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INTRODUCTION

The headings used in this paper are those used by Australia in its principal country paper.
The term “Audit Office” used in this paper refers to the New Zealand Audit Office.

CONCEPTS

Performance Aud;tmg is Relatwely New in New Zealand

Under section 25(3) of lhe Public Finance Act of 1977, Parliament gave eXpress authonty for
the Audit Office to review the application of public resources to ascertain whether this had

- been done efficiently and effectively in a manner that was consistent with the applicable
- policies of the aud;ted enhty

The early audits looked at the financial and control aspecis in the audited entity. The first
performance audit in terms of the INTOSAI concepts did not take place untit the mid 1980°s.

Objectives of performance auditing

Performance auditing, in the form of special audits and studies of aspects of public sector
operations, is undertaken principally for the purpose of enabling Parliament to be assured that
its authority to carry out those operations has been exercised by the entilies concerned in

" accordance with Parliament’s intentions. The work is not undertaken with the express

objective of seeking out wrongdoing or of providing benefit to the particular entitics. These
may, however, be the secondary consequences from the conduct of a performance audit.

Perfc;rnrlance'rauditing and finaneial anditing compared

The accountability arrangements for the New Zealand public sector require the inclusion of
both the financial and non-financial performance information in the annual statements

~ prepared by nearly all public sector organisations. That information must be audited.
~ The Audit Office therefore carries out both attest audits on an auditee’s performance

measures as well as pcrfonnance aud:ts that result i in direct reports.



PERFORMANCE AUDIT MANDATES

Legislative Basis in New Zealand

The nature of the Audit Office’s legislative status and mandate is derived from the fact that its
role is to assist Parliament in the function of scrutinising executive govemnment performance.

The Audit Office’s range of interests necessarily reflects the matters in which Parliament
iself has an interest, and on which Parliament can be reasonably expect assurance from its
auditor. These interests include finding out if public sector organisations have obtained and
applied public resources in an effective, efficient and economical manner.

“In New Zealand, as in Austraha the mandate stops short of allowing an assessment of the
appropriateness of policy objectives. A performance audit could, look at the steps leading to a
policy decision, make an assessment of whether the policy objectives have been met, and
consider what have been the results of the implementing the policy.

The Audit Office has complete discretion in the selection of topics for performance audits:
the limitation is in the entilies that can be subject to a performance audit. Included are
government departments and local authorities. Excluded from coverage are State-owned
companies and corporations. : T S

Powers fo Inspect Records

The Audit Office has wide powers under sections 26-28 of lhe Pubhc Fmance Act 1977 In
particular, sectlon 28 empowers the Audit Office to require a person

* To attend and give evidence at an inquiry into any subject-matter..
+ To produce any documents that the Audit Office consnders hkcly to contam any
information relating to the subject-matter. : o

Parliamentary Privilege

Parliamentary privilege does not automatically extend to every report the Audlt Office mlght
wish to release. Reports which are “ordered to be printed” by the House of Representatives
as parliamentary papers are covered by parliamentary privilege and any performance audit
report so sent to Parliament that is dealt with in this manner will be covered by privilege.
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METHODOLOGIES AND PRACTICE

Audit Planning and Topic Selection

The Audit Office uses a three-year rolling strategic audit planning process in which it
identifies major risk factors and employs probability estimation techniques to help determine
the work programme. Attached as an appendix are more details on the process. The topics
selected for the work programme come in the main from this strategic audit planning process.

Stages of a Performance Audit

The stages used in the Audit Office are:

. A proposal on the topic is prepared, which will include details of the likely scope of

the audit. Relevant sections of the proposal are forwarded to, and discussed with, the
entity when protocols are established with them.

+ A preliminary study is underiaken. This may involve speaking to people at several
levels of the entity’s management and carrying out some fieldwork. An audit plan is
then developed which is also discussed with the entity.

+ Fieldwork is undertaken and a “summary of findings” report is prepared.
3 A full draft report is prepared and discussed with the entiiy.
. A final report is written and presented to Parliament.

Managing the Audit Programme

Audits are managed according to normal project management systems. For example, one
member of the audit team has the 1ole of project manager and has to report on progress
against milestones, spending against budget eic. This information is submitted to a project
steering committee.
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The Audit Plan
The audit plan builds on the audit proposal, particularly the approach and methodology, and is
the working document that drives the audit.

. The audit plan outlines what the audit is about, the expectations of the audit, and how the audit
- will be conducted. The plan has details sufficient to:

¢ Ensurethere is no uncertainty about what the audit team wiil do.

+ Allow the project steering committee to decide whether the proposed method of
conducting the audit, its cost and its timing are acceptable

The audit plan may require some revision during the course of the audit. Revisions that modify
the original objectives of the audit, add to the budget cost, or mvolve substamlal changes to
audit standards require further approval. ' :

Auditing Standards

Performance audits are camied out to the same professnonal standards (\\he:e relevant)
expected of attest audits.

Audit Scope and Focus

The degree to which the audit team can place reliance on the audited entity’s internal controls
will affect the work it proposes to carry out. In considering this issue, the team may:

) Obtain from the Office’s financial auditors their assessment of the enfity’s contro}
environment.
¢ Plan for appropriate testing of internal controls.

In planning the audit approach (that is, the objectwes and methodoiogy), lhe team often
considers one or more of the following:

+ The effectivenessof the entity’s operations or functions.
+ The adequacy of the entity’s procedures and systems.
¢ ‘The quality of the entity’s performance measures for the activities being audited.
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Audit Criteria

Audit criteria are reasonable standards against which fo assess existing conditions. Criteria
usually translate into a series of "expectations” which form the basis of the conduct of the audit.
Audit criteria compared to actual findings generate conclusions. Effective and useful criteria
possess two key characteristics:

¢ They test meaningful measures of auditee performance.

* They make possible a reasonably consistent judgment, estimate or measurement,

Useful criteria increase the probability that different auditors will reach similar conclusions in
similar circumstances.

Sources and Development of Audit Criteria

- Sources of cniteria can include:

+ Legislation.

+ Policy statements or central agency pronouncements.

¢ Departmental policies, manuals, and standards and measures of good performance.
+ Standards of good practice developed by professionsor associations.

¢ Statisticsor practices developed within the entity or among similar entities.

+ Criteriadeveloped in studies or previously applied in similar audits.

The team develops criteria specific to the entity, programme or function during the planning
stage. The criteria should give clear guidance for the audit and assist in development of specific
audit plans to test them. As the audit progresses criteria are often expanded and made more
specific. :

The team may consult with relevant specialistson some technical criteria.

Evidence

All statements of fact in performance audit reports must have supporting evidence. The
strength of argument used to support conclusions depends on the validity of the facts stated
and the quality of the supporting evidence. -
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Auditors make a judgment on the quality of evidence gathered. Report comments having
high risk need the highest standards of evidence. In making the judgment the auditor will
need to determine whether the evidence is:

4 Relevant.

¢ Reliable.
¢+ Sufficient.
+ Representative.

¢ Verifiable.

Decument Standards

Worksheets are developed in the planning stage to guide fieldwork. They ensure the consistent,
logical collection of all the information necessary for satisfying the objectives of the audit.
However, worksheets do not replace auditor judgment.

Worksheets are used to identify:

+ Relevant files to review.

¢ The documents which the team needs to collect.

4 The data which the team needs to record. - %
¢ Formatsin which data will be coliated. |
+ Details of any reperformance, observations or testing which the team needs to carry out.

+ Outlines of interview questions. '

¢ The sampling that the team needs to do. |

+ Assessments which the team needs {o make.

Audit Findings

A “Summary of Findings” Report covers:
3 Expectations.
¢ Kéy findings.

+ Preliminary Conclusions.
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The report also includes comment on and reasons for any mgmficant addlllons toor e\clusmns
from the expectations or objectives of the audit plan. : : -

The report should:

+ Matchresults of the analysis against the audit expectations. 7

+ _ Assess the importance and implicationsof analysis against audit expectations. i
¢ fsolate the most important findings and arrange them to forma logical argument.

The report should enable the auditor to establish:

+ Risks. .
-4 Key messages. _
+ Particular lbpics to emphasise or de-emphasise.
+ Topics to report in a formal report and those to be dealt with in another manner.
4 TOplCS where addmonal \\ork is necessary
0 Prehmmaryldeas of how and whal messages to market to target audiences.
REPORTING

The Continuous Report-Wrifing Process

The Audit Office prepares a drafi report that is shown to the entity and then prepares a final
report. The final report can take various forms including :

+ A full report tabled in Parliament.
¢ A full report to the entity, and summary report to Parliament.
¢ A management letter.

¢ A published special-purposereport.

The particular reporting form will be determined by the objectives established for the audit and -

therefore will vary from audit to audit.
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OTHER ISSUES/PROBLEMS

Entity Relationships

The Audit Office puts considerable energy during the audit into managing the relationship
with the audited entity. This can include providing briefing sessions for management at
crucial stages (like the conclusion of the audit planning stage) as well as providing regular
progress reports (often informally), especially if the audit is to extend over several months.

Skills of Performance Auditors

The Audit Office must ensure its reports are always credible. An important factor is therefore
making suze that the team has the necessary competence to carry out the audit. Outside experts
are used where the team lacks specific knowledge or where it is more efficient for the team to
tap into existing expertise than to develop the knowledge itself. ' :

Outside experts can enhance the quality of the audit plan in terms of its appropriateness and
feasibility. At the reporting stage they can provide some assurance to the team on the validity
of its conclusions and the suitability of its recommendations. Care must be taken in using
experts who are free of conflicts and whose input will not be considered to reflect a particular
bias. Qutside expert input must meet the same professional standards as that required of Audit
Oftice personnel.
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APPENDIX 1

STRATEGIC AUDIT PLANNING IN THE NEW ZEALAND AUDIT OFFICE

Over the last three years, the method used for audit planning has developed 31gmﬁcantly
Although it is still evolving, it has advanced to the point where it can reliably identify suitable
matters for audit attention where:

¢ from a public welfare perspechve the likely outcomes of public spendmg will be
sub-optimal; and

* well-targeted audits are likely to result in cost-beneficial improvements to those
outcomes, and

e the matters subject to audit are already, or are tikely to be, of immediate interest to
Partiament.

The method is as follows:

+ The monies approved by Parliament for public spending (the Estimates of
Appropriation) are reviewed item by item. For each item an estimate is made of the
extent to which the likely outcome will be sub-optimal. To restate this in technical
language, an estimate is made of the expected loss in welfare, where the terms
“expected loss” and “welfare” have their usual economic meaning. These estimates
are made using the method of cumulative probability.

+ Sub-optimal outcomes from different appropriations can arise from common causes

A range of such causes have been analysed and placed into broad categories known

as risk faclors by a process analogous 1o failure modelling. To illustrate, poor

quality decisions about a social programme and inferior public services provided by

that programme may both have resulted from weak information management (a

1 : pariicular risk factor). The expected loss associated with each appropriation item is
' - attributed to and apportioned betwveen one or more risk factors.

¢ From another perspective, different expenditure items often have commoen

- characteristics which may make it useful to combine them when assessing audit
priorities. - For example, different government grants may be administered by
different agencies, each of which receive separate appropriations for the purpose.
However, rather than auditing each agency’s performance separately, it may be
useﬁxl to look at them colleclively '

+ The esttmates of expected loss are therefore clustered in two ways, by risk factor

“and by common appropriation characteristics. These are combined to produced a

list of possible sources of expected loss, ranked from highest to lowest. Items in the
list may be:

¢ an individual appropriation item which does not have significant
characteristics in common with other items, or



o a cluster of appropriation items with common characteristics; or

¢ a rsk factor which causes expected loss in a significant number of
appropriation items which may or may not have common characteristics.

+ The largest sources of expected loss are then examined in more detail. A judgement
is made about whether or not an audit intervention would be likely to improve
organisational performance in such a way as to reduce the expected loss. In those
cases where an audit seems useful, an estimate is made of its expected payoff, using
a standard payoff matrix. If more than one possible audit can be identified, the
expected payoff is estimated for each audit. At the same time, the cost of the
intervention 1s also estimated.

+ The penultimate step is to assign a weighting to each payoff estimate which reflects
the likely level of Parliamentary interest in the area subject to audit. The weighting
is a multiplier with values between 1 and 2. A higher value reflects an assessment
that, other things being equal., Parliament would attach a higher priority to that
issue. Using multiplicative weightings in a confined range between 1 and 2 achieves
the following objectives.

e Weighting never results in a reduction in expected payoff. Thus, cost-
beneficial audits are never rejected simply because Parliament’s interest in
them seems limited.

e Weighting increases the piobability that audits will be conducted in areas to
which Parliament attaches greater priority.

¢ The upper bound on the weighting means that the selection of audits is not
dominated by considerations of Parliamentary interest. No matter how great
that interest, audits that are not cost beneficial are not pursued.

+ The foregoing steps result in a list of possible audits that can be ranked in terms of
the weighted payoff per dollar cost of each audit. In general, any of the first fifly
audits could easily be justified on cost-benefit grounds (typically by a factor of
more than ten to one). The final selection is made having regard to a range of other
factors which include operational and tactical considerations.

+ In the event that a particular audit cannot proceed or is delayed for reasons not
foreseen during the planning process, the method provides a very large poot of
possible alternatives with which to replace it.

The Office has also developed computer software which greatly assists this planning process.
The soflware presents the user, on cue, with a variely of useful information about
appropriation items and the financial circumstances and performance of government agencies.
It performs the necessary calculations for risk and payoff estimation and automatically
generates ranked lists of expected loss and weighted expected payoff.
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1. INTRODUCTION

" This paper shali attefnpt to describe and explain the 'Performance auditing concepts, mandates,

methodologies and practices, reporting and other issués/problems’; evolved, practised and

. experienced in context of Pakistan on the lines suggested in the principal paper of Sub-Theme

1 produced by Supreme Audit Institution of Australia. For the purpose, this paper has been

- divided into five segments:

) Performarice Auditing Concepls;
- i) . Performance Audit Mandates;
_iii))  Methodologies and Practices;
iv)  Reporting and ;
V) Other Issues/Problems

- Tﬁc material contaiﬁed in'ihié pap'éf is based on literature, guidelines and research papers on
. performance auditing produced by the Supreme Audit Institution of Pakistan (SAI) plus
~ experiences gained in implementation of performance audit in Pakistan.

SAI of Pakistan has complete faith in pé_rfdrn\anbc auditing as a tool to improve management

practices in public administration by focussing on economical, efficient, effective and honest use
of public funds and positive rofe it can play to ensure good and effective governance in Pakistan.
Of late, ethical viewpoint in public expenditures is being touched upon.




L

%) 2. PERFORMANCE AUDITING VCONCEPTS

2.1 Evolution of the Concept

Traditionally, the general scope of the Auditor General's audit included regularity,
compliance and propriety in public expenditure. A significant event in the development of history
of audit in Pakistan took place in 1977. The Government decided that SAT of Pakistan would
evaluate, on a continuing basis, the performance of public sector commercial enterprises. It was
hoped that such assessment, analysis and evaluation would not only ensure greater accountability
but would also help in the formulation of sound policies to improve the performance of the -
increasingly important sector. For the purpose, Performance Evaluation Cell was sct-up in the
Auditor General's office in 1978. SAI of Pakistan at that time was not adequately equipped to .
undertake this new assignment straight away. Under the Dutch Technical_A;si;tgpggﬁlfr}gﬁ@@g;&;i o
the Berenschot Moret-Bosboom (BMB) experts déveloped the methodology for’ Carrying-out 520
performance evaluation of publi¢ sector commercial enterprises. Evaluation reports produced by -
the Performance Evaluation Cell were appreciated by the Public Accounts Committee {PAC),
a select committee of the legislature besides wide recognition by the international agencies like
the World Bank, the donor-agencies and internationally renowned financial experts. These were
the days when the concepts of performance auditing, especially the framework of economy,
efficiency and effectiveness were still evolving. o T

Experience gained in performance évaluation of public sector commercial enterprises was
an encouraging factor that made head-way in adoption of performance audit as a function of
Pakistan Audit Depariment on voluntary initiative. It is interesting to note that unlike
performance evaluation, no government direction was given to Supreme Audit Institation of
Pakistan for taking up performance audit. SAI proceeded by its own decision in 1981 perhaps
due to awareness about new audit techniques in most of the SAIs gained through mutual
interaction after becoming member of International Organization of Supreme Audit Institution
(INTOSA]) and Asian Organization of Supreme Audit Institution (ASOSAI in 1980.

Initially, the SAI started with performance auditing (by the name of Project Audif) of
projects underiaken by the government depattments. It was soon realized that nature of
government aclivities varied from department to department and the projects in various sectors
had their own critical areas. This necessitaled development of a suitable methodology  for
different kinds of projects. Again, SAI of Pakistan approached the Government of Netheslands
who financed the appointment of M/s BMB as Consultants for Methodology Development and
training in Performance Audit. From SAl side, Performance Audit Wing (PAW) was set up as
a counter-part organization to Mfs BMB to develop methodotogy, train auditors and help assure
quality of audit in field. The team of Consultants, in collaboration with PAW, developed a series
of guidelines in two streams viz., general and sectoral. The general guidelines consisted of broad
instructions on planning, executing and reporting performance audits. The sectoral guidelines -
telated to Censtniction, Bducation, Water lIrrigation, Health, Road Transport, Agriculture,
Power, Water and Sanitation, Railways and Telecommunications. These guidelines give a
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general over-view of the sector and important indicators in non-technical language. Later on,
these guidelines were revised and up-dated in the light of practical experience gained in
implementation of performance audit. Some new sectoral guidelines added thereto relate to
Forestry Sector, Environmental Audit Framework Rural Electrification Projects, Oil and Gas
Indusiry Projects, Rural Development and Rural Credit Schemes. (For more details see
Appendix-1). :‘ :

- Here it is worthwhile to mention distinction between performance evaluation and
‘performance audit. This is purely a local innovation in Pakistan. The term performance
“evaluation applies to performance evaluation of public sector commercial enterprises while
- performance audit is concerned with performance of development projects, programmes or
activities undertaken by the government departments. In literature on performance auditing, these
terms ace used interchangeably. To a person who is not familiar with the evolution of these terms -

~in SAI of Pakistan, this distinction is quite confusing.

2.2 Derﬁrning Performance Auditing

Performance avditing has been defined in numerous ways in different countries depending
upon the background of development of auditing in the context of economic development in each -
~ of them. There is a terminology jungle that expresses the expanded scope of government
auditing. Thus there is no universally accepted definition of performance audit though the basic
premises of all existing definitions are more or less the same. For example, Canadian
Comprehensive Auditing Foundation, General Accounting Office (GAQO) USA, and Australian
Nationa! Audit Office have defined the term in various ways. .

In Pakistan, SAI defined performance audit in its Performance Audit Guidelines as:
“an independent appraisal of an audit entity to determine the extent to which resources
were managed with due regard to economy, efficiency and effectiveness and in

L conformity with applicable regulations, rules and procedures”.

As obvious from the above definition, the hard core of Performance auditing is the
framework of economy, efficiency and effectiveness. In this definition:
o - Economy refers to acquisition of resources at the lowest cost keeping in view the
" objectives of the organization. This is input oriented. :
o  Efficiency means optimum utilization of resources keeping in view the objectives

of the organization. It implies moximizing output from given resources or
minimizing input for given outputs. This is process orienfed.

o - Effectiveness refers to the achievement of objectives. It involves assessment of
outcomes of programmes and profects which are usually external to the
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organization. This is result oriented.
. 4

2.3 Performance Auditing is relatively new

Traditionally, the SAT of Pakistan was concerned with financial auditing encompassing -
regularity, compliance and propriety in public expenditire to ensure financial control and
accuracy of accounts. SAI of Pakistan started performance auditing in 1981. The concept, being
dynamic and flexible in character, has wide canvass depending on skills and imagination of
performance auditor. Being a new concept, it has a-moral, spiritual, ethical and religious appeal
in context of traditional religious environment in Pakistan. - . -

2.4 Objectives of Performance’ Au dltmg_

T

SAI of Pakistan in its Performance Audit Guidelines, has adopted the objeciives of '
‘performance auditing as defined in the twelfth Congress of INTOSALI held in 1986:

(a) - provision of a basis for the impraovement of public sector managemeni; )
(b))  improvement in the quality of information on the results of public sector
.. management that is availoble to policy makers, legislators and the general
comminity; : L _ : L S
(¢  encouragement of public sector management to introduce process for reporting on
performance; and e e T e
(d)  provision for more adequate accountability.

SAT of Pakistan, through its performance audit reports endeavours to improve:
(a)  internal conirols and systems; -

()  all aspecis of management; and

{c)  programme results.

Besides improving management - practices in public sector and sharpening  the

accountability process, the objective of performance auditing, in its ultimate analysis, :is to. - SRR

determine if economy, efficiency and effectiveness have been atiainted in the expenditure of
public funds. I S I .

The objectives of performance auditing in context of Pakistan can be better appreciated
in case of development projects with quantifiable targets. It is to highlight the promises made
in the initial conception of the projects and indicate the short comings in their achievements, It
also identifies factors résponsible for project failures which enables the Public Accounts
Committee (PAC) to debate and issue appropriate instructions to avoid these bottienecks in future
planning. ' S : : - :
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2.5 Performance Auditing and Financial Statement Auditing Compared

Auditors of SAI of Pakistan were traditionally concerned with financial auditing which

-~ was primarily concerned with examination and reporting upon accuracy of accounts, compliance
with rules and regulations, legality and propriety of public expenditure. Performance auditing

embraces an expanded concept of audit and focusses on the economy, efficiency and effectiveness
of government activities. The audit mandate enables the SAl of Pakistan to adopt any method
or mode which helps in analyzing, testing and checking the accuracy of data.

3. PERFORMANCE AUDIT MANDATES

3.1 Audit Mandate . - . oiow

Supreme Audit Institution of Pakistan derives its mandate from the following sources: 3

- {a)  Constitution of Islamic Republic of Pakistan 1973;
()  Economic Reforras Order 1972;
c) 7Chaders/()rdmances/Acts of Parlioment establishing various authorities and
_ public sector corporations; and
. {(d) . Pakistan (Audit and Accounts) Order 1973.

Arucle 168 to Arllcle 171 of the Constitution of the Islamw Republic of Pakistan

o snpulates the terms and conditions of appointment, functions and power of the Auditor General.

The Auditor General is appointed by the President and he cannot be removed except in the
manner described in Article 209 which makes it obligatory on the Government to refer his case
to Supreme Judicial Council. This Council is an independent body headed by judicial officers.
This article of the constitution gives independence to the Supreme Audit Institution.

The Economic Reforms Order 1972 gave the SAI the pcwer to audit the accounts of the
pubhc sector enterpnses and in post 1972 era performance evaluation of these units was

_introduced through an executwe order

The Audit and Accounts Order 1973 determmes the extent of the authonty placed on the -
Supreme Audit Institution to audit the accounts of Federal and provincial govemmcnts,
authorities established under Act of Parliament or lhe orders of the President.

Wlth the adoption of modern auditing techniques and methodology in the field of audit

~ such as performance auditing, EDP audit, Certification audit or any other kind of audit by the

SAl ‘doubts were expressed by some of the auditee organizations about these new concepts of

B audit as to ‘whether thesé fell legally within the meaning of audit. On this issue, the Ministey of
Law, Justice and Parliamentary Affairs clarified in June 1995 that Pakistan {Audit and Accounts)



] “‘n

Order 1973 does not prescribe any particular mode of audit. Any mode or method which satisfies
the requirements of Section 11 of the Pakistan (Audit and Accounts) Order 1973 could be
adopted. Explaining the meaning of term "Audit’ it confirmed that the new techniques and
methods, namely, performance audit and certification audit etc., do not offend against any
provision of the Pakistan (Audit and Accounts) Order 1973. As such, the Auditor General of
Pakistan has legal mandate to undertake any kind of audit as he deems necessary. .

The reports of the Auditor General relating to the accounts of the Federation are
submilted to the President, who causes them to be laid before the National Assembly and the
reports relating to the accounts of a province are submitted to the Governor of the Province who .
causes them to be laid before the Provincial Assembly. These reports are discussed in the
meetings of the respective Public Accounts Commitice (PAC), a select committee of the
Legislature. By virtue of this mechanism, the, Auditor General occupies a central place in the
process of public accountability. o : '

-4 L E ; SuTse

3.2 Review of Government Policy

Generally, all the SAls refrain from commenting upon government policy. In Pakistan,
" the SAI, t00, does not carry out audit of policies. But, in case of performance auditing,
government policy at times has been reviewed and commented up and recommendation made to
review it. For example, while carrying out performance audit of Directorate of Haj, .Jeddah it
was recommended that ‘Hiring of accommodation (in Mecca and Madina) shou!ld be optional for
Haijis (pilgrims) applying for Haj under Regular Scheme'. This year 1996, the government has
changed its policy and the aforementioned recommendation is implemented in full. Though audit
of poticies is a risky area yet one shoutd move cautiously. However, the auditors of SAI examine
in depth the implementation of policy and its consequénces. |

3.3 Power to Inspect Records

SAl of Pakistan has powers to inspect records of the agencies that are being audited.
Sometimes, there are problems in getting the needed information but this can be attributed to
inadequate management information system in the auditee organization. With ‘the speedy
computerization of accounts, this type of problem will soon be eliminated. :

3.4 Parliamentary Prrivilege

In Pakistan, the Parliament is the main client of the department of the Auditor General
of Pakistan. SA1 carry out audit for the National Assembly at the federal level and provincial
assembly at the provincial level. The reports are laid before the National Assembly/Provincial -
Assembly as the case may be. Parliamentary privilege provides the SAT to report independently




and at the same time imposes obligations to produce quality audit reports.

The PAC/Executive does not interfere in the planning process and SAl is fully
independent to undertake audit of any kind of activity. o

4. METHODOLOGIES AND PRACTICES

4.1 Development of Computerized Performance Audit Management '
Information System :

SAI of Pakistan, in collaboration with M/s BMB Consullants, has developed :a

% . comprehensive Computerized pezrformance Audit Management I“fomoisiygtc"%g‘é“" _

" and monitor the performance audit production process ‘in Pakistan. This=sysiemxissof {a2
comprehensive nature focussing on all issues! The overall structure of the moniforing data base™

consists of three major dimensions:
(@ ~ P.A.P. Planning and Implementation;
()  Human Resources Development and Training; and
{c)  Quality Control. . | '
The dimensions above are sub-divided into major components as follows:
o P.A.P. Planning and Implementation:
- Strategic Plakning
- Annual Planning
- P.A.P. Implementation

o Human Resource Development and Training:

: P.A. -Humqn Resource Development
" - Training Program :

o Quality Control:
- Perfonna-nce Auditor Level ,
© - Quality Control at Supervisory level
" . Human Resource Development and Training

The information flows between the M.LS and the thiee levels within the Pakistan Audit
Department. These levels are: -



0 Field Audit Office
0 Performance Audit Wing (PAW) and
0 The Office of the Auditor General (A&G)

This system is a part of the internal systems and control of the Department of the Auditor
General. Moreover, it keeps track of the quality, quantity and progress of the performance audit
reports, the training needs and efficiency of the officers in the field and the performance of
individual field audit offices. ' ‘ -

4.2 Audit Planning (The Rolling Plan)
Performance Audit of a project/programme is often undertaken 6niy once. The field audit _
offices, however, prepare a three year rolling plan for performance audit to enable a mix bj!__gq ¥

e

of coverage of various sectors of economy. Each year, the first yearof a 'tolliﬁg‘.pgfg ]
a plan for the current year and another year is added to maintain the cycle of three years.
plans for the first year of the rolling are prepared in detail.

Each Director General of Audit is responsible for preparing annual audit plans for his
entire jurisdiction. These plans are approved by the Auditor General and copies of performance
audit plans are also endorsed to the Performance Audit Wing. Directors General of Audit set
objectives for performance audit and match resources. In each of the freld audit office a
performance audit cell has been established to plan and organise performance audit work.
Information base for planning includes: :

- The perspective audit plan of the Auditor General;

- Current five year Development Plan;

- Annual Development Plans (ADP);

- Annual Budgets;

- Cuttings from the national press;

- Directives from the PAC, the Executive Heads etc.;
- Masters files on each audit entity. : @

Sometimes financial audit and performance audit of an entity are taken up simultaneously. _
In such cases, financial audit report is appended with the performance audit report and discussed -
as a comprehensive audit report. _ -

4.3 Audit Topic Selection

Performance Audit Management Information System has simplified the selection of audit
project by using standard selection criteria. Planning and Implementation dimension has
identified a total of 19 selection criteria from which a field office can choose. The criteria are
grouped in clusters and include: -



"""r.

Large capital outlays;

National or socio-economic significance; .
High level of public expectations; )
Media visibility, views of opinion leaders, expert opinions or concerns of special
interest groups; ! ' _ : '
Potential risk of fraud or misuse, and under utilization of resources;

Special nature of the activity, functions, operations, project, or organization itself;
Official directives (including PAC directives); '
Deployment of large number of human resources and
The project has run inte difficulties.

SO Q0
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4.4 Stages of a Performance Audit

__is."_;'__"l‘

]'i' s

The performance audit process in Paknsta}a Eﬁg;?&offolliv@ngp
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o Planning;

o Executing;

o Reporting and - = - _ ,

o Follow-up of implementation of, recommendations/directives by the PAC.

At planning stage, audit objectives, scope, criteria, methodology, issues of potential
significance, timing and resources required are determined. '

At execution stage, review and analysis of accounts, internal controls, other data and
record with a view to arrive at audit opinion and conclusions duly supported by evidence
appropriate in quality, sufficient and relevant is carried out.

At reporiing slage, result of audit are communicated to appropriate authorities after
discussing draft report with the management and incorporaling its comments/views in the final
draft of the report. : : :

- At follow-up stage, impiementﬁtion of the agreed recommendations and directives of the
PAC is monitored. - = . : : .

An overview of the planning, executidn and reporting ';)iyééeé of the performance audit -
process is depicted in Appendix I, JF and 1iL. ' ' T

4,5 Audit Criteria
Generally, the audit Critéria in 'performance auditing has been divided into two groups:

(a)  General criteria
- ()  Specific criteria



General criteria are derived from common sense or general rationality. For example, a
general review of an organization may suggest re-distribution of work and simplification of
procedures. In most cases, general criteria are derived from generally accepted management
praciices i.e. bulk purchases are more economical than piecemeal purchases. Professional norms
are also included in this type of criteria. _

Specific criteria are derived from the objectives laid down for a particular project or
programme. For example, in case of Malaria Eradication Programme, targets for eradication of
disease over a certain period was laid down. During performance audit of this programme, these
objectives/targets were adopted as criteria for the project. Like-wis¢ targets laid down in Mass,
Literacy Programme can be adopted as criteria in performance auditing. Specific criteria are
closely retated to the particular operations in a specific area i.e. capacity utilization of plant and
equipment, input-output ratio, regular and period maintenance of locomotives etc. Thus,
operational standards also form part of the specific criteria. '

4.6 Sources of Audit Criteria

In performance auditing, audit criteria are determined afresh in every performance audit
exercise and discussed with the auditee. This eliminates the apprehensions of the management
and makes the audit exercise more objective, unbiased and fair. At the same time at gives

credibility to the findings of the performance auditor.

In Pakistan, performance audit of development projects have been mostly undcriakén, the
audit criteria have been derived from the following souzces: -

Basic Planning Documents (PC-1 proforma);

Government Policies and directions;

Applicable laws, rules and regulations; - :

Generally accepted management practices (GAMP);

Generally accepted accounting principles (GAAP),

General accepted auditing standards (GAAS); . .
Standards set by international professional bodies and similar audit agencies;
Performance standards set by the managemen! itself; T '
Literature on the subject-matter;

Past performance of the audit entity and

Interviews with the professionals and experts. = -

OOV OO0

In actual practice, sometimes performance audit criteria against which _ac_h.ial performance
is judged are generally not very specific and accurately measurable. At the same time indicators
of actual performance are also not comprehensive or representative enough. ’

10



4.7 Augit Approach
- SAI of Pakistan usually follows two approache; in performance auditing:

"(a)  Process oriented approach
(0)  Results oriented approach

Process oriented approach focusses on the systems procedures and internal controls of

an organization and examines its processes and operations. This approach is adopted in areas

where quantification of objectives and measurement of final outputs are difficult such as in

- health, education and social welfare programmes. In results oriented approach the review
commences with the measurement of results and its comparison with the pre-established criteria.

In case of significant variations, analyses are carried out of causes and their effects.

4.8 Evidence

In performance auditing, audit findings are based on evidence which is valid, relcvant and |
competent, Performancc auditor uses financial as well as operational data to find out:

o resources obtained with due regard 1o economy; )
o  human and physical resources were utilized efficiently and '
o objectives of programme are achieved.

Calegorxes of evidence consndered in performancc auditing are:

o Phys‘rca!: P sate visits, venﬁcatzon of assets etc.

o Testimonial: - oral or wrilten statements from users

o Documentary:  files, reports, manuals, instructions budgets etc.
Anal)ncal analysis of data and information

-Sou rces of evidence gcnerally mclude interviews, questionnaires, audit programmes use
of expert studies, use of consultants, graphics, market research reports, departmental manuals
etc. Performance auditing is primarily looking people at work. Therefore, observation as a tool
of ewdence is very important. : L

Nature of cvndence mvolves matenahty, degree of assurance and quahty of cwdencc SAI :
-~ of Paklstan ensures that audit findings are based on reliable evidence. Any error that comes {0
notice at the time of discussion of audit resutls wnth the management is rectified at this stage.

11
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4.9 Doéumentation Standards/Working Papers

Performance auditors, while carrying out peiformance audit, adequately document the
audit evidence in working papers.

The working papers are arranged in a logical and methodical way to facilitate easy
reference and retrieval of information. They are serially numbered and a list of contents prepared.
for easy reference. Nature of documents that are usually included in organized working papers
are categorized into broad segments depending upon natire of organization such as:

= T~ T R

The above categories are not exhaustive. They will vary ac.;cordihg‘t—(; nature and

Information about audit entity

Audit planning

Work done during audit and
Management responses and d;iaft reports.

operations of the project, programme o1 aclivity.

4.10 Audit Findings

SAI of Pakistan has developed concept of the five C's for reporiing audit observations
that are proposed to be included in the performance audit report, particularly those relating to
economy, efficiency and compliance with rules and regulations. The steps involved in five C's

arc:

o Criterig:
o Condition:
o Causes:

o Consequerices:
o Correction:

These are 'standards’: the desired state’; 'what showld be’.

It is what the auditor finds ¢$ a result of his review.

This means analyzing causes that were responsible for the
unsatisfactary condition and to what extent these were beyond the
control of management. ' S

In the reporting context, this means consequences of a 'finding".
It is a logical outcome of the line of inquiry followed in a
meaningful audit. The auditor's analysis identify areas for

improvement and suggest corrective actions. - :

Recommendations are developed after discussing audit results with the mana'genllcnt of
the audit entity. In the final draft, comments and views of the management are incorporated to
give a balance opinion in the performance audit report. “The ultimate purpose of the audit resulis
are (o assist the management in improving its operations. ~ o I
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5. REPORTING

This is the final phase in the audit process. Reporting is a continuous proceés as there is a
continuous dialogue and discussion with various levels of management during the audit. This

ensures:

0 facis are verified and undisputed;

0 management explanations are taken into account before arriving at conclusions;

o the results of audit do not come as a surprise to the management; and

o an opportunity is afforded to the management to take corrective active even before the

audit is concluded. |

SAI of Pakistan ensures that draft of the audit report is flis_cuss,.qd_ with l_qb_ ma.pagg_g_};ég;;}p_ cqsg el

", of significant differences in perceptions and logic between the man_ageli_{qij}f@id;t_hé____aﬁu;ggﬁfg_f@_‘e %i 5
management's viewpoint is objectively and briefly reflected in the report, alongwith the aﬁ'd\llbjl'?;:fg
reasoning why it is not acceptable. . : : ' '

1

In Pakisian, the report is then reviewed by the Director General Audit. After approval by the
Auditor General these reports are submitted to the President/Governor as the case may be, who
causes them to be laid before the legislature. A copy of the report is also sent to the management
of the auditee. :

6. OTHER ISSUES / PROBLEMS

6.1 Client Relationships

‘l Generally, SAI of Pakistan has been able to cultivate 2 good working relationship with
the auditee organizations. At times, problems have been experienced in a few cases, but these
were resolved amicably at a later stage.

SAl's relationship with the clients have béen further strengthened through!

(i) Circulation of 'Performit', a professional magazirie devoted to the advancement
of financial and performance audit in public sector and other related disciplines,
ta top management of all Ministries/Divisions, corporate authorities, and executive
departments of provincial and federal governments. The material contained in the -

. magazine familiarizes the clients with the latest auditing and analytical techniques

used in performance auditing.
(i)~ Participation of the nominees of the clients in Intensive Training Programme (iTP)

13
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in Performance Auditing organized by the Performance Audit Wing. The middle
level management in the client’s organization are familiarized with performance
auditing techniques which help them to improve management operations.

{iii)  Participation of the top management of the client's organization in the national
and international seminarsiworkshop in performance auditing foster cordial
relationship that facilitates audit work.

6.2 Skills of Performance Auditors

Performance auditing has no limits/boundaries. It has wide canvass depending upon .
imagination and knowledge of the auditor. Performance auditor, therefore, should possess
specialized skills and research aptitude to carry out performance auditing. He must have basic
knowledge of economics, statistics, mathematics, finance, and management sciences besides cost
accounting and financial auditing. SAY of Pakistan has tackled this issue through ‘imparting
intensive training to its officers in performance auditing besides short courses in financial

_management. At times, consultants were engaged to work with performance auditors in carrying
out performance auditing in reseatch, agricultural, transport and railway projects. o

Other prOb!emsﬁSsueé relating to implementation of performance auditing in Pakistan
can be grouped as under: ' .

=~

Lack of motivation arong Performance Auditors;
Limited coverage of development projects due to inadequate human resource
gualified for the job;
Lack of knowledge in Technical Areas;
Inadequacy of planning in field audit offices; .
Improper utilization of trained manpower; '
- Quality Control in Performance Audit;
Political Instability; . .
Inaccessibility of Audit to Media;
Lack of Coordination between Audit Planning and Finance;
Non-existence of Performance Budgeting, and
Lack of a Centralized Information data base.

)

R~ YRR R~ T~ B = B = B =

7. CONCLUSION

SAl has boldly faced challenges in implementing Performance Audit in Pakistan. Despite
initial problems, performance audiling has great achievements at its credit over the last few
years. The scope of performance audit is no longer confined to development projects only. Field
Audit Offices are now undertaking performance audit of programmes, activities and specialized

14




functions of government departments and research organizations.

To promote and increase coverage of performance audit in Pakistan, SAI of Pokistan
needs on the job training facilities in other SAIs to adequately equip its auditors with
specialized skills and modern technigues in audit and evaluation.
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‘Appendix-—J

PERFORMANCE AUDIT GUIDELINES .

Book - - Title
Iniroduction to Performance Audit
Uaderiaking Performance Audit

i Report Writing
Project Audit Guidelines
Programme Audit Guidelines

I Programme Audit - A Case Study .

e Ex

. .
PROJECT PERFORMANCE AUDIT GU]D_EL!NE'SV

Yolume
1 Eva]uahon of Project Beneﬁt and Cost’ Outcom
11 - A : - Construcuon
v . : . - Education Seclor
v . ’ . Irrigation Sector
V.1 Concise Guide
VI . : Health Sector
VI o Road Transport Sector
VI R Agriculture Seclor
VI 1 h Agricultural Research Projects
VIIL2 ' Animal Husbandry Projects
IX , Power Sector
X L Railway Sector
X1 Walter Supply and Sanitalion Seclor
X1 Telecommunication Sector
X1 - Forestry Seclor
Xty - Environmental Audit Framework
XIV.1 | " Rural Electrification Projects @&
Xiv.2 Oil and Gas Industry Projects
XV Rural Development
Xv. ' Rural Credit Schemes
XVl : Gender and Developmenl
OTHER' PUBLICATIONS
1. ' Financial Analysis for Manage'rs and Auditors

Data Analysis in Performance Auditing
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AN OVERVIEW OF THE AUDIT PLANNING PHASE

Understanding the Audit Entity

Identifying Key Rctivities, Systems ' j .
and Controls : ’ : ; Q2

® ,
Determining the

Audit Approach : criteriaisrs

Conducting Preliminary Assessment

]

| - No
Feasibility

Yes

identifying Issues of Potentilal
Significance

g& Specifying Audit Objectives

'Developing outline Audit Plan

Preparing Preliminary Survey Report
{PSR) .

¥
To - -
- The Audlt Execution Phaae
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AN OVERVIEW OF THE AUDIT EXECUTION PHASE

From ; _
The Audit Planning Phase

Appendix-II _ . . : ' .

Audit’ :
Programme {— et 1

pata ChLlection

Review key systems and controls, and
issues of potential significance

Data alysis

Determining cause and effects

]

Conclusions

Findings, conclusions, recommendations

_ To -
The Audit Reporting Phase
' Api)cndixn'IV ) ) .
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AN OVERVIEW OF THE AUDIT REPORTING PHASE

From
The Audit Execution Phase
Appendix—III

1

Discussing the Draft Report
with Management

Incorporating Senior Management's
Responses in the Report - - ‘

ﬂ; 'Finalize and Issue the Report
Follow up
Report
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: : - PHILIPPINE COUNTRY PAPER ON
PERFORMANCE AUDITING CONCEPTS, MRNDRTFS
: METHODOLOGIES AND PRRCTICES
REPORTING AND OTHER ISSUESIPROBLEHS
(PRINCIPAL PAPER SUBTHEME I)

'I. INTRODUCTION

The pace of current economic and social development work of
government - particularly in the Phililppines has greatly
accelerated compared to the martial law period. Within this
context of growth and the country’s limited resources, the need
for responsive, facllitative, efficient and effective government
operations has therefore become increasingly - critical.

~ Relatively, Increased attention is glven to - relating
accountability in the government to development. -

As programs become both extensive and intensive, a situation
that could strain the financial resources of government, it

- becomes imperative that an independent arm, one not involved 1in
- the planning or implementation of programs, provide an objective

evaluation of program results and the efficlency wilth which
results have been attained. This can only be effectively
discharged and performed by the Supreme Audit Institution (SAI).

. The SAI should be able to pinpoint programs which are
- unproductive and inefficiently conducted and programs the costs
of which far outweigh the benefits

For the SAT to be an effective body, it must therefore
provide assistance to the government in determining areas where
economy, efficliency, and effectiveness in the use of resources

;..can "be improved. In this regard, the SAI must examine to what
- eXtent government . agencies contribute to the welfare of the

citizenry and whether or not the people are getting value from
the government for the tax money they spend.

It 1is but fitting to say that the role of SAT should be

ﬂgeared towards a more meaningful participation in attaining the

goal of its country. For the Philippines, it is the attainment
of the goal of Philippines 200¢. This vision of an advanced
economy requires an enlargement of audit perspective to bring
about  a new dimension in the conduct of auditorial functions.
Heretofore, -there 1s & need for a larger type of audit, which
reguires not only the traditional financial and compliance audit
but also the evaluation of- the economy, efficiency, and
effectiveness of government operations.



II. MANDATE.

The Commission on Audit (COA), as the Supreme Audit
Institution of the Philippines created pursuant to the
constitution, has the power, authority, and duty to examine,
audit, and settle &1l accounts pertalning to the revenue and
receipts of, and expenditures or uses of funds and property,
owned or held in thrust by, or pertaining to, the Government, or
any of 1its subdivisions, &gencles, or instrumentalities,
including government-owned or controlled  corporations with
original charters and on a post-audit basis. Further, it |{is
required to submit to the President and the Congress within the
time fixed by law, an asnnual report covering the financial
condition and operation of the Government, 1its subdivisions,
agencles, and instrumentalities, including government-owned or
controlled corporations, and non-governmental entities subject to
its audit, and recommend measures necessary - to improve their
effectivenéss and efficiency.

- To effectively discharge these constitutional functions,

COA sought the legislation of 1its major purposes and functions.
Thus, on June 1il, 1978, the Government Auditing Code of  the
Philippines stating the COA’s primary objectives and codifylng
government auditing laws and rules was signed into law. This Code
includes, among others, the development and implementation of a
enlarged - type of COA audit called comprehensive audit. aAs
contemplated under COA Resolution No. 83-56 dated August 16,
1983, comprehensive audlit, encompasses:

1. A critical examination of financial ~ transactions,

_accounts and reports, ascertaining compliance with

laws, rules, regulations and budgetacry regquirements as

well as adherence to prescribed policies and procedures
(financial audits},

2. A review of managerial effisiency marked with
elimination of waste and efficient use of public funds
and resources {economy and efficlency audlts); and

3. An ascertainment of effectiveness by determining
whether desired results have been achieved and program
have accomplished theilr purposes and  objectives
(effectiveness audits). : '

With this statement of policy, the COA formally adopted the 3
E’s audlt (economy, efficiency and effectiveness), or what was
then called performance audit. Today, this same type of audit 1s
more popularly known as value for money (VFM)) audit




III. VALUE FOR MONEY AUDIT INFLUENCES

The conduct of performance/VFM audit in the Philippine
government can be traced to some baslic influences &8 follows:

A. The 1950's

On July 28, 1954, the Budget Commission, as directed
by then President Ramon Magsaysay, engaged the gervices of
a private consultancy firm, Booz, Allen and Hamilton, to
assist in the modernization of budgeting, accounting and
auditing practices of the Philippine Government. The
program of Work contained 18 projects, the 8th of which

" pertained to “Revised Statutes to Permit Adoption of
Modern Accounting and Auditing Practices," for  which the
active involvement of the COA (then called the General
Auditing Office) was solicited. -

The recommendations of the consulfants included
the extension of the scope of audit review to include:

1. “the determination that speclfied goals are belng
achieved,”

2. the assessment of the efficiency of operations,

. 3. .audlt of all functions of the government - "revenue
: - producing- as well as revenue spending” activities,

4. the determinafioﬁ that the over-all functions of the
- agency are in accordance with the intent of law.

This audit which required a different expertise from
the transactions-based COA audit, also required a parallel
training of COA auditors. According to the Booz, Allen &

"Hamilton report, & training program was developed which
i{ncluded the following subjects:

. 1. Survey of agency operations and development of an
audit program.

2. Conduct of an audlt engagement including the
- - preparation of audit working papers.

'3;: Preparét1on of audit reports

4. Supervision

5. Buditor relgtxéﬁshibé.

'Tﬁisr report states that "small classes of about 25

persons each were establisghed...largely of the decislon
type, (meeting}.. for two hours over a flve-week. period,
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.... {(with Six successive classes ... graduat{ing) a total of
12¢ people...”™ up to June 1956.

Rdditional training was g¢given to those actively
engaged in carrying on the program audit work, consisting
largely of verbal and written guidance designed to ald 1in
the programming and execution of this work, with special
attention to the training of audit team leaders.

The conduct of performance audit which was 1in 1itself
not vyet fully developed, was however, implemented by COA
~only to &a certain extent upon assumption of office of
Chairman Francisco Tantuico, Jr. in 1976. It was done by
the Performance Audit Division of the Program Audit
Office which was later renamed Performance Audit
Office (PRO)} under Chairman Tantuico, Jr. Over the years,
however, the skills for this type of audit did not spread
to other = offices which- substantially retained the
transactions-based compliance audit function on a pre-audit
basis. As Chalrman Tantulco said, the Booz, Allen and
Hamilton report was not really implemented.

B. The 1980s

Seeing the need to modernize COA audit, COA Chalrman
Francisco S. Tantuico, sought to reform COA audit to
énhance performance audit. He exposed the audit staff to
the concepts, methodologies and practices of the value for
money audit (then called performance audit or econony,
efficiency -~ and effectiveness - audit) through the
following:

1. Study Grants/Scholarships on Performance Audit

Study grants availled of by selected COA personnel
who trained with the audit organizations of countries
where linkages have been established such as Canada,
the United States, Great Britain and Australis.

The grantees were in turn required to re-echo
their 1learnings to COA audit personnel through the
Commission’s training arm, the State Accounting and
Auditing Center (SAAC}, which is now known as the State
Accounting and Auditing Development Office (SAADO).

2. Forelgn Consultants/Seminars

To complement these on-the-job learnings, foreign
consultants sponsored by the United Nations Development
Programme and the Canadian . Comprehensive Audit
Foundation, among others, were invited as lecturers 1in

,



vafious_ - seminars on economy, efficiency and
effectiveness audit. :

3. Desigh of Training Manuals

Based on the lectures and the materials provided,
the then SAAC alseo initiated the design of training and
audit manuals on the 3 Es audit, the updating of the
library facilitlies, and the continous improvement of
its training package on comprehensive auditing to
ensure that the auditors are kept abreast of the latest
techniques and tools on auditing.

4. Designation of Lead Offlce

The Performance Audit Office (PAQ)}, one of the
Offices of the Commission {now the Special Audit Office
[SAO])}, because of 1ts experience with program audlit,
was designated as the lead implementing office for
comprehensive auditing. The PADO was in-charge of
special audits, including program audits, although the
program audit skills which were learned in -the early

- *50°‘s based on the U.S. consultants’ work (Booz, Allen
and Hamilton) weéere not widely disseminated.

Secondments or temporary reassignments to the PAO
of audit staff from other offices were resorted to, to
hasten the'on-the—job learnings of the auditors.

Mrs. - Lucita Andres, the first grantee to return
~ from &a one-month on-the-job training 1in Canada for
Comprehensive Rudit - (under the Canadian Comprehensive
Audit Foundation} was assigned to head the PAO, and re-
echoed her Canadlan experience through a set . of
Comprehensive Audit Guidelines. She also spearheaded
the conduct of comprehensive audit in 13 government
departments.

In 131986 however, comprehensive audit was not yet in full

“bloom. - There was a dearth of materials on the development of
‘audlt criteria and a need for technical expertise in the

technical aspects of evaluation. The manuals developed concen-
trated on the steps but did not provide Philippine-based
eXercises which tould enable the auditors to relate their actual

"‘field experience with the concepts. Perhaps because of the

urgency with which performance audit was implemented, the cage

studies used in training were from the U.S.

, " There  were - however, already a host -~ of . foreign-and
Philippine-trained "auditors who already conducted comprehensive
audit. Training was conducted among national, local and corporate

‘auditors. Most of the auditors however, did not vet feel very
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confident in the conduct of comprehensive audit because they
needed expertise on setting new standards. Consequently, audit
repert inclusions of performance audit findings vere, on & COA-
wide basis, not yet thorough.

The EDSA Revolution in 1986 withdrew the implementation of
_comprehensive auditing. Because of the graft and corruption which
went undetected/unpunished/tolerated during the Marcos regime,
the new COA leadership sought to make COR more effective in
weeding out corruption in government. COA audit was redirected
to the transactions-based compliance auditing with special
emphasis on fraud detection and submission of cases  for
prosecution. The Performance Audit Division under the Performance
Audit Office was renamed Fraud Audit Division and the office was
renamed Special Audit Office.

C. 1986-1994

Wnile economy, efficiency and effectiveness audits were
shelved in favor of financial and compliance and fraud audit, new
government programs, projects and activities which came into
existence could not be audited comprehensively. The focus of
audit resources on these types of audit saw a growth in the
number and importance of agencies, programs and projects which
were outside COA audit and expertise. There was a dearth of
materlials =~ available for . use as standards and - technical
expertise/assistance in evaluating these new types of government
activity. In-house expertise was sadly lacking.

- Chairman Eufemio Domingo, seeing a problem with COA's then
short and fragmented courses, directed a redesign of training
courses to ensure their integration and provision . of needed
skills as follows: : : S .

1. Design of Philippine-based Practise Set for
Performance Audit )

In determining the courses needed to equip COA
auditors with the skills they need to comply with the
Constitutional requirements on COA, SAADO designed a
multi-level program of training. After the  basic
financial audit and transactions (compliance) audit
which form the baseline audit skills,. Performance
Audit was included as a type of audit to be learned at
a higher level, L . _ o .

A committee was created in 1993 to develop a
Philippine-based practise set which was to become an
integrated exercise simulating an actual performance
audit. The SAADO utilized as members of the committee
auditors -trained . in comprehensive audit under the

»




leadership of Mrs. Andres.

An actual performance audit report was used
as the model, and the auditor the main case writer.
The use of an actual audit was considered necessary to

" show COA auditors how to apply the performance audit

concepts in a Philippine setting, using Philippine
government - laws, rules and regulations within the
context of the Filipino culture. The approach used
was simulation, enabling the reader to go through the
different stages of an actual performance audit
(survey, execution and reporting) and to arrive at a
conclusion at the end of each phase. This conclusion
is evaluated afterwards to enable the participant to
know if s/he is in the right direction. Participants
were also allowed to question the case as 1t was
written to enable the case writers to improve on its
understandability and completeness.

The practise set culminates in the presentation of
audlt findings in an audit report which enables
participants to put down their observations in an
actual report form.

D. 1994 - Present

The

" entrance of the administration of Chairman Celso D.

Cangan in 1994 brought the following innovations:

1.

Completion of Performance Audit Practise Set and its
Use 1in Training of Trainors

In- 1994, the performance audit practise gset which

',was started in 1993 was finalized after many revisions.

In September 1994, the practise set was used to train
trainors. The Philippine case study was subjected to
class analysis and the tralnors authorized to train
auditors to conduct performance audit.

Benchmarking in Canada .

Also in September 1994, with a grant from the
Canadian International Development Agency (CIDA), COA
sent a mission to benchmark on the Canadian audit
practices. . Headed by COA Chairman Gangan, the
delegation included Commissioner Rogelio B. Espiritu
and the SAADO Director. During.the ¢trip, Chairman
Gangan identified performance audit or Value for Money
(VFM) audit as it is called in Canada, as one of the
key factors 1in the economic progress of Canada,
because the government auditors tere able to provide
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advise on how the tax money was spent. Over the years,
Canada has become one of the countries which are most
advanced in the implementation of performance audit.

. Inclusion of Value for Money in the COA Vision

In the December 1994 Strategic Planning Conference
of COn for 1995, the Commission framed and adopted 1its
Vision and Mission. = In its Vision statement, COA
asserted its commitment to "verify whether all revenues
are collected and duly acdcounted for, the use of
resources 1is lawful, the statements produced by public
administrators arée true and reliable, and by giving its
people the assurance that they get the value for their
money"” (underscoring supplied).

Prioritization of Value for Money Audit in 1995 and 1996

To fulfill the vision crafted in December 1994,
with the full support of the Chairman, COA officlals
identifted the implementation of VFM audit as a major
audit priority for 1995 and 1996.

Seminars Conducted by Canadian Experts, Redesian

of Philippine Training Materials, Conduct of New
Training Courses for Trainors, Intensive Re-echoes
and On-the-Job Tralnings : "

Through the CIDA grant, Canadlan experts came to
COA in January, March and Rugust 1995 to sharé their
expertise in the conduct of VFM audit and the benéfits
derived from it. '

With the use of Canadian materials, SARADO further
refined and completed 1ts performance audlt training
materials and practise sets and trained trainors once
again. With the Chairman’s full support, a funding of
P 1 million was provided each regional office te re-
echo the trainers ‘courses,

COA trained more than 5,700 auditors in 1995 and
1996, with 3,851 auditors with on-the-job training. A
total of 2,725 VFM audits were conducted, with
Directors of audit offlices determining audit focus 1n
conferences with auditors. With a sustained audit
focus, 1995 audit reports now include VFM audit
findings. R - :

In - 1997, Canadlan éxperts will come to COA to
help auditors develop methods for formulating audilt
criteria particularly in areas where a database for
comparison - of results or costs 1is - not readily
avallable. To this end, the SAADO director has
obtained the approval of CIDA to fund the trip, and



"has provided the experts questions on the basic
difficulties of conducting VFM in the Philippines
{particularly 1in audit criteria development} to help
them make thelr lectures more meaningful and relevant
and to enable COA auditors to gain mnore skills in
thelir areas of difficulty.

6. Fellowships on VFM Audit

In 1995 and 1996, Chalrman Gangan sent 2 CCA
scholars to the United Kingdom and 3 scholars to
Canada. Two of the fellows to Canada stayed there for
3 months on practical posting, while one trained with
the Cenadian Comprehensive Audlt Foundation [CCAF} for
one year thereby learning the state-of-the-art in the
same institution where Mrs. Andres trained 13 years
ago.

. Another fellow left for Canada this year for a 9-
month posting with the CCAF. Four of the returning
~ scholars have already re-echoed thelr learnings
through training and reports specifically detailing
new approaches and techniques learned, including the
idenfication of VFM audit focus through risk
assessment (a more systematic method of focusing which
is an improvement over the old methodology learned}
and the develcopment of audit criteria. The scholar
wno arrived after one-year posting is now developing
his re-echo materials.

Today, the Commission realizes that it should continually
adjust and add to the skills mix of 1ts audit staff through on-
the-Jjob trainings which transfer the lessons of experience and
good practice and also through workshops and seminars conducted
by experts and practitioners. It is through these approaches

- that the auditors’ awareness to more 1important audit areas are

widened.
IV. V F M CONCEPTS

VFM Audlt, as a concept, is universal; its assumptions are
true for all auditing systems. HoWwever, concepts are sometimes
difficult to apply in practice. The audit environment of Supreme
Audit Institutions are sufficiently unique and different £from
each other that the adoption of uniform practices for VFM Audit
becomes impractical. .

It is this audit reélity that forcés-every audit institution
to devise its own strategies in making VFM Audit achieve the
goals it aims for. 1In the Philippines, the Commission on Audit



shares this experience. Since by law, we have to undertake VFM
Audit, we are contincusly exploring the possibility of making
audit procedures relevant to the Philippine setting.

DEFINITION OF THE VFM -

Value for Money Audit (VFM) is defined as an independent
agsessment of the extent to which an organization operates
" efficiently and effectively with due regard to economy. It
encompasses the three elements of value for money - economy,
efficiency and effectiveness.

In practice, the boundaries bétwéen economy, efficiency and
effectiveness are seldom clearcut. VFM examinations may
therefore pursue these different aspects as a Jjoint exercise,
particularly when considering the closely  linked aspects of
econony and efficiency.

Effectiveness examinations often have distinctive
characteristics and require special care. Frequently they are
solely assoclated with matters of policy; and "they may pose
particular problems in measuring performance or achievement.

The Three Elements of VEM

. ﬁcbnomy, efficliency and'effectiveneés are the very basic
foundations towards the attainment of & sound managerial
control/performance.

The concepts of ecénomy, efficiency and effectiveness in COA
are as follows: : - : o : :

*ECONOMY -  Doing things "CHEAP"/spending "LESS"

- This is the concept of minimizing the cost of
resources used for an activity having reaard
to the appropriate quality. It implies. the
use of the least amount of available inputs
or resources. It is input oriented.

*EFFICIENCY - Doing things "RIGHT“/Spendingr?WELL"

- this 1s the relationship between the output,
in terms of goods, services or other results,

and the resources used to produce them. It
is the accomplishment of assigned goals,
preoeduction targets orr - other specific

programme cobjectives in a systematicr manner
which contribute to minimizing - operating
costs without detracting from the level,

1e
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*EFFECTIVENESS -

quality and timing of the services to be
provided by the public entity, project or
enterprise. It 1s process oriented.

- Objectives of VFM

—aa am

1)

2)

A1l

1}
n
. 3)
»

5)

outputs

—— - ——— —

Doing the "RIGHT THINGS"/Spending "WISELY"

It is the extent to which obijectives are
achieved and the relationship between
the intended 1impact and the actual

"impact of the activity. It 1is result

oriented,

Generally, the objectives of VFM audit are as follows:

to provide

indépendent information, advice and

assurance about the 3Bs 1n major fields of revenue,
expenditures, and management of resources; and

to - identify appropriate ways of 1mproving financlal
control and VFM and to encourage and assist audited
bodies to take action where improvements are shown to
be necessary and cost effective.

UFH'can be measuted by'reference to the following:

Objectives -

Inputs -

Activities

1

Impact = | -

‘what an organization 1is trying to

achlieve :

the financial human and physical
resources an organization uses or
consumes

the process by which an organization
converts 1ts resources into outputs

‘the product of activities in terms of
- goods, services or other results

{Planned/Intended versus Actual)

the ultimate effect of ocutputs not only
in the direct achievement of obilectives
but alsce in the wider effect on other
aims.

11



V.

METHODOLOGIES

A.

THE PLANNING PHASE

value for money auditing or performance auditing,
like any audit endeavor is relatively complex and
cannot be done without careful planning. The success
of any audit engagement is dependent on the audlt
plans. When the auditor plans, he actually does the
audlt program. It is at this stage that the team
determines the audit scope, the audit oblective, the
audit procedures ' including the time allocation, and
regources to be utllized in the audit activities.

Steps 1n the Planning Process
1. Understanding the agency and program being audited

In order to gain sufficient information to
plan and program the entire audit, it i1s necessary
to conduct an audit survey. Since this 1is the
first step, 1t 1s relatively fast process of
getting information about the agency and 1its
program without the detailed verification.

The kind of information needed to be obtained

-. vary depending on the type, purpose and scope of

the audit to be made. Primarily, thé inforiration
should include the fellowing: - :

To) documents relative to the creation of
the agency : : -

o the agency goal and purpose

0 - the programs -~ and activities the
organization administers

o] operating methods

0 management reports

o the organization structure

Q financial data

- " sources of funds {past years - and
present)
- amount o¢f budget (past years and
" present}) '
- -~ actual expenditures (past years
- and present)

- The sbove 1nformation may be obtained through
the following:

o discussion with top management officials

o interview with people directly involved
in the prodgram

0 annual reports and other materials
published by the auditee

12



(v} policy/procedure manuals
o] permanent working paper of past audits
0 past/present budget

Determining Audit Objectives

audit objectives define the audit’s purpose
and what the audit is expected to achieve. It
determines the direction of the audit. Through
the objective, the auditor can determine the audit
procedures to be undertaken sand the needed
evidence to support the audit conclusion.

~_ The audit objective 1s contained in the audit
program. It 1s the question that the audit ¢tries
to answver. A program usually includes 1ist of
objectives which 1s used as & guide to the auditor
in carrying out the audit engagement.

Iin an econcmy audit, the audi tor shall

- determine whether or not the audited agency 1is

giving due consideration to conserving its

resources. The ideal economical operations 1s
characterized by inputs or resources obtained in
appropriate quality and quantity at the lowest
cost. _ - '

. " In an .efficiéncy audit, the auditor shall
determine whether:

.o -1ncreésed results could be accomplished

: from the same costs

0 the same results could be accomplished

: - for less costs : )

o the rate of increase of results would be
. greater than that for the costs

o the rate of decrease of costs wWould be

greater than that for the results

In an effectiveness audit, the auditor

..~ shalls
(o] assess the adeduéey of management’s
system for measuring effectiveness
o @ determine . whether a program

gatigfactorily achieves a desired level
- .- .of program results
o identify. @ causges - that inhibit
satisfactory performance

The audit objectives contaln three
elements, namely:

13



The Criteria - the "what should be". This is
the vyardstick against which
the agency performance is
assessed.

The Action or Lack of Action of Management -
this is the "what 18" or the
"what happened” in the agency.

The Effect - This is the result o0f the
- management action or lack of
action - this 1s generally

expressed in amount.
Identifying Potential Audit Issues
After gathering the basic information, the

auditor conducts tests to determine whether
systems of controls over programs, projects,

- .activities or operations are adequate., From this

stage, possible management control weaknesses mnay

" be identifled as potential audit 1issues.

) In the process, the auditor can Iidentify
possible management weaknesses which need detailed
examination. - This includes a condition existing
in the &gency or program observed by auditors
where it appears that cost ¢an be reduced or

- program results can be improved. Focus may be

directed at areas where 1t appears that time,
meney and other resources can be saved, 1f the
audit 1is concerned with economy and efficiency.
On the other hand, if it 1s directed towards
program results, the survey effort is more on the
identification of program goals, and the procegss
used to monitor the prodram results, and assessing
the reliability of data as to whether the results
satisfy the program goal.

In selecting the potential audit issues, the
team should determine what could go wrong in a
certain area or program. While the team may
identify number of potential soft areas, there |is
a need to prioritize the audit issues. This is
done through risk assesament. In here, the
auditor 1s concerned with assessing the risk or
the 1likellhood that problems could occur. The
following factors should be considered in rating
the priority of a VFM Audit:

o Financial Risk

- financial materiallty/magnitude

14




o - Public Risk

- legislative and public interest

- accountability concerns

- complaints of public/employee

- social, economic, environment impact

0 Systems Risk

- complexity of programn

- nature of operations

- risk of fraud or abuse

- maturity of program - new or establisheéd

- quality of management systems and
procedures

o Audit Coverage
- last time audited

- results of administrative action taken
on previous audit

In evaluﬂting the above factors, the auditor
can determine what activities should be audited

. first as compared to the other activities that are

sufficiently 1low risk that audlt of the same can
be deferred.

Specifying Audit Criteria

Criteria are resasonable and attalinable
standards of performance and control that can be
used - by the auditor 1in distinguishing the
acceptable practice. Criteria should exigt as
part of auditee’s operations. The auditor shall
ugse audit criteria to measure the degree to which
the auditee’s actual performance compares to
agreed upon standards of performance.

Thé éources of criteria may be derived from:

enabling legislation/regulations

. commoen sense .
professional pronouncement
existing rules and regulations
generally accepted management control
principles for efficient or economical
opérations
acceptable management control standards
for Program on Systems BEffectlveness

0000

c
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Audit Criteria for EBconomy and
EBfficiency Audit

The . appropriate standards criteria for
evaluating economy and efficiency may not be
readily available can be determined after the
examination of the existing data during the
survey and the execution phases of audit
criteria are obtained £from internal and
external sources. Internal sources are those
management policies and guidelines, operating
manual, work and financial plans, budgets,
etc. EBrternal sources, on the hand, are the
rules and regulations, executive and
legislative decrees.

The use of these standards may hot be
applicable in all situations hut it is up to
the auditor to use- his professional
judgement. -

Audit Criteria for Effectiveness Audit

: As an initial step in the effectiveness
audit process, the following has to be
addressed: o N

o objective setting and measurement
0 determination-of the existence of
an effectiveness measurement system
- in the agency and the evaluation
thereof as : to ~ appropriations,
reasonableness and-use;
o assessing the agencylprogram
, effectiveness' '

In the effectiveness audit process,
criteria should be established on the
following issues: . - .

A. Objective Setting and Measurement

Auditor should compare and analyze the
objectives of the agency vis-a-vis the
accomplishment of the objectives. These
objectives must beg

Lo clear and specific _

o congruentrwith legislative intent

16



0 consistent with the agency progran
and activities _

o relevant to current need and demands

o . documented and communicated to the
staff to serve as gulde

B. Determination of the exrlstence of an
Bffectiveness Measurement Systems in the
agency and the evaluvation thereof as to
appropriateness, reasonableness and use.

In evaluating the performance of an
agency, the criteria of the following items
must be evaluated:

O Performance Indicators -
These are the guantifisble expression

of program objective which should be valid
and sufficient. .

(o] Performance Standards -

. These are desired level of
performance that should be congruent
with legislative intent. The standards
should be reasonable and attalnable.

o - Performance Data Source -

These are - the common data
sources 1ike  the file records, person
having direct knowledge to the program.
These sources must be accurate, consist-
ent, fair and impartial.

o] Data Collection -
g} o , e - . This refers to the processes
. : ' - and technigues - used by the agency in
collecting data. The criteria are

evaluated on the basis of the data
itself, - how 1t was obtained and the
appropriateness of data gathered.

C. Assessing - the Agency/Program
Effectiveness
o compare actual achievement with
- target
[v) determining the impact and
effects, bhoth intended and
unintended

17



5. Planning Memorandum

The summary of the results of the planning
processes is contained in a planning memorandum,
The purpose of the planning memorandum is to bring
together and document all decisions made during
the planning process.This will serve as the
communication vehicle that will ensure the audit
team members that they are all on the same wave
length.

The memorandum should include:

background information/description of
entity selected for audit
justification for selection

audit objectives and scope

potential audit 1ssues :

staff Involved and time budget

audit criteria

o

= =l = I~ v

B. THE EXECUTION PHASE

The second phase of thé audit process involves the
-implementation of audit program. The main activities
are: L - : '

carrying out of the audit procedures
contained in the audit program

evaluation of the evidence

finalizing the audit working papers
determining causes and effects

developing audit . findings anqg

- recommendations

Q

Q0 QQ

1. Carryling Cut The Audit Pfocedures

The procedures to be followed are contained
in the audit program. The audit program spells
out the procedures, how to carry them out, when to
do so and who will do the tasks. The status or
the progress of the audit may also be seen in the
updated audit program. : The contents of the
program ares : - '

scope of audit -

audit objectives

staff assignment
working paper reference
audit procedures

time bhudget

OCCQOQOOO0
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In the coursé of audit and 1in c¢ase where
deficiencles noted were not uncovered 1in the
survey phase, adjustment must be made from the
original program. Additional or now objective may
be added to cover the audit area intended to be
covered.

Bvaluating fhe Evidence

Audit evidence as defined in the State Audit
Manual 1is the the specific information obtained
during the course of an auditor’s examination
fhrough observations, inspection, interview,
examination of relevant records, and other
Information gathering techniques.

After the procedures to attain one obiective
are carried out, the auditor may now be in a
position to make a conclusion on the particular
area covered by that objective. The date gathered
form part of the evidence and it is up to the
auditor to determine whether these evidences are
adeguate to support his conclusion.

As provided by Section 55 of PD 1445, the

: fourth examination and evaluation standard of

Wwhich requires that the auditor shsall obtain
sufficient competent evidential matter to afford

- himself a reasonable basis for his opinions,

judgements, conclusions and recommendations.

Audit evidences may be obtained from the
following sources:

Within the audited agency -
o - agency documents
‘O interview with agency
officials/other personnel
answers to prepared guestionnaires

G
Te] reports of internal auditor
] internal studies

Outside the audited agency -

0  report of external auditors/previous
- AAR and other COA reports

) interview with third parties
. Q exXternal studies
O media

18



Finalizing the Audit Working Papers

As evidences are gathered, they are complled
to form part of potential working paper. They may
consist of original/xeroxed copies of documents,
schedules, analysis, photographs, graphic
materials, etc. They may differ widely in form
and content depending upon the prefereiice of the
auditor and the type of audit conducted.

- Audit working paper'should bear. the following
qualities: : '

conmpleteness
accuracy
clarity
neatness
relevance

0OQOCO

Audit working paper should generally provide

" the following:

6 - documentation of the extent of _audit
testing and other procedures followed
by the auditor

o support for audit observations,
o conclusions, recommendations and
financial statements
¢ = evidence of supervisory review of work
’ : performed by the staff, and
o background and reference data for

- subsequent audit - -
Determining Causes and Effects

As the audit progresses, the auditor develops
tentative findings which are formed up after the
evaluation of evidences and finalization of the
audit working papers. Also the condition 1is
compared to the criteria. Where the condition is
found to be a deviation from the criteria, the
auditor determinés the causes and effects of such
deviation.

The "cause" identifiés the reasons for the
deviation. The "effect" is the result of the
deviation. The cause may be a poor internal
control, poor accounting control, etc. The aeffect
may be actual revenue losses, failure to achieve
an objective, loss of property, etc.

Findings should be subjected to cause and
effect analysis to ensure that findings are
significant,. Likewise, 1n the analysis, the
auditor will be ensured that the proposed audit
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recommendation will get and remove the underlying
problem, and not.just the manifestation of the

problem. It is necessary for the auditor to
determine whether the problem is internally or
externally generated. There 1is no point

recommending something that is beyond the
capability of the auditee to implement.

c. DEVELOPING AUDIT FINDINGS AND RECOMMENDATIONS

After the auditor has determined the causes and
effects, he 1is 1n a position to develop the audit
finding. Meaningful audit findings must contain the
following qualities:

o a statement of condition - a fact or an
actual occurence or an existing state of
affair '

o " statement of criteria - the standard against

which the above condition_is compareq

o statement of effect - the ;result, usually
- adverse of the discovered condition .
o statement of causes - reason for the

condition_

Audit findings must be significant enough to

warrant communicating to others. Likewise, it must be

- developed fairly and objectively and must be based on

"sufficient and appropriate evidence to support the
related conclusion ang recommendation.

.~ A good audit recommendation, on the other hand,
must have the following qualities: :

o] it is practical )
o it eliminates the cause/s of the condition/s
. T o - 1t will prevent the recurrence of the
‘T S - condition S
. B ») it 1is clearly worded and specifies what
-~ action should be taken and who should do it

© ‘it 1s in accordance with laws and regulations

21



Reporting Issues and Problems for VFM Audits

A VFM audit report 1s the final product of a VFM audit. An
audit 1is only as good as the report it produces. As such, the
auditor must ensure that the methods or procedures he performs
support the audit report in terms of evidence, conclusions and
causes,

A preliminary review of selected VFM audit reports showed
that some COA auditors have developed and formulated their
findings and recommendations in a VFM context. They were able to
adequately discuss the conditlon(s}), cause(s), criteria and
effect(s) which are vital information for any audit observation.
Likewise, the scope, the o¢bjective of the evaluation, the
procedures employed and limitation were pregented for the
information of the reader. '

The same preliminary review also disclosed several problems
experiéenced by COA auditors in reporting their
conclusions/observations, to wit:

1. Some VFM audit reports did not mention the areas
audited, the objectives of the evaluation and the
procedureslmethodologies performed., Conseguently,

" readers were unable to discern the significance of &
pertinent audit area selected by the auditor and his
objective for examining the same. Moreover, readers
might not fully appreciate the observation due to the
auditor’s inability to specify the procedures he
performed and the records/documents verified and
analyzed. : : -

2. Some audit observations failed to indicate the criteria
adopted. by the auditor in arriving at a conclusion.
This holds true particularly for findings 1involving
excessiveness, e.g. excessive procurement. While the
auditor concluded that the quantities purchased were
excessive, vet he neglected to provide the appropriate
quantity to be procured, an information critical to the

readers’ ~understanding of the observation
{excessiveness)). Furthermore, there was no
computation that would 1llustrate how the excesslve
gquantity was arrived at. Finally, the auditor’s

inability to 1indicate the frequency by which the
excessive procurements occurred lessened the impact of
the finding.

3. Some observationa/findings appeared to assess the whole
program as ineffective although the auditor examined
only one of the program’s several components. Such
generalization would undoubtedly antagonize the auditee
and mislead any reader of the report. '
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The sbove 1llustrations show that there is a need to improve
the reporting aspect of VFM auditing. This can be addressed
through a continous interaction among auditors and workshops to

- further enhance the skill.
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INTRODUCTORY:

The executive organs and various instituiions in the Kingdom of Saudi

1

Arabia seek to fulfill the supreme objectives of the Kingdom's development-

plan. Towards this end, the presence of global follow-up 10 ascertain fine

~ implementation constitutes an indisponsible requirement. In such a context,

performance auditing offers a typically essential follow-up taol. No doubt
offoctive control over management ranks high among the proximate factors,
capable to provide assurances that the implementation of the development

- plan has been set forth in the proper track and that the g_lobal contro} organs
can timely arrest any deciine or oversight r_eSlOfing the situation to its

appropriate pattern.

i the Kingdom of Saudi Arabia (K.S.A), General Audiling Bureau (GAB) is the

" authorized agency responsible for conducting post audits. Given its

independent character, GAB directly reports to the Custodian of the Two Holy
Mosques, the King. Funclionally, GAB's mandate is not timited to financial

audit only, but crosses such boundaries to provide assertions that the state's

" fixed and current assets are optimumly d{ap_loyed and that public monies have

be_én functionally utilized for the realization of its goals, in line with the
directives in force. As such, GAB is authorized to execute performancé audit
tasks among its auditees. '

 QObviously, the nalure of performance audit differs {rom the financial audit. The
" former is characterized by its extensive and comprehensive nature demanding

a special category of experienceos and ddalificélions which mighl not be a
requirement for financial audit. '

To create the required cadre, GAB had ploughed stupendous effost to train and
enhance the skills of its human resource in order to improve their aptitudes in
the field of performance audit, using modern technology and offering GAB's
staff in-Kingdom and on-the-job tréinihg_'dppo'rturni't_ié's let alone the training

“courses overseas..

In brief, this counlry paper expounds some concépts on Performance Audit,
GAB's mandatory authority to _execute,peﬁormanc_e éudit assignmaents,
describes the practical methodology being applied to exe_éute performance

© “audit asslgnments, speaks about reporl wr_iling', the problems and the
- racommendations. : :
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Sub-theme: (1)

The Concept of Performance Audit

In the past, the principal concern of audit used to concantrate on ascertaining
that the financial statements truely represent tho- financial position of the
organization in addition to conducting compliance audit. The auditor used 1o
satisfy himself by ensuring that the authorized expenditure has been executed
properiy of metrely feporis detected errors. it rarely happened that the auditor
would go to propose ways 07 means to evade the recurrence of such errors of,
o the oxttemity of that, propose alternative ways 10 imploment work
procedures.

However, the auditor of today requires much more beyond the traditional

financial information. The auditor needs to know and acquaint himself with the
reasons leading to errors and the methods and procedures 1o be adopted t0
avoid their recuirence.. o o : '

Auditing no longer confines. itself to ascertaining and verifying financial
statements, but includes a further requirement meant to identify the objectives
and ascertaining that work procedures are sufficiently effective and
economical and capable 10 achieve the objectives already identified.

For this reason the auditor has to elaborate the auditing and examination
procedures while evaluating the government expenditure. This _e;aboralion
should be capable to provide logical responses to the {following queries:

Why did a specific efror o anomaly happen?
What ér_e lhé_mélhOdé_to rectify 1his error or eliminate the possibility
of its recurrence? o R T
Has the supreme objective of the program been realized? .
If the answer is in the affirmative: e
Has the suprems objective been achieved in an economig, efficient and
offectivo manner? ’
If the answer is in the negative: -
Why then has it not baen achleved?

State the reasons |

The performanceé audit does not only spell out the orror's cause but hits
deeper 10 establish the size of the problem and the proposal for solution.




To achieve such a manifold of results is a matter that imposes on the auditor
the construction of an audit evidence to contain the agbservalion alements
namely {the case, the auditing standard, the cause and effect) which are the
issuas of our discussion at a later stage. Based on the auditor's conclusions
one would bo able to identify whethar there had been an anomaly and the size
of such an anomaly. Most impostant is to know. the cause leading to the said

anomaly.

in the relavant literature the 'Performance Audit’ has been provided under

various titles such as:
Audit of efficiency, economy and effecliveness.

[}

" . Program evaluation.

- Audit of operations.
- Management auditing.

However it might be stated in this context that performance audit could mean
the auditing of efficiency, economy and effectiveness or it could be the auditing
- of value for money as well as it could be called the ‘control over cost’.

it could however be stated that the concept of performance audit has received
prestigious attention in the various resolutions of the international
organizations. in the Sydney General Statement which was released pursuant
" 1o the 12ih Congress of the Supreme Audit Inslitutions in 1986, it had been
stated under item No: (1) under the heading ' Definition of Performance Audit',
that the 12th Congress of the Supreme Audit Institutions, having made due
" consideration to the statements cited in section (4) of the Lima Declaration in
{977, wishes to adopt the fallowing concepls: :
~ (1) ‘Thé traditional task of Supreme Audit Institutions (SAls) has been to
conduct regutarity audits_, embracing alt aspects of.compliance with laws
and regulations and of financial accountability;
= (2) In addition to regularity audit, there Is another type of audit which is
 concemed with the evaluation of econorny, efficiency and effectiveness
of public sector management, and which is regarded as performance

auditing.

In the Beijing Declaration pursuant to the 5{h General Assembly meeting of the
~ (ASOSAU) held in 1991, the Declaration accommodated a statement which

stipulates that "Performance Audit shiould evaluate not only the individual
programmes, projects and aclivities, but also the management techniques and

3
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pracedures used by the auditee organization to ensure that all programmes,
projects and activities for which it is responsible are completed according to an
appropriate plan, on time and within budget”.

With the supreme objective borae in mind, the concept of ‘Performance Audit'
may conform with the concept of 'Value for Money' since it meaningtully
aspires to conduct systematic detailed reviews-and audits in  addition to the
preparation of reports on the implications of accountability relationships, the
systems and controls implemented by the management of auditees while
discharging their respective duties and obligations.

Added to this, the concept of 'Value for Money' may be seen from the
perspective of accountability as a too! deployed by Supreme Audit Institutions
to ascertain that every patt of the comprehensive accountability system works
integrally in & cohesive sustainable manner.

Having said that, ‘Performance Audu may be defined as foliows

“It is an evaluation of the activities of an entity to obtain assertions that the
available resources at the disposal of the enlily have been managed
economically, efficiently and effectively and that the requirements of
~ accountability have been reasonably met and satisfied”. :

As stated above, this definition contained the three elements of economy,
efficiency and effectiveness which, in turn, could be defined as follows:

Economy: When auditing the 'economy’, the emphasié is to invesligate
the ability of the auditee in deploying its human and 'financiairire_sources. in
other words the audiling should investigate ‘how' the auditee uses its
resources in order to obtain optimum results at a minimum cost. 7

Efficiency: Identifies the relationshlp between the mpu!s and oulputs' i.e.
the results. Operations which are described to be ‘efficient’ are those which
achieve the ‘best' results using the minimum possible 'inputs'..

Effectiveness: It directly relates to the *extent’ of achievement of objeclives
“of the programme. The measurement of effoctiveness of a programme or
project vanes from one programme to another. -
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Articles 7 & B of GAB's statutes issued in 1971, have determined the authority
of GAB to execute Performance Audit assignments at its auditees pertaining to
the stalo's revenues, expenditure and in totality the state's fixed and current
assets. The performance Audit is also intended to provide contentment that
such resources have been utitized to serve the purpose for which such monies
were allocated. Furthermore the performance audit aims at reaching
satisfaction that the rutes and regutations have been strictly followed and that
such rules and regulations are compatible with and capable to accommodate
any developments that might occur in the kingdom.

it is apparently clear from the above indicated arlicles and all other directives
and resolutions that GAB's authority is not limited to financial audit only but
stretches further to include confirmation on the rational deployment and sound
preservation of the state's fixed and current assets in addition to keeping
abreast with the apptlication of the rules and regulations in force and their
suitability to cope with any possible developments in the Kingdom.

Regarding GAB's authority over corparations and companies it which the
state contributes with a capital share or guarantees a minimum level of profit,
GAB is authorized to audit the efficiency and competency of the aduitee's
management to ensure that the latter applies sufficient and sophisticated
internal control systems and that they rationally deploy the resources made
available at their disposal storing no effort to deploy such resources in an
optimum manner.

To enable GAB exercise its above indicated authority, article (10) of GAB’s
stalutes states that GAB's auditees shall be required to provide the accounting
data and any other documents to enable GAB execute its auditing tasks
described and contained in its statutes and to extend every possible
assistance and facility to GAD's designated auditors and inspectors in line with
the relevant requirements lald down in the exacutive regulations’,
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According to this article, GAB's auditors are enlitled 10 have easy access to
any documents, records and accounting data deemed necessary in the course
of completion of the auditing assignments.

From the preceding presentation, it becomes apparently clear that the General

Auditing Bureau of the Kingdom of Saudi Arabia conducts its auditing
asslgnments among its auditee organizations in accordance wilh its statutes.
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Firstly: Methadology of Performance Audit

In discharging its mandate, GAB directs its auditors to exacute performance
audit assignments at its auditee organizations in accordance with a pre-
determined and carefully studied plan-in which the auditing priorities are set
out according to thair relative significance.

Each auditing assignment demands‘the preparation of an audit programme to

" include the general audit objective from which several sub-objoclives emanate
© containing a description of the audit sleps. Each performance audit
~ assignment passes through the following five phases:

- The proposal stage

- Determination of the scope

- Detailed planning -

* . The execution aid evaluation

- Preparation of report

The first three phases are normally referred to as the 'Survey Phase’ while the
fast two phases are referred to as the 'Review Phase'.

The Survey Phase: This phase begins wilh the proposal stage by which
a specitic audit assignmeht is determined and the auditee organization is
identified according to a pre-determined plan and on the basis of the relative
significance' variable.

~ The audit work begins with (the pre!irﬁiqafy survey phase.'whii:h is a field

~ survey, meant to identify whether or not it is necessary 10 proceed with the
~ implementation of the audit proposal.

Using the field survey phase, the following la$ks may be Qohcluded:

1- Identification of the preiiminary observations. =

2= Coltection of sufficient data necessary for the preparation of the intonded
~ ‘audit programme. L - -



GAB's auditors adopt the initiative to conduct a preliminary field survey with a
specific objective to collect sufficient data on each aclivity thereatter to identify
those activities which suffer from problems, The audit programme is then
prepared using the data aiready ‘obtained subsequent to completion of the
preliminary survey phase. The said data is additionally used in planning the
- audit assignmeats.

At the survey phase the auditors are reduired to make field visits to the subject
auditee organization. -

The purpose of such visits is to enable the auditors get a fes! and a general
idea about the proposed activity subject to audit with the sole purpose to
identify areas that importantly deserve audit immediate attention in addition to
identifying areas of possible inadequacies or shortcomings. Quite often, the
auditors at this stage wish to review the internal controt system apptied by the
audites with the objective to:

- Acquaint themselves with the departments and sections at which the
conlrol has been intensive and those where the control has been weak. It is
also important that the auditors should conclude the reasons leading to this
kind of situation and the consequences that ensued. |

- Review the observations raised by the rnternal control on the auditee
organization as well as the reports prepared by the internal control in follow-up
and detailed review of such observations. The auditors should ensure that the
recommendations made by the internal control have been rmplemented
otherwise reasons for negligence should be sought :

Determination_of Scope of the Audit Assi gnment

Having completed the preliminary survey phase. the scope of lhe audit
assignment has to be determined. The scope of the audit assignment should
be determined on selective basis. The selection criteria should take into
account the degree of importance of the activity being selected for. audit and
the amount and nature of problems it contains. On this basis the auditors may
bo able to finalize thelr audit priorities. L - '

D ', : -

Upon completion of lhe prehminary survey phase and determlnation of the
scope of tho audit asstgnment a report should be prepared to contain the
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prefiminary observations for which an audit proposal was contained in the
detailed audit programme. This stage is considered one of the main objectives
achieved by the auditor pursuant to completion of the ﬂeld survey process.

maw. The Prawﬂmm_&mm

Aftor determination of the supreme objective of the audit and preparation of the
review programme, the move will be to the execution of the review

-porgramme, For a start, the auditors should commence collectmg data,

conducting an in-depth examination of records, collecting evzdences to

h support the observations already concluded by the auditors, evaluating the

said evidences and confirming the work papers.

- The result should contain thé following elements:
1 - The Case: |

it is usually a presen!at:on to “depict the actual situation which was
observed.

2 - The Auditing Standard: _
““ The 'case' might not be ;udged as an zrregulanly or contauns a
'shortcoming' previous to assessing and comparing it using a yardsnck in the

- form of an 'auditing standard® already in existence. No resuit can be reached

without the pre-requisite of such a compatison. The current pattern of auditing

" comparative standards is ncrmally composed of the rules, regulauons and the

prevailing auditing practices.

In the absence of auditmg comparison slandards at the disposal of GAB, the

latter tries to obtain them from other available sources. To the extremity of that,

GAB may resort to an agency abroad to obtain such standards provided that
the "activity' at both ends are identically simila.

However it is most important while choosing a *specilic auditing standard’ to
identify it distinctly, mentioning ils source, highlighting the correlation and
veriying its suitability for the comparison purposes. The auditor should apply
the most updated standard suitably sufficient fo serve the comparison
objective taking into account the element of timing at which the ‘case’
occurred. The auditor should also be aware of any ‘exceptions’, related to the

case.



3 - The Cause: , |

The auditor should be able 1o respond to the following query:
wWhy did this discrepancy between the *Case’ and the *Standard' occur?
Using diverse procedures, the reason of the discrepancy may be identified.
The procedure in the foremost of the fist to begln with, is to address a number
of exp!an'ations to the senior personnel at the auditee organization
investigating the reasons for this discrepancy. The reason could be aitributed
to mere ignorance of the rules and regulations on the part of some personnel
at the auditee organization. However, if the response of the senior peréonnei
was reasonably _acceptab!e it would then become easy {0 veorily its validity,
otherwise the auditor had to re-inforce the audit and collect sufficient
evidences. The occurrence of a ‘case’ may sometimes be attributed o a
manifold of reasans. The auditors aré therefore required to identify the main
rcauses' that have immediately led to inadequactes or shoricomings. In some
occasions the auditors have to dig and probe deeper using their professional
rationale to determine the main ‘causes’.

4 - The Effect of the Size of the Discrepancy:

Itis important to accentuate the effect of the deviations which were
identified in order to convince the auditee organization of the significance of
the observations. This process is normally accomplished by making an
assessment of the ‘cost’ of such deviations or the non-materialistic effects of
these deviations . To give an example, we consider a situation in which the
number of medical emergency centers are not sufficient and effective, a matter
which resulted in a number of deathes or physical disabilities. '

The more the size of the discrepancy incréases orteéurs,_'ihe more the
imporiance of this element becomes. '
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At the report writing stage on a Parformance Audit assignment, the auditor
should take into account and observe the level of comprehension of the reader
of the report. In most cases the reader of such reports might not be capable

enough to comprehend or develop an in-depth understanding of the

programme the auditor Is wiiling about. For this reason the auditor has to

expound quite descriptively to provide a distinct understanding of his
programme. To the oonirary of that the financial auditing does not demand
from the auditor such extensive and descriptive kind of reporting. This is
aftributed to the nature of financial auditing which does not require more than
an analysis and a comprehensive reading of the ﬂgufes.

" In order 10 prepare a comprehensive report the auditor should adhere to the

following steps:
1- To collect the basic data.
2. To spell out clearly the objective of the audit assignment.

. 3- To explain the scope of the audit task.

4- To contain the recom_m'éndations in the report.

No doubt the logical flow of information is @ significant feature of the report.
The sequence of information should be provided in the repont according to its
assumed importance 1o the reader. Most readers of this kind of reports, wish to

- know the resulls that we_ré,achi'evi_éd and the auditing standards which were

implemented in the comparison. Readers normally incline to examine the
results with very littte concern to realize the methods implemented by the
auditor to reach such results. If is therefore a requirement that the auditor
should contain in his report the basic information fie collected. Occaslonally,
the auditee organization is offered the opportunity to make its comments on

" the content of the report prior to releasing the report formally. It Qonsequenlty
" follows that the auditor should discuss the draft report with the key personnel

of the auditee organization and recsive their comments. Such a discussion
should prove helpful to develop entire satisfaction that lhe_repoﬂ has comne out
in absolute objectivity, impartiality and editorial integrity.

11
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Following the provisions of Article No. 284 of the Comprehensive Auditing
Standards currently in use in the Kingdom, it is mandatory that the efficiency
and eftectiveness audit report should contain the opinion of the key personnel
of the audited organization. As such it is a requirement that the auditor should
take into account the following points:

-(a) To obtain the opinion of the concerned key parsohnel at the app;opriate
mahagerial level, preferably to obtain the opinion of the personnel directly in
charge of the project or activity being audited. '

(b} To hotd discussion with the key pé_rspnnéi or the appropriate managetial
level on the content of the report and to note their opinion and views regarding
the resutts of the audit. '

(c) Whenever possible, the opinion of the management or key personne!
should be expressed in an official letter. ' :

{d) To provide and contain the opinion of the management particularly in
- situations where the key personnel or top management of the auditee
organization, has adversely criticized the auditor's methodology. The auditor
should in such a case, provide his evaluation on their opinion duly
supplemented by his commentary.

The report normally begins with an ihttbdu&loiy.‘zé_) a}cqtjaint the reader with an
historical background of the auditee organization. SR

Usually, the introductory refers 10 the date of establishmant of the organization,
its objectives, its aclivities étc.._.,._.'.;.. .Th_e{'aUditor is required to prepare a
summary report to make it easier for the reader to comprehend the content
particularly when the report in its ultimate format appears to be tengthy. When
the report is lengthy, it has to be subdivided and contained into chapters. The
title of each ch_apt_er shouid_ correlate with its subject matter for example the
_ Introductory, Historical Background, The Scope of Audit, The
Recommendations and so on. S
Despite the verbal promises the auditee organization might make in the
course of discussion of the draft report to implemant GAB's recommendations,
ihe Performance Audit Report should categorically contain the said
recommendations. e S

The said recommendations shoutd be stated clearly enough and easily
understood by the Key personnel of the audites orgahizations across the

12



managerial levels. The recommendations should be feasible and possible 1o
implement.

The normal pattern ot cmng the recommendations assumes a point-to-point
format. Each recommendation is encapsulated in a point sequence by the
auditor containing the auditor's proposal asking the auditee organization to
{ollow GAB's directives thought necessary for the promouon and :mprovement
of work at the auditoe orgamzauon

Having presented the repornt for perusal by key personnel at the various
managerial levels of GAB, ahd having incorporated the necessary
amendments, if any, the report is subsequently approved in accordance with a

- specific mandatory authority and reported to the auditee organization. At this

stage the recommendations contained in the report become demands
forrhplated by GAB and it is mandatory to tulfill by the auditee organization.

" At the early stage of implementing the Performance Audit, GAB was confronted

with some difficullies and predicaments. However,tGAB exerted stupendous
effort to overcome such dlﬁlCUItleS wh{ch could be summarized in the

followmg

1- The need lo increase the cadre of Performance Auditors of a highly
qualified and expenienced calibre,

2.  The absence of Parformance Audit standards and indicators with some of
the auditee organizations to help in the Performance Audit assignments.

3- The need for ample and complementary data and information at the
immediate disposal of auditors.

4- Failure of some employees atl auditee organizations o realize that
fPerformance Audit objeclive aims at assisting their respective managements
to solve their financial and managerial préblems and not to fish for mistakes.

Howaver, the aforementioned difficulties and predicaments have gradually

" faded away due to the Kingdom's policy aiming at developing ils personnel in

all fields and dlscnplmes through training and operational exposure with the
uitimate objechve to improve their performance, ye! GAB is eager for more and

very much more.
. kbanbddobtbedindandd i Ridnbins
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Sub -theme: (5)
The Recommendations

t- To develop the available human resource of the Supreme Audit
Instifutions by providing intensive traming courses on Performance Audit
related products with its dual elements: the finandlal and the Performance

Audits.

2- To insist on the auditee organizations to spsell out clear and well defined
- objectives and auclmng standards and to implement these operationally with
- every care taken to conssstenlly modernizing, improving and developing them.

'3- To make available Management Information Systems in a detailed
complementary manner to provide financial and accounting data easily,

- To encouragé the auditee o'tganizations to adopt the most suitable
internal control systems.

5- To provide the auditee organizations with the appropriate_ Iiteratufe on
Pertformance Audit capable to demonstrate the signiﬁcance and value of
Performance Audit and meaningfu! enough to serve the managemenl

objeclives.
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Sub-theme 1;

PERFORMANCE AUDITING CONCEPTS, MANDATES, METHODOLOGIES
and PRACTICES, REPORTING and OTHER ISSUES/PROBLEMS

1. STRUCTURE OF THE PAPER

1.1 The Tuﬂ;ish Court of Accounts ( TCA ) started its first performance audit very recently.
At the moment, the audit is at the stage of awaiting senior management's decision on the
preliminary study report whether to proceed to a full audit and report..

1.2 Because of this the authors of this paper felt that it was too early for the Turkish SAl to

write a paper discussing performance auditing concepts, methodologies and practices.

Instead they structured this paper in a fashion to convey brief information on:

¢ the TCA, which is a newly joined member - whose membership was approved in July
1996 at the 23rd Governing Board meeling -

« how it has commenced its very first performance audit, and

« what are the difficuilties it is facing

‘with a view to sharing our short experience with the SAIs in similar positions.

2. BRIEF INFORMATION ON TCA

2.1 The Turkish Court of Accounts (TCA) is the Supreme Audit Inslitution of Turkey. It
was established in 1862. It operates under the Conslilution of 1982 and under the

_ provisions of a law specific to TCA, most recently amended in 1996. The Constitution and

the TCA Law state that TCA is to audit on behalf of the Turkish Grand National Assembly

_ (TGNA) the government accounts relaling to revenue, expenditure and property.

2 2 The followmg govemment agencies are under the jurisdiction of the TCA: { {i} general

budget organisations, (i) annexed budget organisations, (iii} certain extra budgetary and
revolving funds (iv) special budget organisations including chiefly municipalities and local
administralions. o .

23 Bemg a collegiale slruclured SAl the TCA has three main functions: jUdIC{a| work,
auditing, and reporting. The judicial work is carried out by specialised chambers in which
members of a chamber try accounts and either acquit or hold liable those responsible for
their preparahon and authorisation. The auditing work is carried oul by auditors. The trying
of accounts is based on the reports of auditors (Internal Reports). As for the third function,
repoiting, the TCA produces three types.of external report ; {I) the general statement of

_conformity , by which the TCA assures Parliament that the figures and other disclosures

shown in the draft final accounts law fairly present the actual results of budgetary

- implementation; (i) legal writs, which are court decisions addressed to responsible officials;

- and (iii) reports to Parliament. The Law governing the TCA does not stipulate a general

. purpose repoit to the legislature but _specifies what is to be reporled Subjects to be
reported to Parllament are: , o , ,



(@) legal and regulatory provisions which jeopardise the interests of the  Treasury
(Article 25 of TCA Law), : _
(b) financial questions including accounting methods, practlces and systems, and
procedures concerning revenue accrual (Article28,1V)
(¢}  matters of concern (Article 28,V) ;
(d)  audit findings concerning the property accounts of depaitments and agencies
funded by the general and annexed budgets ' :

(Article 87) ;

4] whether governinei it bodies outside these two-budgets have-operated--within-~the - -

“purpose of their foundation” during the previous year. {(Article 87) ; and
(e) significant instances of failure to comply with legislation (Article 88)

Repotting under points (a), (b), (¢), and {f) above is at the discretion-of the TCA; whereas

reporting under points (d) and (e) is required. However, it has hot recently submitted the
required reports under Article 87 of the TCA Law due to an omission in the legislation.
Before the 1996 amendment to the TCA Law there had been no addressee of such
repotis of the TCA in Parliament.

2.4 While the TCA carries out its work on behalf of the legistature, it remains independent
of both the legislative and execulive branches of government. its president and Members
are elected by the TGNA. The President Cotirt Members and Auditors have permanent
tenure. The TCA, besides its institutional |ndependence enjoys its financiat independence
by preparing its own budget which it submits to the legislature without the intervention of the
Ministry of Flnance

25 To carry out its work the TCA has a right of access to information. TCA can questlon
responsible officials orally or inwriting. Alany stage the authorised audit personnel of TCA

have the authority to- examing -reconds-of- gwds--prepert:es -gotivities-and- services-of-

government offices and of the ofher institutions under TCA jurisdiction, The ‘accounts of all
entities within its jurisdiction have to be submitted to TCA. However, ceitain government
activities are outside its jurisdiction: state-owned enterpnses the pnvatlsancn process and
some extra-budgetary funds.

2.6 Till the recent amendment in 1996 the TCA had to stay within the confines of fi nancial

and compliance audit. Now, the amendmen{ enables the TCA to camry ou! audits .of .

economy, efficlency and effectlveness '
3. TCA LAUNCHES A PERFORMANCE AUDIT

3.1 Considering the performance audit as an :mpoﬂant instrument in- reahs'ng T"‘ A's aim
to promote improved public sector accountability, control and good governance by
delivering high quality audit reports the TCA decided in 1995 to make necessary
, preparahons to start this new lype of audit.

3.2 The first thing we needed was 'know-how' and training. We sought the heip of the
National Audit Office (NAO) of the United Kingdom. This sister SAI generously extended
its assistance in the framework of three collaborative prOjects purpose of which was to
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introduce TCA staff to Performance Audit methodologies and techniques with a view to
developing rules and procedures for the TCA to use in carrying out performance audits.
The first of the collaborative projects was the training of four TCA auditors at the NAO,
while the second involved a training course by the NAO lecturers to our staff in our training
centre at Manavgal, Antalya. The third, which is going on, involves a joint performance
audit where an Audit Manager from the NAO provides advice and guidance on planning ,
audit methodologies and reporting during the course of audit on a visiting basis.

3.3 Having implemented the two projects we formed a performance audit team comprising
seven auditors. Of seven five received their initial training at one of the courses held: (i) in
Manavgat, Antalya by NAG/TCA in 1995, and (i) courses held by the SAl of Pakistan,
entitled * Intensive Training Program (ITP) in Performance Auditing —-at Lahors -Pakistan -
in 1991, 1993, 1994 and 1995. The team began to work in March 1996 following the
President's approval on launching a VFM study on * Maintenance and Belterment
Activities Carried out by the General Directorate of Highways on State and Provincial
Roads” (Hereafter the study will be called as Road Maintenance and Belterment Aclivities
RMBA). _

" 3.4 The TCA is aware that the audit planniag, which is an !mpcnant -stage- of- the -

performance audit process, ensuses that an audit of high qualily is carried out and that
resources allocated are used in economic, efficient and effective manner. But with this first
performance audit undertaking the TCA could do very little planning because there was
litle entity knowledge available, and there was also a time constraint. We don't have

- general surveys to ehable our SAl to prepare proper Strategic Performance Audit Plans.

35 The peﬁormaﬁCe audit-had to start from somewhere. In this context, it was féltrlhal to

select similar topics or areas to those that had already been examined by the NAO would
be appropriate. The two SAls agreed that a performance audit on RMBA would be suitable

- forboth SAls. - - :

3.6 The team completed the preliminary study , in October 1996 and in the first week of
. November reported to senior management that the subject was suitable for the full

investigation. It is very likely that the full investigation will commence in January 1987.

4. PROBLEMS/ DIFFICULTIES -

. The need for outside éx'perrrisé' :

4.1 Under its Law the TCA recruits those _thi have backgrounds in disciplines of

accountancy, economics or law. The philosophy behind this provision of the Law was
simple; the TCA was designed as to perform compliance and financial audit only. But, now,
even this short performance audit experience shows that we shall néed technical
assistance in our future audits of complex projects and this raises the question whether we
should recruit technical people like engineers, architects, sociologisis, psychoiogists |,
medical doctors and statisticians to make them performance auditors or whether we should
hire them when needed, on temporary basis. On the other hand, it is a well known facl that



employing technical staff, permanent or on contract, is an issue of convincing our clients of
our technical calibre and credibility. Furthermore, the knowledge and experience of each
professional discipline ensures confidence, trust and credibility to our audit reports.

4.2 The authors believe that it is time for the TCA to decide whether it should import staff
from oulside to be trained and subsequently utilised as performance auditors or employ
experts on temporary basis to meet the shortage of technical skills. If the laller is decided,
no amendment will be needed to our TCA legisiation, as the present legistation allows the
TCA to use outside experts when it deems necessary. Otherwise an amendment will be
on the agenda.

4.3 Staying with the i issue, it should also be mentioned. hnrp that there is another challenge
for performance auditors to know when such technical expertise is required, to find the
experts and utilise them appropriately.

Auditor and atditee relationship - : %

4.4 Close co-operation with the auditee would make it easier to obtain mformahon and also

would increase the possibilily of achieving results which are satisfactory-to-both-sides..The-.
dialogue between these two parties goes further than a mere exchange of COH‘ESPUITdEITCE_“_—
selting dates for visits and relaying other administrative information. it -involves an
exchange of views and information. The auditor discusses with the management of audited

entity matters that may include objectives, methods, problematic areas identified,
conclusions reached and recommendalions for improvement. it is of crucial imporiance

that the auditor give an impression that his involvement in the audit is not only to point
weaknesses but also to make_:ecommendat:ons Needless to say this relationship must be

based on respecl and trust.

4.5 The audilor does nol deal solely with the accountability of an accountant , as in the

case of a compliance audit, but with the results of operating decisions by the top
management. A dialogue at this level and the charadteristics that are inherent in the

- performance audit- require special communicating - skills and quaimes such as %
constructiveness, adaptedness , recepliveness, and patience. e

4.6 The management's perception of the performance audit and the TCA auditor's new role
is not always as above. Allhough some of the managers of the audited entity appreciate
contributions of the performance audit to their enlity and also the pdsitive and constructive
role of the performance auditor, it transpires that they are not as responsive as when they
are subject lo the compliance audit. Once they learn the result of the audit is not going to
be linked to the judicial process Lhey tend to act in a more relaxed athtude and respond
sluggishly to the requlremenls of the audltor :
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Auditors’ atﬁtude towards working as a team

4.7 To assign accounts to individual audltors is the traditional practlce in the TCA.
Therefore the TCA auditor has been accustomed to W07k1ng Inunuuucm} For this reason
the auditor who will participate in a performance audit should be ready to assume the role of
a performance auditor and grasp the significance of co-operativeness and team play which
is one of the distinctive features of the performance auditor. On the pait of the TCA
management, it should take the auditor's ability to accommodate working with others into
consideration when staffing a performance audit team.

The prolonged process .

4.8 When compared to the TCA's financial audit practice the performance audit lakes a
relatively long time. Additionally, in our case, because of being new to this type of audit,
the stages leading to the preliminary study report took longer than the planned. This, of
course, creates impatience for harvesting the fruits of this new type of audit in an

~ environment where there is little familiarity of performance audit and its nature,
* Should the performance aud.rt repord be.rewew.ed.by.coﬂeges?-

4.9 Who will do the final review? Should the performance report be finally reviewed by the

relevant colleges of the TCA namely, by one of eight Chambers, Board of Chambers or
the General Assembly of the TCA) or by the President, given the performance audit
findings do not go lhrough judicial process (i.e. nol subject to triaf). We think this issue
menls discussron as it is of paramount |mpo;tan¢e to SA!s which have jurisdictional status.

- 4, 10 We are, now, s{nvmg to design a system suntab]e for our organisational slructure A

provisional Quality Assurance Flow is as follows:

Quaﬁty Assurance I The audit body

o The audit team submits the report to the President
_« ltis sent to the Audit Plannmg and Repon Group ( a specialised group comprised of

auditors)
« Reviewed and commenled on report is forwarded to the team for the second draft

: Quafrty Assurance i: The Chamber

The audit team submits the second draft to the President

Itis forwarded to the related Chamber

Reviewed and opinion given report is submitted to the President
Report is sent back to the audit team for final drafl.. e
The audit team finalises the report and sends itto the Pres[dent

The Pres:dent szgns and transmnts the report to Parliament

| ) The need f_or methordo!ogyr



411 As mentioned earlier the pilot performance audit is being carred out with the
assistance of the National Audit Office of UK. The team makes good use of the NAO
material, methodology and expertise. Concurrently, the team lranslates its work and
experience into future TCA performance audil manual seclions and how-to-booklet {guide).
fnevitably, it is experiencing the difficuities of adapting a sister Institution’s know -how to
circumstances prevailing in Turkey. '

Insufficient performance information

4,12 The auditee's insufficiencies to meet the essential needs of a performance audit are: - -

« Litlle recorded evidence to indicate how the Highways Directorate { the auditee )
conveys its objectives and targets and how the performance against targets is monitored

« Lack of any form of performance indicalors developed by the Highways Directorate
(HD). : '

« Absence of effective , up - to - date , reliable and compatible management information
systems. No informalion on overall condilion of the road network to enable HD to
prioritise expenditure. - - ' - S

« No evidence of cost benefit analyses;-or other financial-assessments of-eptions, being - -

applied to decisions on repair and maintenance contracts.
5. LOOKING AHEAD

5.4 The Turkish National Assembly has entiusted the TCA with the mandate to carry out
performance audits. its expectations is that the TCA would assist Parliament to exercise its
oversight role over the exccutive by delivering objective and independent information,
opinion and advise on whether public resources are used effectively, efficiently and
economically. At the TCA, this new mandate has created an enthusiasm and excitement.

5.2 However, we are aware that the TCA will face severe difficulties on the road to this new

task. To smooth the way we have already started updating our earlier Modernisation Plan,

which was developed in 1995. The new Modernisation Plan includes provisions to: - -

« develop skills, methodologies and experience in performance audit techniques;

« practice as teams working logether rather than individually and independent from each
other, with adequate supervision and quality assurance; ) I

« acquire the necessary hardware, software, and skill competence to audit computerised
systems; o ' _

» establish a training unit; .

» establish a methodalogy developn it

-

« establish an electronic library on the performance audit literature.

53 Cne of the TCA's strateglc objectives is to apply learning by doing practice o its
auditors to further develop their knowledge and skills in the performance audit. The TCA
plans to seek assistance of external international andfor national consultants. In- this



respect the TCA values SAls as the primary source for inlernational consultantcies and
welcomes any assistance.
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