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"PERFORMAKCE AUDIT : CONCEPTS, MANDATES, METHODOLOGIES AND

PRACTICES, REPORTING AND PROBLEMS"

INTRCBUCTION:

In recent years, due to increased infrastructural
developments taking place within Brunei Darussalam,
government activities and expenditures had increased
substantially and there is now a greater need for more
information about the use of resources 1in the
governmentrninjstries and departments. It is felt that
the traditional financial and compliance auditing do
not sufficiently provide for a complete picture of the
results of government spending and operatjons. There
is a need to expand the scope of government auditing
to include a review on the economy, efficiency and
eftectiveness of the management ofr government
resources, Towards achieving this aim, the Auditor
General of Brunei Darussalam sought and obtained
assistance from a SAI of a neighbouring country in
September 19%4 to conduct classroom lectures on
performance auditing and provide guidance on field
works training for the auditors, Such training
provided the basis on which the auditors learnt about
the concepts, approaches and  methodologies of

performance auditing.



PERFORMANCE_AUDITING CONCEPTS:

Performance auditing 1in Brunei Darussalam Auditor

General’s Office is concerned with evaluating whether:

* government resources {money, manpower, property
and space) have ~been managed and used

- economically and efficiently:

% - government - projects or programmes have been

implemented effectively to 'échieve their

objectives and desired results -

- In Brunei Darussalam’s SAI, the terms economy,
efficiency and effectiveness are interpreted according
to the definitions of the United Kingdom National

Audit OfTice (MNAO) which stated that:

Economy is concerned with minimising the cost of
resourcés acquired or used,: having regard to
apprapriate quality. In short, economy mean spending

less,

Efficiency is concerned with the relationship between
the output of goods, services or other results and the
resources used to produce them, How far is maximum
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output achieved for a given input, or minimum input
used for a given output? In short, efficiency mean

spending well.

Effectiveness is concerned with the relationship

between the intended results and the actual results of

projects, ' programmes or other activities. How

‘successfully do outputs of goods, services or other

results achieve policy objectives, operational goals

and other intended effects? In short, effectiveness

mean spending wisely,

PERFORMANCE AUDITING MANDATES:

Brunei Darussalam’s Constitution and Audit Act do not

have provisions that specifically empowered the

- Auditor General to carry out performance auditing,

nevertheless the scope of government auditing has been

- expanding in line with the economic development taking

- place within the country. Auditing is no longer

restricted to ensuring the appropriateness of
financial records or the compliance of financial
regulations and other legal requirements but greater

and improved accountability from the executive

e



government departments and agencies. Towards achieving
this objective of accountability, performance audfting
was formallty introduced in Brunei Darussalam Auditor
General's Office in October 1884. Prior to this, the
main focus of the Auditor General's Office was on
financial and CompTiance auditing. - Instances of
wastage and extravagance were occasionally inc]ﬁded in
the comp1ianCe and financial audft reports, but there
"was no systematic approach and no proper methodology
used until the auditors were fofmaliy trained. Since
then a number of government projects and programmes
had been selectéed by the Auditor General and

performance audits were conducted on them.

METHODOLOGIES AND PRACTICES:

In Brunei Darussalam's SAI, government projects or
programmes are identified and selected for performance
audits by the Auditor General himself. Generally, the
following are some of the criteria used for the

selection:

S the projects -or brdgrammes are of national

importance or of public interest;
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£ they are susceptible to inherent risks of

wastage, extravadance and abuse;

X the potential benefits derived from an audit
examination of the projects such as cost-savings
and improved manageMent controls are apparent and

iikely to occur;

X appropriate coverage of the projects can be done
within the constraints of available resources of
the Auditor General’s O0Office {(manpower, time,

priority of other audit works, etc).

" Notwithstanding the Auditor General’s identification

and selection of government projects, there were
instances when the Permanent Secretary of the Prime
Minister's Office requested the assistance of the
Auditor General to conduct performance audits on

specific projects, and these requests were accepted.

The following phases are the stages of performance

~auditing in Brunei Darussalam's SAI:
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Projects Identification and Selection : Other
than specific requests made by the Permanent
Ssecretary of the Prime Minister's Office,
projects are normally identified and selected by-
tne Auditor General himself based on such factors
as evidence of mismanagement, financial
materiality, areas of national or public
interest, areas with inherent risks and whether
projects are auditable within the constraints of
the available resources of the Auditor General’s

Office,.

Proposal Phase : The Key tasks involved in this
phase are preliminary information gathering, such
as obtaining previous audit reports, Ministerial
directives, policy pronouncements and statements,
auditee’s annual - reports and - financial
statements, auditee’s organisation charts and
budget documents and  retrieving retevant
legislation. The information obtained are
analysed so as to identify key issues, audit
cbjectives, scope and impéct..' A pre-project
conference is then held to enable allocation of
works among team members. Finalfy, contact is
made with auditee through letter or telephone
call to estabiish time, date and place for

entrance meeting. A




- Scoping Phase : The key tasks invoived in this

phase are holding entrance meeting with auditee,
learning about the auditee’s background, its
missions, organisation structures and activities
through questionnaires, interviews, site visits,
file records, management reports and manual,
Identify significant activities/operations and
mahagement control of auditee, review relevant
laws and policies, look for .indicators of
potential prob]ems, develop and specify audit
criteria and hold pre-audit presentation to Audit
Management about key areas of concern and to
obtain their inputs on the project and its

direction.

Planning Phase : The key tasks involved in this

phase are prioritise issues to be developed,

“determine the work to be done and evidence needed

to confirm and support each issue and develop and

document audit work programme,

- Implementation Phase: The key tasks involved in
rthis phase are carrying out the work programme

© for co]]ecting audit evidence, develop audit

?indings (establish  effeacts and causes),
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formulate audit recommendations and hold

discussion with auditee.

X Reporting Phase: The key tasks involved in this
phase are drafting report ocutltine and the report
jtself, hold exit meeting with the auditee, amend
draft report to incorporate the viewpoints of the
auditee and the auditor after the mseting and to

issue final report.

REPORTING:

In Brunei Darussalamis SAI, a performance audit report
usually included a statement of audit objectives and
a description of audit scope and methodology. In order
to avoid ambiguity the report should be concise, ciear
and complete. It should also included a discussion of
the auditor’s findings and conclusions. The auditor’s
findings included as many of the five elements of
criteria, condition, cause, effect and recommendation
as possible. In addition, all significant internal
control weaknesses and instances of non-compliance and

abuse uncovered in the audit are also disc1osed in the
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report. However, due to the sensitive nature of
questions addressed in a performance audit report
and the value Jjudgements involved in a project or
programme evaluation, auditors are usually careful in
their choice of words and tone so as not to appear as
if they are out to find fault with the auditee and as
far as possib]e the report should carry constructive
tone. Our  performance audit reports also
iﬁc]uded the auditee’s response, incorporating the

views of the auditee concerning the auditors

findings and recommendations and a description of the

planned actions to correct the deficiencies disclosed.

In Brunei Darussalam’s SAI, auditors’ reports are
normally addressed to the head of the auditee’s
department in charge of the project or programme being
reviewed and copies of the report are also being
distributed to the ministry to which the auditee’s
department come under, the Treasury Department, the

Ministry of Finance and the Prime Minister’s Office.
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PROBLEMS:

Some of the problems encountered by the auditors in

carrying out performance auditing in Brunei

Darussatam’s SAI are as follows:

a)

b)

One of the main problems encountered by the
auditors in doing performance audit is the total
absence or lack of performance indicators in many
ministries and departments. This mean that
auditors have to establish them in order to
measure how far actual performance have met the
goals set out in the annual performancerplan of
the auditee's department and to recommend the
necessary actions needed to achieve unmet goals.
This is a formidable task for the auditors
especially in situations where the auditee’s
management does not have appropriate

documentation measuring its own performance.

in carrying cut performance auditing on
government projects or programmes, the auditors
often find themselves 1in situations where they
are required to review speéia1iéed areas in which

they lack the appropriate expertise, and it is

A VA



c}

d)

- not always feasible to employ consultants or

skilled professionals and included them in the

audit team.

The auditors carried out performance audit on
projects or programmes to improve or strengthen

management controls. However, - the auditee’s

" management may not subscribe to the usefuiness oOf

tnis tyﬁe of examination. In fact they may feel
threatened _ by the concept of performance
auditing. Quite often they believed that only
they themselves are the most appropriate persons
to comment on the operations and results of their
projects or programmes and the auditors with

their concepts of finance and figures crunching

- are not competent enough to judge the “"technical”

work of their departments.

- In presenting the audit findings and conclusions

in the performance audit report, the auditors are

expected to provide recommendations for the users

_of their reports. They (the users of audit

report) want the auditors to provide some

remedial measures to correct or improve the
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inadequacy of the auditee’s performance. But
making recommendations 1in areas where the
auditors do not have full or detailed knbwledge
can be risky. This is because the users of the
report, often associate high expectations with

the auditor's recommendations, thinking that

they are made by competent people. Therefore, to

reduce the risk of error, the auditors need to
exercise care in making recommendations.
Otherwise, if the -~ outcome of their
recommendations do not turn up positively, the
management of the auditee canrshift the entire

blame on the auditors,

In carrying out performance auditing the auditors
often face the problem of keeping within the time
limit allowed. Unlike financial and compliance
auditings where the auditor can easily refer to
previcus audits as a basis to calculate tLhe
number 6f the man-days required to complete his
works, performance auditing often involves
tackliing projects with different problems and
require different approach that need audit
manager's approval at each stage of the job, so
estimating and Keeping within the limit of time
allowed is more difficult. " For example,
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f)

completing and submitting the final report on
time can be quite tricky as it involves
negotiation, bargaining and compromising with the
auditee, a process which is very time consuming
for the auditor who must stay within the time

limit of his audit program.

Finally, developing clear cut acceptable audit
criteria to evaluate auditee’s perftormance can be
difficult too, particularly on issues where there
are no existing legislation or regulation
governing management's decisions. For example, in
evaluating a project that has substantial natural
environmental impact, the existing laws ma& not
have provisions to which the auditors can rely to
provide the necessary audit criteria or standards
to judge the auditee’s performance, s¢ the
auditors often have to quote foreign practices or
even rely on common sense to develop the

necessary audit criteria.
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CONCLUSION:

Performance auditing, as a tool for the auditors 1in
Brunei Darussalam’s SATI to review the results of
government’s spendings and operations is still not
being widely used on all government projects and
activities. This is due partly to insufficient number
of weil-trained auditors available for conducting such
type of auditing, partly because many auditees’
ministries and departments are still not fully aware
of the auditors' objectives, approaches and
methodalogies and consequently could not provide
appropriate indicators of their performances, and
partly because performance auditing conceptis,
approaches, mandates, methodologies and reporting
standards in Brunei ODarussalam are still not fully
established and clearly defined. Thus, it is the hope
and challienge for the SAI in Brunei Darussalam to
ensure that as more and more performance audits are
being conducted in the near future and as more and
more auditors and auditees are being exposed to such
type of auditing, the experiences and Knowledge gained
by the auditors will be fully utilised to better
establish and clearly define the concepts, approaches,
mandates, methodologies and reporting standards of
performance auditing in Brunei Darussatam’'s SAI,
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1. INTRODUCTION

The Audit Office (AQ) has gone through three distinct eras since ils creation in 1960. For
about a decade and a half, the audit work consisted largely of delailed auditing of individual
vouchers, a way of examination which was inherited from the British. It was characterized by
highiy formal, tegalistic review of each vducher, with approvatl for payment and the seltlement
of the affected accounts being dependent on the payments conforming to an efaborate set of
rules governing the use of public funds. This contro! focused, quasi-judicial interpretation of
the audit function was typical in the 19th and early 20th century. This concepl of auditing
included functlons that remain part of the AO' s mission.

During the second era of the AO, whlch lasted untit the mid 1980 s the AO was devoting a
good deal of effort to reviewing the legalily of agency achvntlea By then it became evident
that it was necessary lo design a new approach {o financial management and auditing. The
Depariments and Agenéies shouid do their own voucher checking and accounting. The AO

would concentrate on checking the adequacy of fi nancqal management pracedures and

- controls,

While this was not the old- -style voucher auditing, the underlying attitudes were more or less
the same, the emphas:s be:ng placed upon strict compliance with app!lcabte taws and

regulahons and reporting upon lmpropnelies This period was marked by the trend to

‘employ profess:onal accountants and other qualified staff of accounting and economic
' background Over one thlrd of staff was either professmnally or universily and college

* trained in accountancy or economic fi elds

The thurd era of the AO slarted in the mid 1980’3, and followed the recommendations of the
7th international Congress of SAl {Supreme Audit Institutions) held in Montrea! in 1971. The

- Congress supported the progressive broadening of audits beyond the financial arena, and
 marked the beginning of the de\ie[bpment of a new policy oriented towards economy,

efficiency and effectiveness in auditing. Our relatively new state was embarking on many

 costly developmeni projects and the AO was feeling thé need to be able to offer valid

commenls on the economy and effi cacy of program admlms{rat:or;

The polmcal and social environment was matunng and both the House of Representallves
and the media, were voicing demands for umproved public accountabihty. Initial isotated

“challenges to the powérs of the AO to perform managemént audits were quickly dispensed

and the leglslalure seltled the issue by incorporating such powers in the Public Corporallons

" Law of 1984 and the Municipalities Law of 1985.



2. INTRODUGING PERFORMANCE AUDITS

*Performance”, “Value for money” and "Management and Operational® audits are to a
substantial extent synonymous terms meaning “.. a systemalic and constructive review of
management activity to ensure the maximum utilization of all resources in achieving the
defined objectives of government and Public Corporations, primarily concerned with the
following:

« the economic acquisition and proper utifization of all assets

"o the efa‘r’clency in the use of manpower and the successful discharge of assigned
responsibilities by staff '

v the apprarsal of the adequacy, applrcafron and reliability of management controls
whether financlal or operational :

e the compliance with predetermined plans, policies and procedures

+ the adequacy, a_ccuracy and prompf_ness of management information, and

¢ the accomplishment of the obfectives or targets set for the particular area or

activity”.

in1 986 ‘the AO etarled its fi rst'major performance audi! This work, which was performed
by the AO staff, with the assrslance of a number of consuuants establrshed a new trend,
aiming at the evaluation of the economy, eft" iciency and effeclweness of carying out
government operations. Indeed the Parliamentary Commitlee of the Budget had, on
numerous occasions in the past indicaled that, the scope or the AO's work should be
extended beyond regularity and f nancial maiters, to mclude operatrona1 and management

audits.

Following this pilot project on performance evaluatien the AO edopied néew ideas and
additional roles for itself. In short, these mc!ude the AO’s contribution towards program
evaluation and policy analysrs The emphasrs is now p!aced on going beyond its traditional
functions, to determine whether government funds are spent_ efficiently and whether
government programs are eﬁective itis now a routine matter for the AQ to include in its
work plan a number of perrormance audits whlch are most[y serf mr!raled This is the most
important recent deve!opment in the role of the AQ.

Successful comptehon of performance audrts requrres adoptron of a management oriented
approach by the audrtor more specialized knowledge and lrarnmg While the preseat
practice of the AO is to carry out a few large performance audits each year and report on




them separately, our long term objective is to integrate them with the traditional financial
audils and carry them out and report on them concurrently. This will require more

capabilitieé and expertise from our staff.

With time, the new roles are integrated into the AO's auditing and financial reporting

- responsibilities. Members of the staff have iaken training in the area of performance

evaluation, in line with our attempt to build a staff capable of carrying performance audits,

evaluations, and other studies and investigations of widely varying complexity.
3. OBJECTIVES OF PERFORMANCE AUDITING |

While Performance audits carried out by the AO are ooncern'ed with economy, efficiency and

' effectiveness, they also examine accountability. The AO is in a position to identify better

praclices, because it can have a cross-agency perspective, not enjoyed by other

organizations,

Whire pérformance audits usuaily focus on particular programs or activities, they may extend
to an issue that is common to or influenced by a range of agencies e.g. purchasing. Audits
that cover a number of agencies increase the relevance and scope of audit fi indings and
recommendalrons and add value to the overall performance of government agencres
Cross- enmy audits have the potentlal to increase the relevance and scope of audit findings

_and recommendalrons and add considerable value o the overall performance to the public

seclor

| 4 PERFORMANCE AUDtTING AND FINANCIAL STATEMENT AUDITING

COMPARED

Compared wrth conventqonal fi nancrat statement auditing, performance auditing takes new

directions and extensively widens the scope and intentions of audit review and evaluation.
Financial reportmg is prrmar:ly concerned with the regularity and compliance within the rules

‘ sel in’ approprrahons expendrng of pubhc funds and financial reporting. Performance
* auditing brings attentlon to goals objeclwes and resulls which take their form in the oulputs

" of effects of a program.

The audit mandate enables the AO to report a performance audit in a form that describes

'managemenis performance and presenls the facts, findings and an oprnron mdrcalmg the
~ extent to which management has performed effi crenlly. effectwely and economrcally



5. PERFORMANCE AUDIT MANDATES

a. History of Constitutional Provisions

Government accountability is something that the public demands and deserves, and the
| Audit Office of the Republic serves an important fole in achieving . - The AO is an
“independent Office of the Cyprus Republic, distinct from the three powers composing the
Stale, the Executive, the Legislative and the Judiciary. [t examines how public money is
spent and recommends to the Executive ways to improve the effectiveness of the public

administration.

Following the colonization of the Island in 1878 by the British, the first Auditor under the
Colonial Regime was appointed in February 1879, and he was also the Aecounrant'bf the
colony. In 1883 it was decided to separate the duties of the Auditor and the Accountant.
The British rulers recognized the need for separation between the audit function and focal
administration at an early stage, an arrangement that lasted until 1960, the year of Cyprus

Independence.

On independence in 1960, Adticle 115 of the Constitution provided for the création of an
Independent AO. The Constitution also prowdes that the Audrtor General and his Deputy
are appointed by the President of the Republrc. like all the other lndependenl Officers of the
State, and not by the Public Service Commrseron as it is the case with other Civil Servants.
They serve uniil retirement age, or unhl lhey are removed but only on grounds of
' mpeachment a procedure that has never been attempted ‘The terms of the:r emptoyment
and remuneration are determined by the appointing authoniy The effect of these
afrangements, is to insulate the AG and the AO toa very substantaal decree from rmproper

exlerpal influence,

These Conslitutional provisions indicate that the basic eoni::epl underiying the creation of the
AO, was to separale as far as possible the audrtmg institution of the counlry from the organs
responsible for its financial administration, and give |t the required mdependence |n carrying

out its functions.

The legal nature and structure of the AO, resemble that of most commorrweélih countries,
UK, Canada, Australia etc., as opposed 1o the Courts of Audit, systems which are more
common in Frence, Haly, Greece and other European Countries.



The Auditor Generat is required by the Conslitution to *..contro! all disbursements and
receipts and audit and inspect all accounts of money and olher assels administered, and of

liabilities incurred, by or under the authorily of the Republic." He shall also®..exercise all

' such other powers and shall perforn ali such other functions and duties as are conferred or

imposed on hin by law.”

It is assumed that the term “... other functions and duties...” above must conform with the
spirit as well as the letter of the main Constitulional provisions. The Constitutional provisions
are general and do not prescribe the delailed rules and mechanics of Carfying out the audit

- work. The detailed working procedurés and tasks to be performed, are matters left to the

discretion of the Auditor General, who will look at the norms and developments currently
ruling the auditing profession world-wide, and employ such audit techniques and methods

which are generally acceptable for accomplishing sirailar tasks.

These rather general provisions of the Constitution, have a dynamic and evolving nature.
While the basic concept of auditing all government receipts and payments does not change
its content, i.e. the techniques and methodologies used to achleve this final audit objective,
varies through the years, in a way that allows for the adoption of improved work methods.

- In Cyprus the performance audit mandate stops short of commenting on Government policy

decisions. [t 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 mel, and an_assessment of the results of policy implementation both within the
administering body and externally on others. In short, it does not question the

~appropriateness of the policy objectives.

- The AG has a central place in the process of public accountability. The Executive is

accountable to the Parliament and relies on the Auditor General for independent assurance
as to the {fulfiliment of the public accountability obligations of these bodies. This

independence means that the AG has complete discretion in the selection of areas subject

 to performance audit.

" b. Power to inspect records

In Cyprus the Auditor General has powers to inspect records and enter premises for the
effective discharge of the funclions of the AO. The Auditor General is provided with various

powers, including the power to:



» call for persons and records;

o have full and free access at all reasonable times to accounts and records.

There is no provision in the legislation reslricting disclosure of any niaﬂeis_or documents
from audit seports. There is complete freedom for disclosing any type of information deems
proper. Also the Auditor General has a right of access to records of expenditures of

agencies, as well classified defence information.

c. Parliamentary privilege

In Cyprus the Parliament is the primary client of the AQ and the audit reports tabled in the
Parliament are protected under parliamentary privilege. While parliamentary privilege
. provides AQ with an ability to report independentiy, it also imposes the obligation to ensure

the quality of its work is commensurate with this privilege.

6. METHODOLOGIES AND PRACTICES

a. Audit melhbdology and strategies -

The available resources of the AO are limited and tﬁey have to be allocated to numerous
audit areas. The tradiliona! financial, regularity and compliance audits are reserved by the
audit mandaté and constitute a fundamental funclion of the AO. Furthermore these audits
are repetlitive, ang absorb the majority of avéilable resources. B

The recent introduction of performance audils, necessitated the critical review of audit
objectives and the revision of work programs, so that unnecessary work of little value has
been dropped, and greater emphasis was placed on channeling time saved in performance
audits. These audits may be self initiated, or be the result of direct request of Parliament or

Government,

Strict criteria are applied for the selection of such audits, and are carefutly planned. In the
first instance we draw on the knowledge and experience acquired through the conduct of
financial and regularity audits and preliminary surveys are carried out where necessary.
Selection is based on crileria such as, expected benefits or savings, impact on the gene;él
administration, wide applicability, public sensitivity and interest shown by 'i'he House :of
Representatives. C ' ' - '

As the AO has evolved and its work load has grown, planni-ngr has become much more

crucial to the Office’s ability to continuously produce quality work. An annual audil plan
which is reduced down to general and detailed audit programs is prerpared. Audit programs




are sufficiently ﬂexible. to allow the development of initialives and to cater for adjustments

necessitated by new developments, contingencies and special audits.

Through is planning process, the AO is able to identify the most important subjects within
each area, and coordinate work across division and branches. Work allocation is made on
the basis of irriportance of audit areas and staff proficlency and aptitudes. A staff rotation
system is employed in order to avert complacency, friendly associations with auditees and to
stimutate alertness and efficiency. Audit procedures describe adequately the process of
audit, mc[udmg the discussion of audit findings with administrators before the finalization of

audst reports

b. The importance of strategic planning

 The AO selects and sc-he'dules audit tasks that help achieve ils mission goéls 'and

objechves The planning process, ensures that the resources of the SAl are used in the

most effi CIent and effective manner Slrateg:o plans are developed annually and aim to:

--, provide a f;rm bas:s !or rhe AO management to give a strategic direction for future

aud:t coverage;

o jdentify and select audits with the potential to improve public sector accountability
and admmls!ratton,

. produce a work program fhaf can be ach:eved w:th available resources;

s provide a bas:s for accountability;

" ¢. Audit toj)ic ééiéc_ﬁon

Performance audit topics are normally selected, on the basics that, they will focus on those
audits wh[ch have maximum value added in terms of improved accountabahty, economy,

effi iciency and effechveness and secondly, to ensure as far as possible coverage of agency

operations within the hrmtatlons of audil resources available.

A list of potential audit topics will be selected based on possibility of inadequate economy,

efﬁciency'and effecliveness, and generally of poor performance. Those topics are lhen

subjectively ranked against critesia of:

e 'ovéraﬁ'ést'iméi'ed audit impact;

ﬁnanc:al matenahly,

K s:gnlﬂcance of the program/pro}ect etc to the act:wt:es of the agency.

po!.-tica! sensmwty or national importance; and

extent of recent audit coverage.



d. Stages of performance audit

The basic stages followed during performance audits, are the followihg:
- planning

- preliminary Review

-Defailed Examination

- Reporting

- Follow up

Once fhe planning process is complete and a particular activity or topic has been selected to
audit, the audit team would usually, but not always, conduct a prelimirary study to further
examine and understand the aec:ti\.ritg-ar under audil, identify fundamentat issues, define audit
objeclives, develop the écdpe of the audit, estimate potential impacts, develop audit cfiter_ia,
collect preiiminary audit evidence and prepare a preliminary study report, either oral or in
writing.' The bu!pul of the p'retirhinéry study is 'norma-lly a report which -recommends e-ilher
~ terminating or continuing the audit. It is recommended that the audit should continue, the
report is likely to include an implementation plan for the conduct of the remalnder of the

audil.

The detailed examination stage involves the collection and documentation df felevant and
refiable evidence, usually in accordance with & detailed audit test program, sufficlent to
support audit findings, conclusions and recommendations. The detailed s{age also involves
regular communication with the enlily, the discussion of preliminary issues that have
emerged during the course of the audit, and a formal interview with the agency at which the
audit findings are discussed. o ' -

At the conclusion of the detailéd éxarmination stage, the AO girébarés & draft febort which
allows the enlity to comment on what would normally be the format of the final feport. Once
the entity comments have been conssdered the report will be finalised. Presentations to the
Parliament, the Minister, and the entity may also be conducted, and coples of the finat report
issued to them. ' '

The follow-up stage of a performance audit, is an integral part of perforrhan(':e'auditin'g and;
may serve to increase the likelihood that entity management WIH lmptement the
recommendations that were agreed; may be valuable in guiding the acl:ons of pamamentary
committees and providing feedback on the effechveness of performance audmng As one of
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its objectives, is to add to the impact of our reports, follow-up activity should be directed to
encouraging the implementation of recommendations. rather than finding examples of lack of
action. Working with entity management may also assist the enlily in implementing

recommendations.

" e. Managing the audit program

The AO in producing Performance Audit reporls, is concerned wilh timeliness, because it is

~ thought that untiriely repoits are less likely to produce improvements in public sector
“administration. In general the procedures followed by the AO in  planning performance

audils, involve the identification of candidale topics when preparing the “Annual Audit
Program” (AAP), which forms the basis for all the audit work for the year ahead. -

f. The AAP

The AAP is a key document of contro[ﬁﬁg and niodiloring an individual audit in both the

~ preliminary and detailed examinations stages. AAP is usefutin that it can identify:

« the task to be cob?pfeted;
« the resources o be used;

+ the timing of each assignment.

AAP provides sufficient infofm'ation lo enable an informed decision to be made about the
* value and impacl of lhe audit and also llS relalwe priority in relation to other audits. The
' budget and tlmelabie are documented |n the working papers and progress against these

' targeis monitored and recorded. This is necessary to meet time largets.

_ @ 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 AQO's responsibilities set standards on: ~ Independence, integrity,
professional competence and due care, confidentiality, professional behavior, and technical
issues, These standards are reflected in International and INTOSAI Auditing Standards. The

~ AO has not yet issued lfS own series of Auditing Standards and Guidelines, but has adopted
- the above. : ' '
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h. Audit Objectives

Audit objectives are chosen with a view to defining an audit which has the potential to
improve public administralion. Performance audits warn agarnst meffectlve inefficient
practices and idenlify and promote good praclice. To facilitate the analysis of economy,
efficiency and administralive effectiveness the public sector aclivities are viewed in relation
to the following:

s the program objectives, which should be clear enough fto identify the desired
outconmes;

~ » thefinancial and other resource inputs used:
+ the processes or activities by which the inputs are converted into outputs;
* the goods, services or other resulifs and impact of the program;

Given the size, comp!exity and diversily of agencies operations, it is normally impracticable
to altempi to assess the overall performance of departments or agenc:es in any meaningful
way. Consequently, performance audits are usually directed towards specaf ic funct:ons

activities, programs or operations of the entity organisation.

i. Audit scope and focus

The scope of the audit determines in praclice, the extent and depth of examlnauon dunng
perrormance audit and the assessment of pohcy 1mplementatlon and leglsfauve comphance
Emphas:s vanec from audit to audit. also ensures that fi eld work is c!early defined and so
assists in producing an audit of reasonable extent and cosl. Scope w:li often be det‘ ned by

stating what an audit will not cover.

Some aspects of audit receive greater emphasis, Narrowly defined focUs on key'-'a'reas of the
audit ensures the achievement of objectives of the audit, avoid ineffi iciencies, delays and
insignificant findings. During the audit the focus will be readjusted, if the results of detailed

analysis indicate other areas of audit importance.

j- Audit criteria

Audit criteria form an important tool for the conduct of performance audits, as they are used
as the yardsticks against which actual performance is measured. The chosen criteria, will
reflect what would be the reasonable standard of performance, to measure the adequacy of

systems and practices, and the extent of economy, efficlency and effectiveness of
operations, programs, or aclivilies under assessment. When the examination idenlifies that
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actual performance falls short of the standard, an audit finding is generated, indicating that

improvements can be made.

Audit criteria, assist performance audits, by setting as far as possible clear grounds of
communication between the AC and the management of the agency under audit. Especially,

" when such criteria are quantifiable, provide the “agency management with clear and

understandable measures and facilitate the acceptance of audit findings. They also assist
the planning and programming of audit and form the basis for data collection. Al the

- preliminary scooping stage of the audit, criteria tend to be more general and sometimes

vague, but usually as the examination progresses, these tend to be more specific and
detailed and used as a basis for the'development of audit programs and procedures.

K. Sources and development of audit criteria

Performance auditing criteria are not avaitable from the accounting profession. Audit teams

~ look at the following sources, to form relevant criteria:

» criteria used previously in similar a.'._idits;

o laws, -fééulat'ions and other internaf agency circulars;
. cfiteria published by overseas audit institutions;

« performance standards used by the entity;

« agen éy reflated legisla t!én; procedz)fes and poﬁcfes;

« entities that are similar to the entily, carrying out similar activities or having similar

programs,;

_ » professional organis_atfons and standard-setting bodies;

We often consult wilh the agency enlity management to obtain their views on the
development of criteria and if possible, resolved disagreements at an early stage. It is

- essential to encourage agencies to get involved in the development of audit findings, so that

. they will be more willing to implement them. -

L. Test Programs

The audit ob}ect'rvés ar‘é linked to the detailed testing through an audit program, customized
for each audit, which in turn attempts to establish the degree to which the set audil criteria
are met.  The audit procedures used for testing, include observing, interviewing,

~ documenting, testing and checking, and analysing. Factors considered when developing the

programs may include: audit objectives, size of lask, geographic 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 imporlant that the procedures:
» relafe to the audit objectives, 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 orgamsed 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.

m. Audit approach

 The approa'ch to an audit, will dleve!op as greater understanding of entilty operalions is
orachieved and as initial audit findings are made. Throughout each stage the emphasis
should be on producing a final report that has lmpact and balance. Draft report segments
will take shape as the audit progresses, even at the early 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 bemg undertaken at any slage

is an essential test of the relevance of this work.

n. Evidence

Audit evidence, a fundamental concept in performance audiling as well as in financial
statement auditing, is information collected and used to support findings. The conclusions
and recommendations in the audit report stand or fall on the basis of such evidence.
Consequently, performance auditors must gtve careful thought to the nalure and amount of
evidence they collect. An effective audit program helps in obtaining persuasive evidence to
support findings in an economic, efficient and effective manner. Evidence is critical to the
success of the audit and is a central concern from the planning phase, to the end of the
audit. While differences in judgment might also be highlighted, it is important that maximum
evidential support be provided in such instances. ' :

The audit findings, conclusions, opinions and recommendations must be based on evidence
that meets the basic tests of sufficiency, competence and relevance. Sources of evidence
. may include: government policy statements and legislation; published program performence
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data; interviews; file examination; management reports and reviews: external sources; AQ

sources,; observation; and surveys and questionnair_es.

0. Documentation standards

Auditors must adequalely document the audit including the basis and éxlenl of planning,
audil 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 review 6f the audit work and
providing evidence of the audit work performed to support the auditor’s opinion. '

Working papers serve as the connecting link between the field work and the audit repo.

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 héeé is to demon'slraterlhe quality of evidence and opinions, conclusions analysis

é_nd supporling récomméndations, in the interests of presenting a credible report for

consideration by the Parliaméht and agency management. This need becomes even more

-pronounced in aruditing to efficiency and economy ciiteria.  There are several broad
_ characteristics which all wor'king papers should exhibit:

e completeness and accuracy;

s clarity and conciseness;

s ease of preparation;

e legibility and neatness;

.- fefevance;

* organisation;

+ and ease of review.,

r. Addit_ f-ihd_Ings - i |

The récommendation_s made l-)y the AQ in performa:-uce audit reports, have lo be argued in a
Idgical fashion. The development of audit findings, and the formulation of recommendations

~ based on those findings, are critical phases in the audit process.  The steps involved are

likely to be:
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o audit criteria (what should be);

e audif evidence (what is);

o audit finding (compare what is to what should be);

» assess the effects of the finding;

« develop audit conclusions and recommendations;

o and estimate likely impacts .

'Audit observations ahd evidence, are compared with the audit criterié. to identify -audit
findings. The development and evaluation of audit findings, take place throughout the
various-phases of a performance audit. It starts in the pianning stage with the identification

of matters of potential mgmf cance and preliminary fi ndmgs which are then followed up in the

detailed examination phase.

The detailed evaluation of audi fi ndmgs is generally completed dunng the preparation of
~ draft repont, or near the conclusion of the audit fieldwork. However it would not be unusual
for the evaluation to extend into the final repomng slage, as fi n_dlngs are_challenged and
further évidence is obtained. It is at this 'slage ihai-a final decision is 're'ache'd, on the
ﬁndingé and recommendations that will be repéﬂed. Once a'n audit ﬁnaing has been
identified, its significance is assessed ahd whé{ causes of lack of performahée and if
possible the effect quantified. Lack of conlrol, poor decisions or lack of concern for service,

may also be assessed and corrective action suggested.

q. Developing recommendations

The causes of a finding are identified, as they form the basis for our recommendations. The
cause is that which, if changed, would prevent simifar findings. The cause may be outside
the conltrol of the organisation under audit, in which case the recommendation should direct

attention outside the organisation.

The development of recommendations for improvement in admm:slratwe or operatlonal
performance, is an important feature of performance audits. Recommendahons are
developed for findings with significant adverse consequences. While recommendations
focus on the Improvements needed, rather than how they should be achietfed. it s
appropriale to indicate broadly, what Issues might be examined by rﬁa’nagement when

seeking solutions.
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r. Communicaﬁng with the entity

There are, legitimately, often differing views on the way in which programs can be managed.
To avoid tensions between the entity and the AQ, we establish an open, cohtinual and
honest communication with audited agencies. Findings are usually presented to agency
" management for oral comments as they arise. In this way entity responses can be
documented and analysed. Where the entity disagrees with the audit findings and
recommendations, the reasons for such disagreement should be fully analysed. The AO,
" has adopted a boiicy‘ of seeking comment from the agency and anyohe else, whose interests

might be adversely affected by the report.

7. REPORTING

a. Reporting standards

The AO has adopted ihé international Audil%ng Standards for répbnihg on financial audits,
- &nd thé pronouncements of the Organisatidhé representing Supreme Audit Inslitutions,
which state that, at the end of each audit, the auditor should prebare a written report setting
out the findings in an appropriate form. The report should be easy to understand and free
from Qagueness and ambiguily, include only information which is supported by competent
and relevant audit évidence, and bé independent, 6bje¢tivé. fair and constructive.
' '_Ciear, baién:_:ed and bbjebli{re public reporting of audit observations is fundamental to the
7 éudit role in‘ public acg:qunlébility.r The published final performance audit report is the
_Jproduct on which the AO performance audit function is judged by the Parliament and the
publlc at Farge We therefore give much thought to the development of the audit report. Its
contents and the wording of recommendations, can be contested by enlities and altention
" needs to be paid to the accuracy, logtc and cIanty of the reports Any material errors, could
be potentially damagmg to the credlbihty of a pamcular report and to the AO .

Audit repoﬂs rnay come under mcreasmg scrutlny from Parliamentary Committees, the
public and the media. The AO methodology, the interprelation of data, and the evidence
used to reach audit conclusions can be questioned. For these reasons, it is important that
reporls are of a high standard and follow the Internationally recognised Audiling Standards
and other apphcable guidelines.

The AO has establistied a system of control, to ensure that the quality of the audit and audit

report-is up to standard. This control system may consist of slegring committees formed
within the AO, as well as internal peer reviews, undertaken at various stages during the
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audit. Learning from other Supreme Audit Organisations, thal conduct similar activities, can

be an important parl of judging and then improving the quality of audit process and product.

b. The continuous report-writing process

' Reports produced during an audit, include the initial audit work plan, the preliminary study
repori the final draft report and the final report. Given the amount of reporling required
during 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 staris at the beginning of the
audit with an outiine that gradually grows and changes throughout the course of the audit

and results in a final audit report.

An alternative approach is to produce papers by topir; during the audil. These are merged
with relevant sections of the preliminary study report and any other relevant material to
produce a teport which ¢an be discussed al the exit interview. Ideally, the format of the draft
reporl should be as close as possm!e to that of the finat reporl, as this allows the entity to

see the audit findings in context and comment accordingly.

c. Interim reports and exit interview

At variotxs stages dt:_rtng an audit, interim reporis 'may be prepared, whéh necessafy, to
identify and discuss major issues that have émerged ddring the cburse of the audit. They
assist the evaluation of significant pretlmmary audit findings with an enttty and generally help
in communication with the entity, and they describe the issue and its effect on entity
operations or program. Suggestions for :mprovement may be :ncluded if thought
appropriate. This may lead to early implementation, of audit recommendations with an
- immediate effect in improvmg publlc administration. - o R
At the conclusion of the fi etdwork is usual to hold a forma! e}ut mtemew to d:scuss the
preliminary audit findings and offer a first opportumty for the entrty o see the context of audit

findings and conclusions.

d. Proposed Report

Once the comments from the entity at the exit interview are oblained, a report representing
the culmination of the audit field work, and associated analysls and consideration, and the
AQ' s final conclusions and recommendations, is prepared. - This is usually the last
opportunity for the entity, to corhment on the findings, and a reasonable amount of time
should be aliowed for the entity to study the proposed report.
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Providing an entity with a copy of the proposed report, ensures that the enlity is fully aware
of the contents of the report before it is tabled in Parliament, or sent to the other tecipients.

e. Entity responses

The entity’s response should be reviewed lo ensure completeneés, padticularly that each
recommendation is commented on as o its acceplability. If it is not complete, a
supplementary response may be requested. However, the audit team needs to bear in mind
the resulting impact on meeting the targeted tabling date. One way of ensuring that the
entily’s view is shown in the reporis, is to incorporate the entity’s response as to whether

they agree to the recommendations.

8. OTHER ISSUES/PROBLEMS

a. Client relationships

Performance auditing, by its very nalture, can lead to tension between the entity and the AO.
The AQ generally, liies to manage this tension through developing a relationship with its
clients. While the Parliament is the primary client of the AQ, there is a good case of AQ to
develop a secondary client relationship with agencies. Improvements in performance and
accountability of public sector agencies, are less likely to occur where there are differences,
paricularly fundamentatl differences between the AO 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.

The AO should endeavour to work closely with entity 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 selting for a low level compromise
solution, but a maiter of ensuring good communicalion and understanding of issues and
mounting a compelling argument. Often this can be achieved by a balanced presentation of

the audit indicating good levels of performance, as well as those thal can be improved.

The AQ is not currentiy seeking feedback from the recipients of audit reports, whether the
audit repoﬁs have led to improvements in public administration, or the AC' s work has been
useful. Feedback on level of agencies compiliance with the recommendations of the AQ,.is
received from the routine audit visits and by following up what has been implemented
annually. In its dealings with Parliament and agencles, the AD usually has a responsibility to

acl in an apolitical, impartial and objeclive manner,
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b. Skills of performance auditors

The AO’s credibility is mainly a pr-oduc{ of the quality of its audit reports. Performarnce audits
focus on decision making and management procedures and are by their very nature
interdisciplinary. While performance audits could employ persons with highly developed
analytical skills who may not be accountants, this is not the case with the AO, that
employees mainly accountants and persons wilh competencies related to that field.

We do not expect to have all the specialist knowledge in the AO. We are in favour of using
consultants for specialist tasks, however financial constraints permit this to a minor extent

only.
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1. Introduction

This counlry paper has been prepared in response to the Principal Paper on Sub-
theme 1 “Performance Audiling Concepls, Mandates, Methodologies and
Practices, Reporling and Other issues / Prablems” by SAl-Austialia, and reflects
the history, concept, mandate and methodology of performance audit, as it is
practised in India. The paper has been strutlured atong the same IIII(“\ as lhe
pnncnpal paper.

2, Background

In the wake of the introduclion of successive Five Year Plans for social, economic

and inclustrial developmens, the pattern of Goverament expendilure underwent a

radical and rapid transformation from mere law and order, policing and other
~administralive expenditure to expenditure for promoling development in various

areas - anli-poverty  programmes, cmployment peneration  programmes,
programmes for providing health and <anitation setvices, and primary educalion,

" development of agricullure and irrigation facilities, among others. In addition,

Governvment made massive investimenls in industty by selling up ils own
commercial enterprises covering the infrastruclure sector - energy, lransporl,
telecommunicalions - defeace produclion, core seclors producing basic raw
malerials for indusiry, as also many nop-core arcas involving produclion of
consumer goads etc.. While the SAFs lraditionat audit lad extended boyond
consideralions of mere regutarity of expenditure to examinalion of whether such
expenditure was wasleful, extravagant or improper, it was realised thal lhe focus

- an audit of individual Iransactions alone would no longer suffice. In response o

these changes, the SAL evolved he technique of Efficiency cum Performance
Awdit (ECPA) in the carly 1960°s. ECPA was directed lowards examination of
large programmes, plans and schemes, organisations and aclivitios with a view fo
examining whether the intended benefits of the programme had been realised as

- planned, and assessing the exlent of achievement of physical and financiat

targels, realisation of soctal and economic objeclives, economy of operations and
efficiency of ulilisalion of resources.

2.1 Mandate for Performance Audit

SAl-lndlia is a constitutional funclionary, andd the lepal basis for ils funclions is
provided hy an Acl of Parflament, which vests responsibility on the SAL o audit
Government receipts and expeadilure, as also enterprises, hodies or aulhoritics
owned, conlrolled or substantially {inanced by Government. The term “audit” in
the Indian conlexl is comprehensive in scope, covering nol only appropriation,
repularily and propriety audit, but also Efficiency Cum Pedformance Awdit (ECPA)



and systems audil. The SAl's mandate to conduct performance audits has never
been challenged. -

2.2 Powers of inspection

The statules governing the SAl cmpower it to inspect any office of (he
organisations within ils audit jurisdiction, call for any books of accounts and other
relevant documents that may be required during audiP, and call for such
information as may be required by the SAI for the preparation of any account or
reporl. The Acl also directs the auditee agencies lo provide facilities for such
inspection by the SALand comply with requests for information in as complete a
form as possitde and with all reasonable expedilion.

. 2.3 Scope and coverage of performance audits

The scope of performance audil by SAl-India covers review of not only projecls,
programmes and schemes, but also agencies, public seclor enlerprises, revenue
receipts, and financial management by Minisldies and Departiments” An idea of
the extent of performance audit by the Indian SAl can be derived from the fact
that nearly 400 performance reviews [figure each year in the Federal and
Pravincial Audit Reporls of the SAl tn addilion, the Audil Reporls feature riearly
4,000 individual audit observations every yeat. While Lhese observalions cover
individual transaclions or areas, they highlight instances of financial irregutarilies,
fosses lo Governments, wasleful and extravagant expenditure, and loss of
revenue, which represent the wltimate ohjeclives of porl’ormanro audll as
opposed Lo certification or ¢ ompliante cuuhl

3. Methodology

3.1 Audit Selection Criteria

Keeping in view the vast vofume of auditable invesiment in industrial and social
economic development and the limited resources available, SAtIndia has
necessarilty 1o he seleddive in choosing areas lor detailed examination as parl of
the macro audil planning process. The criteria general[y adopled l’or the <elecllon
process include the following :- :

o Quantum of investiment of public resources in lho pr()grammc srheme
activily or organisalion

2 the SAl can requicn these docomants to b sénl 1o any ploce chasen by it for insprdion.
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o Impact of the programme or scheme on indudrial or socio-cconomic
development

« Legislalive sensilivilies
« Topicality and public sensilivities

o Information from (inancial and regularity audits

3.2 Audit Process

The broad slages in which the performance audll ol’ the <elecled programme or
aclivity is carricd oul are - -

« Preliminary study

o Audil planning aﬁd I’ina!iéalioh of guidefiners
s Audilexeculion

o Mid-lerm appraisal

. VReporli'ng

Foll ow-up

*

3.2.1 Preliminary Survey/ Feasibility Report

A preliminary or "pilot” studly of the selected scheme is an essential pre-requisite

for the performance awlit. The objeclive is lo obtain a comprehensive overview
of various aspecls of the programme, ils aims and objeclives, lhe performance
indicators and standards set by the pohcy makgrs, lhe delivery mechanism
eslablished for the programme etc. with a view 1o idenlifying areas requiring in-
depth examination and invesligation by the SALL A decision is then taken by the
SAlasto whether o conduct the performance audit or nol.

3.2.2 Audit Plan_ning ! Guidelines Finalisation

After a decision has been laken 1o go ahead wilh lhe performance audit of the
selecled scheme, a detailed audit plan is developed, based on the pilot study.
This plan contains detailed guidefines for audit, spelling oul clearly the areas
requiring detailed investigalion, the audil hypothesis to be lested, the dala (o be
collecled al the administrative office and programme field siles and afso from Lhe
beneficiaries. The queslionnaires for data coffection are also framed at this slage,
along with detailed instructions for data collection.

323 Execution

5.31 Aﬂer the finalisation of the audil plan, the per!ormanct, appralxai proper
commences, wilh the objeclive of ascerlaining whether the pro;,rammc is being



exceuted efficiently and cconomically and the expeded oulputs are being
~ achieved. The policies, procedures, praclices and internal controls followed are
examined with a view Lo ascerlaining, among other things, whelher -

« lhe objectives of the programme have been identified clearly enough to be
capable of measurement and proper implementation

¢ lhe programme achievemenis (intermediate and ullimale) are in accordance
with the planned largels

« programme cosks are within the estlimates and are commensurale with the
benefits derived from the |1m;,rmmm'

¢ lhe purpose of the programme bas alfmdy been achioved and whether there is
any continuing necd for the programme

« 1he programme is the mosl effective, approprlak aml monomlcal way of
achieving the goals sel for it

+ eifeclive monritoring and internal conlrol mechanisms exist for ensuring that
the programmes run on course and according lo schedule s

5.32  Aller collecting audil evidence lhrough subslanlive and system tesling,
audit findings are formulated, and discussed with / communicated to the auditee
agencies wilh a view {0 ascerlaining their viewpoinl for mt,orpomll(m in Ihc Audil
Reporl. _

3.2.4 Mid-Term Appraisal

There i< need for continuous moniloring by the SAl of the execulion of the audil
fests i an ongoing fashion, supplemented, if nced he, by a mid-tlerm appralml of
the interim audit findings. Often the SAI finds after deploying a portion of lhe
resources allocated for the audil, thal it is not really worlhwhile to continue the
audil and deploy more resources on i, and a decision could be taken lo eilher
abandon or defer the audit or restruclure its scope and covora;:.o OCLJ‘-IOI?GI“Y,
an SA6 might find that s planned level of resource deployed is not
conmnensurate with the actual volume of audit effort involved, and the resource
deployment plan may have to be aupmented or tie scope of audit restruclured in
consonance with the available resources. A mid-tenm appraissl of a performaice
audit is thus an imporlant milestone, giving the SAI an opportunity o decide
whether lo continue the audit, restruclure ils audit scope or coverage, (-n!nnro
resources deployed for the audit or abandon the au(hl a!lo;_,(-lhcr. :

3.2.5 Reporling

This is the final stage of the pedormance appraisal. The dats” collectod s
consolidated and collated for inlerpretation and detailed analysis. The audit
linclings are drafted carcfully afler analysis of the {indings of investigalions. The
draft performance audil reporl is sent o the Government / auditee agency for
ascerlaining their viewpoinl. Based on their comments, the teport is revised,
finalised axd prosented. o ' o ' -




3.2.6 tollow-up

There is a formal and effective system of follow-up on the performance audid
reporls issued by SAkndia. These reports are examined by the Legislalive
Financial Commitlecs, who make appropriate recommendations to the Execulive

~for implementation. The Commiltees also monitor the implementation of their

recommendations. Even in cases where the Commitlees are unable lo examine
the audit linclings, teports on action taken on audil findings are called for from the
Execulive. These “Aclion Taken Reporls” are velled by lhe SAl for faclual
accuracy, before transmission to the Commiltees.

3.3 All-India Reviews

A unique feature of performance audit conducled by SAl-ndia is the concept of
“All-Inclia Reviews”. Mosl of the socio-economic development schemes being
implemented in India are financed by the Federal Governmen!, but are
implemented through lhe Provincial Governmenis. As Auditor for both the
Federal and Provincial Governments, SAl-India has the responsibility of reporting
on the economy, efficiency and effectiveness of such programines lo both the
Federal and the Provincial Legislalures. This challenge has been tackled through
the medium of “All India Reviews”, Here, the guidelines for the conduct of the
performance review are framed cenlrally by the Principal Audit Officer of the

- Federal Government, after conducling pilol field visits lo a few provinces and

interaction wilh the SAl's ficld formations in these provinces. These puidelines,
after approval by senior management of the SAL, are then circulated to the ficld

- forimalions of all the provinces, where the programmes are being implemenied.

The findings of the fick! formalions are analysed and consalidated contratly,
Lefore heing prosented through the SAFs Audit Report 1o the Federal Legislature.
Simultancousty, the audit findings of cach ficld formalion are also reporled
lhrough the SAl's Audil Reporl lo the respective Provincial Legislature.

' 3.4 Audit Boards

~Another innovalion by SAldndia in the field of performance audit is the
~conslittion of “Audil Boards” for comprehiensive appraisal of selected Public

Sector Enlerprises funclioning in diverse induslrial sectors. These Boards, one for
cach performance review, are constituted by the Complroller and Auditor
General of Indhia and are chaired by the Depaty Complteotler and Audlitor Goeneral
{Commercial). Besides Senior Awdit Maragers of the SAVs commercial audit
wing, two or more exlernal specialisls possessing experlise in lhe area of
operation of the undertaking being appraised, are co-opled onto the Board as part
time members. This system helps the SAL o have the benefit of independent
technical experu‘-e wlnle {malmng hlghly technical and complex performance
auclits.

' 3.5 Auditing Standards

“Performance Audits by SAlndia are conducted in accordance with he Audiling

Standards issued by the Complrofler and Auditor General of India. These

"<ia|\(iar(ls sllpulate that the SAl's audil work should be planned o ensure Iug,h



quality work in a timely and economic, efficient and effective way and thal awdit
should be properly puided, direcled and supervised. Also, sufficient
underslanding of the internal control systent needs lo be oblained lo express an
opinion on the reliabilily, fidelity and integrily of the syslems-and procedures of
the enlily an lo plan the audit and lo determine the nature, liming and exlenl of
audit tests o be performed. Due professional care muist be exercised in
specilying, gathering and  evalvaling  evidence during audit and the audit
conclusions should be supported by sufficient, compelent and refevant evidence.
Adherence to these Audiling Standards is ensured by the SAl through quality
assurance procedures, which include inbuill systems of detailed direclion,
guidance and supervision of audil, careful and critical examinalion of audit
conclusions, manuals and joh specific audil guidelines / plans, - and internal
control and inspedlion systems and procedures.

4, Other issues

a1 Client relationship

In the SAl's relallondnp with the auditze organisalions, the prmcnples of
approprlaleness andd 1udluou<ness are adhered to, avoiding cmbarassment to the
auditee. An open-minded, construclive and prolessional atlitude is maintained
!hrougll conslant contact and discussions with the auditees. All audil findings and
reporls are forwarded o the sudilee agency at the drall stage for their comments
andd their responses are invariably incorporated in ihe final Awlit Report of the
SAL The eslablishment of a construclive relationship between the SAl and the
auclitee is helped hy ihe SAls policy of suggesting appropriate changes in
systems and procedures to prevenl future recurrence of irregularilies or losses,
rather than shouldering the duly of fixing responsibility on individual officials for
fapses. ' :

As regards the primary clicnis of the SALL viz, the fegisfalure, especiofly the
fegislalive financial commillees, the SAl maintains an aclive and’ mulvally
beneficial relationship. While it aclively assists the legislative financial
commllloee m the examlnallon of lhe SAls Aucill Roporl'- an(l fmalmalson of

m an informal hsh:on, as part of !hc macro Ievel aud:l |)Iann|n;:, pro(_u_.

4.2 Performance indicators

While the responsibilily for development of performance indicators and standards
normally rests wilh the planners and administrators who plan and implement the
social development programmes, SAkIndia often finds that these standards bave
ol been formatly set and even where such standards have been sel, the Y oare
either intermediale in nature and do not reflect the ultimate OIJ]L(_IIVC of the
programme} or are framed in such a fashion, as fo be incapable of precise
measurement. Faced with such situations, the SAl dbes not fix ils own
performance indicators, but comments on the absence of such indicators. Where
such indicalors and standards are available, (he SAl critically evaluates them 1o
assess whether they are meaningful and reflect the Irue offects of development.
Non-availability of adequate dalabases, both in ferms of social stalistics and for



meaninglul comparison of the performance with similar aclivities elsewhere, and
absence of a formal evalualing mechanism either wilhin the execuling agency or
oulsidle, are other major problems in this regard.

5. Conclusion

SAt-India has been a pioneer in the field of performance audit. Having introduced
the system of Efficiency-Cum-Performance Audit (ECPA} in the early 1960's, the
experience gained over the lasl four decades has enabled the SA! to hone its skills
in this critical area of audil. This experience has been supplemented by inputs
from other INTOSA! members in the form of documentation, training of senior
audit managers elc. Conversely, we have also been conducting training
programmes in different specialised areas of performance audit for audit
managers from SAls in the Aflrican, Asian and Pacific regions for nearly lwo
decades. Inlerchange of informalion with members of ASOSAI and INTOSAI
through exchange of performance audit guides, manuals, and reporls, and
parlicipation in seminars, workshops and training programmes furlhers the
process of continuous enhancement and upgradation of performance audit skills.
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PERFORMANCE AUDITIHG CONCEPTS, HANDATES
KETHODOLOGIES AND PRACTICES,
REPORTING AND OTHER Issuns/PnoBLBgs

Introduction

1.

Performanoce audit was introduced in Indonesia In 1979
through a management audit course held by the Supreme

Audit Board of Indoneaia (abbréviated BEPEKA) with the

'assistancc of an expert from the International Execu-

tiva Sorvice Corps (IBSG). Porforuance audit {manage -

mont audit) b-cano operational around 1979 through a

Pilot Projact.

Sinece 1982 BEPEKA has developed performance audit in the

- form of financial audit plus, that is a finanoial audit

cum an assessmant of certain aspects of economy, offid

clsncy and effectivenesa.

In ordor to develop the lnplaaontation of poerformance
audit activitioa, BEPEKA hae’ 1aaued the Audit Policy of
Piscal Year 1996/1997. The audit policy 18 gosred to~
wards improving the audit quality, including measuring

the outcomes of the programe.

‘Audit Mandate

Kz

738PEK£‘5 audit mandaio 1a'simp1y_butréioar1y defined in

“le



article 23, paragraph S of the Constitution of the
Republic of Indonesia of 1945, which reads as follows:

* *In order to sudit the accountability concerning
the state finance there shall be a supreme audit
baard, the regulation of whioh shall be carrjed

out dy law. The audit results shall be made known

to parlisment.”

The elucidation thereof states that 1

* *The way in which the évernmment utilizes the state
“budget which had been approved by-pirliamént shall
" correspond with that approval, In order to audit
the accountablility of the govornment. a body is
needed which is free from the influence and powers
of the government;, A body that is subordinated to
. the government cannot bear such a heavy responsibi-
1lity. On the other hand, that body shall also not
be one that is auporior to the government. There-
fore, the authority and obligution of that body shall

be regulatad by law.

The Poople's Asgembly, in its resolution No, 1V/¥PR/1973,
determined the position of BEPEKA and ite work relition-
ship with the other high state institutions. Following

up this resolution, in July 1973, the legislature endcted

Act No. 5/19?3 concorning the Suproma Audit Board that

thus provides BEPEKA with its prinoipal logal basis for

-l



its audit mandate. To illustrate the audit mandate as-
signed to BEPEKA In virtue of Act No. 5/1973, the con-

tents of article 2 are presented below

e BEPEKA shall have the task of auditing the account-

ability of the government concerning state finance,

¢  BEPEKA shall have the task of auditing the imple-

montation of the state budget as a whole,

* The exscution of the audits foforred to in paras~-

. graphs (1) and (2) of this article shall be car-
rieq out in virtue of statutory provisions.,

% ° The audit results of BEPEKA shall be made known

to pgrlitnont;

"Tha neahiﬁg 6! “the 1mplon6htation of the state budget
as a whole" is explained in the elucidation of articls 2

which states that audits conducted on accountability

concerning astate finance are to include jpter alia the
{mplenentations of the stats budget (routine zs well as

- development budget), the budgets of the regional govern-

ments and those of the public enterprises, in essence,

_ the entire wealth of the state,

531néé'£h5 act ébntainiﬁg fﬁé-at;fufqry pfd§iaioh5 for
-thé éofofhing Bf'bEPEKA'a audit executions w;é not avail-
" able at fﬁé:tine'Act No. 5/1973 wag enacted, a}ticlo 21
:'6f'fhézaﬁ6v;méﬁt16ned Act sfipuiatcs tha£ a8 ibhg as
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the provisions for the regulation of audit spacified in
article 2, paragraphs {(1)=and (2) of the Act have not be-
cond ava;lablc. audics by BEPEKA ares to be executed on
the grounds of statutory provisions currently in forose.,”

The content of "this articlée is.explained in the elucida-

tion thereof that reads 1

~The phrase #statutory provisions currently in force‘'means

the present Act and jnter alis the Treasury Act (State
Gatette 1925 No. 448) as amended and supplemented and

the Terms of Reference for the General Audit Bureau (State

Gazette 1898 No. 16l and ite amendments), exclusive of
Article 43 through Article 53 of the Treasury Act and
Article 2 of the Terms of Reference for the General Audit
Bursau which had been revoked in virtue of Government
chulation in lieu of Act ﬁc. 6 of:19cﬁ Jo Acé No. 17 of
1965, * | -

Public Accountability

7

In discharging his respongibility to the Psople's Aesembly,
the President governs the state by paying due attention

to the concept of public accountabdbility. Thc'purpoac of
this concept is to ensure that affairs of the state are

conducted with due rcgtrd to the intcroats of the Indone-

.Bian peoplo and nat;on. To support the dischargo of pub-

1ic accountability. thc 1ntcrnal audit mochaniem within

el




8.

9.

the ninistries, departments, public enterprises, and
regional governnente is strengthenad, among others
through the natabliahment of inspectorate-generals,
1n3pectdrateg and régional dnspectorates within the
accountable organizations concernsd. At the end of
sach fiscal year, the gBovernment prepares an Annual Pi-
nancial Statement (further roferred as AFS), which is
compiled rfon ﬁllracgounta of the ninistries and go-

vernment agencies.

'iuditing'Staﬁdafdé

In 1995, BEPEKA issued the Government Auditing Standards
that guarantoos principles suoh as independenco, 1ntogrity,

professional proficiency and due cara, confidentiality,

, p:o{pqéionzl behavior and technical issues. These stan-

dards are adapted from the GAQ - Government Auditing

. Standards 1994,

VAudit Po}iey

The audit of the accountabillty with respect to state

_finénce aims at prosenting a atatoment of the way in

which tho govornment implements the atato budget so that
it corresponda with the budget approved by parlianent.

" . This i8 done Dy conducting performance audits, The
Audit Policy aleo indicates that BEPEKA should express

-5



an opinion on the AFS by taking into account the follow-

Ing s

¢  The sudit of the AFS by BEPEKA has the purposs of
ascertaining and evaluating the fairness of the AFS
as & document réprosanting'tho accountability of the

government with respsct to the budget execution.

*  The audit of the AFS consists of an overall exami-

nation of the budget lmplemontation during the fis-
cal year, followed by the audit of fhd budget sccounts
of each ministry/public institntioﬁ. and finally the
audit of thoe accounting of the atate budgot and the
AFS draft prepared by the Agenoy for State Accounting
within the Ministry of Finance. :
*  Ae far as the audit of the budget implomentation is

coneerndd; it'has-alwaﬁg' been BEPEKA's intention to

snhance its audit quality by the application of per-

formance audit that emphasites the aspéctérof aconomy,
efficiency and effectiveness, without discounting
the significance of financial and compliance auditsg,

10. So far, the audit of the AFS acnduoted by BEPEKA is, in
fact, a financial audit to assure the acohfacy-bf the fi-
gures, By establishing the Audit Polioy, BEPEKA attempts
‘to evaluate the performance of the issues 10 be audited,

These jassues are related to foddaidff(eépiéially'rico

" production), health; education, and tourism on the ex-

-.6«



penditure side,.and to tax and cil revenuss on the in-
come side, The audit results & findings of those ism-
gues are intended to support the evaluation of the =

worthiness of the AFS,

11. The implementation of the so-called financial audit plus

i2,

has resulted in disclosing matters such as s
d cost overruns due to improper planning
*  unutilised finished projects;

* - gxcessive procurement and stock.

"~ Audit Process

Generslly, the audit process follows the stages men-

-~ t{oned in the Principal Paper.

Reporting

13.

1k,

Since 1995 BEPEKA submits semestral audit reports. These

~ reports usually contain

¢ audit resulte of the Anngal Pinancisl Statemént;
* audit reaultu of the impleuentation of the budget at

“various uinistriea ‘and agencies (central and local

-gov0rnmpnte)'and public enterprises.

-According to the Budget Act, the government has to pre-

pare a réport on the budgot implementation of the :

-7a



respactive fiscal year. The report discloses the budget
for revenue and exponditures as realiged by all ministries/
{nstitutions, and the difference batween the budget and

ite renlisation.

- fhe Government submite the financial etatement to par-
1iament in the form and arrangement as stipulated in the

Budget Act, to facilitate comparison beiween the budget

and its realization,

BEPEKA also prepares audit reports on its audit activities
of the previous year. Fulfilling the provisiona of Ar-
ticle 2 of Act No. 5/1973 on BEPEKA, the audit report is

presented to Parliament as well as to the Government,

As far ae BEPEKA's audit role is concerned, 1t can there-
fors bs said that Indonesia follows the neutral audit
principle, where BEPEKA is outside both ths legislature

and the executive.

In general, there still existsa uortaig reluctancé on the
part of auditpes concérning_porforgance audit. BEPEKA's
sudits are mainly baqéd oh'u | E

» conﬁ;ianc¢ Qi;hoxisiing laws anﬁ rogglgtions;

* possibilities of roducihg,oxpanditurca or inoreasing

revenueasa.



_ Constraints

15,

16.

The problems enoountered by BEPEKA in conducting per-
formance audits are, among other things, the absence

of performance astandards for measuring the organization,
function, activities, etc. of governmefit*agencies.

Only a few of the government agencies have established

their performance standards,

The insufficient number of professional auditors and
experts has hampered BEPEKA in conducting performance
audits,
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1. CONCEPT

1. Definition

The term "Board of Audit” used in this paper refers to the Board of Audit of Japan under the

present Constitution and the Board of Audit Law enacted m 1947

2. Performance Audit at the Board of Audit

The Board of Audit Law and the relevant statues do not refer to the terminology "Performance
Audit®, nor spefically mandate the Board to do it. The Board, however, has long been auditing

government revenues and expenditures from various viewpoints, including the followings:

_whether ‘statements of account fairly represent execution of budgets and financial
pos}itioﬁ of the State
 Uwhether accounting is in conformity with the budgets, law and regulations
- whether projects aré executed economically and efficiently

- whether project goals are achieved and effects produced

Thus, the Board audits the auditees' programs/projects execution and management from
viewpoints of economy, efficiency and eftectiveness, as defined by the INTOSAI Auditing
i SLandards “The Board's audit from such economy, efficiency and effectiveness perspective is

ccmsndered identical to the INTOSAI-defined perforamnce audit concept

3. Evolution of Beard's Performance-Audit

The evolution of performance audit at the Board has been gradual and progressive, which is
" quite 'unique compared with that of Australia, the Principal Paper writer and many other
countries. To begiﬁ with, the Board has véry long history and experience in audit from

economy and efficiency viewpoints since the time of its preceding organization, the old Board



of Audit under the Meiji Constitution {1888-1946). The old Board of Audit had audited

government projects and programs from economy and efficiency viewpoints.

Audit of project /program effectiveness is, however, telatively new to the Board; audit from
such viewpoint started i in 1970s and has gradually developed to date. As such, the Board's
“performance audit" has so far largely focused on economy and efficiency. However,
recogrizing growing demands for audit of effectiveness on various govemment programs and
projects from both the legislature and the public, the Board has recently come to place more

emphasis on such audit.

The Board's performance audit history mentioned above gene_raﬁy divides into three periods

as follows:

(1) 1947 to mid-1950

In this period, Japan was recovering from the devastation caused by the WWII defeat and
the government accounting management and control was generally not in good order.
Facing a huge number of fraud and irregulanty cases, the Board was largely occupied
with regularity, financial and compliance audit, a]thouéh it also condu_cted economy and

efficiency audit as did the old Board of Audit.
(2) mid-1950 to 1970s

As the government accounting generally |mproved the cases of u-regu!ar accountmo
practices dramatically decceased. T he Board thus began to put more empha51s on audlt

of economy and efficiency during this penod.
{3) 1970s to present

- While the economy and efficiency audit remained the core of the Board's audit :
aclivities, the Board gradually entered into effecuveness audlt staﬂmo from
- infrastructure projects to various social programs. The Board also contmues to conduct

regularity and compliance audit of most government activities.




For exampte, the 249 audit findings appearing in the Board’s most recent FY1995 Annual Audit

Report divided into:

-2 reguiaritylcompliance audit findings (88%)
- 32 economy/efficiency audit ﬁﬁdings (9%)

- 6 effectiveness audit findings (3%)

While the share of the economy, efficiency and effectiveness audit seems smatl, their impact

is far greater since oovemment money involved in the audited projects/programs represents

much higher proportton than the above

4. Performance Audit and Financial/Compliance Audit

The Board of Audit Law mandates the Board to examine final accounts of’ State revenue and

expendlture and to report its result in the annual Audit Report together with other audit

" findings. However, the Board does ot conduct CPA-type financial statements audit.

With some exceptions, the Board auditors normally do not examine compliance to budget, laws
and regulations for the sole purpose of venfying it : when checking the compliance, the auditors

nomally also examine it from a viewpoint of whether non-compliance could cause loss to the

* government. In fact, most audit findings from compliance audit involve cases in which non-

compliance has caused, or could cause in future, financiat loss to the goverament.

- 5, Legislativé Background

~ The Boﬁrd of Audit of Japan was established by the article 90 of the Constitution of Japan

which stipulates:

Final accounts of the expenditures and revenues of the State shall be audited ann(xal!y by
a Board of Audit and submitted by the Cabinet to the Diet, together with the statement

of audit, during the fiscal year immediately following the period covered. The



organization and competency of the Board of Audit shall be determined by law.
Based on this, the Board of Audit Law in article 20 stipulates:

The Board of Audit shall audit final accounts of State revenue and expenditure in
accordance with article 90 of the Japahese Constitution and of other accounts provided
by laws. The Board of Audit shall constantly audit and supervise Government accounting

to secure its adequacy and to rectify its defects.

The Law also stlpulates accountsfbodles subject to Board mandatory and discretlonary audit.

Major items for Board audit, other than those of the State Govemment are:

{mandatory)

- Accounts of corporate bodies in which the State invests half or more of the capital

(discretionary) _ _ 7

- Accounts of bodies directly or indirectly receiving financial assistance from the State
such as subsidies, incentive grants, bounties, and compensation;

- Accounts of bodies in which the State invests less than half of the capital;

- Accounts of bodies invested in by State-invested bodies.

As mentioned above, the Law does not speciﬁcail.y entitle or mandate the Board to do
performance or 3-E audit. However, through past audit accomphshments and D:et
deliberations, it has been generally understood by the Diet, auditees and general public that the
Board audit covers both financial/compliance audit and performance audit. The Board,
however, is not entitled to audit policies formulated by the Diet. When the Board finds
financially aggravating s‘ituartion in govemnment projects and programs, which is closely related
to policy issues and béjkohd the auditee's control , the Board reports the fact in the annuat Audit
Report to draw attention of the legislature and the general public to further observe its

development.




1. METHODOLOGIES AND PRACTICE

1. Audit Topic Selection

The Board's management establishes basic audit policy/guidelines every year. The basic audit
pollcyfmldehne describes major subject areas that shou[d receive the hiohest pnonnes ina
particular year's audit activities. Some of these subject areas are picked up in mid or long term
audit perspectives, and they reflect socialfeconomic issues the Japanese Government currently

faces, for example, at present, such as:

- Growing social secutity/welfare service costs caused by rapidly aging pobﬁlation ie.
public pensioners, medical care recipients;

. Construction and maintenance of highways, bridges, railways and other

- infrastruciures sufficiently resistant to massive earthquake such as recent Great Hanshin
Awaji Earthquake;

- Influence of international economic agreement;

- Growing information technology investment.

Based_ on the established basic audit policy/guidelines, the Board's each Audit Division

I establishes yearly audit plan showing:

{a) Major audit subjects;
{b) Background and reasons for major audit subject selection;
(c) Audit viewpoints and methods;

* (d) Manpower allocation for each audit subject;

() Man;days to be atlocated for each audit subject;

(f) Auditee agencies’ budget scales and other financial/administrative data.

* These yearly audit plans afso include mid-long term audit perspectives especially for auditing

" Government mid-long term projects.



2. Audit Processes

Tn performance audit type assignments, the Board normally picks out problematic programs,
and reports, together with such problems themselves, any program execution deficiencies and
bottlenecks which cause such problems. The first step of the Board performance evaluation is
therefore to pick out, by relevant documents and any other inside/outside information,
particular project auditors need to analyze and evaluate. And auditors in the second step
execute performance analysis/evaluation of the picked out pénicular program in the following

processes:
(1) Preliminary analysis
Auditors analyze basic policy documents such as:

- Cabinet agreement (s), legislation{s) etc. outlining thé policy behind the program;

- Program document showing background and purpose of the program;

- Planning document showing achievement target, target year €lc;

- Financial document showing budget and future financial positions of the
program;

- Internal ordinances and directives issued during the past project implementation
processes,

- Documents and matenals acquired in the past audit and the results of theis analysis;

- Others

By carefully going through these documents, auditors study potitical and socioeconomic
background of the program, identify each i)rob!ematié area, and also assess general
gravity, scale and character of the problem(s). Through these study and analysis,

auditors among other things make advance judgment on whether: '

- the problems and expected recommendations are worth reporting in the Board
annual Audit Report in light of scale, gravity, and administrative/socioeconomic
impact; '

- the causes of problems are within the control of the program executor;

"D




. the audit manpower presently available in the Board can achieve the audit goals
within the prescribed audit period;
_ sufficient administrative/financial data are available inside/outside of the Board,
_ sufficient evaluation expertise are available in the Board, and if not, whether they can
be obtained from outside expérts; | o

 there are any eavisaged audit obstacles and difficulties.

(2) Establishment of ‘Audit Viewpoints '

After idéntifying major problems of the program, auditors make detailed study on the
problems, and work out detailed audit viewpoints. The auditors thereafter identify

documents to be checked for each of these viewpoints. These documents consist of:

- Documents available in the Board, i.c. statements of accounts attached wath
vouchers/evidences regularly submitted to the Board by auditee agencies,

- Documents to be checked through on-the-spot field audit in auditee agencies

Note: Auditee agencies should regularly submit statements of accounts together with

vouchers and evidences to the Board of Audit based on the Board-enacted Account

Verification Regulation.

- (3) Establishment of Audit Schedule

Auditors then estabiish detailed audit schedule. The Board audit cycle starts with audit

planning and ends with submission of its annual Audn Report to the Cabinet. The Cabinet

. then presents the Report to the Diet together with its final statement of accounts. Since

the Board submits its Audit Report once every year, the Board auditors in general
establish one-year audit schedule stating, among other things, auditee agencies {o be
visited, on-the-spot field audit man-days, etc. Such one year audit schedule however
a!so takes into account multi-year long term audit ooa!s Auditors therefore often pursue

one year audn goals while pursuing goals for long term audit, results of which will appear

)



in subsequent year annual Audit Reports. Auditors incorporate these audit schedules

in the annuat Audit Plan, and get management's approval.

{4) Execution of Audit

After getting management's approval for the annual Audit Plan, auditors start field audit
normal]y from mid-January every year. In executing field audit for approximately two
and half months until the start of the new Fiscal Year (Aprl 1), audntors examine the
feasibility of the initial Audit Plan, cesults etpected at the end of the audit etc and
revise the initial Audit Plan if necessary based on the results of the field audit conducted
in these two and half months. Auditors then get the final Audit Plan approval from the
management, and imptement the revised Audit Plan. Auditors further get management’s
approval for modifying the Plan in case auditors face unexpected chang;zs of audit
environment/conditions during the subsequent audit implementation period. In the
middle of the audit implementation period, auditors report to the management
internediate audit results and discuss need for any re-orientation of audit strategy, theme

by theme. Auditors execute audit based on modified audit plan/strategy.

{5) Discussion with Auditee Agencies

At the end of the audit of particular subject, auditors present audit results to auditee
agency and discuss the content of the results to reflect on the finding auditee agency’s
standpoints and comments. Based on the results of the discussion, auditors prepare an
official inqui.ry to the auditec agency. Auditors then receive an answer to the inquiry
from auditee agency. In these processes, auditors frequently have discussions with the

auditee aoency staﬁ‘ until both sides agree to the conclusion reached by the audit.

(6) Preparation of Audit Report

Based on the conclusion agreed upon with the auditee, auditors draft audit finding to be




reported in the annual Audit Report. To review the findings, the Board sets up two
layers of screening committees, the first one chaired by each of the five Bureau Director
General and the second headed by the Deputy Secretary General of the Board. These
committees have intensive discusstons on individual audit findings submitted each Audit
Division. To prepare fair and impartial Audit Report, individual drafis are examined by
both auditors and non-auditors neither of whom is directly involved in the audit in
question. After screening and revising by the committees, the finding is ﬁﬁally presented
to the Audit Commission, the highest decision-making committee of the Board, for

approval and inclusion in the annual Audit Report.

After comptetion of the Report, the Board sends the Report to the Cabinet. The Cabinet
then submils its statement of accounts together with the Report to the Diet. The annual
Audit Report is a document indispensable for Diet deliberation on the Government
statement of accounts. The Board prepares its annual Audit Report only once a year.
The Report however carries Board's many multi-year audit activity results. The Report

is open to the public and mass media.

(7) Follow-up Audit

1 After pubhsmno an annual Audit Report, the Board conducts follow-up review on every
recommendation appeared in the Report, and reports the results of this follow-up in the

subsequent annual Audit Reports until the recommended actions are taken by the auditee

agency.
7. Audit Criteria

Criteria are developed from available documents such as:

. Bas1c pohcy documenls such as Cabmet agreement {s), leﬂrslauon(s) etc. which
' outhne(s) the Govemment policy behmd the program to be audited;

- Program document showmg background and the purposé of the program;
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- Planning document showing achievement target, target year etc.

- Internal ordinances and directives.

Normally, auditors in the first place identify performance measurement indicators shown in

these basic policy documents such as:

- Qverall program purpose and goals;

- Program out!inddetails;
- Target date/year for achieving the prog;ram goals;
- By-fiscal-year achievement goals; o

- Total program budget and budget breakdown;

- Others. |

8. Evidence

Like compliance audit findings, performance audit ﬁﬁdings must have sufficient supporting
evidence. In Japan, auditee agencies regularly submit statements of accounts together with
vouchers and supporting evidences to the Board of Audit based on the Board-enacted Account
Venfication Regulation. These supporting evidences include not only ﬁnanc:a] but also non-
financial documents, such as contract documents and design drawings. Board auditors can first
collect basic evidences from such documents stocked in their office. They a]so extensively

request for and collect evidences through field audit.
Il OTHER ISSUES AND PROBLEMS

1. Entity Relationship

Since the successful completion of audit missions largely depends on auditee cooperation and
understanding, the Board always tries to keep close commumcatxons w:th the audited entity

throughout an audit mcludmg pre- and post- audit contact to ensure that lhe audit objectives




&

are well understood. The Board also emphasizes maintaining an objective, neutral and fair
position in reporting its audit findings to the Diet; multiple layers of screening and peer review
committees are set up within the Board which exanune each case from the viewpoint of both

the Board and the auditees.

2. Skills for Performance Auditors

As already mentioned, the Board started at least certain elements of performance audit in
considerabfy carly stage, and has recruited audit staff from various backgrounds. Although
people with law and economics backgrounds make up more than 50 % of the current 1,248
workforce, the Board has 177 persons with engineering education backgrounds ranging from

architecture to electronics.

To fully utilize and develop such human resources, the Board provides continuous training and
education opportunities to them. While most of the training courses are conducted in house
at the Board 's training center, some are offered by various government training institutions.
For more advanced studies, some staff are sent to domestic/foreign universities and research

institutions.

The Board also has outside experts in various fields who are seconded from other ministries.
Although these experts join the Board on a loan basis, they serve only to the interest of the

Board during their term and constantly provide technical advice.

)
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