 

 

 Sustainability of services   

Cash flow problems may affect the adequate delivery of services of local authorities. This is 

normally attributable to difficulties in collecting outstanding debts from the community.  

 

Auditors should be aware of any negative press reports which indicate that the local 

authority has problems in delivering services, which may indicate lack of cash flows or 

capacity issues.   
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 Systems and controls 

Main audit components of local authorities may include government grants, property rates 

and collections for services rendered – user charges. 

 

When auditing revenue the main assertion is completeness, which is normally a significant 

risk area, and related compliance with laws and regulations.  

 

Table 11 contains an example on how the processes for the revenue of local authorities may 

be compiled. The information below is not aimed at to be completely comprehensive. 

Auditors should use the information below and apply it in light of the specific circumstances 

of the local authorities audited. Additional audit programs to cover all risks and processes 

should be added when necessary. 
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Table 11: System description for Property taxes and user charge revenues 
   

Transactio
n life cycle 

Risk Controls Assertions Audit procedures 

Property taxes and user fees charged 

Identificatio
n of 
revenue 
base 

Not all 
taxpayers / 
properties 
are known 
or identified 
to collect 
rates 

Properties in the area 
should be listed in a 
register or a database 
which is regularly updated 
(This could also be from 
external source or from an 
internal – GIS - database).  
 
Inspectors ensure that 
hawkers and street vendors 
are registered via regular 
site inspections. 
 
Regular reconciliation 
between property register 
in the area and the list of 
owners paying property 
taxes and user charges. 

Completeness Tests of controls: 
Inspect the property register for the area and confirm 
that it was regularly updated. 
 
Inspect proof of regular reconciliation between 
property registers and the list of properties paying 
rates. 
 
Inspect proof of regular site inspections performed by 
inspectors. 
 
Substantive tests: 
For selected entries in the property register confirm 
that property rates have been paid. 
 
 

Revenue 
generation 

Goods and 
services 
maybe 
charged 

Types of services rendered 
are regulated e.g. included 
in regulations. 
 

Completeness 
Accuracy 
 

Tests of controls: 
Compare the types of services and goods provided 
by the local authority to those approved by the 
regulatory framework.  
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Transactio
n life cycle 

Risk Controls Assertions Audit procedures 

which are 
not within 
the legal 
mandate of 
the entity 

Any changes effected to 
services rendered or the 
tariffs are reflected in the 
budget and planning  
documentation 

Identificatio
n of 
potential 
revenue 

All potential 
revenue 
may not be 
collected 

There is a budget in place 
for all types of revenue to be 
collected.   

Completeness,  
Accuracy  

Tests of controls: 
Inspect budgets and confirm that all mandatory 
revenue should be  

Registering 
taxpayers / 
users of 
services 

Not all 
taxpayers 
are 
registered 
 
Incorrect 
person is 
registered 
to pay the 
service 
charges 

 Completeness Tests of controls: 
 
 
 
 
 
Substantive tests: 
 

Assessment Tax is 
charged at 
incorrect 
rates 

Official tariffs or fees 
charged are regulated e.g. 
list of tariffs of authorized 
services are included in 
regulations. 

Completeness Tests of controls: 
Inspect proof of independent checking and approval 
of assessments / invoices. 
 
Confirm that most current official list of tariffs is used  Tax / 
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Transactio
n life cycle 

Risk Controls Assertions Audit procedures 

charges are 
incorrectly 
calculated 
or based on 
incorrect 
information 

 
Daily reconciliations / 
checks are performed 
between: 

 The number of units 
sold / services rendered 
and revenue recorded. 

 
Calculations on invoices / 
assessments are checked 
by independent official 
before approval to ensure 
that correct rates have 
been used, amounts 
accurately calculated and 
based on the correct 
information. 
 
Approval of property rates 
assessments before they 
are sent out. 

to issue invoices for services rendered. 
 
Inspect proof of reconciliations between the number 
of units sold / services rendered and revenue 
recorded. 
 
Substantive tests: 
For a sample of assessments / invoices, recalculate 
the tax charged to confirm whether it was accurately 
calculated using correct rates. For service charges, 
compare charges to the list of services rendered and 
other information used in the calculation. 

Inspections Incorrect 
taxes are 
charged 
 

Independent inspection of 
selected assessments / 
invoices based on pre-
identified criteria. 

Completeness 
Accuracy 

Tests of controls: 
Inspect proof that inspections have been performed 
for all selected assessments / invoices meet the pre-
identified criteria. 
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Transactio
n life cycle 

Risk Controls Assertions Audit procedures 

 
Substantive tests: 
For selected assessments / invoices recalculate 
taxes / fees charged. 
 

Collecting 
revenue 

Non-receipt 
of payment 

Assessments sent out are 
regularly compared to the 
receipts/ bank deposits to 
identify outstanding 
amounts  

Completeness 
 

Tests of controls: 
Inspect proof of reconciliations between assessments 
and receipts. 
 
Substantive tests: 
For selected assessments / invoices confirm that 
payments have been received. 

 Non-receipt 
of payment 

Monthly bank 
reconciliations are 
performed by the 
accountant between the 
bank statement and the 
cash book.  
Unallocated deposits are 
regularly followed up.  

Completeness Tests of controls 
Inspect bank reconciliations to confirm that they have 
been regularly (weekly, monthly) performed. 
 
Confirm that unallocated deposits are regularly 
followed up and correcting journals are passed.  
 
Substantive tests: 
For selected periods re-perform the bank 
reconciliations. 

Identifying 
penalties 
payable 

Penalties 
are not 
charged, or 

List of outstanding 
accounts are maintained 
and regularly updated. 

Completeness  
Accuracy 

Tests of controls: 
Inspect the list of outstanding accounts and confirm it 
has been updated regularly. 
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Transactio
n life cycle 

Risk Controls Assertions Audit procedures 

incorrectly 
charged 

Penalties are calculated on 
outstanding accounts 
periodically. 
Letters of demand are sent 
out periodically. 
Letters of demand are 
checked by independent 
official and approved before 
they are sent out.   
 
 
 

For selected outstanding accounts inspect that: 

 Penalties have been charged   

 Demand letters compiled, independently checked 
and approved. 

 Demand letters have been sent out. 
 
Substantive tests: 
For a sample of outstanding accounts throughout the 
year: 

 Recalculate penalties to confirm that they were 
accurately charged. 

 Confirm that demand letters have been timely and 
regularly sent out.  

 Confirm that demand letters have been sent to the 
correct taxpayer using correct address. 

Recording 
revenue 

For further detail on this refer to Table 2. under par. 6.2.3   
 

Recording  
cash 
received 

For further detail on this refer to Table 2. under par. 6.2.3   

Banking of 
cash 
received 

For further detail on this refer to Table 2. under par. 6.2.3   
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Transactio
n life cycle 

Risk Controls Assertions Audit procedures 

Transfer to 
central 
government 
bank 

For further detail on this refer to Table 2. under par. 6.2.3  
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 Reporting 

Audit issues on local government revenue are normally included in the audit report issued for 

the relevant local authority. However, in some countries such as Zambia, all revenue issues 

are reported in a single report. This includes all revenue collected by local government.  
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10. ANNEXURE 1. The organizational setup: SAI of Zambia and Eritrea 

 

Organisational setup SAI of Zambia 

 

 

 

 

 

 

 

 

 

 

 

ORGANISATION STRUCTURE – OFFICE OF THE AUDITOR GENERAL ZAMBIA 
 
 
 
 
 

Auditor General 
 
 
 
 
 
 
 
 

                  Deputy Auditor General                                               Deputy Auditor General 
                  (Corporate Service Division)                                                                        (Audits & Consultancy) 

 
 

Directorate      
 
 
 
 

       
      Planning &                            Human Resource                                                         Specialised          Ministerial            Public Debts              Provincial 
      Information                          & Administration                                                         Audits                Audits                & Investments          Appropriation 
      Directorate                           Directorate                         Directorate         Directorate            Directorate                 Directorate              

 
 

 

 

 

 

 
  Non Tax Revenue               Tax Revenue 

Revenue 
Audits 
Directorate 
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Organisational setup: SAI of Eritria 
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11. ANNEXURE 2. ASYCUDA ++ processes in Eritrea 
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