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FOREWORD

To add value in a climate of continuous improvement and ongoing public sector reforms is a
major challenge for Supreme Audit Institutions (SAls). From their unique position of being
able to took across all agencies in the public sector, SATs are well placed to make a significant
contribution to the development and implementation of public sector reforms. This is done not
only by producing high quality audits that ‘add real value’ by identifying areas where
improvements in administration are required but by also identifying areas of best practice. By
focussing aftention more on best practice models and ways that admunistration can be
improved, rather than by simply hightighting areas of deficiency, SAls can be of greatest
assistance to entity management and the Parliament.

The improvement in public administration through the exercise of the external audit function is
achieved both directly and indirectly. It is brought about directly by the implementation of the
audit report’s recommendations and indirectly by providing agencies with an incentive to
improve their performance through both the auditing and public reporting processes.

Performance auditing, a relatively new form of auditing, is an area with a continually evolving
role and one that offers significant potential to ‘add value’. Performance audits, together with
the traditional financial statement audits, play an essential role in the accountability framework

- within the system of Government and aim to provide assurance to the Parliament about the

efficient and effective administration of public sector agencies.

: Performanc¢e auditing results in a broader view of accountability. Not only should money be

expended properly but it should also be spent most effectively in aftaining program objectives.
‘There can be some sensitivity associated with perfonnancc audits as they often go to the heart
of managerient practices.” However, management is not an éxact science and there are,
legitimately, often differing points of view on the way in which programs can be managed.
Because of these views, it is incumbent on the SAI for its performance auditors to have a clear

~understanding of the goals, objectives and priorities of any area subject to audit and that

performance criteria o measures are, as far as practicable, agreed in advance.

SAls have limited resources but nomally a large number of public sector programs within
their mandate. A rigorous strategic planning process and risk assessment for the purposes of
identifying areas which will be subject to performance audit is therefore essential. The SAI
should be open and consultative in the development of its performance audit programs. This
requires extensive consultation with all key stakeholders and agencies. The benefits of
conducting a performance audit should be assessed against relevant criteria and results of this
analysis weighed against the resources available. Itis then desirable to undertake a prelimnary
analysis or study before finally deciding whether or not to commit SAI resources, and of course
those of an entity, to a full performance audit.

 Structure of this paper

Using an Australian model, this paper discusses concepts in perfomlaﬁce auditing and the
mandates as applicable to INTOSAI and Australia. It also discusses possible methodologies

_and practices for the conduct of perfonnance audits. The paper then highlights some aspects

that need to be considered when reporting the results of performance audits and finally
discusses two specific issues that might need to be considered by all SAIs when conducting
performance audits. It is recognised that the paper will have varymg interest for SAIs largely
depending on the nature of their mandate. Nevertheless there are issues which are likely to be
relevant to most, if not ali, SAs.



PERFORMANCE AUDITING CONCEPTS

Terms used in the paper

Although there are a number of terms used to describe the audit of performance {efficiency
audits, value for money audits, management audits, operational audits, comprehensive audifs)
the term performance audit will be used throughout this paper.

Defining Performance Auditing

The International Organisation of Supreme Audit Tnstitutions {INTOSAI) Auditing Standards
(page 19) states that:

Performance auditing is concerned with the audit of eoonomy, efﬁcnency and
effectiveness and embracea

(a) audit of the economy of admlmstratwe activities in accordance with sound
administrative principles and practices, and management policies;

(b) audit of the efficiency of utifisation of human, financial and other resources,
including examination of information systems, performance measures and monitoring
arrangements, and procedures followed by audited entities for remedymg identified
deficiencies; and :

(c) audit of the effectiveness of performancc in relation to thc achievement of the
objectives of the audited entxty, and audit of the actual 1mpact of actmtzes compared
with actual unpact

The concepts of efficiency, economy and effectiveness, which prowde a framework for
analysing the operation of a program, are deﬁncd by INTOSAI as follows:

» Economy - minimising the cost of resources used for an aclmty, havlng regard to the
appropniate quality. e
» Efficiency - the relationship between the output in terms of goods semces or olher resu!ts
~ and the resources used to produce them.
» Effectiveness - the extent to which objectives are achieved and the re!at:onshlp bctm:en Ihe
" intended impact and the actual lmpacl of an actmty -

Performance auditing is relatively new

Although financial statement auditing has been in existence for many years, perfonmance
auditing is relatively new. In Australia, until the late 1970, legistation limited audit to
financial statements audits and to ensuring that all monics spent were properly authorised. The
legislation did not require the auditor to go beyond venfying the authority for ‘expenditures and
accuracy of the records of the expenditures. The question of how resources were used was not
the responsnbmty of the audxtor

In 1978 legislation was mtrodux,ed in Australia that allowed performance audmng to be
conducted, The Australian National Audit Office (ANAO) conducts between 30 and 35
performanoe audlts each year,



Objectives of performance auditing

A performance audit can have a broader objective than auditing efficiency, economy and
effectiveness. It can also examine accountability and probity in the use of resources. In

- practice, performance audit objectives may focus on one or more of these interrelated elements,

or be stated in more spetific terms, for example the efficiency of a particular process.

SAls by trealing their business as being more than, say, auditing processes and focusing more
on outcormes as well as the traditional inputs and outputs, can add real value to public
administration through performance audits. SAls can identify better practice because they
have a cross public sector perspéctive not enjoyed by othér organisations. SAls can add value
by promoting betier practice observed in one organisation to the public sector as a whole.

The output from an audit need not be an audit report only but can also be othér products such
as Best Practice Guides, seminars or briefings which provide the forum for the SAI to ensure
widespread dissemination and awareness by ¢ommunicating lessons leamed from one audit to
the public sector as a whole. :

The subject of a performance audit is usually a particular program or activity but it may
extend to an issue that is common 1o or influenced by a range of agencies. These so called
cross—enmy audits may pursue issues that have applicability to many or all agencics, such as
implementation of program evaluation, interal audit, puichasing and human resource issues
such as training or perforrance pay. Altematively, such audits may embrace issues that have
srgmﬁcant topical community interest, such as the environment, client service standards,
community welfare, fraud control and commercialisation {or privatisation) of public assets.

Cross-entity arrdils have the potential to increase the relevance and scope of audit findings and
recommendations in the broader Government public sector. As such they have the polential to

-add considerable vatue to the overall pecformance t6 the public sector.

Performance auditing and financial statement auditing compared

Compared with conventional financial statement auditing, performance auditing takes new

-directions and extensively widens the scope and intentions of audit review and evaluation.

Financial reporting is primarily concemed with the regularity and compliance within the rules
set in appropriations, expenditure of public funds and financial reporting. Performance
auditing brings attention {o goals, objectr\'e> and results \\hrch take their form in the outputs or
effects of a program -

INTOSAI Auditing Standards (p'age 63) states that “In contrast to financial statement auditing
which is subject to fairly specific requirements and expectations, performance audit is wide
ranging in nature and is more open to judgement and interpretation’. :

The audit mandate may require or enable the SAI to report a performance audit in two different
ways. In an attest audit the auditor attests to assertions prepared by management to
demonstrate management’s regard for economy and efficiency and effectivencss. The aftest
type of performance audit is akin to a financial statement audit in this respcct Audits of

perfonnancc indicators are hkely to be of this nature.

[n a drrcct repo:tmg audrt the audrtor prepares a report dcscnbrng management s perfomrance

and presents the facts, findings and an opinion indicating the ¢xtent to which management has

performed efficiently, effectively and economically.



PERFORMANCE AUDIT MANDATES
Postulates from INTOSAI

SAls arc established by the supreme lawmaking body, or by constitutional provision. In some
cases, elements of the SAI’s role may be provided by convention rather than by specific legal
provision. Commonly, the establishing law or regulation sets out the form of the SAI (such as
court, board, commission, statutory office or ministry), the terms and conditions of
incumbency, tenure, powers , duties, functions and other matters goveming the holding of
office and the discharge of the fonctions and duties to be pérformed. Other legislation may also
extend the SAI’s mandate in particular areas.

Although the mandates for SAls vary, INTOSAI’s Auditing Standards state “The basic
auditing postulate stipulates that all audit activities should b¢ within the SAI’s mandate.’
Traditionally in many counteies the mandate for performance auditing will stop short of review
of the policy bases of government programs. This is commonly referred to as administrative
rather than policy effectiveness.

Legislative basis in Australia

The legislative basis for the Office of Audltor-Gcneral for Australia is the Audit Agt 1901
The Auditor-General’s mandate includes the conduct of financial statement audits and
performance audits on any type of Government body, although performance audits on
Government companies may only be undertaken at the request of the relevant Mlmster ot both
Houses 6f Parliament. :

As well as setting out audit provisions, the Audit Act has also provided the legistative
framework for public sector financial management and accountabitity within the terms of the
Australian Constitution. There is custently no formal legislative provision which cleasly sets
out the obligation on management to achieve and report on performance. However, the
regulations and directives issued subsidiary to the Audit Act make some provisions to this
effect.

Following a Parliamentary review of the Audllor-General's Office in 1989 there has becn a
stronger emphasis on performance audits. Also, as a result of the review, a new legislative
framework is now under consideration to replace the Audit Act. It is to provide new legistation
for the appointment, responsibilities and mandate of the Auditor-General including the mandate
for peiformance auditing. It will also allow redefinition of the national framework for financial
management, accountability and reporting. Importantly it will separate legislation relatmg the
AudltOr-General from that relating to the resources (financial) management framework.

In Australia, the performance au_dlt mandate stops short of commenting on Government policy
decisions. It is, however, acceptable for a performance audit to incorporate the audit of
information leading to policy decisions, an assessment of whether policy objectives have been
met, and an asscssment of the results of pohcy implementation both within the administering
body and extemally on others. In short, it does not question thé appropnatcness of the pohcy
objectives. :

The Auditor-General has a central place in the process of public acc0unlab1hty The Executive
is accountable to the Parliament and relies on the Auditor-General for independent assurancs as
to the fulfilment of the public accountability obligations of these bodies. This independence




means that the Auditor-General has complete discretion in the selection of areas subject to
performance audit.

Powers to inspect records

The ability of the SAls to inspect records of agencies that are being audited is an essential
condition for SAls to be able lo audit effectively. Chapter I of the INTOSAI Auditing
Standards states in part: .

» Legistative enactments would facilitate the co-operation of audited entities in maintaining
and providing access to all relevant data necessary for a comprehensne assessment of the
activities under consideration.

e The SAI must have access to the sources of information and data as well as aceess to
officials and employees of the audited entity in order to camry out properly its audit
responsibilities. Enactment of legistative requlremen!s for access by the audltor to such
information and personnel will help minimise future problems in this area. o

In Australia, the Auditor-General's powers to inspect records and enter premises are essential
for the effective discharge of the functions of the office. ’Ihe Audntor—General is provided with

‘various powers, including the power to:

 call for persons and records;
* administer an oath or affirmation; and
» have full and free access at all reasonable times to accounts and records.

A provision of the Audit Act gives the Attorney-General the power to restrict disclosure of
specific matters or documents from audit reports. This provision may be applied where
publication of, say, classified defence information may prejudice national interests.

Simitarly, the Auditor-General does not have a right of access to records of certain
expenditures of some security agencies. In these cases accountability is accepted by the
Attorney-General who is required to provide appropriate certification.

Par!iémentary privilege

In Australia, the Parliament is the primary client of the ANAO and the audit reports tabled in
the Parliament are protected under partiamentary privilege. While parliamentary privilege
provides the SAI with an ability to report independently, it also imposes the obligation to
ensure the quality of its work is commensurate with this privilege.

METHODOLOGIES AND PRACTICES

This section of the report discusses planning of performance audits (bbth strategic and

~ operational), the stages of performance audit and the methodotogies that might be applicable to

all stages of an audit. Detailed oonblderatxon of the strategic p!anmng process is shown at
Appendix 1.

Audit planning

INTOSAI Auditing Standards state that the auditor should plan the audit in 2 manner which
ensures that an audit of high quality is carried out in an economic, efficient and effective way



and in a timely manner, Planning includes all that is necessary at a strategic level to ensure
that performance audit coverage is appropriate, as well as planning at the operational level to
ensure that individuat audits are conducted properly.

The importance-o!' strategic planning

The SAI would need to select and schedule audit tasks that help achieve its mission, goals and
objectives as laid down in its corporate plan. A well-structured planning process, based on a
sound rationale, is necessary to ensure that the resources of the SAI are used in the most
efficient and effective manner. Strategic plans may be developed annually.

The cost of conducting a performance audit is an investment of taxpayers' money and that
investment should provide a retum either in terms of recommendations for improved
administration or accountability. The SAI has the same obligation to account for the use of
resources and overall performance as other entities.

The objectives of strategic planning
Generaily, the objectives of strategic planning are to:

¢ provide a firm basis for the SAI management to give a strategic direction for future audit
coverage, '

» identify and select audits with the potential to improve public sector accountabilily and
administration;

» provide a platform for communication with agencies and the Parllament on our audit
strategies;

» produce a work program that ¢an be achieved with expected available resources;
help management and staff at all levels to understand entity nisks and audu selechon and
provide a basis for accountability. : :

Audit tbpic selection

Perfomance audit toplcs are normally se!ected on two grounds firstly, to focus on those
audits which have maximum value added in terms of improved accountability, economy,
efficiency and effectiveness; and secondly, to ensure appropriate coverage of entity operations
within the limitations of audit resources avaﬂable

The analysis of the risks of madequate ewnomy, efﬁc;ency and effectiveness, or pul another
way the risks of poor pesformance, will generate a list of potenhal audit toplcs Those (Oplcs
are then subjectively 1anked against critenia of:

overall estimated audit impact; - - ¢
financial materiatity;
risks to good management; -
significance of the program to the activities of the enhty,
visibilty of the program as- reflected in its pohtmal sensitivity or natmnal
importance; and
o cxtent of recent audit coverage and internal and extemal review of the program

* &+ & & O




Outputs of the strategic planning process

An output from the strategy planning process may be an audit strategy document (ASD). In
Australia ASDs are generally prepared for each entity and presented to the SAI's senior
management to enable it to assess critically the proposed entity planning strategy for overall
consistency with the corporate objectives. Performance audit ASDs can provide useful
information on the risks, as seen by the SAI, in the main areas of public administration as well
as outlining the proposed audit coverage. The ASD can assist the SAI management in making
appropriate resource allocations and assessing the strategic planning process for effectiveness.

Tti; SAI may decide to present the results of the strategic planning process to entity audit

- ¢ommittees and/or senior management before the audit cycle commences. ASDs will provide

entity management with a useful independent, external perspective of the risks associated with
programs and entity operations. By providing the ASD before the audit cycle commences, the
ASDs can also contributc {6 a policy of consultation and ‘no surprises’ to the entity concemed.
In part the latter is a recognition of the cost of audits to entities and the need to have
complementary planning processes. ASDs can provide a focus for discussion with eatity and
departmental audit committees.

Stages of a performance audit

“The figure below sets out the possible stages of a performance audit. Some activiﬁes in the

model may be performed at the same time, some may be repeated, and the relative amounts of

time spent on any stage may vary with audit size.

Stagesina performance audit

- Planning Stage

S . 1 I -
Fieldwork Procass . - Reporting Process

13 ' 13

Prefiminary Study Stage h Preliminary Study Report

) L+ — : I

Implementation Stage NN Issues Papers

[i
Repérting Stage

Draft Report
i

Final Report
+

Fellow-up stage




Besides the planning stage described previously there could be four other stages in a
performance audit:

¢ The preliminary study stage. Oncé the strategic planning process is complete and a
particular activity 65 topic has been selected to audit, the audit team would usually, but not
always, conduct a prehmmary study to further examine and understand the activity under
audit. Imporiant components in the preliminary study are the need to identify fundamental
issues, define audit objectives, develop the scope of the audit, estimate potential impacts,
develop audit criteria, collect preliminary audit evidence and prepare a preliminary study
report. The output of the pretiminary sludy is nonnally a report which recommends either
temunatmg or continuing the audit. Ifit is recommended that the audit should continue, the
report is likely to include an implementation plan for the conduct of the remainder ot‘ the

~audit.

o The implementation slage. The implementation stage involves the collection and
documentation of relevant and reliable evidence in accordance with a detailed audit test
program. Audit evidence is discussed later in the paper but it should be sufficient to
support audit findings, conclusions and recommendations. The implementation stage also
involves regular communication with the entity, the preparation of early discussion papers
which identify and discuss issues that have emerged during the course of the audlt and a
formal interview {the exit interview) at which the audit finding are discussed.

¢ The reporting stage. At the conclusion of the implementation stage, the SAI may decide to
prepare a draft report which allows the entity t6 comment on what would normally be the
format of the final report. Once the entity comments havé been considered the report will
normally tabled in Parliament. Presentations to the Parliament, the Minister, the Shadow
Minister, the entity and other public audiences may also be conducted. Reporting is
discussed in more detail later in the papers. '

» The follow-up stage. The follow-up stage of a performance audit is an integral part of
performance auditing and: may serve to increase the likelihood that entity management will
implement the recommendations that were agreed; may be valuable in guiding the actions of
parliamentary committees and providing feedback to the Parliament on the effectiveness of
performance auditing; and can provide a basis for assessing and evaluating the SAP’s own
performance including validating cost savings and other benefits projected at the time the
audit was tabled. As one of its objectives is to add to the impact of cur reports, follow-up
activity should be directed to encouraging the implementation of recommendations, rather
than finding examples of lack of action. Working with entity audit conunittees may also
assist the entity in implementing recommendations.

Managing the audit program

Audit reporis produced by an SAI represent the culmination of a number of audit processes and
should thus be tabled on time and within budget. Audits that ar¢ not managed properly will
result in untimely reports which are less likely to produce improvements in public seclor
administsation.

General control principles that will assist SAI management of performance audits are:
+ the ASD (discussed earlier) for each entity can provide the basis for all work programsf

and
+ anapproved audit work plan (AWP).



The AWP

While ASDs can identify audit topics for one or more years, the AWP is a key document for
controlling and monitoring ar individual audit in both the pretiminary and implementation
stages. AWPs are useful in that they can identify:

the task to be completed;

the resources to be used;

the timing for each milestone including the reporting date;
the final product to be produced by the program; and

¢ the expected ovtcome and impact.

AWPs have the potential to provide sufficient information to enable an informed decision to be
made about the value and impact of the audit and also its relative priority in relation to other
audits in the audit strategy document. The budgat and timetable are documented in the working
papers and progress against these targets monitored and recorded. This is necessary not only
to meet targcts specified but alsoto demonslrate accountabnhty for performancc

Auditing Standards

Performance audits are conducted in accordance with auditing standards consistent with the
professional standards required of private sector auditors. Ethical principles governing the
auditor’s and the SAI’s responsibilities set standards on: independence; integrity; professional
competence and due care; confidentiality; professional behaviour; and technical issues.

These standards are reflected in INTOSAI's Auditing Standards. In the Australian context,
they are also reflected in ANAO Audiling Standards which incorporate the new serics of

Auslralian Audjting Standards and Auditing Guidance Statements.

Audit Oblectwes

Audit objectwes should be chosen with a view 1o deﬁnmg an audit which has the pctenttal to

improve publi¢ administration.. Performance audits should thereforé not only wam agamst
defectwe practices but also identify and promu!gatc good practice.

One way of fac:htatmg an analysis of economy, efficiency and administrative effectiveness is to
wcw pubhc sector actmhe; in relatlon to the following:

. the program objecuves \sh:ch should be clear enough to identify the desired outcomes;
. the financial, human, physical and information resource inputs used;
. the processes or activities by which the inputs are converted into outputs;

the goods, services or other results which constitute the output of the program; - and
. the actua! impacts or outcomes, both intentional and unintentional.

Given the size, complexily and diversity of their operations, it is normally impracticable to
attempt to assess the gverall performance of departments or agencies in any meaningful way.

- Consequently, pcrfonnancc audits are usually directed towards speclﬁc funcnons activities,
: programs or operations of the entity organisation.



Audit scope and focus

It is the scope of the audit which in practice determines the extent to which it addresses the
balance of issues of economy and efficiency, matters of administrative effectiveness in policy
implementation and legislative comphancc In the context of the range of programs being
audited, the balance of emphasis varies from audit to audit,

The audit scope ensures that field work is clearly bounded, and so assists in producing an audit
of reasonable extent and cost. Scope will often be defined by stating what an audit will not
cover. : :

Audit focus defines those aspects within the scope which will reccive greater emphasis. The
danger associated with a vaguely defined focus is that field work can become unrelated to the
objectives of the audit, leading to inefficiencies, budget overruns and insignificant findings.
During the audit the focus will usually be readjusted through a continual assessment of the
work against its possible xmpacts This concentration should allow the focus to be on those
areas which hold the most promise of net benefits to be derived from the audit. Audit scope
and focus may address any combination of parameters. Some examples are:

entity organisational seginents;
_ enlity programs, sub-programs or sub-program components;
entily management systems;
entity services or product lines;, and
specific aspects of entity performance, for example equity and access.

* & 9 & ¢

Audit criteria

Audit criteria can be defined as reasonable and attainable standards of performance and contro!
against which the adequacy of systems and practices and the extent of economy, efficiency and
cffectiveness of operations, programumes, or activitics can be assessed.. They reflect a
normative (that is, desirable) control mode! for the subject matter under seview. They represent
good practice - a reasonable and informed person’s expectation of “what should be’. When
they are compared with what actually exists, audit findings are generated. Meeting or
exceeding the criteria might indicate ‘better practice’, while failing to meet criteria would
indicate that improvements can be made. Where possible it is preferable to identify the nature
of such improvements or even how they might be achieved. : -

Criteria can perform a serics of m\ponant roles to assist the conduct of a perfonnance aucht
They:

. form a common basis for commumoauon within the audil team and wnh thc SAI's
management concerning the nature of the audit;
. form a basis for communication with the entity management in that the audn team ml!

often solicit entity management understanding of and concurrence with the criteria and
eventual acceptance of audit findings in light of those criteria;

’ link the objectives to the audit programs carried out during the unplementatlon phase;

. form a basis for the data collection phase of the audit, providing a basis on which to
build procedures for the collection of audit evidence; and ;

. provide the basis for audit findings, helping to add form and structure to obsarvahons

The degree to which criteria are successful in serving these uses is often determined by their
level of detail and the form they take. General and specific audit critena are acquired or
developed during the preliminary study. As the preliminary study progresses these are usually

10
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expanded and made more specific. By the end of the preliminary study, the criteria should be
sufficiently detailed and specific to give clear guidance for the implementation stage of the
audit, in particular the development of specific audit programs to test the critena. It is
unrealistic to expect that activities, systems or levels of performance in economy, efficiency
and effectiveness areas will always fully meet the criteria. Satisfactory performance does not
mean perfect performance but is based on what a reasonable person would expedt, taking into
account entity circumstances, ’

Souvrces and development of 2udit ¢riteria
Pecformance auditing criteria are not readily available from the accounting profession.

Nevertheless, sources of relevant criteria do exist. To avoid the necessity to create criteria from
first principles, the audit team should be encouraged to took at the following sources:

. criteria used previously in similar audits conducted by the SAT;
. criteria used in similar audits conducted by other audit institutions (locat or overaeas)
. general criteria developed by the SAT;
J criteria published by overseas audit institutions; :
. - performance standards used by the enttty, or prewous parhamentaly or other official
inquiries; :
. entities that are similar to the entity, that is. organisations carrying out similar

© activities or having similar program clients both local and overseas;
- professional organisations and standard-setting bodics;

subject matter literatere; and

general management literature.

These sources provide a basis for the development of criteria for the audit, but may require

interpretation and modiﬁcation to ensure their relevance.

Cnlena must be realistic and take into account the context of the entity. Some key criteria

relate dlrectly to lhe enhty itself, for e-camplc

*  enabling and related legislation;
» entity operating and procedures manuals; and
o oentral entity policies, standards dnrec-:nes and guidelines.

It can often be useful during discussions with entity ma_nagement about the audit to obtain their
input to the development of criferia. Any disagreement with entity management about criteria

“can then be identified, discussed and, if possible, resolved at an early stage. It is essential to
encourage ownership of the audit outcomes so that they will be implemented with conviction.

Test Programs

Developmg a program for carrying out an audit is a key link between the deve]opmem of audit
objectives and the conduct of an audit. The program should be based on criteria or issues
established for the audit and directed towards de»eIOpmg ﬁndmgs to be published in the final

repon

i'Ihe audit objechves and criteria will normally be teslcd by an audit program of procedures
which include: Obsemng, mtemewmg, documenting; testing and checking; and analysing.
- Performance audit test programs will need to be customised for each audit. Factors considered

when developing thé programs may include: audit objectives; size of task; geographic

11



dispersion; audit environment; the components of the system to be audited; and whether
broad issues only have been identified, or specific criteria are available.

In developing an audit program, it is important that the procedures:

e relate to the audit objectlves that is they enable relevant evidence to be collected
» are clearly stated and include sufficient detail to enable them to be readily understood by
those carrying out the audit;
» are organised in a logical manner so the audit examination can be conducted as
efficiently as possible; and
o form an efficient method of gathering sufficient evidence, that is. they do not call for
- superfluous testing. ' '

Audit approach

The approach to an audit will develop as greater understanding of entity operations is achieved
and as initial audit findings are made. Throughout each stage the emphasis should be on
producing a final report that has impact and balance. Draft report segments will take shape as
the audit progresses, even at the easly preliminary planning stages when initial knowledge and
insights are being formed. The report writing process should be viewed as a continuous one of
formulating, testing and revising hypotheses about the audit topic. Consideration of the impact
on the audit report of work being underiaken at any stage is an essential test of the relevance of
this work. :

More detail on audit approaches is at Appendix 2.
Evidence

Audit evidence, a fundamental concept in performance audmng as well as in ﬁnancta]
statement auditing, is information collected and used to support audit findings. The
conclusions and recommendations in the audit report stand or fall on the basis of such
evidence. Consequently, performance auditors must give careful thought to the nature and
amount of evidence they collect. An effective audit program helps in obtaining persuasive
evidence to support findings in an economic, efﬁcuenl and effective manner. Ewidence is
critical to the success of the audit and is a ceatral concern from the planning phase to the end of
the audit. While differences in judgement might also be hightighted it is important that
maximum evidential support be provided in such in_s_tanoes.

The audit findings, conclusions, op:mons and recommendations must be based on evidence
that meets the basic tests of sufficiency, competence and relevance. Sources of evidence may
include: government pohcy statements and legislation; published program performance data;
interviews; file examination; management reports and reviews, databases external sources;
SAI sources; observation; and surveys and questionnaires.

Documentation standards

Auditors must adequately document the audit including the basis and extent of planning, audit
methods and procedures, research design, the work performed and the audit results and
findings. Thorough documentation in the form of working papers is a vital aspect of
maintaining a professionally acceptable level of auditing, Working papers aid in the planning
‘and performance of the audit, the supervision and feview of the audit work and providing
evidence of the audit work performed to support the auditor's Oplmon
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Working papers serve as the connecting link between the field work and the audit report. Thus
they contain the evidence accumulated in support of the opinions, conclusions and
recommendations included in the report and are themselves evidence that the auditor has
conducted the audit in accordance with approved procedures.

The prime need is to demonstrats the quality of evidence and opinions, conclusions, analysis
and supporting recommendations, in the interests of presenting a credible report for
consideration by the Parliament and eatity management. This need becomes even mwore
pronounced in auditing to efficiency and economy critéeia.

There are several broad characterstics which all working papers should exhibit:

completeness and accuracy
clarity and conciseness;
ease of preparation;
legibility and neatness;
relevance;

organisation; and

ease of review.

1ncreasmgly such papers are likely to be held in electronic formats with scope for considerable
productivity over paper formats.

Audit findings

The recommendations made by the SAT in performance audit reports have to be argued in a
logical fashion. The development of audit ﬁndmgs and the formulation of recommendations
based on those findings, ace critical phages in the audit process. The steps involved are likely
to be:

audit criteria (what should be);

audit evidence (whatis);

audit finding {(compare what is to what should be)

assess the effects of the finding;

determine the causes of the finding;

develop audit conclusions and recommendations; and
_estimate likely impacts.

Audit observations and evidence are conipar;:d with the audit eriteria to ideniil’y audit findings.

The development and evaluation of audit ﬁndings should take place throughout the various
phases of a performance audit. They may start in the planning stage as matters of potentlal
significance. Potential findings identified during the preliminary study are followed up in the
detailed examination phase.

“The iiétalt;xl evaluation of audit findings should generally be compléted during the preparation

of issue papers for distinct segments of the audit or near the conclusion of the audit fieldwork.
However, it would not be unusual for the evaluation to extend into the reporling siage as
ﬁndmgs are challenged and further evidence is obtained. It is at this stage that a final decision
is reached on the findings and recormendations that will be reported.

“Once an andit finding has been identified, two COmplementary forms of assessment take place -

the assessment of the significance of the finding and the determination of the causes of the lack
of perfomance The effect of a finding may be quantifiable; for example, the effect of
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expensive processes, expensive inputs or unproductive facilities can be estimated in dollar
terms. Additionally, the effect of inefficient processes, for example, idle resources or poor
management, may become apparent in terms of time delays or wasted physical resources.

Qualitative effects as evidenced in a lack of control, poor decisions or lack of concem for
service may also be significant. The effects should demonstrate the need for corrective action.
The effect can also have occurred in the past, be occurring now or possibly occur in the future.
To make a finding stand, the auditor should be certain that, if the effect occurred in the past,
the situation has not already been remedied to prevent it from recurring.

Developing recommendations

The auditor should identify the cause of a finding, as this forms the basis for the
recommendation. The cause is that which, if changed, would prevent similar findings. The
cause may be outside the contsol of the organisation under audit, in which case the
recommendation should direct attention outside the organisation. :

The develo;rment of recommendations for improvement in administrative ot operational
performance is an important feature of performance audits. Recommendations should be
developed where unfavourable findings are made and significant adverse effects have been
identified. While recommendations focus on the improvements needed rather than how they
should be achieved, it is appropriate to indicate broadly what issues might be exalmned by
management when secking solutions.

Communicating with the entity

There are, legnunately, often differing views on n the way in “hxch programs can be managed
and there will be tensions behween the entity and the SAI wnless there is open, continual and
honest communication. Performance auditors should have a clear understanding of the goals,
objectives and priorities of any arca subject to audit and that criteria are agreed in the early
stages of the audit.

Findings are presented to enlity management for comment as they arise. In this way entity
responses can be documented and analysed. Where the entity disagrees with the audu ﬁndmgs
and recommendations, the reasons for such dmagrccment should be fully analysed

SAls may have a requirement under natusal justice guidelines to seek comment from the entity
and anyone ¢else whose reputations or interests might be adversely affected by the report. It is
usual to put to such people only relevant parts of the repori and they should be prov:ded with
adequate notice and Opponumty to res pond 1o the materi al

REPORTING

INTOSAI Reporting Standards state that at the end of each audit the auditor should prepare a
written report sefting out the findings in an appropriate form; its content should be casy to
understand and free from vagueness and ambiguity, include only information which is
suppo:ted by competent and relevant audit evidence, and be mdcpendent ob;ectne fair and
constructive. -

Clear, balanced and ob_;ectn'e publlc reporting of aucht observauons is fundamental to the audit
ro!e in pubhc acmunlab:hty The pubhshed final perfmnance audit report is the producl on
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which the SAI performance audit function is judged by the Partiament and the public at large.
It is therefore crucial that much thought be given to the development of the audit report. Its
contents and the wording of recommendations, can be contested by entities and attention needs
to be paid to the accuracy, logic and clarity of the reports.  Any material errors could be

-potentially damaging to the credibility of a particular report and to the SAL. The unportancc of

presentation should not be underestimated.

Audit reports may come under increasing scrutiny from Parliamentary Committees, the public
sector and the media. The SAI’s methodology, the interpretation of data, and the evidence used

. to reach audit conclusions can be questioned. For these reasons it is important that reporis are

of a high standard and follow the SAI’s Auditing Standards and other guidance provided by the
SAL

It is usual for the SAI to establish system of control to ensure that the quality of the audit and
audit report is in accordance with the SAI's standards. This control system may consist of
quality assurance reviews conducted by internal and external reviewers as well as management
review underiaken at various stages during the audit. .

Benchmarking with other SAls or organisations that conduct similar activities can be an
important part of judging and then improving the quality of audit process and product but
depends on reliable management infonmation and a good underatandmg of the business of
perfonnance auditing. :

The continuous report-writing process

Reports produced during an audit include the initial audit work plan, the preliminary study
report, réports to the SAI executive, the exit interview discussion paper, the final draft report
and the tabled report. Given the amount of reporting required durning an audit, the reporting
process should be as efficient as possible. This can be achieved by the use of a continuous
report-writing process that starts at the beginning of the audit with an outline that gradually
grows and changes throughout the course of the audit and resulis in a final audit report

“An aitematne approach is to produce papera by tOplc dunng the audlt These are merged with

relevant sections of the preliminary study report and any othér relevant malerial to produce a
report which can be discussed at the exit interview. Ideally, the format of the draft report
should be as close as possible to that of the final report as this alfows the entity to see the audit
findings in context and comment accordingly.

Issue papers and the exit inferview

At various stages during an audit there may be a need for papers to identify and discuss major
issues that have emerged during the course of the audit. They serve to progress the

“development of audit findings and recommendations. Issue papers are a good way of exploring

significant preliminary audit ﬁndlngs with an entity and generaﬂy help in comimunication with

-the enhty

Issuc papers should be concise, mcludmg sufficient information to adequately dcscnbe the
issue and its effect on entity operations, and the entity program. Suggestions for improvement
may be included if thought appropriate. This may lead to early implementation of audit
recommendations with an immediate effect in improving public administration.
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The issue paper represents the first round in a series of challenges that findings will go through.
It is better to detect possible imperfections in audit findings and their supporting evidence or
logic at this carly stage than when the entity reviews the final proposed audit report. If the
entity can produce better evidence which demonstrates that that the auditor’s initial conclusion
was in error, this should be accepted with good grace and in a posatwe manner, The aim is to
establish the facts of the matter. AS indicaled earlier, differences in judgement should be
carefully documented.

At the conclusion of the fieldwork, it is usual to hold a formal exit interview to discuss the
issue papers or an exit interview discussion paper. An exit interview discussion paper is a
good way of presenting a comprehensive view of total findings and recommendations as a basis
for the entity to comment and provides the first opportunity for the entity to ses the context of
audit findings and conclusions in written form. In line with the continuous reporting concept,
the format of paper should be closely aligned to the expected final report. To get maximum
benefit, the paper should be provided before the exit interview. :

Proposed Report

. Once the comments from the entity at the exit interview are incorporated, it is useful to send a
copy of the proposed report to the audited body for comment. This report represents the

" culmination of the audit field work, and associated analysis and consideration, and should
represent the SAPs final conclusions and secommendations.  This is usually the last
opportunity for the entity to comment on the findings and a reasorrable amount of time should
be allowed for the entity to study the proposed report. e :

Providing an entity with a copy of the proposed report ensures that the entlty is ﬁﬂly aware of
the contents of the report before it is tabled in Parliament.

Entity responses

'Ihe enmy s response should be rewe\l.ed to ensure completeness particularly that each
recommendation is commented on as to its acceptability. If it is not complete, 2 supp!ementasy
response may be requested. However, the audit team needs to bear in mmd the resultmg meact
on meeting the targeted tabling date. - - :

One way of ensuring that the entity’s view is shown in the reports is to incorporate the entity’s
response in the appropriate part of the report. OF particular importance is the entity’s response
as to whether they agree to the recomimendations.

OTHER ISSUES/PROBLEMS
There are two other issues that are relevant to the changing public sector environment being
experienced in many countries and the relatively new concept of performance auditing. Firstly
there is a need to develop some sort of client relationships with the entity being audited and
secondly the skills required to conduct performance audns ar¢ quite dnfferent to those reqmred
for ﬂnancual slatements, - : :

Client relationships

As discussed earlier, performance auditing, by its very nature, can lead to tension between the
entity and the SAL. SAls generally try to manage this tension through developing a relationship
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with its clients. While the Parliament is the primary client for SAls, there is a good case for
SAls to develop a secondary client relationship with agencies. Although SAls may have in
place a quite rigorous regime of Parliamentary review and scrutiny, improvements in
performance and accountability of public sector agencies are less likely to occur where there
are differences, particularly fundamental differences between the SAT and the entity being
audited. This does not mean that there should be necessarily always be agreement. However,
the basis of any disagreement should be apparent.

SAls should endeavour to work closely with eatity management to achieve an outcome both
parties are at least broadly able to agree. This relationship can be built on the concept of open
and timely consultation. It is not a case of seftling for a low level compromise solution but a
matter of ensuring good communication and understanding of issues and mounling a
compelling argument. Often this can be achieved by a balanced presentation of the audit
indicating good levels of performance as well as those that can be improved.

An important element in the SAT’s continuous improvement process is to seek feadback from

- clients (which may include both the Parliament and agencies) on whether the audit reports have

led to improvements in public administration and whether the SAl’s work has been useful.

-This can be done in a number of ways but the most common ong is through the use of a survey.

Surveys can be structured at the strategic level to assess how the entity sees the SAl’s work in
general and at the operational level to receive feedback on the audit planning, audit process and
product, : -

In its dealings with Parliament and public sector agéncies, the SAI usually has a responsibility
to act in an apolitical, impartial and objective manner.

Skills of performance auditors.

The SAD’s credibility is mainly a product of the quality of its audit reports. Performance audits
focus on decision making and management procedures and are by their very nature inter-
disciplinary. Performance audits should employ persons with highly developed analytical skills
who may not be accountants. These staff should also have management skills and skills in
policy or program subject areas. INTOSAI General Standards in Government Auditing states
that the conduct of performance audits may require training in such areas as administration,

ranagement, economics and social sciences.

SAls cannot expect to have all the specialist knowledge in their organisations. The use of

‘consultants for specialist tasks is a cost-effective option for obtaining skills appropriate for a

specific audit. The use of specialists can add credibility to the audit report although SAls must
take care to assure itself of the consultant’s competence and apfitude for the particular tasks
involved.
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, Appendix 1
The strategic planning process

Objectwes of strategic planning

Auditing Standards require that audit aclmtles be properly pfa.nned this covers planning at
both the operational and strategic level. A well-structured planning process, based on a sound
rationale, is necessary to ensure that the resources of the SAl are used in the most efficient and
effective manner. Operational planning was discussed eaclier in the paper.

A summary of ‘the strategic ﬁla’nnir‘:g process in diagrammatic form is shown on the next page.
Strategic planning is important as it can:

s provide a firm basis for the SAI Executive to give a stratcgac direction for future audmt
coverage;

o identify and select audits wxlh the potennal to improve public sector ac\.ountablhty and
administration;

e provide a platfonn for communication with agencies and the Parhament on the SAI's audit
strategies; :
producé a work program that can be achieved with expected available resources;
help management and staff at all levels to understand entity risks and audit selection; and

. prowde a basis for our accountability to Parhament

Gathering information

Knowledge of the entity's business is a major input into the development of “strategic
performance audit plans. Managers should gather sufficient information to be aware of the
risks to good management of their ass;gned agencws Sufﬁcnent informatton should be
collected to:

» develop a good understandmg of each entity - for example is ob_;ectwes oonstramts
resources, activities, procedures and ¢ontrols;

* identify the main areas of risk of poor entity management perfonnance and

» support the ASD.

The resources devoted to the process must be tailored io the curvent level of knowledge and

potential risk assessment of the entity. Where the entity is well understood or there are few
indications of risk, then only limited information gathering may be necessary.
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The strategic planning process

INPUTS , OUTPUTS

Previous Audit Strategy
Document
Views of the Parliament,
Budget Papers, etc.

Audit
Annual Repoits and Strategy
Evaluations 7 Document

: STRATEGIC

Media and extemal reports

Potential

_ Audits

References from auditors PLANNING

Priorities
Analysis of performance 7 -
indicators PROCESS Resources

required
Discassions with agencies,
clients, other agencies etc.
Fieldwork Budget

Ways of gathering portfolio info:mation include:

¢ liaison with other performancc audit staff, and with financial statement and IT auditors, to
" identify: : -

previous audit coverage,

issues for consideration; and
“existing SAI infonmation about the entity;

reviews of media coverage annual repoits, Budget papers mciudmg program performanoe
statements,

discussions with: :

Board and/or audit committee members and internal auditors;
& senior enlity management, including the chief executive and divisional or national program

management;

» evaluation unit staff;

.o & & @&
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clients or client organisations, and other stakeholders;

major suppliers; '

central coordinating agencies,;

relevant review agencies;

relevant parliamentary committees; _
analysis of trends and pattems in existing performance indicators and other relevant data;
reviews of available documents such as management committee or audit committee minutes;
reviews of previous audits and evaluations and other intemat and extemnal reviews;
fieldwork to examine key documents and hold discussions with a small number of officers;
and ,

= participating in an entity’s orientation/subject matter training courses where available.

e * & & 9

Selecting audit topics

Audit topics are generally selected on two grounds: firstly, to focus on those audits which have
maximum value added in terms of improved accountability, econonty, efficiency and
effectiveness; secondly, to ensure approptiate coverage of entity operations within the
limitations of audit resources available. :

Definition of auditable areas

Managers should define potential audits in their assigned agencies. One way of ensuring that
no potential audit topic is overlooked is to first divide the activities of the entity into a number
of auditable areas. The program structure of an entity provides a useful starting point in
enumerating the auditable areas. An audit topic could also address one level of the
organisation, e.g. the performance of reglonal offices, or some other cross- program toplc such
as use of assets. :

The analysis of risks to poor performance or, expressed another way, risks of inadequate
economy, efficiency and effectiveness will lead to a list of potential audit topics._ Those topics
are then subjectively ranked on a scale of one to five against several eriteria. These are:

overall estimated audit impact;

financial mateniality;

risk to good management;

significance of the program to the activities of the entity;

visibility of the program as reflected in its political sensitivity or national importance; and
lack of recent audit coverage and internal and external review of the program. -

Portfolio managers should assess potential audits in their assigned agencies against these
criteria in order to provide adequate assurance that significant audit topics are not ovedooke-d
and that those that are chosen are reasonably likely to lead to worthwhile audits.

Overall estimated audit impact
of major unportance in the final selection of top:cs is the added value expectcd from thc audit.
This focus on outcomes from a performance audit should guide auditors through all stages of

the audit, from the initial identification of potential topies to the reporting of ﬁndmgs and
recomendahor:s to the Parlrament
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A preliminary estimate of the audit's benefits should be made at this strategic planning stage.
Expected benefits can take many forms and although quantification is desirable it is unlikely to
be feasible at the strategic planning stage.

Financial materiality
Each SAI will view financial matenality differently. In Australia, this criterion is based on an

assessment of the total value of the Government’s assets plus annual expenditure plus annual
revenue of the auditable area. Points should be awarded on the following basis.

% 0- 30million - 1 point
$ 30- 160 million - 2 points
$ 100 - 300 miltion - 3 points
$ 300 - 1000 million - 4 points

$1000 million and higher 5 points

Risks to good management

An 1mporlant mput to the planning process is the assessment of sisks to good performance in
the entity. This requare:, the auditor to assess the sisk that management of the activity to be
aud:ted is deﬁc:ent in ¢conomy, efﬁcxency and effccm eness.

Evidence of nsk to good management includes:

‘e management inaction in response to ldennﬁed weaknesses;

 adverse parliamentary or media comment;

¢ non-achievement of stated objectives such as revenue raised or clients assisted;
¢ high staff tumover;

» significant underspending or overspending;

 sudden program expansion; and

o overlapping or confused responsibility relationships.

"s An entity program or activity that is more complex to manage and operates in an uncertain

“environment is more likely to have problems associated with performance.
Soine p§§siblc indicators of high co'mplexily and uncertainty are:

. high]y decentralised operations with devolved management decision-making responsibilities;

* 2 multxpl:mty of intesested parties;
o useof rapidly changing and sophisticated technology,

« ‘a dynamic and compelitive environment; and
o controversial social and political debate surrounding the issue.

The stage of the entity’s program development should also be kept in mind when assessing
management performance. For example, in the development stages it will be particularly
important for the entity management to set measurable, operational objectives which cleadly
identify how the program will contribute to the organisation's objectives. In other words, has
the program need been justified and clearly documented? During program implementation it
will be imporiant fo see whether appropriate performance measures are maintained and

“analysed to assess performance, and whether there is a clear identification of roles and

responsibilities for each level of program administration. If the program has been in place for
some time it wilt be important to assess whether a formal evaluation has been undertaken to
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assess whether the program is continuing to meet relevant needs and the extent to which those
needs still exist or are being met by other programs.

Significance

The significance of ar audit topic would have regard to the magnitude of its organisational
impacts. It will depend on whether the activity is comparatively minor or whether
shortcomings in the area concemed could flow on to other activities within the entity. For
éxample, a small organisational unit with low matenality may be responsible for decisions with
long-lasting strategic and operational impacts on the organisation, its costs and effectiveness,
¢.g. selection and design of IT systems. Similarly, weaknesses in a particular system may have
widespread effects, while another may be comparatively self-contained and therefore limited in
its impact on the systems and activities.

Significance will rate highly where the topi¢ is considered 10 be of particutar importance to the
entity and where improvement would have a significant impact on the operations of the entity.
A low score would be expected where the activaty is of a routine nature and the impact of poor
performance would be restricted to a smalt area or be likely to have minimal impact.

Visibility

This criterion is similar to significance but is more concerned with the external impact of the
program. It is related to the social, economic and environmental aspecis of the activity and the
importance of its operations to the Parliament and the public. In considering this criterion some
weight would be attached to the impact of an error or irregularity on public accountabitity. Tt
would also have regard to the degree of parliamentary and public interest in the outcome of the
audit.

Lack of coverage

Coverage refers not only to previous SAI coverage but also to other independent reviews of the
activity. Such reviews may have been conducted by intemal audit, éxternal consultants or
parliamentary conunittecs or the activity could have been subject to program evaluation. Asa
general rule, a low score would occur when there has been a substantial review of the activity
within the past two years. A higher score would be warranted where a follow-up review has
been requested by a parliamentary committee or the previous review indicated that such a
follow-up should occur.

The materiality, risk, significance and visibility of an activity will also influence the score for

coverage. If a program has scored highly on all or most of these efements it would be expected
that the coverage cycle would be at f‘auly frequent intervals,
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- Summary of factors

Each of the six factors discussed is of importance. To gain an overall perspective, it can be
useful to prepare a summary lable ¢ontaining the rating for each auditable area evaluated, for
example:

Auditable | Impact Mateﬁality Risk to good Signiﬁcaﬁce Visibility | Coverage
area , management .

Area # -l

Arca # 2

&te.

* Simple summation of the scores to give an overall ranking of each auditable arca would not be

an accurate indication, as each of the faétors will have a different weighting; for example the
first factor, overall impact, will often have the greatest weight, and materality will usually
have a higher than average weighting. Therefor¢, ranking of audit areas will remain a matter
of judgment.

: Resource considerations

" The previous sections of appendix have discussed identification and selection of audit areas for

"each entity without considering the resources required. In order to come to a judgment on

~ audits proposed to be carried out in the imumediate future, Managers should estimate the

" resource requirements of proposed audils. (Such estimates will be reﬁned in the preliminary
© study stage of an audat ) o

At lhe steategic planmng stage, it wnl! not be possible to determine an accurate budget for cach
proposed audit, but it may be possible to get an an indication of audit cost, including travel and
consultancy. These estimates will help in forming a judgment on the overall cost-benefit of

~ each proposal. It would thus be possible that a small audit would be recommended over a

larger audit even if it had somewhat lower predlc(ed impact. Aud;ts should be ranked using

: cost-beneﬁt oonsnderahon;

As part of cost eslunatton,‘ the Manager should also considéer the risk to the audit. This
involves consideration of such risks as delay caused by the entity, audit irrelevance due to
significant program change, and havmg key audit staff depart Mcasures to allewate such risks

- should be Wns:deud

Detailed scheduling of aud:ts mll take into account the avanlabll:ty of suitably qualified and
expérienced personnel within the SAI, but these considerations should not significantly
influence strategic planning. For example, if a high- priority audit would require special skifls
not available in the SAL, it should still be identified in the strategic planning process. Expertise
may be available under external contract to enable the audit to be completed in a timely and

- professional manner. The need to conduct strategic planning work ntself should aIso be

mnssdered when settmg schedules for other audnts
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Appendix 2
Audit approaches

Intreduction

There are a2 number of approaches to conducting audits, but the more common are analysis of
prooedures analysis of results, case studies, surv eys and the use of existing data, These are
explained in this appendix. The appendix also gives guidance both on the selection of an
approach or approaches to use v»hen developing the audit program and on how to implement
the audit approaches.

Although performance audits often employ analysis of results or case studies {which are similar
approaches), there are occasions when an audit will be primanily an analysis of procedures.
‘The use of surveys or the use of existing sources of data may also be appropriate and valuable,
as a primary approach or as ar adjunct to oné of the other approaches. The decision on which -
approach or approaches to use should be made afier consideration of the strengths and
limitations of each of the approaches for the audit or part of the audit under consideration.
Different approaches may be required for different issues.

Analysis of prbredures

An analysis of proceduces is often a start point to audit analysis. - This is an analogous
approach to the financial statement analysis of controls, or compliance testing. The auditor
_will review systems in place for planning, conducting, ¢hecking and monitoring the activity
being audited. This will involve interviews of managers and examination of documents such as
budgets, financial reports, program guidelines, annuat or othér plans, procedures manuals,
delegations, and reporting requirements. Procedures will be tested against established criteria
or a desirable contro! model. This will typically mean that procedures wilt be checked among
other things for completeness, relevance against the legrslahon and Gm.emment decisions,
intemmal consistency and practucablhty

If procedures are found to be madequatc then it is unhkely “that performance will be
satisfactory, and so it may be feasible to curtail other planned audit ¢éxaminations such as case
studies or data analysis. For example, if an audit objective was to establish whether an eatity
had achieved its aims, and it was found that the entity had no performance indicators to
measure achievement, then the SAT could report the absence of knowledge about performance
rather than trying to do work which may or may not answer the questron .

Alternatively, the audit team may choose to analyse the resu!ts ot_‘ inadequate prooadurés by
quantifying the occurrence of error to provide a basis for a secommendation. This approach
may help p-ersuade agencies of the need for action to mrprove procedures

The degree of conﬁdence that the auditors have in thv prooedures wrtl af’fect Judgmenls of nsk
and hence the extent of substantive testing required. In addition, the validity of entity data,
from files or from databases, will also depend on the soundness of internal controls on the
collection of data. : :

Assessment of whether procedures are adequate to meet their objectives will be carried out by a

number of means, depending on the nature of the procedure. These include observation, file
analysis and discussions.
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Analysis of results

Analysis of results means examining a number of instances of entity activity in a particular
area to determine whether entity performance in that area conforms to audit criteria, or is
otherwise satisfactory, e.g. by comparison with performance benchmarks. It is distinguished
from analysis of procedures (see previous section). For example, analysis of results applied to
a grant program might lead to examining a sample of grants to check whether every apphcant
is eligible under the grant guldelmes

Analysis of results is related to substantive procedures in financial statement auditing.
Substantive procedures are designed to obtain evidence as to the ¢completeness, accuracy and
vatidity of the data. Substantive procedures also include analytical review (analysis of rates
and trends, including the resulting investigation of unusual fluctuations).

This form of analysis differs from case studies in that, for case studics, the emphasis is on
understanding each case in every relevant aspect. For analysis of results, the emphasis is on
deniving results representative of the whole (either by choosing examples or by testing the

_ entire population) against specific issues or criteria. The samples may even be different for
- different tests, although in practice it is usually simpler to use the same set of examples for a

battery of tests. In this case, analysis of results and case studies can become very similar
activities,

'ACllVltlBS camed out in ana]ysm of results can mclude as necessary, observahon interviews,
_ﬁ!e examination and data analysns

Samph’ng

Where practicable, entire populations should be analysed: Where this is not feasible, sampling

(echmques should be used.

Audltors need to be awate that if they are e\—lrapolalmg ﬁom spec:ﬁc cases to make assertions
about the population as a whole, they need to be very careful about the randomness and size of
the sample chosen for testing. Where only indicative or exploratory results are required, it may
be more instructive to choose instances to be illustrative, eg. make sure there is a case of large
and small expenditure, of a city and rural client, and of several States or provinces.
Conclusions from this sort of ‘sampling' must be careﬁilly interpreted and reported.

_The extent of testmg reqmred dcpends on the aims of the test the confidence level requnred and

to some extent the résults of the testing. For example:

¢ for some tests, the finding of a single falture to meet criteria can be sufficient to show a
negative owrall result;

¢ a higher conﬁdence level, requmng more tes{mg, may be requ:red if the fmdmg is
controversial; and : .

+ ifall tests show the: same result, the sample size can be reduced.

The case study approach

-The case study is a common approach usecl in the conduct of performance audlts both in

Australia and overseas. The United States General Accounting Office defines the case study as

“‘a method for leaming about a complex instance, based on a comprehensive understanding of
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that instance obtained by extensive description and analysis of that instance, taken as a whole
and in its context’,

In applying the case study approach, the issue of generalisation is paramount. Some issues do
not require the findings to be generalised; for example, issues for which the illustrative,
cxplora{ory and critical instance applications would be useful. However, the requirement to
generalise is not uncommon and the ability to do so depends on how the cases were selected
and the diversity of cases in the population being studied.

There are a number of ways to select cases for examination and each allows the auditor to
answer particufar types of questions. In the performance audit context, the selection of cases
by probability sampling is often not feasible and thus the purpose of the smdy must guide the
selection of cases.

Surveys

A survey is a method of collecting information from members of a population to determine the
incidence, distribution, and interrelation of events and conditions. It is becoming a widely
employed too! in performance audit work. Surveys are often used in conjunction with other
methods to provide a coverage of a larger sample than would otherwise be possible.

Surveys have been used in perfonnance audits to gather information about programs
administered by a variety of agencies as well as the views of the clients and staff of agencies.
Surveys are a very versatile information collection strategy and can be used as an e\cploratoxy
tool in the preliminary study stage of an audit and also to provide evidence in the full
investigation, :

In deciding whether to use a survey the following issues should be considered: . .

s Isthere a need for a survey? Is survey data requ:red to ma}ce appmpnate conclusmns aboat
the topic under consideration?

+ Is information already available? The SAI may have aceess to an orgamsat:on that collects
relevant data or the program area under review may ha\e undcrtaken sur-.cys of clients,
staff efc. :

¢ Is information needed from a sample of respondents to make g:,ne:rahsanons to the wider
population of interest? :

Is it necessary to gather data on a topic from a widely dlspersed group of people?

e Will the information collected meet audit needs? For example, compliance issues do not
lend themselves easily to the survey approach, as respondents have a high probability of
providing incorrect responses.

» Are resources available to conduct a survey? A properly conducted survey ¢an be time-
consuming and requires diverse expertise. This will include knowledge of the subject area,
survey design, questionnaire design, sampling, data collection skills, data analysw skllls and
interpretation skills.

Surveys can be undertaken by the SAl or on behalf of the SAI by consultants. Where surveys
are to be conducted by the SAI, it is important that managers anticipate the level of resources
required to complete the project effectively and avoid hastily prepared or improperly conducted
surv eys that will limit the vatue of, or invalidate, the mfo:mahon collected. -

Where sucveys are to be conducted by consultants, it is important that a comprehenswe brief is
prepared and appropriate contracts are put in place to aliow effective management of the job.
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Regardless of the means by which the survey is conducted, the SAI must ensure that it is
executed professionally. The rigorous application of the survey technique is very important in
the conduct of performance audit work, as the quality of the data collection mechanisms
undetties the value that can be placed on the information collected. In addition, great care
should be taken to ensure that any conclusions drawn from the data match the strength of the
survey design. For these reasons it is essential the methodology employed in the conduct of the
survey is clearly documented in the audit report. This allows the reader to establish the
reliability that ¢an be placed on the statements drawn from the data.

Further, gaining the assistance and support of the entity is invaluable, not only in gaining
acceptance of the audit report but in using its knowledge of the subject to assist in the survey
design, sample selection and interpretation of the results.

Use of existing data

It is important for audit staff to investigate the data held by entity management and by other
relevant sources. This may include management information systems the organisation uses to
manage the programs or the data collected on individual programs. These databases have the
potential to provide a wealth of relevant material for performance audit work.

Use of existing data is sometimes referred to as “secondary data analysis' because it involves
using data collected for some other purpose and analysing the data in an appropriate manner.
Many large data sets collected as part of a program's administrative procedures or through
surveys are available for secondary analysis. Howeves, great care should be taken in using
second-hand data. Documentation refating to how the vanables were defined, how the sample
was selected, how the data were collected, how the varnables were manipulated to create new
vaniables, ete. must be obtained. The data, of course, must be assessed as to how well they fit
the current topic. If the fit is not exact it is important that the evaluator reports the caveats on
the conclusions developed.

The auditor should pay particular attention to “exploratory analysis' of the data. This will
include graphing the data to examine the relationships between vanables or to examine trends
over time. It will also include basic data manipulations such as descriptive statistics {that is,
measures of central tendency, dispersion, association etc), frequency counts on the data and the
use of contingency tables. These simple manipulations and presentation of the analysis in
diagrams, tables, and graphs can provide useful results without use of advanced statistical
procedures.
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Background

The principal paper, prepared by Australia, look the INTOSAI standards as a
basis for discussing performance audit concepls and methodologies.
Practical examples were provided by using the Australian approach as a
mode). Al the lime of preparing this comparaiive review paper, responses
had been received from 15 member countries. These were: Bangladesh,
Brunei Darussalam, the Republic of Cyprus, India, Japan, the Hashemite
Kingdom of Jordan, the Republic of Korea, the Kyrghyz Republic, the
Kingdom of Nepal, New Zealand, Pakistan, the Kingdom of Saudi Arabia,
Turkey, and the Repubtic of Yemen.

The nature of the mandate of different SAls, and the length of experience in
conducting performance audits, resulted in country papers of varied
approaches and levels of detail. However, some key themes were evident
across all SAls. This degree of comm;mamy provides the basis for a fruitiul
discussion of issues and approaches, and for the exchange of information

and experience.
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PART A: PERFORMANCE AUDITING CONCEPTS

The principal paper used the term “performance audit” as synonymous with
efficiency audit, value for money audit, management audit, operational audit,
and comprehensive audit. This comparative review paper does the same.

Most countries accepted the INTOSA! definilion:

Performance auditing is concerned with the audit of economy,
efficiency and effectiveness and embraces:

{a)  audit of the economy of administrative aclivities in accordance
with sound administrative principles and practices, and management
policies;

{b)  audit of the efficiency of the ulilisation of human, tinancial and
other resources, including examination of information systems,
performance measures and moniloring arrangements, and procedures
followed by audited enliﬁes for remedying identified deficiencies; and
(c}  audit of the effectiveness of performance in relation to the
achievement of the Objeclives of the audited entity, and audit of the
actual impact of activities compared with the intended impacl.

The key concepts are defined as:

. economy - 'rhin'ir'i”nising the cost of resources used for an activily,
having regard 1o the appropriate quality; h
« efficiency - the relationship between the output, in terms of goods,
services or other resi'u‘Its, and the resources used to produce them;
"« effectiveness - the extent to which objectives are achieved and the
intended impact and the actual impact of an activity.
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Mandate

As Figure 1 shows, nine of the 15 country respondents have an explicit
legistative mandate for the conduct of audits assessing efficiency, -
effectiveness and economy. This mandate is generally accepled i a further
three countries, and in two more, the SAl's jurisdiction covers some of the
elements of performance audit.

Figure ¥ - Explich Leglslative Mandate

The nature of the mandates, however, varied between countries. In the main,
the SAls fall into two categoiies: |

(a) those whose mandate covers pe_rformén’{:e a_udits_f and ; _
(b) those which also evafuatg the outcomes of government programs.

A common theme running through all papers, however, was the concern to
see audits of performance as more than just an end in themselves. The
provision of assurance about the efficiency, effectivensss and economy of
government operations, and their accountability and probily, was seen as
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crucial to the work of SAls. But so, too, was the contribution that SAls could
make to improved public adminisiration.

The basis for this added value was seen to lie in the whole-of-government
perspective available to SAls, particular the capacity for cross-agency
comparisons, and the capacity to identify cross-agency issues and
challenges. ' '

Access to records

The nature of the individual mandate also meant that SAls access to records
varies widely. Some SAls have very powerful rights of access.- For instance,

the Comptroller and Auditor General of Bangladesh has access to “all
records, books, vouchers, documents, cash, stamps, securities, stores, or
other government properly in the possession of any person in the service of
the Republic.” This compares with, say, Ausiralia, where the Auditor General
does not have a right of access to records of cerlain expenditures of some
securily agencies.

There were also reported restrictions applying lo the disclosure of cerlain
types of information in some countries. Other SAls, for example, the Auditor
General of the Republic of Cyprus, have no such restrictions.
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PART B: METHODOLOGIES AND PRACTICES

Most respondent countries undertake some form of strategic audit planning,
although the extent and detail of this activity differ according to variables such
as resources available for performance auditing (including whether or not
those resources are dedicated, or are shared across all audit work}, the’
nature of the mandate, and the length of time the SA has been undertaking
performance audit work.

In general, the sirategic plans identify potéential audit topics and timeframes,
and make an estimate of resources required. Some countries, for instance,
- New Zealand and Pakistan, work on a three year rolling plan, with annual

@&

reviews, while the Republic of Korea has a four year cycle. In these cases,
the annual reviews provide the basis for a more detaited operational plan for
the first year. Figure 2 sets out the range of responses on strategic planning

horizons.

Figure 2 - Strategic Planning Horlzons

Tira
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Audit topic selection is guided by different principies, according to the
objectives of individual SAls. Common factors include:

» materiality;
o risk factors;

» audit coverage;

o public interest, topicalily or pomical sensitivity;

e impact;
o improvements in public administration or accountability; and

¢ significance.

Several countries mentioned that, in considering whether or not lo include
proposed toplcs in a sirategic plan, SAls take accounl of resource capacity,
the avallabmty of information, and lhe Operaung environment of the proposed

auditee.

All SAls acknowledged the importance of good strategic planning, not only for

" performance audit but also for all audit work. The following objectives of

strategic planning set out in the principal paper were generally endorsed:

» provide a firm basis for the SAl management to give a strategic direction
for future audit coverage;

« identify and select audits with the potential 1o improve public sector
accountabllsty and administration;

« provide a platform for communication with agencies and Parliament on
audit strategies;

 produce a work program thal can be achieved with expected available
resources; |

» help management and staff at all levels to understand entity risks and audit
seléction's; and

° pfiivfdé a basis for adchntabfiiiy.
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The reported outputs of the strategic planning process ditfered. Some SAls
noted thal a work plan was produced and provided to stakeholders (that is,
auditees and Parliaments). Others seem 10 Use the process primarily as an
internal management tool. Similarly, the extenl of auditee and other
stakeholder involvement in the strategic planning process was not clear
across respondent country papers. However, most SAls noted, under the
“Other issuesfproblems” section, the importance of maintaining good lines of
communication with agencies, so it may be that a greater level of invoivement

actually occurs than was mentioned in various country papers.

Two diiferent approaches to strategic planning were apparent from the
respondent SAls. These can be summarised as:

(a)__- planning by entity - that is, specific pfané are developed for each entity,
which may be based on commdn criteria for {opic selection but which also
take into account agency-specific factors such as the operating

_ environment and topicality; and S - , _

(b) planning by theme - that is, criteria for toptc selectlon are the key factors

in determining audit coverage.

Stages of a performance audit

Implementation of the strategic plan is underpinned by the development of
operational plans for each audit topic. Generally, three key slages were
identified by SAls:

» planning;
+ implementation; and
» reporting.

Some also included a fourth stage, that of follow-up. The actual distribution
of responses is set out in Figure 3 below.
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Flgure 3~ Audit stages

0

Number

P:eimingry study

The purpose of the ptanning slage (the “preliminary study” stage in the
principal paper) was generally accepted by SAls as a scoping exercise.
lmportant, commonly identitied, outputs from this slage included:

» background information on, and understanding of, the audit topic;
« identification of fundamental audit issues;

. an 'o'pi'nion: ron' whether an audil is justified; and if so

« identification of audit objectives and criteria;

» definition of the scope of the audit;

e aplanfor gaihering and testing evidence;

+ an estimate of resource requirements; and

¢ atimeframe for completion of the audit.

Some SAls, stich as Brunei and the Philippines, adopt a muiti-level approach
to the planning of specific audits, whereby a proposal is developed and
considered, before a detailed audit work plan is prepared.
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All SAls stressed the importance of gathering evidence relevant to the audit
criteria during the implementation phase. The importance of storing evidence
in a way that made retrieval easy was also a key common requirement. The
necessity for audit tindings, conclusions, and recommendations 1o be firmly
based on evidence, and in accordance with audit criteria, was also highlighted
by the vast majority of SAls.

The approach to the identification of audit objectives and criteria differed
between SAls, although most incorporated an assessment of eificiency,
effectiveness and economy, and dealt wiih accountability as well. Some SAls
also explicitly covered p'robify or compliance issues.

~ The difficulty of identifying appropriate criteria in the absence of performance
indicators was raised as an issue by several SAls. Others noied the basis for
developing criteria as the definition of “reasonable standards against which to
assess exisling conditions”; or they apply a normative control model.

Several SAls have promulgated spécifié _per-formance audit standards to
assist the conduct of qualily audi! work. In most céséé, these standards are
based on those established by INTOSAI, but amended to meet local
requirements. Some'SAIé, howevé-rr,r use either rel_evaht hroféé'sionalr
slandards developed for private séétor pUrpdseé. or ih_e :INTQSI.AI sféndards
themselves. The range of responses is shown 7ih'Figur'e 4 be!o'm-{._ ,-
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Figure 4 - Specific Audit Standards

Respondent SAls weré unanimous in their insistence that recommendations
flow logically from the evidence and findings. Some, however, include an

additional requirement, that recommendations address “significant” findings.
Reporting

Respondent SAls generally favoured one of two major approaches to
reporting: o

» individual reports oﬁ specific audits; or

« some form of collated réport. |

In most cases, explicit mention was made of ageriéy opportunity to comment
on a report before finalisation, especially when the client audience was
oulside the agency being audited. The majority of SAls indicaled that reports
were forwarded to the relevani parliament, aithough some provided reports to
other aulhorilieé. Yemen provided an interesting example of an amalgamated
approach to reporting: specific audit reports are Issued to the concern
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entities, with copies to the Prime Minister, Presidential Office and any related
parties; and periodic or annual reports are submiited to the President of the
Republic, Parliament, and Prim¢ Minister.

Follow-up

Most SAls reported some mechanism for follow-up of ﬁerformance audits. In
the main, this was handled through partiamentary committees, or by the SAL.
Follow-up usually includes monitoring of the éxlent to which _
recommendations have been implemented. More rarely, it involves an
assessment of whether an audit has led to improvements in public
administration.

There was no dissension from the view of the principal paper, that:

The follow-up stage of a performance audit is an integrat part of
bertorbnance auditing, and may sefve to increase the likelihood that
enlity managemem will implement the recommendations that were
agreed; may be valuable in guiding- the actions of parliamentary
committees and providing feedback to the Parliamenton the
effecliveness of performance auditing; and can provide a basis for
assessing and evalualing the SAl's own performance including _
vétidaling cost savings and other benefits projécted at lﬁé t?mellhg_
audit was 1abled. As one of ils objectives is to add 1o the impact of our
reports, follow-up activity should be directed to encouraging the
implementation of recommendétions,- rathér, than ﬁndi_hg exafhp!es of
lack of action. Working with entity audit committees may also assist
the entity in implementing recommendations. .
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PART C: OTHER ISSUES/PROBLEMS

The principal paper identified two olher issues relevant to the changing public
sector environment of many countries, and to the conduct of performance
audits. The first concerned the development of client relationships with
entilies being audited; and the second, the development of an appropriate
skills base for the conduct of performance audits. The exlent of commonality
of these issues is shown in Figure 5 below.

flgure 5 - Other Issues idensfed

e e

e it L e T P

Crar

Virtually all SAls responding to the principal paper identilied relationships wilh
auditees as an issue. A reasonably common concern was the lack of
appreciation on the part of auditees about the value of performance audits.
This seemed {0 be more of a problem where SAls lacked an explicit mandate
for performance audils; and in countries where performance auditing had only
recently been introduced. Whife relationships with entities being audited was
identified as an issue, there was less discussion on the implications of

viewing the auditee as a client.
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All respondent SAls agreed on the need 1o supplement the existing in-house
skills base. This was approached in four different ways:

« by buying addilional skills on an "as needs” basis;

« by recruiting staff with more diverse skills;

+ by providing in-house development opporiunities; and

» by using the expertise of sister SAls, usually made available through
officiat development assistance programs.

This last method was considered particularly valuable by participating SAls.
Some SAls identified additional issues, including:

» qualily assurance,

« availability of information, especially on agency performance,

o availability of training/development opportunities; and

» the changing role of auditors (away from strictly control-oriented to the
provision of guidance on overall direction). —

Of these, the most commonly identified issues concerned quality assurance
and the availability of performance information.
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NTRODUCTION

Bangladesh’s experience with Performance Auditing is a véfy recent phenomenon.
Although the SAI of Bangladesh has been aware of its development in other countries

- since the INTOSAPs Lima coaference of 1977, in practice Performance Audit in

Bangladesh began only in 1995. Initially, seven out of nine audit directorates took up
performance auditing programme as pitot schemes. This was fairly successful
considering the meagre audit tesources and kittle previous experience of the auditors.

~ Tilt date performance audiling is going on in sixty seven units/projects. Today

performance auditing is a regular programmie in most of the audit directorates.

FACTORS OF DEVELOPMENT

It is generally agreed that three factors are responsible for the development of
Performance Auditing world wide ! 1) The expansion of government activities from
mere revenue collection and maintenance of law and order 1o active participation in
the socio-economic development of the counlry and the consequent increase in public
expenditure and investment; 2) The compeling demand on scarce resources which _
necessitated for more efficient resource allocation and maximum return on the money
spent, and 3) The growing awareness among the members of the public and their
representatives for more transparency and accountability of the managers of public
resources. S - o

These factors have been creating moral pressure on the Comptroller and Auditor
General (C&AG) - of Bangladesh to expand scope and area of audit beyond the
traditional regularity and financial attest audit. But mainly the lack of resources, in
terms of both human and material, did not allow an ecarlier commencement of
Performance Audit in the country, :

DEFINITIONS AND CONCEPTS

Performance Audil is in fact an expansion of audit exercise beyond the limits of
traditional propriety and regutarity audit to ensure that the resources are used for the
purpose for which they were allocated having due regard to economy, efficiency and
effectiveness. INTOSAI auditing standards has defined Performance Auditing as the
audit of economy, efficiency, and effectiveness and embraces -

I. audit of the economy of administrative activities in accordance with sound
administrative principles and practices, and management policies; o

2. audit of the efﬁ'ci_.ency of utilisation of human, financial, and other resources,

. including examination of information systems, performance measures and monitoring

arrangements, and procedutes followed by audited entities for remedying identified
deficiencies; ' o CL A :
3. audit 6}‘ the effectiveness of performance in relation to the achievement of the
objectives of the audited entity, and audit of the actual impact of activities compared
with actual impact.

INTOSAI also defines the three terms - cconoiny, efficiency and effectiveness as
follows : - B '
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o Economy - minimising the cost of resources used for an activity, having regard to
the appropriate quality. ] '

* Efiiciency - the relationship between the output in terms of goods, services or other
results, and the resources used to produce them.

* Effectiveness - the extent to which objectives are achieved and the relationship
between the intended impact and the actual impact of an activity. :

AUDIT MANDATE OF THE COMPTROLLER AND AUDITOR
GENERAL | |

The audit mandate of the C&AG is based on the legislative provisions. Article 128(1)
of the Constitution of the People’s Republic of Bangladesh mentions that';

“The public accounts of the Republic and of all coutts of law and all authosities and
officers of the government shall be audited and reported on by the Auditor General and
for that purpose he or any person authorised by him in that behalf shall have access to -
all records ; books, vouchers, documents, cash. stamps, securities, stores, or other
government property in the possession of any person in the sefvice of the Republic™.

Traditionally audit operations by the C&AG have been limiled to financial and
regularity audit. The C&AG’s Additional Functions Act of 1974 has vested additional
function of keeping accounts of the Republic and certification of the accounts of the
state owaed corporations and local bodies on the C&AG. The present provision of the
constitution and the act of 1974 may be sufficient for auditing economy and efficiency
of the public expenditure. But it is felt by many that for auditing effectiveness of public
expenditure and in that conneclion for evaluating wisdom of the management decision, -
a sepacate act of the legislature is required. So far the auditors of the C&AG have not
encountered any challenge from the auditee while doing performance audit. But for
better guidance of the auditors and assured compliance of the auditee a new audit act
may be necessary. ' T S S

STRUCTURE OF AUDIT UNITS

Audit units are organised according to the type and functions of the auditec
organjsations. They were also named after the names of the auditee organisations.
Presently there are nine audit offices. Each of them is headed by a very senior level
officer designated as Director General of Audit. Each Director General is supported by
a Director and a few Deputy Directors. Deputy Directors act as functional heads.
Each Deputy Diisctor is responsible for either a region, or a dcpartment or a
programme of auditee organisation. A lypical audit team consists of an audit officer
(designated as Audit and Accounts officer), a Supérintendent and two Audit clerks
(designated as Auditor). The namber and composition of such team varies according to
the need of the audit task. A bricf description of the nine Audit Directorates are as

follows : : o S '

' Government of the PcopIc-‘s chﬁb]ié of Bangladesh, Ministry of Law and Justice. The Constitution
of the People’s Republic of Bangladesh | as amended up o the 10th of October. 1994 ]. Goverment
Printing Press. Dhaka. 1991, Aniicle 128(1)
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1. Civil Audit Directorate

This office is responsible for auditing the cost cenlres (except those of Railways and of
Defence formations) of the government and preparing audit report for the C&AG. It is
also responsible to audit -and certify the Finance Accounts and the Appropriation

Accounts of the government each year on behalf of the C&AG. : :

This office has not planned to carry out any perfennance auditing this year.

2. Local and Revenue Audif Directorate

This office is responsible to audit all the Local government offices, Local bodies,
Statutory and Autonomous bodies, and the revenue caming depariments (i.e. Customs -
and Taxation Departments) and all government ollices and ministries . Because of the
link between the government cost centres and the government offices and ministries
there has been overlapping of audit operations from The civil Audit office and this
office in these areas. OFf late there has been proposals to put the audiling of
government offices and ministries under the Civil Audit Office so that this confusion -
and duplication of efforts can be avoided and to rename Local and Revenue Audit

Directorate as Local Audit Directorate. . R

This office has planned to carry out performance auditing in twelve units (projects)
such as ‘Bangladesh Rice Research Institute (BRRY)’ this year, ' :
3. Works Audit Directorate -

This office is responsible for auditing the Public Works Department, Roads and
Highways Department, Public Health Enginecring Department, Facilities Department
of the Ministry of Education, and LOcal Government Engineering Department.

This office has planned to carry out performance auditing in twelve unitsfactivities
(projects) such as ‘Link Road between Green Road-Mirpur Road’ project and “System
Loss Reduction Scheme for Power Board® this year.

4. P(;Sf, Telegraph and Telephone (T &7) Audit Directorate
This ;ofﬁce_ is responsib!e _,f"or auditing the activitics and offices of Postal Services

Depaumenl and those of T& T Board.

This office has planned to carry out performance anditing jn ve units/offices such as
Bangladesh Telephone Shilpa Sangstha (TSS) this year.

5. Raitway Audit Directorate

This office is responsible for éudiliﬁg all the activities of, and offices under Bangladesh
Railway Board. :

_ This office has plannied to.carry out performance auditing in'e_:lévpn'unit_s:(projects)

such as ‘Re-modelling Project At Chintagong Raitway Station’ this year.



6th ASOSAIInt1 Seminar :‘(‘ountr)' Paper of langladesh

6. Defence Services Audit Directorate

This office is responsible for auditing all the establishmenis and formations of the three
defence services i.e. Bangladesh Army, Bangladesh Airforce and Bangladesh Navy. It
also audits the inter-service offices such as the Combined Military Hospitals,
Directorate General Defence Purchases, Inter Service Selection Board etc.

This office has planned to carry out performance audiling in three organisations
(projects) such as ‘Savar Military Dairy Fanm’ this vear.

7. Commercial Audit Directorale

This office is responsible for auditing all the government owned commercial enterprises
like Banks, Insurance Companies. Airlines, Shipping Corporation, Chemical Industries
Corporation, and Steel and Engineering Corporation etc. :

This office has planned to cany out perdformance auditing in twelve organisations
{projects) such as ‘Urea Fertiliser Factory® this year,

8. Fbréign Alded Projecté Audit Directorate

This office is a new office. It was established to ensure proper use of the invesiments in
the foreign aided development projects in the country. The purpose was to serve the
public accountability requirements of both the receiving and donor countries. Auditors
of this office need 1o be familiar with the different financial rules and accounting format
of the donors. : S o

This office has planned 10 carry out pcrforhahcc'm;d_i-ling m 12 units {projects) such as
‘Development of 18 District Hospitals Project’ this vear.

9. Mission At}dit Directorate

This office is responsible for auditing all the B3anufadesh Missions abroad i.c. High
Commissions, Trade Offices, Government owned Banks, Shipping Cérporations
offices and Airlines offices. Audil teams, penerally two persons in each team, are
formed by senior officers of different audit offices Il acts as a co-ordinating office for
audit operations abroad. The Audit reports arc submitted to the Director who
incorporates them into the final audit report and then submits to the C&AG for his -
final approval. D e ' T

This oflice has not planned to carry out any [-}erfnrn.ml;cc aﬁdiling this -year.
AUDIT METHODOLOGIES AND AUDIT PRACTICES

In the following paragréphs audit methodologies and practices regarding performance
audit in Bangladesh wilt be discussed under the headings - Programming, Planning,
Executing, Reporting and Following up. _— R
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Programming

Programming for performance audit is a challenging job for audit managers. Because
of variationin situation in auditee organisation/unit in terms of background, type, and
size, audit programmes are tailor-made for each of them. The state of interna! control
in the auditee organisation/unit is an imporiant consideration which affects the scope,
logic and criteria for audit. A typical audit progranune consists of audit objective, audit
critena, audit procedures and special instructions. -

Planning

Planning is imporiant for achieving audit objectives within given resources. INTOSAI
Auditing Standards state that SAT should plan the audit in a manner which ensures that
an audit of high qualily is carried oul in an economic, efficient and effective way and in
a timely manner. In the SAI of Bangladesh each audil directorate makes its own plan
for performance audit in consultation with the C&AG’s office. Audit Plan includes
strategic plan to ensure that audit coverage is appropriate as well as operational plan to
ensure that individual audits are conducted propetly. Generally audit directorates make
audit plans on yearly basis.

Audit Objectives

Generally examiing and evaluating economy. efliciency and effectiveness are
considered to be the main objectives of Performance Auditing. But for an audit
organisalion like SAI of Bangladesh the audit objectives for Performance Audit may be
much broader. Like any other audit, Performance Audit would also include examining
the accountability, compliance with the set procedurces and fairness. Audit objectives
define the scope, approach, logic and procedures ol audit.

Audit Criteria

Audit criteria is what an auditor expects to find in normal circumstances. In case of
performance audit the Preliminary Survey Repont indicates the criteria to be adopted.
Audit Procedure

Audit procedure includes the list of all the steps an auditor must go through in order to
substanuate the ﬁndmgs of the Prel:mmary Survey Report,

Selecfron of Aua‘:table area or programine

Audit topics are selected after assessing such factors of the auditable area or
programme as size of its budget, degree of importance in the national life, perceived
reputation and other nisk factors. Some time the amount of news reports in the national
media about a particular deve!opmcnl programme also act as a catalyst to initiate audit
of that unll!programme :

As mentioned in lhe first paragraph, at present seven audit directorates have selected
about sixly seven units/organisations/projects for performance audit. For example the
Commercial Audit Directorate had planned (o undertake performance audit in 12
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auditable umis tn  1995-96. Tor undertaking audii operations in the year !996 97,
auditable units are being selected now and audit plans are being formulated.

Auditing Standards

SAI of Bangladesh do not have separale auditing standards for pérformance audit.
The standards for the regularity audit such as -prolessional competence, independence,
supervision and due care are also followed for the performance audit; It is hoped that a
new audit act will incorporate provision for performance and VFM audit which will
enable to adopt aew sets of audit standards for the SAI of Bangladesh.

REPORTING RESULTS

Reportiag results of audit is the culmination of auditor’s work. In the context of public
accountability, SAI’s report to the national pasliament is very important. In Bangladesh
audit reports are prepared by the respective Director General and then submiited to the
C&AG’s office for his approval. Afler the approval of the C&AG, audit seports are
sent to the President who then causes them to be laid before the Parliament (Jatiyo
Sangsad). These are then passed o the Public Accounts Committee {(PAC) of the
Jatiyo Sangsad for discussion. .

Over the last three years there have been significant improvements in the printing
process, format and contents of the audit reports. This is more so in the case of
performance audit reports. Previously the printing of reports would take about onc -
year . Now with use of computers it takes only threc weeks to print a report. The use
of computers has also contributed to better format and better type-faces which altract
readers attention. The size of the reports has also become smaller. In the past teporis
were large and cumbersome which did not encourare good reading. Now reports are
small in size. These are padticularly true for the performance audit reporis secently
published from the SAL of Bangladesh.

There ace still lot of scope for further improvements in reporting the results of audit.
Traditionally the audit reports are published in Bangla only. Therefore the SAI of
Bangladesh do not send them to other SAls of the world. N

FOLLOW UP

The Public Accounts Committee (PAC) of the Jatiyo Sangsad and the respective audit
office keep track over the progress of actions recommended by the PAC. The
respective officer/office informs the audit office about the corrective measures whrch
are formally noted by the latter. - )

OTHER RELEVANT ISSUES

Training

The Performance auditing is quite new for our auditors. E!sewhere in the worfd
auditing has undergone tremendous amount of change both in forms and essence.
Auditors are required to keep pace with these changes. One of the auditing standards is
professional competence. To maintain this standard, auditors  should receive

continuous education and training in auditing and in all relevant subjects and skills, - .

This is more so in the C&AG's department where both audit cadre officers and audit
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clerks are recruited from general disciptines. The enly training institute for the auditors
Audit and Accounts Training Academy is now being developed to impart professional
training to auditors. Such workshops and seminars are one of the ways to ensure
continuous professional development of the SAl auditors of Bangladesh.

Auditee-Auditor relation

This is one of the important subjects in all the SAls of the world. So far the C&AG’s
auditor have been able 1o maintain good working relations with the auditee
organisations. There have been some situations of misunderstanding and confusion
between the auditor and auditee but they were amicably .removed. Due Care and
proper Supervision are some of the standards which should be diligently maintained in
order to promote and sustain an almospherc of mutual support and co-operation
between the two parties.

Quality assurance of Audit Reporis

Generally this exercise is done during the process of final approval of each audit report
in the C&AG’s office. Directorates are instructed by the C& AG to change, modify or
improve the reporting format or any other contents of the report so as to make it a
quatity report. The C&AG is pulling more emphasis on quantifative analysis with
graphical presentation so that the audit reports are casily understood by difterent types
of readers.

CONCLUSION

The introduction of performance auditing by the Comptroller and Auditor General is a
major event for both government auditing and public accountability in Bangladesh.
This not only symbolises the growing awareness of the taxpayers to see maximum
value of their money but an additional responsibility of the SAl of Bangladesh to add
real value to auditing. The office of the C&AG is aware of the fact that growing
expectation of the people and their representatives should be adequately matched by
guality audit and usefil reporting. Therefore il is contemplaling to take up an audit
improvement project. The idea is to introduce comprehensive auditing in the country
so that all types and dimensions of audit such as regularity, compliance, propriety,
financial, performance and Value For Money (VI'M) audit can be developed. Pending
that, improved and appropriate training to auditors, arrangements for continuous
professional development of the auditors, changes in management of audit operations
and increasing use of Information Technology are some of the measures which the
C&AG’s office is considering now. These measures would ensure the quality of audit
expected from the C&AG and enable his auditors to remain up to date with global
state of the art.
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