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AFUIGDIRL

TSI eh hITehl qREefl Td T Farheledrdl Tad~ U&7 I+ 97 R09% T
ATITE QYL AT TATIAT AR HETA@TI&Teheb] HTATATA K095 ST ¥ HT A@TII&TIT
Tkl TSTHAT TTRT AAHR TRUERT A@TIRIETITR] Gleel AT Fiqaad 00 Frel
FHTST 39 AT 97 Wbl 1947 | T uidaad 039 ATAAT T7 AU T | Frarera
GIAATHR]  FATAT AT, HHART FALATIA  qAT  &THATH]  [Ihbrd Frasiieh
AGTILNETITHT TRISTF AFTTITHT F FITaaTqT Gk Food@ AT [afaeT JeTies
AT faaesdr X ARUHT A@TIIET0 gfaded faeqa SHa T Jeqa9 0
Y FGAT YT IR IfAwg | ATASIAER  A@TIIETURT AT AT AT
TATTHT IEh] HETA@TIRIEHH] 030 HIAAT T AUH! AMF Jlqaadbl AT
ATAT 9TATEET TR & | FATAT AT AATHAER T AATIAT faepiaa 7ar gfafaesr
JANT, favTaesT AA9aHT ATARAT 090 HT A=THT ThII[ AT H Ffaaad qeT T

o =~

ATAT TATeRIGgHhT ATaafad HT=azdr HTIH T8l T |

JIH FIF TdaeTH ] Il HUFR [GuIes grasiide @l IiHfa a7 aeaiead
FTATATHRT TEeAHT GHTITT 9T | d¥ gfedl Ffqaaadqr ISTeTH Hfaaay fawaes
A afq T=a? TIHT IeMREH afava |

HETA@TIRIeThehl Tfeel Tqaarepl STFAT § AQTIRILT qFATed ATHT FHTATHAT
ofTeh AT IR QT ATHT & TCSehT ARTT ATGURT T, ThTI T FTTAGTHT BB
JIRTLT AT STET | Ioh AHTATTATHAT "FTHT &l F77T o aT "srwtaa aeie
T gd @AHT 9¥ A=A GIHIA Gl GGl THH IHT FIAAT AqE AT AATHT
THTALT ATHT IF@UATE AT [HT==0T g@ THATHT, [AFTHaTe ATIRITHAT T ATLTRUTETE
AT THFATR TR @d bl aRGHRRYT AIRH, Ad AqATS Sdhl Teara<d
THT, ATET TUAT SHELRT U STehl AMGUHSTET HERE® Foold HTHT 9T |

HETAETI TR BT TehTI I FTaaehl FIAHT IR T AATAINT GUSERHT I
TETRTHT "TATHRT TET @ LT, T ATS o TTHHT THHSS THHB! HFAT T
qok AUgeare 99 aeid IUAed TRTSH Rl AllhUehl [HTART del T aui=HT
THHTAR TRehl, IRAWRYI TRHl Ga doi@ HIMcHE g T THHATAR T,
SREAFHRY FILHT, BIAAD] AT ATATS Sbl ATTTI TRBISEAT B REE Ioid
TUHT T ' FIIRRT AR ATEehehl HATAT GUSHT i Goehl T&AT SR Tl
qIehT B |

SGIIIET GIAHT
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gfeet Ifqaaesr ARTTHATT B3 dchTaad T8kl FIATATe%H] FTaaade R
g ¥q o SiaaeTaT TEE T ARMRTHT T | 2T FAAT FATHT TaTATA AT
frame gt Afswar ageEe TaiTd TR TRIEST =A8RT Y A gfaaeTdar
ASTEART AT fTaRorHT AT &7 aTehl J@TUar 9fq o T =Tel J97 A3eeh!
FALT G | 2T HaT [aHRTA FBTATTBT8R TRl ATk TATS HHAT T HUH ATTTA
FThTh! faazurer! qTATeRT TERAT HAT AfHed T 900 & FAHHAT 3 A 99 ITT
BRTT TR Tlee] Fiaaeadar T@hl &, 49 A gfage"ar w4 =er fefys=
FATATEEA T AT HTTRI @ &I .Y a1 T¢l @d AQghl Jiaaad
wivaewr T 1 = foeaar fasel s fAain wrdare e a9 @= d@er
ATIRHT THTIT U7 THTHI Joi@ B | el HIH HFETolhl el [qehrd HeATadHI
T 49 o7 gfaaear sire~sifradre TRuer @=al I SHERT HTEaer o | Al
AT ATHT B FTEHT SRTEl TATIER [THIT [hdTaaT AT Tardl =l ey
TR FERT qfegal Fiaaaar ©, Y9 Af AiaaaTaT dET el HeRT 1 i

ATTATAHT bl T |

~ o

HETAETIRIETh HIaaTd T @& UAHT Joi@ HUHT Ul HBIAAT ATAR
AT A@INAT ey | A1 ATed AT UAewd 9 HEToarIiieThdrs
A@IAAT T AIhR GIA TWRBl & | FAAd BIAASB AT AaRIead
AN EAUHF] HIAE® JAqT FAReT AT AATHRT  ATTTHT  AGTII&TIT
e | ST, T, 0T, TAANTRATRT gieael qiedl Fraaaehl Tarasd=r «q i
gfcraramerr srafaar e aitad= seadd © | T FafaHT AT TATETH AATAA
gt T e SOTUHRT | AETIIeTo T (AhTae®AT 9i9 Tel hHc! (a1
AT U Uk e | Y ATAT TATeEl TSIET Ui ATasiiAes I TeIEee
ETHT ETIIETRA ATATUHT TS A=Y TTHT IR eI ATdH TR
AT ITIR &Te | AqA ATTIF G BTIH T A% 9% HTH AT TEhT Twa9T
TATE TS, | HETA@TIIETR SATIH TRTe% qehlel AT g9 &l 9 Hehol
TG A GIed T Faaeg, A AR qf AT 8T |

gaars |

AGTIIETT TP
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&5 T A

‘1'%51'&[:

TUTAHT @RE FIATHT qEATT AIHRT FIT @Il brafae fad 098 &
FATAIAATE ATHT AT diehrg | ATGR FeMAAAFI=dl HIHes, 0% o Ih
MaHeTs ITAeaTIAT el T A7 FHIAT @E HT Head HbradT g4 Thl A7
AT T IR ATART, 03 BT (GHRIT THISTH, 035 ATAHT R AT @l
o= FATage®Ed! TATTATA ATMTHE T ATd GG hTAHh [debralehor
IRHT AT | 04U ATAHAT I fAhTIHT @RE ARTELE (Procurement Guide Line)
I s prafafy UA, 0YY =i ATH FTATIFET FaHTTl, 04 &g
FTATEATHT ATSTHT T9AT | AT @i UH, R0%3 ¥ Al @ivg HaamaE«dr,
R0%¥ @E HAATE AAEIT TH ST AU FI B | QTS GRE FIaEar, 20%%
ATE AHATTRA TATSA 085 ATAHAT JHT TaF AGT TRUHT G |

rastae @ivg TH, R0%3 JIT qrasiiae @iva FIarEdl, 0%y o givg Irar It
givg fadr, daas Jar RrHel qararEdl Faedl, qAREadied, fadare FHem,
ATARUEFIAT TIT @G BIUHRT ATTHA TG FATT WHI G | @GR A F
TRUTHT FUEE AT TFAA T TRELT TFA MRA I+ FALIT bl B | IfeAt@d
JESTHTHHAT G50 @HT TSI Heh @XE TFI=gHT T@TIIeTeh! HaHT =TT
JETATs HIETT AT Ioei@ T+ TATH TRTHT 3 |

yfe=m:

LN ~ oc o [N oo ~ [N
q&q AT Hd4qTepl ATIIA T AN hATE HAT AT HLbIRT [ThITARl THA bl &l |

givgel MiFa ITareg = Afaehad TEIINT IR ATALTH a5 AIT JaT ITI<h
AT ¥ Hod TAT TOMEARHT ITed TH RIS @RS HIHehl THE I &l | ATasii-eh
gfvg IFRamaT giaeqdl, @=adl, SHT=RIRAT, STarhaiedl T faeaa«radr Jagq T+
givaert fafaes Arasiive giie TH, R0%3 AT qraiae give HIarmEedr, 0%y |1
EdT RUST @ | AEASAE @RE UA, 083 F “@Rg” ATE qrasiiaE Heraer &
HTAATHT 9RTHeT FaT a7 317 FaT 9Ied T a7 sk (AHI0T 1T T a7 TRIS+
FAATE STATST AT TRATT THT B |

Y TIT GRIAGIIIEF, HETAGIIINETFE FTTTT




ATl GG ToT @I

Tftg FAET AT

g faeaar g@fvs ara=aar uirar wfafes fides Gedn T d5s9 (APEC), fasa
IR TFSTh! TIHRT REGETAT TERIAT (GPA), TITh TSI SATIRIET=T
FTT (UNCITRAL), faea Spept @ftd ATTae™ (WBPG), ST% AT Fawh =ardR
FFST (NAFTA), TR0 HTHAS! [HIATEAT (EURULES) @TATT THAT (Model)
HALIEE TIATHT S | ATHH AATAR] ATAS(Heh @iXa UA, J0%3 of HIH
ACHAFTT ATIRAFIAT HTIA (UNCI TRAL Model Law on Procurement) |T STETRA
2T fRfe® (International Federation of Consulting Engineers) FIDIC TdaT forea Spepr
gitd ANEed (WBPG) T ITHI AT @G AATATEEH T [Ueedls IHd

\\\\ﬁ |

qfig awer & & ?
IHATIA: @RE T A @RE FHEeEdl TegdHl TR 99 ATHE T ad
JFATE®h] (LRI @ivg AToAT B9 T4 | = Ii9 @i T fepraer sareT e

derd ik IEaeT @Redreedl BRatedeEars gEieed W G BRareany
T FRUMEZ TAHT AR THIAATS SATAHT @I HII=RIT T ATALIRAT AT G
FTIETHT ATNT TR IR ATAATATS @i ATSAAT T, | TEAT ATSTAT AT
HIAGTATT, TAT AT JAT T IR FATHRT AT FETge T THHASE TIHT TAR I13; |

gf{E a=ATEHT T

qrastiae e qiferusl AT T=T F¢l IFAB] @iXa Tal GiXah! AT
(Master Procurement Plan) ¥ FTIE Gieg AT TATIT Tee | AR ATHT T3aT
@i FehTEh! TATIAT THIA o7 fTFaaR Jifer Tde | qrasiiae @rie HaaraT,
R0%¥ H MIH © T 5 HT @R TSTHATAFG] STaELT Thl B | AT Fa2dT ATAR
G ATSTAT R THRD §7e |

giw W(Master Procurement Plan) .- 1 fAgaTaeier |Qrastae e
TH I 9T gEl FAATHAFH oA g ATSTAT Al ATATSTATHRT AT @iwg Tl av
FIEF T FAS AT T ThHB! @R & @REH T[T ASAT FATST I A
Il IRHT B | Il FaT JAAR XS TSATSTAT AFSTHI H1A T FUHH, ITA
SR qAT eTHaTaTs gfte T I gRTHeT AT, AT, AT 9T o= arent
AT TAR MRS, | TEAT ATSTAT HF STALATHT ATSTAT AT ATATSTAT a7 @iXaehl ater
TR ATNT TATST T |

-3 dGTTeerT gfier
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o WREH JHR, TRHATI T HISTHIET JTHTAT HA,

o @ie fafy
o IATIHAH YIATTLATHR] ATNT GREATs CHhHIed aT ATebsT adaTed AT HrEE=dl
T,

o THY G FHRATEN GRT THHT ATNT TR TERIATEEHT HISTHIET ST T &l
G FRATEATS TATE I+ o Hed Hed I,

o WREH ATNT I ATATH! FHRATEl TATT HTHT HrqF=T T,

o @RET HRATEIHI HIETHIET HHT AT(AeRT

o HEASIAF @G AATHAA FATATA @RE & ATSTATHT FHTALT TAI AT T
BT HT,

o TE WRE [TATSAT FHd Araaare Figkd IR g1 99 T Jcueh ATdH
YA AATATTF TH TG |

GRE [T ASHAHET Jeddd  ATATSAT, FUHH UF /g ATIFH (=1 =RoTHT

R IRTAET FAT, F%q, AT 9T o= HAThl AT GFU @R BRareardes

IfpA T @RE =ROT, ATALAHRAT T FHATAIATE GATAHT @l TIR T I3 |

FiffeE affs FiemT (Annual Procurement Plan) :- Uit fHeraer arfide g97
FEHH TAT ol TAR T T8 | @RE FAhbl e TR AN ATALAR THA
AT qIfp 9aa | ATt @R ATSTHT @G TFATSTATH! ATIRAT TAR T |
AT =T AT F Y T TRA Tceh @REHT AMBUHT FHIE® Fooi@ TTLhl B
&g |

afg AT FigA TR 16 ?

AT wrATatg (AIAETaedl, R0%Y &I IH W) AT A1f¥e &AHA T @9 T
AT AT AT s o9 % AR 4 fa7 = wvafaa s aars
99 ATl B | TaSAh @G HAAA AMUF Toiadhl AShISH ATIRAT ATHH
@R AT TATSH I ST T ATAAT AWl vz | @ T ATGTdqRT T aole
FASHTS ATTIF TUHT HA T HIATT FALATHT ATTIF TUHT A=ATAL I T Tehl
@ | IT TS AR THIAT I ATSH THT | TTAT AGLATHAT GG AT TATSH
FET &7 | I T Uah Folcehl ATNT THHT qFIT AHUI aold IIed AUl THIHT
T I HTIAHT AT @RE ASAT TIAR T AqATS Ak @RS ATSTATHT FHTATST
T afereg | qfedT TSTaHr TAATAT A FIH T FeddH] TU AIel HIHEI AT 99
TS ATTHT AT Fg R ATSTAT TATSH TaT |

AGTIHET TAFET _3-
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AT GRIHT UTET:-
qAA TSIk GREHAT AFT [q9oaes gaaes -

o TNITHIHI Itad Ifamer (Value for money) 911 Tl_'-i,

o Gfazaem 31'&5[?@ (Enhance Competition) TIT-L

o URERTAT ¥ G99 (Transparency/Openness) wIIdH TFT;,
o STATHA(EAT (Accountability) LS TFTL,

o YTHARGI ATHIEE (Reduction of Corruption) %H TFL

o JFAT T ITATE®HI (Accessibility of Possible bidders) 8= &TIH TRTIT

o WM AITATe TAEF T (Promote Domestic Economy),

e THAT QR dTehl TTAT TAT ASTIRET (Model Buyer and Employer) I TTHT
' |
qITAHT AR] 9% FIATAATHT I8HT A7k @G UA, 053 AT AEs(F @iXa

MIHTET R0%% BT ITAATA ATaSI(HF @G TOMATHT [FAFATTARHT ATTAT 2[STATHT

I freaa=adr #1a9 TRIST #egd T J1avs, |

e URERMEAI, XSS, ¥ faeadadrd qiawadl, =adl, SHRdl, Iaz&rl <
SaTheel 9T, [HaeEdl, FEEd, IEERRI, AeHINTdiHad,  FHATHAE,
JHANTE |, TATAATEl AT HBIAAT ATAR g, H,

o WRITHHIA FIHTHR Tgd, FAANIEd ATAIEEwR ATdH AR T TR g
T,

o oAl ATATT ATHTA I ATHT HIAHHBT FTAT T@H T FrasliAdb STAT SreAq=
i, =,

o TAME TH ATUR TAT TFIAAT I 0T g7 T+,

o IFBT YATH TRUHT AT JHIRTA greg H+,

o ATFHA ATATA I[ATETATS ATRHAATRT HRITATR Jiard T JTALTT T Ioqel T
TfFT TaAT T T+,

o UHTFHRI HIAATE faare THTIT &7 W,

gfqerr fagrear drper U9 gor HIATasl 90 araid HeTd@raieTFeh! Hraradd

TSIk TR TGTILEAT &l Jedh I8 TAT GREAT TUH TLEw Aearse

ATUHT ZfEg | TFFT FE IO A B

o GREH! THASAT U ATHEF GG ATSAAT TATIA ANLH,

- AGTIIETr g
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o TIT qUHT ST T IGAT G AR |

o THAHAET ST TME@AT T IIX FHRATl T ATLH,

o TAT WUH ATAIAHE] YT ARHA THATH T [UEAR STIoHT TATARRT AHTH]
9T GfTEagiare ST TR ATHT AThAR] ATATT Tl T ThI,

o TS WRE TLHT IXLE Gl HENT TEHAT AT STTHTT T ITLhT,

o SFRT TATATIA THIAHAT & ARl HRIT AT T AN Jfg g THI,

o WRE YIATTLTCHE B AHebehl ThT AN ATHT TR IR @RE I IRTTH,
o HESH® HHA, AR a7 IR HMA AT FTHT TR AT T LT,

o TSCATE SR BT AMABTHT FAT T TN SHbT TERIATH] TG qoT LT,

o ISR HAHRT AT HIHT @R T I,

o ATAAHATA THATHAT LT I=F AT IIATITA TLT T T,

o T HIRUT I@IE AATHAIATE GG BT I b,

o HATFIRF THIT IR AATATAE @i¥E TLH,

o WUSRHT TAT UIATI HivaTd &aT ¢ I ATTITHAT Aval FTel G a1,

< @RE T TTH,

et @fig et R e ™ e

C o
IENIG!

A% @R I¢ed BNAA TH @G HA ATSAT ATAR §1 Tas | ATasiiAeh
gftg T Taa e eI e feafaar gfaea @7 99 9UHie Arasiiaee

girgavedl Mo el e T[T 3B ATadqd B |
JrasiiAs GRE TRUEEHT THAATTTT, BT T&TdT TIT BIEAT R GRT ThT T S

TR ¥ FEEHAT d@IRieTehd I TRl fF=R e 999 |
o WRE TIAHRI HATFA T HFSTH [TTHTA TUMATRl ATH ANTAD [TATIT ITRA
EECH

o fAft=ra smafdeararg A wreer g T AfteeaT TR T g

o UTUTSELT ATHIAH! TAHT ITHT ATIfT Farare AI¥h @i T GHRIT BT A7
T &1 US|

o Siaeadaiars difaa aarew fafd= @ardstar & faasa T @fke TRt 911

S

ga |

>

AGTIHET TAFET —u-
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\ﬁ = \ﬁﬁ ~ _qg]_‘__r q ﬁ Tr;\r;j |

o

gifafireeTe TORAR TEIET TH JHIT RIS @iE T ge T |

HIAATHTT A1 ATALTHATHT HeATsT R @RE T ga |

JaeTaicies @ivadrg T Ie9ad 9ah Tah TiXg T ga |

T TRAT FH TAHT T2 ORI 9% fagerare drard T4 &4 |
TIHTET feprae @ivg TR qraTaET 9w afg=e g5a e 91E )

fafr= dr@as IrATETe ATEETHE @RE TRl R ¥ SRiheaddrs  eard
Afes TRaeataar gerar | e o g4

GfiE FAA FEFIATAT TAEIT T FATAAST ITALE

AT [FTaeEdT @iva THTEeH! TS T HTH AU o+ TTH G | @l
T ¥ TS METHT HTH TH FHATNEE AT @RE FHISHAT AAE! BT (a5
T IR SFFTITIA Ii gvhepl s & fdar @it saeams graee a1 99 |

afvg #1 qu fadeats v araeft 9@ AT aUERaTATEE Tl HATedfaa
qfvadd g9 AT G | ThIAcHS ARl [ahrd A9qTad qqfefaar aiead
AT A |

~

[ a NN o o Y o c o o ~ Q.
AlecTehl @RE HFTAAA ATqHd T IAdIcHe @R IrhATeT o ey
ATIfT = Gfaeqar g9 Febehl Wi | TR ATNT TET T FTTeTdTcHeE T
faepTd B Taea® I |

ATfF qUHI AT Aol ASHIE Ud @ TH ATTAT I g FAAEATHT
HTAHH, Toid TIT [HRTAT IR ATHRT ATLTHATE @IS ATSTATR] AT aT (HaeadT
7 uReefl g5l T fAee fam afers | a7 #ET 99 Tar AT ASTH{dF IAT -
TG AR ATLATHAT ITT TS ATIH LRI @G TISTAT IIeAAT T LT
el FAXAT T |

AATAITATE D] A T FFRAT GRAdT g4 ATALTF T |
@it AT [ A1eadq Afard T T SFFEGTH 99T 89 956 |
FRHAT =g, Ud AIANIE HaeREbl [FHd g Ta |

GRE FAB! ATHA FIH g AT e T 9f7 1 998 |

dGTTeerT gfier
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g FAF T qEEA:

ST HIRAET (Daniel Kaufmann) & fa9a S @1 (World Bank Institute) T
FRGHT TIR TRl FAMEA (Good Government) &1 TAFBIFEEHAT [HF T=eh
ﬁ ~ a |

e ATATST ¥ IAaTNIA (Voice and Accountability),

o TRFHHI TATTHIIAI (Government Effectiveness)

o ISIATAe FRoRar T f&ar IWed sa<aT (Political stability and Absence of Violence)
e THIAAT THT (Rule of Law)

o YITAR fAa=rur (Control of Corruption)

o fuTH® 9T (Regulations Quality)

T WY @RE HIAAHT IRIRTAT, Ifaeadl, STarhaied!, T=adl, ST, &l
Afiafg ¥ Arasiae @edl Afdehdd Ifaha ST ATAREEH! TATAHR Hraaa-
T JUMATRT STAXAT AT TSI GXE HIAHAT BT ITAAT T ITard FFaed
FrEHERT gearqfa faarss aferd soa=ar @ § | 9q: J9HT gEg 99 gaTe e
faq ST=er f@ar |

ferewel

rasiie @iveg Th Fafaa utwmar &1 | arastas gike 9har difeusr u9 Haw
FHITTH IR ATaSIAd 2T T ATa=hl Irad, =k 3 faad g5 TanT g I8 |
AT I AT YATH! TSI GXG AT AESI—h [FHT FHIIee qTIeTsTHh
TERIATRT A T THSTTehT, AT Frafaty UA, drasiiae @ive U q9r fFaareer
AT ATR(Heb HIAA THINTH T&TATIAF, [HATAT TAT TATIHRE FAHT FFI T
IS | AT FE], FAT qAT AIEASIF @iXE URAT ST ATAeARATHR
Ife=Te, ATIfAHFATRT SIS, @R AT, USRI, ITANTHT TRIAUETE ATAA
gt gl AQ@TIRIE TEe A9 bl [q¥ Ioaidad qdaT T8 ATASTATe%H]

u¥F (Economy, Efficiency, and Effectiveness) @I STIRHAT IRkl A@TIIETITT
FIHFRATATATS eI FAT Y& T THAH Hed e | GiXg a1 [afq=1 ra=epr

qIAAT T GiXE T ATl I &l | (Hbrael o Hdhl e e
QUITerT, Srafafer, aar 7w, wrataty, oA, areastae ae T aar Maaraeier
TATAAT IET Geiehl ATTHaH ITAhA A T TN SAAATATS GLTHART TATHIT
faq & et @iva fafa T SETadrerTsr g9 39T 2 |

dGTTEerT gfier o
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eI qrEni

AT shrafafar T, 04y

Trasiiae givg U, 0%3

qrasIAF @ika FaamEsr, 0%%

ATaSTieh @iYE T@TIIET0 AT R0%Y
AT gemEE - W1 gATE farafear
HETAETII&Theb] BTATAT R AT H Faaaaes

dGTTeerT gfier



Jde1 TATGIRITIT 30ARID! 11 3N1aAB YalaR

&5 T Fag |

TSHH

c o

AQGTOIETUTRT  &TAT MURAR AT [qeama@aaar &\ TH Fared  J@raereron
IEEH  JARINET  AFSTA  ATHT T AEe®bl  [UEAR  ATITEAAT

o c

PRITFATIEE®dT HEcadls dQldl [Gsadhl @ | HAddH! JAY A IS TITY
AATIT, HBIThl Irad T TATARRT IUANT, [G0T TaThaedl T @ ATTqF qar
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Assessment Tool)

(International Organization of Supreme Audit Institutions)

gearaTg [T THR (INTOSAI Development Initiative)

FaT=d @I FAT (Supreme Audit Institution)
qaT=d  AQ@IAAN GRS Hl  FeRined HIA

(International Qmandards of Supreme Audit Institutions)

JETHAATde%dl  FeARigd HeTdg  (International
Federation of Accountants)

d o

MBS N =TT AT =T HTT  (International
Standards on Quality Control)

RIS AQ@TINETT  JAT  ATEALIAT A AT

(International Auditing and Assurance Standards Board)

" fqdereE, gETI@rIiIsIEE FATT
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2T (ISA) : ﬂ?l’(i‘ﬁf{q AGTIRIET0T |IA (International Qmandards on
Auditing)

ATSHTT (ICAN) : AT FTde UHhI3Udrad IEAT (Institute of Chartered
Accountants of Nepal)

AT (3i) : AT HATATT TSI (ISSAI Implementation Initiative)

ATTHE T sqS

ToAehl A ATAR TIMIT IR FAT=d AGTIUETT FIITEwR TFSH, SralarsdT
TEFTT e fT9aehT (SAl) &bl TN THAT ARTATGHT v TS ATTHT HATHRI
AT T AATT HATHAS TIET 2T ATSSIATS B | THZ AN TH ATSSIATSA
TATTHT ¥ FATE AN BT ATNT FATT BTATHT AT TIAT SR ATSHTE 2T |
HATod A@TIUETT HEATETA TATSHT Joold bl 8% TR T T ATHe T oATehl
FTHET AfE=TT TR ATHT BTART (Fafq F@rsiar TN AHHT ATIRHAT TATS AN T
AT TAR T ATTRITE ATHE SR FART T |

A= AGTILIETI] FEATETh] AFSAA [Hhlelehl FrRIad A@TILETIT HIAATS
AFSIHT HETGIRIIT TET SATS AHTHT &7 | ATSHATHHT I IALEHT ATadNTH

SAGTILNETIT T ZAT ITAAT T ATHATT AT ST SrerATghl 9o Gaed ALemel T
AQTINEATHT THATSHT ITAAT T ATHATT TEhI G | Sararsd saredls ¥ dedl

T2 TXeRT W | A8 § AT WA TAgT AMGTHT I, | AHT TATS q ahg @ g
IaG | A8 R AT AT FATSATATH] AATILAF F6% Il MRUH! G | THAT
AT Q0 I R IFH ULSA | A8 3 Wl JA@TIRIEUH] ATIRYT (Fgadl Jooid
wftwpr w ) FEEr gErg Qoo If@ /R UEHA | dE@ ¥ o SA@TILIETITER
MEEATgde%dl AHAT Jooi@ hl G | TTAT TATE 9000 I Y I+ TSI |

TSR AN ATGHATHRT Tl

ATSUUUHAGRT fahiad T ATSHTHFRT THIMTT AT - Q AT Joold TRl
FETATE AR (AU TATS-¥ 0 AT ATHT OFAR [Ha=07 qTHE AT |
TRMEATSA ATSHIATHHI FIHRITHT TIR THl G | TATE 900 I 9590 FFHHT
I FETILIETIT S ATETE® Ui ATZUUTHSZIRT [Aehiad T ATSHATHEIRT TehITa
TRHT FAT R00 I 590 FEHT AGIURIAT HHe®RATs AR fauR g=aranss
ATSHATHHT TRITHT TATR TTLH B |
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ATSHFATCHRT ITATNTAT- e fafad garsT=epr RT ATgTe ATHe SRl ITANT

T Afheg; |

F)  TETS ARL TRl ATNT AT ATHFT FATEAT T ATALAHAT Tla=TA T SHE AL
T IOHAT FAR TH

@) TS AN T AEeTE 99 GaAew dfg=ry T+

M) TATEHI A A@MILIETHA ATgHTSATE el 913 ok, | IR (Ha=ur T
THEFET TARTAATRARATA  AGTIUEATHT  Jedeh  FAROHT  TATSHI  ATAATH
TARTEATRT T TET ATSARHT TANTSATE T TS |

) AT ITAATR! EIfTar e ra g IreqT I9UeRT T ATfeTeh | ITeAAT TUHT
T AR T qaT3e |

g fagdart, daaaeaEedl, faendl ¥ o= Saaeesr aiT garsdsdr AT
JaTe ATSHITE AR TH Al |

o) TATSHT ATTIARATER T AFFRT RITAATRT ATXIATh] ARAT Trad T I
THT Iooi@ TR UTSHATATE AT & FTH ATSHTEA o T |

TAEH FATIAT

I R090 HT A ATRHTHT TP T2ATSHT 0 A HeTadT fa=ira, FradeIs
T qROTAATSIEAT AQTIRIETUeRT IHE [augasies dHed SAIgdhl IFIu Jradraes
AR AT | ARG FAHT ATASIHF &R @l FTATAS ad TATSA SHATSH
FATTIT T3l HEGHET AMad HUH B | Sraded ATHI G5 dleeedls
ATaSIh &bl AQTIIAHT SATSH FTadTHeedls AT¥hl JTadardel TaHT TART
T T TATSATS AT ATSewehl SAT-SATHT ATTHR &7 T AMIT HTHAA ATATR AT
T AT T TRH G

SATSH! FATEIA &1 ATgHhl HecaH T A fafed ae@raer gv s |

F) T FTASAAF SABl TRERIAT T AGTIehH] HIHT faeaa-raar ATTaig
ECH

@) ITghl FHAR FATAFMAT T FHTIIAATAT AR AT TITEAT  AGTTEETIThT
AT ATIR g9 T |

Y c

M) TSRl T IRTFIATRT HISET ATZITATS AVh TS, |

>
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T TAUTADT HETAGIIN TR FIATAT AlEd T2TATSHl g 40 aeed AT-
ATHAT &bl A@TILETIT FIAHT SATSH] HBTATAT AT STHT Td TR 3 |
THRT ATNT AT fa HTAHAT rararg Rl EHhl B |

SUTE q&Hhdl T ATSFATEHT TRIEE

ATTSATZA ATSHATEHT FHAT TAR TR G | LT THAT AT 38X T AT
AT-ATHT ATSHITE TAR ITHIT & | 3 TS HIAHH A= 093 HT ATTSIATSA
faeaerT AFSIT ATHT e ¥ &TAT 999 TATS AeS(hdeEdl THE TAR TH F |
I R AT (HETA@TIIETHH] HIATAT, TATART B | ATTHI § T T2
ARARTART TSI STTAT ATILAF TSATHT TS Feoihdles JIR R T | fad
Tedhdeedls THd FHATAT T Jd®h Aed  [Gdd, HAHAE T JRgradm
AGTILNETITRT AT FETPe ATSHTE THE TS T ATSHTEATs AfaH 9 fgq9es; |

ATSHTE g5 TeHT IR ARG | Glgadl R q8 FATS &I AT &l | AT ATHTAT: dTehT
AFSATCHE TRH [audeedy Grad 8 | TFAT 3918 90 g ¥o I Jaa |
T ATSHFRT ], IAaNdcd, IREREl, AT=ERAEdr T U [Ha=or
TATAATSE THIES, | IAHT TE ¥ TATS Bl AINT &1 | AT Jodeh AGTIIETUTh] TA<ehT
faoEEdT FHiad @ | 99 A=rid 391 1000 @ IR]R FF faxig, 3000
MG 3R FFH FUHAE T Y000 I ¥R T IUTAAT @TIRIETITHT FFafeaat
TATSE® Taarl | 9 A8 R A1 Tk T T8 ¥ AT 3 TR ATSHTEE® STFAT ¥ TRl
TEehT T |

e fagrage

ATSSTATSA ATSHRITE TATAHT AT T fafea fagra S wer 3 |

N, HHTFT T SGIHT HTEFIIE EIZ - ATSATS TATSH] TTAUTHE= D] ATCHT I
T faepr 9feaTedT 9 ATaede® 99 HRIhl [HERuHAT GEdNT T ATSRITaH!
ILYT Bl | THL ATSHTE, HATFA AT If7 ATALThAT Iie=rd T T3l
AT 27

R FTEFIEHE T TE R AT T AQ@TIRILTRT AT 9, Te ¥ AT fa<irg, wraaes
T qRYTAAT A@TIETIh] AT 3 T STHAT ¥ Tl ATSRATERT [aehTd TRYHT
@1 ¥ A ATSHATS T I Teb TATE AN T Ulthebe TOTHITT FATIH Afeheeg |
afe T g7 AP TqE ¥ BT kA T qE R BT ATGHNE GRT T ATSSIATEA
R TRHT @ | [Tl T ¥ | 997 ANTHT SATS TRATAAT AHURT [auaen
PRI dE R AT FSATCHE TeHT HeAl T4, |
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HTSFIIE FH GFTT 17 FFAT 7 - ATG QTS TAT &THAT B T TqA ATHT
ATSHATS ATh TFI~ T4 FFg, | AT AT AT I eI T4 T, |
ATSSTATSATE ITANEA TATS TeSThAlg®d ATHI T SAALALHT J=T ATSeehl
JHA ATSHTE R T FeANT TG | ATSHTE [AIeHTh ard HeTehl AT
F g &AM AT dTed arell RepTuy 9fq SATgaITe IFI=T I a3+
BESEN

HIEFIE GHE . et b I ATSHTS Tl AR IH HRITAT Th ST
TATT WesTohdl ATFAfad THgdld I¥ IS | THEH! Gaes AT
FSAATS IHA AHhebl T TATS AN TH FAATs TATT FATAT a1 Fo
ZATAFT TEIHT TUHT AThe@HAATE FAT T e | A1, qTg T8
JaFes (T8 R TUEe®) qI7 Haalie TTHT ATSHT T=idad d@raereror sar
7 SYUTSEERHT I AT A@TILIETITRT JTHLTAEeh! TTHT ST HUHT Ahag® qiT
ATSHRTE FHSHT AU |

FEHIATargeT® a7 o fatge emEr T &= Hr  wrawg fatger Srofrer
FHATNGTR! TR fAUR Fifed’ TR RardarE®sa! [g=r 97 ATeATdrs 9Hd
weea fag sTgdTe Ied~ THUSE | 9% AThel FEHINTATEE F¥I= &l
sl Heqd d@d g URUTHAT YATEHRAr  ATSEs | ATSHRITaHT
AR HEdH TGS THHT TS AT (AT T Hraradd T & T@l
EH g1 T8 |

GRS T T=F FFEITITH FEFIT - ATSH I=d dedle g Iraagarel T
ATSHATEHT AHAT (AR TSP, | STALTTT ATHT ATLT TAT AT BT ITET
qr3 =TET S@ISATE, T ATSHRATE FFI TH GHED! AT =AT(aw I 1aehl
giafr=raar i faq o |

fadie ¥ I3aT THT I GHUEE ST ATeE AT TOHT AEICE | TS
ARITAATRT AAAT Giqaad TAR A, FZ AALATAATS  ATIHITE THBA
TGFT FTTTaEqHT ITERI A T T ATeTHT ATEHIE THE ST 95 T
fepfarerT T O TR AR STafead S9HT TEHT ATTAES eI TE, |

ATTFATE AFI T TERAT
ATSSTATSS [HIROT T ATZHTE qFa~ T+ gbRar e fafed e a1

9.

o, difae IEAT, THA, Tk ATGHl WERd TS | ATZHTE THE
ATATH T Tl HA-ATIT T GEATTT STaH faeeior FiEcerl Tce BryarsT=n
IS HT THIS, |
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R

AT TETTH] [T~ SToareesl G177 - ATSHATE TRT BT ATRT =AMfee Gl
e TH ATTHTE FHEA AfeTd THEA TRl SaAhd, I=qaral, sAtdea
TAREATRA, FAAT T HIqeh  AAeAThT  Sedl  GoAAT ATl farqeT
FTEaTETR] FANT TH Ty, | 3TE ARATAATRT ATET qle=T+ T+ ATTRIER
7 Griie GoAEs TsdAaHl AT IIIh FIEETH] Grld THI6E | ST&d,
ATSHITE THEA AT HBIATEITHR AATaF ATTAT A= T &l 99 Fearead
TR AR FrAaTdl AT AT Aga Feokg | TWhl AT AAHRT Brar=aa=
FALT I ATAAGRT [ATAARA T I &7, |

SHIZ GRIITHT a0 giias o ATSRIE RT ARTAHA(S, ATHT ATSHTE
JHES TATE aiRaredr Hameor gfqaes aar T |

aEE Tfagaee
qree® qIT THATS ST SalAISHl S THEe® T ATSS ATehl A=A Ffaagdr
AT AR SealdIedh] q¥ivad &A1 THee® T ATSS[3ATgdhl IH=ad, Fednl

HoATEAT AT AIMATHT AT AT SiTeA Y o Gehl o qreeed (A& forad
BRATRATIHT FHTET THIES, |

afger R093 T TS TESThdT HUHT T ATZewdl Al AESThaieed! qHH ¥

S ERer rear T fqaars 98 J9r g TRAT 3918 AR THaeed

FTIHT TETSTHT ATHT TATT AALITHT TETIES, |

T ATgeed TS eThdle®mdl edNTHT TaTg IaraT feafaerr g #reF

T T ATSHTEE® ATH 09% TFY T THIES, |

ATZHRATCATE ATHT TA(E=Tehl ATARHAT FHTZ BTATAIAT JUTANART TATN AT =T

TEHT TATE HATEIA IR AR AT afg o9 R09% e

TRHFIES |

7= 3 ST R09% T TETE FratEae IOHIfaeT FTEATSEr AR T |

FTTF TTAT AT FHTATIAT RITTHT ATTHT T eATsH T qTqaa THIEH |

T T dTEH ATSHE FFI T

) FE R HIEFFIE . TE R ATSHTCH] EAT T ¥ BISSHT A I FHEe
el HISHT FTT=T § AT Iool@ TRUBT G | SATHI HCEw HIAH TR
q ¥ R ARTHHT T | ATTHTE TAT T TI-YIF fagr=aar sraned @2
Jd® AT Al HlAAses IO THIRE |

R)  TE Y FEFIE . TE ¥ ATSHICH T T ¥ BISHT AT s
el HISHT AT R AT Il TXUHT G | GIATHT AT HIAH TFT
9 T R FAAHHHT B | ATSHITS TAT T TI-YEH (ST AT I8<
I AT fadid, HEaHe® ¥ IRATAAT T 3 J¢ AQTIRTETET FFafeaa
ATSHITCETHT ATl HAHET T THAIES, |
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ATTFATE FIAIAT

qE ¥ B ATSHTE 99 HF U UG ATSHTE THEA @b ASRT GA® TH
T I=d HALATIAATH] HIILUTAT ATATSHAT THAISS, | ATSHTE FHed g ¥
HT IEHT FBRTHT GaHe®s d8 I FHISHTHRT F¥ledd Jradradil i€y aq I==
HATATIAATE TETIH o FBTALATATHT Ie«T BT | T& R Bl ATIHTE qOT T F@THT
FTAMATHT eANEeE (I=F HFTATIH T ATGHNE THEHT a8 ) of T8 R ¥
qE ¥ BT TUTS WAAT AT=ebl TFI= BT g7 | A8 R of J0HIaeh e favg
T IOHIAH] FATAITAT A@TANEIH] TSN h TeThl [aeqiasor T+ &1 d8
¥ o S | ATSHl TAATaFIdl AFATh] IRUTHATS IU ITedT, ATk aredr T
QUAATETT T8 3 avHT (AT TRURT @ | T8 R ATSHATEH] HIeTH ¥ AT a9 3 Hqeir
FA AT Foold RS, | AAGAT R BT BIAH ¥ AT T (a5 AT TRUHT
g |

YA

qreeed ATHEE! SATS TAATH] FTLAT MR TR SATS HATAAAR! OIS TATR
TSB! ATNT ATTHRITSHT FANT THATS | TART AT ATSSIATSS  ATSHATE AL T p]
g1 | SErIeIeTs, ARt ashdl, fagdad, Aqa=aredi, Rendl ¥ fSerges
THAHRT ATNT ATTHITE ITAN Ighl B | SATSHT TTAAT ITATA ATGeTdhl (a8 radr
T YIASSTHT 918 g9 ST | ATSSIATSZIRT ST bl HgT= T GEhaATHT AT a3
qE R YT Ae ¥ TATSE®RF ATAIAFAT ATAR ATSHce® JU I | Sd1S
FATEATHI AT ATSHTE UT T ATSE® AMAT THMEATS STEAT SralATgehl &
JHEEE T ATSSIATSA WTTAGAT h TTa UIST THHIRT TIHT EEATER LT T |
ATSHTE ATHEF JATaTe IU0 THIE | ARl = AATITIAAT bl HHATT
FABT FTAT ¥ ASARTAT FEIAS ATSHRITE 07 T Hd FF T T8, |

W qTt:

9.  TATEE®HT BATEAT ¥ IS TRIATAAT (AR AR (ATSHTEH) BT qi=rT
- TS [a%d TRIER

R OIS FATTAIT TAFRR (33TF) HAHH, Faagdiess (G930 - F=ardrg,
;: : =~

3. AT JAETIRIET HEATEeehl JIraRifed AT - Fadrg
Y. OIS YHIUTHRYT HTIhH - Tardarg, ATISIATg
Y. HEAHAH AGIIEI ATSHE - HETA@IAI&Thdl HATAT, HISATS!, TaTA
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— T8 R ATSHTE AT T Il TATR THHI ATNT He9TT

LT 1
FAH 9

e R e 3 HITH ¥ HAH Y BT &
ECIES LIS TS 9TAAThl | AIg FAae T qE ¥ IJEEXU0 T
qET AFYTFAT | TI/ A9 -
TETSHT SIS afg Fraq ¥ FT | TER ATTLTHATHT | AZA T& X ATTHE | gy srgne
fagr= AEYTHAT | AT HATIEE | TAATeEATs TN | AR A FE TH IF | guee wrew
AR EEg | W qUiATErET AT | TRl NGHT B - | A8 ¥ ATgeIre 9O | oy or
TR, dqcd | ATHREE T TR | qUTATSrT ¢ afe 9 R T | TRHT g IS | 98 R BT | quigrery
T AIEIR | TEIE qaCITHT B | dE ¥ 3T | GATEEATE 98 ¥ BT | qipw s
qER " | a9 T, TR | ATALTHATEESH] TTAAT | ISR T ST | =Ry oo
®A AT T | HIATHT qreTHTeRT TR G 9T | I | IET TE ¥ BT |y m 9w
Traii® @ T | I/ 3R AR - AlE TE | IIEES I | quiqrerr @
THEREE 9 | Elrca) R A d8 ¥ By & | ©if e awfef s | o se=
T STFREE ATALAHFATHT  ITAAT | FROTS TET AR A8 | e faer
BT & BT | T A 9T HACITHT  TEF  TA | srgeqrar OO
e T T a7 Fe | qAAE : afg a8 T | FEHRAT IO@ T | s qe=y
9 | JHEE g % T | T TfaTT | g aw
TICHIAT TG | ATTIhATEEH] Al | TEAITRT BRI | eprermrar
FTAHAT Jooi@ | AR P A | AP | TET TETS ATAYTRAT | gearm T
T T ERIES ATALAFAT | TTAATE =TT % | B
qTAATH] FATITH] AT | ragTd ARL Ag
ATSHTE THed AT | FaeITHT T HIAHHAT
F T IR0 Jeoi@ | AN g Seord I
T 9 | T |
I R - T8 ¥ ATZHE Q=1 T |l TAR THebl AT fHTe=
QAT
ESIE] k3L S — ESIEIRIERIC
| ATALAHAT FTE Ha / AR sl
BRI
I9 Jq  FHAHAT | TATS ATTLAFATHRT  ATAAEESD | T HIAAAT | ST ELIES
FIAHAT qrEATS FITATATE TH FIAHAT Joold TR | ATZHTE THEA | ATALTHATHT
HIECIES dEYTF 99 | AT F9E 3 fefawer anfreeor it | @ qrAATe | ar
ATATTR SATSHAT WUH | B : ATALAFATHT ifaTeR qreAT
FT Bl T | AEATHAT IIC | qrear  TRET  SHEEATHT TF EHTATAT | AT QIS | A AT TELR
Se@ T | T 98 T S T UE | THTT BT, | FROT AT BAAAT
g | sTifeTE S i T | guleeg 1 TE@E
ATATAFATEEATE 0T TTAAT AT TR gUEERl | W A
FE AT W T qeerH T wﬁ@ T T “‘i”;
chlle:il ATH qTAAT ool T ‘TIEI T PN
TG | FESH] AAVAFACEATS | o o inere | gramefy cordife
T A TRE AT A | g oy we | bR add
e AT SeE T 9 | fae srazaraT AT | FHrAHH HEa
A AR TAE ATTARAT | sprerwr e | EH G |
TAATEETTE Gl Jrag= aeiead
TATAGT AATRHF g ATLATHAT T
FHIAHHAT AN T Iootd T T |

T ¢ O SA@TaRIeTT, FIAHAE AGTIETIT T TRATAAT A@TILETITHIT A Tear T
TE ¥ HT Ycdb ATSHTCEEH] SATEE Hel heh g7 qFgT aTarT aqef
ATSHTIEEHT ATHITAT AT Iedi@d [auTasie® WWHhl g |
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_Xo_

SGTTEerT 9t



IS4 =91 yoniel! - Dl fdzaigor

& o g T

af=a

AT AT FAATIF [AhTaescl a&IHl (0!, FaT Y& T A FHael ITART
(Sale of goods, Rendering Services, Interest, Royalties, Dividends) d9T< ATFRTHT
TR g7 Ao WIHNI el &2, HTHNSH ANEH, AT T AT ATFTAT
(Taxes, Social Contributions, Grants, Other Income) 91& ATFETHT TTHT g | q9TA
FIHRA FT, AAITH, AT IS I T BT 7G HIoaTd TIT TES(ATE AT I
T TWRH G | AHRA TA I g9 IAoeaeles Mg T gdael T e avdr
TSI T TRl @ | AT ISTEd AAehl @3 T AT AR A A ITS154
BT A BHAA! ST AT @M IASTed SATaeh Udeb FTAT eeh, TR, [aarH fash,
FATATT BIRTA fo=hT afaare gred g+ A& &l |

AL FTde (AT TAT =) T, 04 A GoAfAd BT THISTH 97
AIFRATS faq a1 RIS 7 TR Hedd, Aok, AR, A ATHAG F,
AT ATIT F, TISIW FaTd by, HITd e, TSN T TEATATS ST
HITHT @ | TGAT TATAT BT THITH AT A7 FT T TRbT GHT TGS |
T e YehTRebT JTATF IEqX, AT ook, AT, AT, [laT, AT SATad
AT TRBRA THATAT BT THITH ATMURT o TEAX TAT 9Teeh T TUTA ARBTLehl
qui a7 AITRTF F@TTHCE YT |1, FIIeR0T, ATANT, AHTTSEar Heras g=tad
FA FTHITTH faq T frfaaeT oo, TTaR THAHT THEAATS TR FT AT AT
S |

YIFRA TGP GIaare red TRehl ALl ATer@ ITeT T AT 1 gigae— T+

GT JUMATATS ST @l JOUITAT TTAg, | T JUITeATel AReRTT ISTaehl fEamra=r
g AfeT T AT EE TR | TIT AXHIRA ITd Tehl a7 T T ST AThT
THHFT AT TET TR F@T @l T b7 e | TF Aeaid Ao ThH gred
I, AT GIATHT SHE@dT T, @l e, Jiaaed 9 T @l gLieor T &
THTAYT HUHT §rg | ATl @l A AT T bRl Hraradel |

T | GTHT TR fAepren fog @ T, 9=y wre ¥ fRar T srarad
TSTEhT @l & AT B |

+

fZores, TETI@TIISTRFT FTAITT
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T GG T . BET ey

et faee |

TYTTHT I(STE A@T TR [SebTH higel SRg HUeh! AT ATeh=T WUH e % Ui
=T #ra 3f@ 7 TRERS T a9 T Qo @ Tarsdiar AN AUt TATET ST
JUITATHT TSR] T TITET IET SFFXIT bl IIgwg, | AT a9 0301039 IF7
TITET ST GOl T RIRMH ST JOMel AR A& e ARTHT 947 | 791
TR AT HAETT YOMATHT ThqAT TS AT 15 TEAT ST
TS ROI0IRY AT THERT @l JUITATHT AT ¥ gl ... FT.H.8% Tk
ek A MR 9.9, 039 A1 A0 q T IRG AT @l GUITedl AR TRhT

T | FEHT AHIETOE IR TR a8, R0%3 G |0 @ Tq g SERT A@rehl
fagTeaaT AT IS @l JUITeAT AT~ ITHT ATSURT |

SiL]

A FXPRA AN Wbl (AT AT @l Tl AoTed AR TS
fafrastare s T afaerE e, S IEHATg AT T, @9 9 Afes
i HTAT IARGAT TH, TEIART A AfG, AT THHA T TMGAT IHAAT (A4S
T, FT AGT TIR T ¥ ATAGFIAT T GoAT {67 Ie9T ThH 3 |

HIAT et

T FXHRb ST D] AGT FUTATeh] AFI=IHT ATTAF FTATArd TH, J0UY HT THT
qR T 93, AT HrATatT HIATEEr, R0%% & IR=ge 3 dA=id | R @ 95
TEH, IASTed @l AT, R0%%, Tehel @IAT HIW JUITAT T=aTAT [AaRTHT T BT
qIT AT [T+ FTATATR! HTT =ATAA [AGTHT, 0% AT G~ sqaegr Tieuer
3 |

o I afTh<oT

AT TRBRA FIHRT ATRTAI, @ T TH[ATs ARIET ATARUE AT FATS
EECEERE s lie HAT HIUhl IHRT [aiia T2 (Government Finance Statistics,
2001) ¥ HA @A T ATGh Fgd qIT aIH0T T 085 M@ q I[g AN
THT B | AT T qAT AXTHBRITHT TTeaeATs ez ofides, qer ofrdes, ofides ¥
39 ofrrerar faure iRuerr © | st 99 NTHHT T STET 9 1o, |
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AT G g - HET fveryor

HINES =TT ks RULEESEE
N @HWWWQWW «
HEE= I ED
. T3 AFTHT A~THT Teaal T TUHT
EEUCED = 3RAel A0 SES
S ME R
c ﬂ%‘a A+ p] ArdHT UIAT AU HU D]
ofrdep = sect AR 3R
Trstea 9f e
39 i air o RTsTea ST+ &§9) RS
AT R Teted @t JoTTet
TTA TRBIRT AGT FUTATA AT AL a7 $h2 TS, LR T, TgAT T
T @l Ml AGTIRIETT T AAHRT AF THAT ATAFaT Th B |

AT ATl P cIoN3N:

TR FAARH FfTATT, 083 PN gRT 5% AT FAT THISTH ATEF FHA F A
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foroarare <orfes vd wratersr waRaer 3avalRie:

ST A TAT A@T ACT qAT RIEATT TOT T, AGTIET TRTIA T THb
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STET AHHTEE RgUHT A |

o= IS @1 gUTA T TH GHEEE AT 9 [q9H wRiHe AT
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A TERd HRMAEESD] HAEIT AT FATH FATAT T 94, BRIA HATAT
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TEHT FAXITHT F AATAYTF TE AGNGUbT TATET ATSH TLHT G |

AETINETHA ST Hal aos] FAedd AQTIAIETIT TRTRT o eI THeha T qeafead
qET T HET THIMATS ATH A AVME T&] AGNGT TRl TATET B | THT 937
STATSETRT [Tl =RH faehTEerl TITHAT B | ATSTHT &Y HTH FRATEl HFIAITHT
ATITRT G | HY TR BIHFBRATETR] ATHAG & T THIITHIIT T Hd FFIEIHT
ATAHATE &5 | @iXd WUHl ATAAHASS T I GHHl dld AR9Ts T THUES
THA  FFYEATE AR T fUve g7 areiehl @ | A ARaTge®dhl AqATadl T e

-%o- SGTTEerIT 9T



TTHEF TR T AEHIATATHEAE AGTTHerT

STFATRT T qHT T9ERT F= 96 F9El fhara aeie feaa ¥ o7 9eas
GTATEEHT JIaEl THA  FFYEIH] ATAHATE g THhl I |

ATST 97T T IEMST BTad JAR T HET T G&A0 T&0 g | FqAT THH
FATRT A T T TGS AT (b BISHT Sl | AHAHT TRATAAT AT TH
IITHT T IS ebebl HARATHT URFIRTWTA AT T AATHT T@TIRIETT THIES, T
HrIaraTe et 9fq afvads gaaes | e/ qATgTwaT dal SThTATh SEdT ATSTehT
FA AR FHARTA ACAA, T ACBA A AFATE TeclT HIAT &= ST
TRTHT TREER AT IS | 9%, TRl HFER AT /T AfHT & de a8@q
FFHEATE TATIH BaT Al AlA® HIHAT FHATead g9 aled, TS HH Frdhd
ATME FTHHH [TAHT 81 815 FeATS o Ja |

TS HTH TATT TUHT &1 BTgH, HRTST THAT AT GRT LT &1 a7 TATH HTH TTHT
&1 ET3 THTUThT TRT&T0T T TS | ATSTehl A@TILIETehel TREIRTTA @ TI<I&TITehT T
AfeepraT givadd T ArHfTE Iiadd g9 T8 | SIAdrare agdd ARUedl ThH T
IMTF RIS TAATATS AT YIed 9T A9UhT T AFAE bied, fFT T FALT
ST AT 9T e, HTAHE FATFITAT ATHT [GaArsdie TAdararg (b T
FIL AR T4, I SN @] ATTh] AGTIRNETHRT FAT S |

AGTILE T FHHAT G FATATERATE  A@TIIEAT T IBRIT, FIF] BT,
FHATNEEHT HTAAAT T ATATRE AATTHARE TATATE® ATSEDT TFI-HT AT

T T ATAT AR AGTIRIE IS AAT GEAed G e feeraesr
FHAREE T Td TR A@IIIEI T HHAT SA®HA T ATHES IAENIA T
ArATEATS TFATE T FARTRT TTHAT FEATA TRAT | ST FART A HI ArHfesh IAaIea
T GEHTRTATHAS A@TII&0 &l |

TEWTRTAHEE aEfs SO qifea T damaieror & ?

AT ATSTATATE TR AT F FIAHH T Tlebd doledhl ATTAT qTAH [Hhad
fauufs #ATAIT ATHT FHATRIEE  SATTHT FIOHH  BTATTTTRT ATRT  BTHERT
ASHIS TH g | FUHHA FAAAT T T@lebd AN IHHA T FHATRL TS,
FHARA HTH FFI T FHIALATT HHB! [Fa39T T @bl A A3918 q9T T
IS T AUHT TETE, |

AR FATIT TA 04 o FAGT THE T A@IHEATS AT A@TAIE0 RIS
IR [qUHl, FATAA THES I A@IOeI&Tdhdls J00 7T Al T IJaZaraed
T Afew, dEHE I FTATATH FHART A9 Held@l M= BTl
FHHAT AUH T TEAT HHAT o aUHl AT FHIoT/TEAT @ared gal TFHT 97
FTTcd AfAT T SFS] ATT HBTATAART ATHHAT ATS Gal HIU (STFHEART A8+ Ao Fr=el
A@TILETIT FHHAT T TATHh T FHTI IJTAd TIRTSA FRUTA dos] ATSaHhl B |

AGTIHET TAFET _go-



AT FARIA T TEHATATAE TG@TIHET

IS YfdaeTHl EEIHT FHAAG IS qUeURT Afthas  IaNdd Wg  q00
TFARTETg 88T A@IRIeThe qed 99+ %] FHd AMgT TUHT B | Tl BT
qHeF IARNIE T FEHNTAT HA® A@TIARNETT THIT ATALABAT AT A TThT
T | FATATRT BTHHT bl THTT FEATNTAT TEhT T B | HIATAT ATHER STHT
EARN 9% HIIHT EI T, T8 AUHI HTHB! ATHed IJAaga ded T9
T " FEHAB! GAMT T ATILTF FHTA BRISAeed] ATHEH STHT SR
g Q@I TRTSH FTAHT IALENIcA J8d T4 F AMHEF Ia<alded qdl
HEATRTAT HAh A@TINET BT |

afeF STREICE T GRS |AEmIIeTuT FELT T ?

SA@TIEETT T HAAT GHafead fHeraaT Iutedfa 9T ae=a 0 FHareedT
JELIHT FTTAT ATAHNT TRISH TS | GHATIT FTATATRT T FHAERATS =T
gfed AR UL LT BTH FRATET, AT THAT, IevT ITATIA Jeol@ I
TS TaE | HATATA  Tole HIUHHAB AT I AUALTT  Frafead
FHAETATE dAMMPUHI AT HIHFT IgA, THAT T ITAST ATh IJUAT 9%
AGTILTETIT TRTT TATT &S] TATTHAT I=Hh g TTHT RO AT TAeATs AT
FTIHH, FAHHB TETHAT STAATET ARAT ITATSI DT AQTANE RIS
SRS SqFTAT T AGTIEI RIS A @l THE 3T HATAd THEH! AT
qHE ATH{E® IALEMAE & STHHRT TRIUT A@TILIE T T drHfed Savarae
T FEHIRTATHAS A@TII& &l |

JqdT RISIEE

o EIIETHATS HIATAAD] AHT TUT STABRT &,

o TP FHANIA ATHA bl HHB! [FAFHATRT q89 T, T TFH! TATIES
TAR T T AT TG AGTIT& TR GHIAT dcbla STaed g,

o TTETILIETIT T FHTAT YT THIU T FNSTAe® SUAST RIIH FFIfead HH=ATT
T EAehd IUTT I A@TILIE TRTSET AATETF FT5o] THATS,

o STIATET HATUHT fATTHT TebTel A@TILIETT g T FFaAfead A@TILIeTeh T g
TR HTAH g FTTSTHT FHI ATI,

o UIF T fAOEaR IS HHATATE AR B |

o T@IEH TH fad MIATT ITS F&dT A ARIATE HH B,

o T FHARIB IURATTHT AQTINETFA TAd AAAT ¥ §@ fao fqoasr &+
T,

o WETETIRIETHH] FIATAAHRT FHHARIEE ATAF ARTATE Hh &7 |

-gR- SGTTEETIT 9T



TTHEF TR T FEHIIATHeAE AGrTHerT

IR ¢

T Y i@ TGTILIETTT T FHHAT C2ATA RN AT TARTA BTHT BHAT R SAT=ITHT
JTE GATT IRl IM@UHT G | FIATATA GFI TaF Hd TH HIH A THT
FHAR HMT GFI T&T ARH] GBI TR SHR 913, Teh ST
AGTIHEA AT TSIt TATR T HET FHATUEETHT B AR BT T ITEAq
JHTIT FSTHR A7 ARMEHI HRUT @ JES(HT FHI ATIT T Th AT AGTIHGET
HE @I B &7 o= g1 FHSIRIS] FhIAds Ad Fedi T 76 |
AU FHARATE ATHEF TTHT A@TIAEIT HIAHAT GEARI TRTSET FIAHHEBT 3¢9
AT BT TFI g T ATMIHIE THTUER THT SETATT Fed T A& TS |

ATh  AGTILTEIITHT el g gal ANdd IRERTAT Ud  ATde Ul qTea=THl
HFHF gRUN [qhrd g4 [Tl T | T FHATAIHB BHARATS AR
IRERIATRT  fawmdr  gfdesw & BT FETO@IuIeTddl  wrarad st
FHARBEATRTHT TEAT A@IIUETUS =g, TRE T AT AT=RI Hh &4 Hed
TR | T HUATIATE A@TIAETTT o BT T AGTILIETehebl TR AT, Tgia T ATHRIThT
AT TS SATHAHRT g4 T FHARIA ATGH U 97T &7 ATHI HIH HIRATel T T
[T ¥ HETEaETIIaTHHl FAAIArs ITITH S a~S, |

R

AGTIHET TAFET _e3-






AFURIRT0T Vo1, 208T @) AR T JURD) A6

&5 wfs st S
foror w@w

farearepl aafear aRiEaid, AT ATt [aHrd, AsTHT Tafdar JHFT, T@TII&TurH]
S| ATTRT AT UeAETebl ATAFIT T STAATATS AT STHT Tedeh [HhTaeeE
ATHT DRATHATT oot T ATAAT FATTF Ta BT ATIRDT ATTIABAT T
TUHTS I3 TY GRTAT A@TINETV TAAT 0T ATHeT Fad THI hguert 3 |
AGIIUHUT §F, Ro¥c & fadivaEs

IIHRT HBTATAT @T, LT, qU7 FTTH AUHI THSd d¥AqT T ATTHIeT FTTH
fasores Soa@ AUHT, ATacadl FRTHIUETE T T HIE® Foold T, I
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Consideration of fraud in Auditing

&5 Iswar Raj Shrestha*

Background

The primary objective of financial audit is to obtain reasonable assurance
about whether financial statements are free from material assurance
whether due to fraud or error and express an opinion on the true and
fairness of financial statements. In course of performing the obligation, the
auditor should maintain independency and impartiality in audit works and
should also use the professional judgment and scepticism throughout the
audit.

The responsibility of auditors extends further in public sector auditing.
Auditors are supposed to report on the non-compliance with legislation in
the exercise of powers by the public authorities and the usefulness and
effectiveness of public funds. In public sector, issues like waste of resources,
frauds and corruptions in use resources are much apparent. People seek the
assurance from the auditors for prudent use of the resources. Cases of fraud
may also be detected during or after audit. The auditor needs to be clear
about the professional responsibility. The auditor should give special
consideration to fraud while performing the audit. This paper intends to shed
light on the aspects of audit consideration and auditors' responsibilities in
dealing with frauds.

Meaning

According to Oxford English Dictionary fraud is defined as
criminal deception intended to result in financial or personal gain".
According Business Dictionary fraud denotes "an act or course of deception,
an intentional concealment, omission, or perversion of truth, to gain
unlawful or unfair advantage, induce another to part with some valuable
item or surrender a legal right, or inflict injury in some manner and willful
fraud is liable for severe penalties, prosecution and punishment".

wrongful or

* Assistant Auditor General, Office of the Auditor General
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Fraud takes place with an intention to mislead others. On the basis of
intention to commit an event, a fraud differs from an error. A fraud is done
intentionally to get an advantage or gain, whereas an error is done
unintentionally. Fraud refers to dishonesty in the form of an intentional
deception or a willful misrepresentation of a material fact. The word fraud
may also be used to describe deception, bribery, forgery, extortion,
corruption, theft, conspiracy, embezzlement, misappropriation, false
representation, concealment of material facts, collusion and alike. As per
International Standard on Auditing (ISA) the term fraud refers to "an
intentional act by one or more individuals among management, those
charged with governance, employees, or third parties, involving the use of
deception to obtaining an unjust or illegal advantage". The ISA stipulates
that although fraud is broad legal concept, the auditor is concerned with
fraudulent acts that cause a material misstatement in financial statements.
Likewise, although the auditor may suspect the occurrence of fraud, the
auditor does not make legal determinations of whether fraud has actually
occurred.

Types of Fraud

Fraud can take in a form of the falsification or alteration of accounting
records or financial statements. In accounting term, fraud represents
misappropriation of cash or goods and false representation of books of
accounts. The fraud may appear in a form of misappropriation of goods or
misappropriation or embezzlement of cash. Falsification of books means
intentionally writing the books of account in a wrong way to show a picture
of the state of affairs that does not exist. In this type of fraud, management
or owners are usually involved, and the fraud is facilitated by overriding
internal controls. Examples of fraud are making a mistake when coding
expense checks, intentional omissions of significant information, theft of
assets such as cash, inventory, or equipment, making payment of personal
expenses out of a company account etc.

As per International Standards of Supreme Audit Institution (ISSAI) and
International Standards on Auditing (ISA) fraud is divided into two types—
'fraudulent financial reporting' and 'misappropriation of assets'. Fraudulent
financial reporting involves intentional misstatements. Misappropriation of
assets involves the theft of an entity's assets. Misappropriation of assets can
be accomplished in various ways, including embezzling receipts, stealing
assets, or causing an entity to pay for goods or services that have not been
received. Fraud may involve several parties. The fraud involving one or more
members of management or those charged with governance is referred to as
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"management fraud" or "corporate fraud" and fraud involving only employees
of the entity is termed as "employee fraud." In either case, there may be
collusion with third parties outside an entity. Some of instances of corporate
fraudulent financial reporting by those charged with the governance of the
company can be referred to ENRON (USA), WORLDCOM (USA), PARMALAT
(Italy). The ENRON and WORLDCOM are the instances of wilful
misapplication of accounting policies, whereas PARMALAT is the instance of
wilful falsifying accounting records and the financial reporting.

The International Organization of Supreme Audit Institution's Initiative

The Lima Declaration adopted by International Organization of Supreme
Audit Institution (INTOSAI) in 1977 agreed that SAls should be independent
and have adequate mandates that enable them to effectively contribute to
the fight against fraud and corruption. The 16th International Congress of
Supreme Audit Institutions (INCOSAI) held in Montevideo, Uruguay in 1998
highlighted at the role and experiences of SAls in preventing and detecting
fraud and corruption as well as the methods and techniques for preventing
and detecting fraud and corruption. The Uruguay INCOSAI adopted the
accords on SAls agree that fraud and corruption are significant problems
affecting all countries in varying degrees and that the SAls can and should
endeavor to create an environment that is unfavorable to fraud and
corruption.

In view of the significance of the matter, the INTOSAI has also taken initiative
to develop various audit guidelines. In this context, the INTOSAI has issued
ISSAI -1240- The Auditor's Respomnsibilities Relating to Fraud in an audit of
Financial Statement and special audit guidelines such as: ISSAI -5530
Adapting Audit Procedures to take account of the Increased Risk of Fraud
and Corruption in the Emergency Phase following a Disaster and Addressing
Fraud and Corruption Issues when Auditing and Environmental and Natural
Resource Management: Guidance for Supreme Audit Institutions. Fraud
and corruption has been a major agenda for the SAls of various countries.
Most of SAls have developed audit techniques and processes to focus on the
fraud and to combat with the issue of corruption.

In most of countries it is more common for SAls to report unauthorized
expenditures, waste of public funds, and abuse of procedures resulting in
loss to public treasury. SAls are respected for their independence and the
coverage in their report. However, there still exist gaps between audit
coverage and people's expectation. Hence, the auditor should play active role
in covering the risks of fraud and corruption and fostering good governance.
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Considering Types and Motives of Fraud

International Auditing Standards have covered the concepts on
misstatement of financial statements due to fraud and the auditors'
responsibility in dealing with fraud. Major provisions made in consideration
of fraudulent financial reporting and misappropriation of assets covered by
International Standards of Supreme Audit Institution (ISSAI)-1240 and
International Standards on Auditing (ISA) / Nepal Standards on Auditing
(NSA) -240 are mentioned under:

» The auditor is concerned with the fraud that causes a material
misstatement in the financial statements. Although the auditor may
suspect or, in rare cases, identify the occurrence of fraud, the auditor
does not make legal determinations of whether fraud has actually
occurred. The fraud is of two types— fraudulent financial reporting and
misappropriation of assets.

» Fraudulent financial reporting involves intentional misstatements
including omissions of amounts of disclosures in financial statements.
It may be accomplished by the following ways:

e Manipulation, falsification (including forgery), of alteration of
accounting reports or supporting documentation from which the
financial statements are prepared.

e Misrepresentation or omission of transactions, events or other
significant information from the financial statements.

e Intentional misapplication of accounting principles relating to
amounts, classification, manner of presentation, or disclosure.

e Abuse, including the misuse of authority or position for personal
financial interests or those of an immediate or close family member
or business associate. (ISSAI 1240 P6)

> Misappropriation of assets involves the theft of an entity's assets. It is
committed by false, misleading records or documents in order to conceal
the fact that the assets are missing. It can be accomplished in a variety
of ways including:

e Embezzling receipts

e Steeling of physical assets or intellectual property

e Causing an entity to pay for goods and services not received

e Using an entity's assets for personal use.

> Usually fraud is committed when there are certain factors present.
e Incentive or pressure to commit fraudulent financial reporting may
exist when management is under pressure to achieve an expected
(and perhaps unrealistic) target. In the public sector employees or

- - @@7”-7#8‘7771' qﬁW



Consideration of fraud in Auditing

management maybe under pressure to deliver high quality services
with few resources and to meet budgets.

e There is an opportunity to commit fraud when internal control can
be overridden.

e Rationalisation of the act of fraud when staff (including
management) has ethical values allowing them to commit a
dishonest act. Lower salaries in the public sector may lead
employees to justify misuse of funds. (ISSAI 1240 P5)

Management Responsibility

As per the ISSAIs and ISAs, the primary responsibility for both fraud prevention and
detection rests with management and those charged with governance or oversight. It is
important that management, with the oversight of those charged with governance, place
a strong emphasis on fraud prevention, which may reduce opportunities for fraud to
take place, and fraud deterrence, which could persuade individuals not to commit fraud
because of the likelihood of detection and punishment. For this, the management those
charged with governance should give emphasis in creating a culture of honesty and
ethical behavior by settling the proper tone, creating control environment and
establishing good internal control mechanism.

Auditors' Responsibility

Auditors are responsible for obtaining reasonable assurance that the financial

statements are free from material misstatement, whether caused by fraud or error. The

audit is conducted to provide reasonable assurance on fairness of financial statement.

Pursuant to fraud detection, the objectives of the auditor are:

¢ To identify and assess the risks of material misstatement of the financial statements
due to fraud;

e To obtain sufficient appropriate audit evidence regarding the assessed risks of
material misstatement due to fraud; and

e To respond appropriately to fraud or suspected fraud identified during the audit
through designing and implementing appropriate responses.

While carrying out an audit, the auditor should identify and assess the risks of material
misstatement due to fraud at the financial statement level, and at the assertion level of
audited components. Unless the auditor has reason to believe the contrary, the auditor
may accept records and documents as genuine. If conditions identified during audit
cause to believe the auditor that a document may not be authentic or that terms in a
document have been modified or there are inconsistencies in the responses of the
management, the auditor should investigate the matter further by using various audit
procedures.
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The auditor should maintain professional skepticism throughout the audit, considering
the potential for management override of controls and recognizing the fact that audit
procedures that are effective for detecting error may not be effective in detecting fraud.
The auditor should keep in mind that a material misstatement due to fraud could exist
and internal controls may not be effective to detect frauds.

Limitation of the Audit

Though the audit is performed with well defined procedures, it has certain limitation in
detecting frauds due to inherent nature of the job. It may not be possible that the auditor
detects all fraud cases in all audits. There may be material misstatements which may
not be detected by the auditor despite of well planned and performed audit. The risk of
not detecting a material misstatement resulting from fraud is higher, due to the
applicability of the sophisticated and careful organized schemes to conceal fraud by the
person committing it or collusion between more than one employees.

The auditor's ability to detect a fraud depends on factors such as the skilfulness of the
perpetrator, the frequency and extent of manipulation. It also depends upon the degree
of collusion involved, the relative size of individual amounts manipulated, and the
seniority of those individuals involved in committing fraud. The case of concealment
may be even more difficult to detect when it is committed by collusion. The risk of the
auditor not detecting a material misstatement resulting from management fraud is
greater than for the employee fraud.

Discussion among the engagement team

The audit team should discuss the susceptibility of the entity's financial statements due
to fraud. The objective of this discussion should be focussed on gaining a better
understanding of the potential for material misstatements of the financial statements,
resulting from fraud or error in the specific areas assigned to them and to understand
how the result of audit procedures affect other aspects of the audit. The extent and
nature of the discussion is influenced by the roles, responsibility, experience of the audit
team members and information needs. Based on discussion, the auditor should make
the decisions about the nature, timing and extent of further audit procedures. The
auditor responsible for the audit should make sure that important matters are
communicated to members of the audit team that was not involved in the discussion.

Communicating with those charged with governance

If the auditor has identified fraud or obtained information that indicates that fraud may
exist, the auditor should communicate the matter on a timely basis to the appropriate
level management and to those charged with governance as soon as practicable. For
this, the auditor needs to identify the appropriate person within the entity's governance
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structure with whom to communicate. In the public sector, the governance

responsibilities may exist at several organizational levels and may involve separate

governance bodies such as, ministry, department and alike. The auditor should

communicate identified or suspected fraud to those charged with governance on a timely

basis, involving:

e Management;

o Employees who have significant roles in internal control: or

e Others where the fraud results in a material misstatement in the financial
statements.

The auditor should make inquiries of management, internal audit and other within the
entity as appropriate to determine whether they have knowledge of any actual,
suspected or alleged fraud affecting the entity.

In public sector, if the auditor has identified or suspects a fraud, the auditor should
determine whether there is statutory responsibility to report to oversight bodies. Such
legal responsibilities may override the duty of confidentiality in some circumstances.
Reporting responsibilities relating fraud may include legislature-parliament, regularity
bodies and enforcement authorities, prosecutors and the alike.

Responses to risks due to fraud

The auditor should determine overall responses to address the assessed
risks of material misstatement due to fraud at the financial statement level
and should design and perform further audit procedures whose nature,
timing and extent are responsive to the assessed risks at the assertion level.
At financial statement level the auditor should consider the assignment and
supervision of personnel, accounting policy used by the entity and
incorporate an element of unpredictability in the selection of the nature,
timing and extent of the audit procedures to be performed. The responses
at the assertion level should include changing or modifying the nature,
timing and extent of audit procedures. It should be designed to obtain audit
evidence that is more reliable and relevant or to obtain additional
corroborative information.

In determining responses to address the assessed risks of material
misstatement due to fraud, the auditor should:
e Consider whether an identified misstatement may be indicative of
fraud;
e Obtain written representations from management relating to fraud;
and
e Communicate with management and those charged with governance;
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Documentation

Documentation of relevant evidences of identified or suspected fraud is important aspect
in auditing. If the auditor has identified or suspects a fraud, the auditor's
documentation should include the following evidences:

. Significant decisions reached during the discussion among the engagement team
and the identified and assessed risks of material misstatement due to fraud at
financial statement and assertion level.

e  The audit procedures performed in response to the assessed risks due to fraud at
financial statement level and assertion level.

. Conclusions and reasons for stating that any risks of material misstatement due to
fraud related to in applicable in the circumstances of the engagement.

. Communications about fraud made to management, those charged with
governance, regulators and others.

Nepalese Context

Fraud has also been a major prominent issue in Nepal. Muluki Ain has
defined it as an economic crime from the very beginning. Section 14(1C) of
Contract Act, 2000 mentions that a contract is concluded through fraud
when "a party to the contract or his/her agent shall be deemed to have
committed fraud if he/she, leads the other party or his/her agent to believe
or takes any action to believe the particular matter is true, although he/she
knows that it is false, or suppresses any information in his/her possession,
or indulges in any other fraudulent act punishable under prevailing law,
with the intention of deceiving the opposite party or his/her agent."

Cases of frauds have appeared in many business houses as well as public
sector organizations. Banking and financial institution frauds and financial
crimes have been a matter of major concern in Nepal’s financial sector in the
recent years. In the absence of proper regulation and monitoring system,
inadequate risk management system and poor corporate governance
practices, the promoters, managers and employees of several banks and
financial institutions have committed fraud or irregularities involving huge
amounts of money deposited by public. Fraud cases of Nepal Share Markets
and Finance Company, Gorkha Development Bank, Yeti Development Bank,
Krist Bank, Nepal Sri Lanka Merchant Bank are the instances to this. Frauds
committed by individuals and employees of banks through ATM and banking
transaction have also appeared as a new challenge. The occurrence of fraud
cases especially in such a highly regulated sector like banking sector needs
to be taken seriously.
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Likewise, fraudulent activities involved in foreign employment manpower
companies are also common in Nepal. Some employment agencies, or
individuals, defraud their customers by charging them more fees for foreign
employment or not providing jobs as per agreement or providing employment
with lower wages than their promise. Various oversight agencies have taken
action against those involved in frauds that have resulted in losses and
cheated depositors or customers. As per Nepalese law, auditors are held
responsible for the disclosing true state the financial affairs of audited
entities including the fraud case. Actions against some professional auditors
are also being taken by investigative agencies where fraud cases are involved.
This has increased the auditor's professional challenges.

In Nepal, the cases of fraud are more apparent in public sector. Fraud cases
associated to misappropriation of revenues, misuse of budget, collusions in
public procurement etc. are reported more frequently. Such situations have
emerged due to weak internal control system and ineffective governance and
accountability system. In revenue sector, the cases of Value Added Tax
evasion by business houses have posed serious threat in tax administration.
Cases of frauds involving misuse of resources, misappropriation of revenues,
misuse government property are being reported in Auditor General's Annual
Report. The Commission for Investigation and Abuse of Authority has also
been making investigation against public authorities those involved in fraud
cases. It is because of fragile situation, conducting the audit of public entities
has been appearing as a challenging job.

Concluding Remarks

Financial crime like fraud and corruption has been major concerns of global
economy. Countries have taken some preventive and curative measures to
control fraud and corruption. Despite of fact, frauds and corruption cases
are being witnessed in various sectors of countries' economy. The financial
sector of various countries is being affected by the occurrence of these
events. Thus, the combating with such crimes needs serious attention.
However, the success on controlling financial crimes depends largely on the
commitment and support of the government, political parties and the society
at large. It needs strong vigilance from the regulating and investigative or
oversight agencies. Actions need to be taken to those involving and
committing frauds as per prevailing laws.

Cases of fraud have brought new challenges to the auditors. The auditing
standards have defined the audit procedures as well as the duty and
responsibility of the auditors in consideration of fraud. However, the
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performance of the auditor is being questioned by various regulatory and
investigative agencies and people at large, where fraud cases are involved. In
view of fact, people are to be well-educated about the role, responsibility and
limitation of the audit work. At the same time, the auditor should continue
to play an active role in raising awareness of the risks of fraud and
corruption and promoting good governance.

The auditor should also be conceptually clear and careful about their
responsibilities in dealing with fraud while performing their audit. The
auditor needs more orientation, training and deliberation on the risk
associated with public procurement processes and their rationale, use of
resources. Audit procedures, programs and tools should be designed to focus
more on detecting fraud and corruption. This could help to bridge the gaps
between people's expectation from the audit work and the actual
performance of auditors.
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Public Participation in Audit

&5 Ishwor Prasad Neupane®

Audit is for assurance. Independent and statutory audit is carried out with
due system and procedures. People have not only a high expectation from
audit they also deserve trust on the outcome of audit. However the practice
gap is prevailing in the system. A large demand of people's aspirations are
not being fulfilled by auditor.

Parliamentarians also work for people. They are assisted by auditors to
perform their functions related to accountability and control. A wide gap
between the policy and programs and their implementation by responsible
person is making governance unsuccessful. An auditor evaluates the
governance system and provide opinion for improvement and also tries to
establish linkage between people and parliamentarian through the system
of audit and its reporting.

Although an auditor is considered to do work for people at large, but in
reality, people do not know about technical aspect of audit. Neither do they
have easy access to audit report. Audit report may not be simple and
understandable to citizen or leaders. Stakeholders, citizen or people make
contribution in government treasury through which government activities
are carried out. People should know how the money contributed by them are
being utilized. They also have right to know information about how state
activities are performed. Stakeholders should also be informed about the
audit activities of the Supreme Audit Institutions (SAls).

Public or stakeholders participation is a new approach in the audit field. It
has been introduced in audit system as a new dimension over conventional
audit. Audit is professional job from which society has a very high
expectation. The deliverable of an audit is the audit report which is a public
document. Normally, people rely on the work of an auditors. Legally, auditor
is required to express an opinion or conclusion on certain issue or the
operational activities. Audit provides assurance to the use of state funds. It
is compliance aspect of audit. It can also be combined with financial audit.
When the audit goes beyond the financial statements of the entity towards
efficiency, economy and effectiveness then it becomes performance audit

* Assistant Auditor General, Office of the Auditor General
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Good audit report should have the quality of accessibility and
understandability. It could communicate the message to all stakeholders,
which includes parliamentarian, media, civil society, user, CBOs general
public etc. To make audit meaningful and result oriented people should
create pressure to government to implement the results of audit. It has been
accepted that the Supreme Audit Institutions (SAIs) work for good
governance and to promote accountability and transparency. Involvement of
stakeholders in audit cycle is crucial. It starts from planning phase and ends
at reporting.

Involvement of stakeholders or people in audit process has been emerge as
a new dimension of audit. They can be involved in audit process in different
way, such as source of information or mechanism to create pressure to
implement the audit report. Areas for stakeholder's involvement in audit are
given as follows:

e They can work to disseminate the findings of audit.

e Pressures can be created by stakeholders to implement the audit report
and to make follow up of audit.

e Making people aware about the importance of audit.

e Stakeholders can help to make audit execution effective by assisting in
the collection of evidence.

Possibility of engagement of different stakeholders in different activities of

audit cycle given as follows:

Audit Cycle Activities

Stakeholders’ Engagement

Planning: topic selection, information
sharing

Media, Public Account
Committee, Public entity, civil
society

Executive: Implementation,
Verification, Focus Groups, Joint field
visit

Entity, user committee NGOs,
Professionals, civil society

Initial & Final Reporting : Evidence | Entity, Other Party, Media,
collection, Drafting, Dissemination, | Public, Parliamentarians, civil
Exit meeting, Access to report society.

Follow-up & Monitoring : Scanning,
Tracking, Advocacy, & Dissemination

People, Media, Public Account
Committee, Donors, NGOs.

The Initiatives of OAG

OAG has a practice of involving stakeholders in variety of way specially in
verifying the audit evidence during audit execution since last few years. A
good example is users committee in case of construction projects, which
used to be consulted to discuss about the audit issue. They were also
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involved for field verification of certain specific program. Recently,
stakeholders' participation has been practiced in the execution of
performance audits to verify the service provided to the Stakeholders
regarding health, social security and education.

A complain box has been kept at the entrance of OAG premises. Public
notification was published in newspapers to lodge complains or give
feedback about the audit or respective auditor involved in audit examination.
Public were also requested to give any suggestion to make audit more
meaningful.

Since few years the issues raised in audit report has been getting appropriate
space in the headlines of leading newspapers as the burning issues. It is
possible after publication of user-friendly audit report through official
website and also changing reporting pattern.

Last year, an advisory committee was constituted under the chairmanship
of Auditor General with the involvement of people from different walks of life
to give suggestions to improve the system, quality and impact of audit. A
working committee headed by high official of OAG along with non-audit
members from NGOs is working to suggest methodology, process and
directives concerning stakeholders' engagement in the audit process adopted
by OAG Nepal.

The OAG Nepal has recently conducted 3 performance audits with the
involvement of stakeholders' by organizing focus group discussion (FGD) and
interview. People have shared information and their view regarding the
status of service provided to them by the responsible public institutions. The
practice was initiated in local governance, education, health service, road
construction etc. where the beneficiary were interviewed and their response
about service was recorded and included in the performance audit report.

Last year an interaction program was organized in the office with the
initiation of World Bank Program for Accountability in Nepal (PRAN) program
by involving community based organizations (CSOs) to identify the prospects
and challenges of their involvement in audit process. Some of the OAG
officials have been participating in series of video conference under Peer
Assistance Program initiated by WB Institute in Nepal.

Although stakeholder's participation is emerging as a new dimension to
voucher based conventional audit, little space has been provided for their
inclusion out of the whole audit process. Some of the issues identified in this
connection in the context of Nepalese SAI are as follows:

e There is a gap between theory and practice of audit. Stakeholders are
included only in a few aspects of audit not in entire process of audit.
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e Provision of audit act is not clear to involve civil society in audit process.

e Voices of stakeholders and audit issue and scope are different things.
There is difficulty in bringing them together.

e Number of stakeholders is high (some 27000+ NGOs) and mechanism for
establishing linkage between OAG and with these organizations is
lacking.

e The capacity of auditors in OAG has not been enhanced to cope with this
new theme and dimension in auditing field. Stakeholders are not aware
about the auditing system. So, their capacity is also to be enhanced.

e Working committee has limited knowledge and need to be made active
with concrete suggestions.

e Public participation require much resources. It increases cost of audit
and also consumes more times to get completion.

e Community organizations are not fully aware about the importance of
such audit and, therefore, they are not able to create pressure to the
government.

e Confidentiality as audit principle and ethics might questioned when
outsiders are involved in audit process.

SAI is importance contributor for good governance, OAG Nepal is also

working to promote accountability and governance system in Nepal. Every

SAl's effectiveness can be increased by improving the accessibility of audit

report and its communications to stakeholders creating pressure to

implement audit finding. An optimal engagement with stakeholders is
required in each cycle of audit, from planning to implementation. SAls enjoy
sufficient independence and mandate to check public funds. Through the
involvement of stakeholders in audit process, focus and quality of audit
could be improved and the findings of audit report will be action oriented.

An institutionalized pressure for the implementation of a particular audit

issue will be created. Considering the importance of public participation in

audit process the above mentioned issues need to be addressed to make
effective audit impact.

O399 5O
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Fundamental Principles of Financial
Auditing (ISSAI 200)

& Bindu Bishta *

Background:

Fundamental Principles of Financial Auditing is a new concept in the public
sector auditing. The objective of this article is to acknowledge and familiarize
the reader about ISSAI 200. The contents are extracted from the
Fundamental Principles of Financial Auditing in a concise form.

International Organization of Supreme Audit Institution is an umbrella
organization for all its 192 member SAls. Since its establishment in 1953,
INTOSAI is continuously supporting the member SAls in developing and
adopting standards, guidelines and best practices. The XX INCOSAI held in
Johannesburg, South Africa, in 2010, called upon INTOSAI members to;

e Use the ISSAI framework as a common frame of reference for public
sector auditing.

e Measure their own performance and auditing guidance against ISSAI.

e Implement the ISSAIs in accordance with their mandate and national
legislation and regulations.

INTOSAI's framework of professional standards has four level.

Level Subject ISSAIs

1. Founding e Lima declaration 1
principles

2 Prerequisites | e Independence 10
for the | ¢ Transparency and | 20
functioning of accountability 30
SAI e Code of ethics 40

Quality control

3 Fundamental |e Fundamental principles of | 100
audit public sector auditing 200
principles 300

* Director, Office of the Auditor General
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Fundamental Principles of Financial Auditing (ISSAI 200)

e Fundamental principles of | 400
financial audit

e Fundamental principles of
performance audit

e Fundamental principles of
compliance audit

4 Auditing e Financial audit guidelines 1000-2999
guidelines e Performance audit guidelines 3000-3999

e Compliance audit guidelines 4000-4999

e Specific audit guidelines 5000-5999

Level three ISSAIs are revised by the ISSAIs. Harmonization Project Group
under the INTOSAI Professional Standards Committee to modernize and
restructure ISSAIs in line with the three types of audit; financial,
performance and compliance.

The XXI INCOSAI Beijing in 2013 has endorsed ISSAIs and INTOSAI official
documents. Some of them are as follow.

ISSAI Title

12 The Value and Benefits of Supreme Audit Institution-
making a difference to the lives of citizens.

100 Fundamental Principles of Public Sector Auditing

200 Fundamental Principles of Financial Auditing

300 Fundamental Principles of Performance Auditing

400 Fundamental Principles of compliance Auditing

5500 Introduction to Guidance for Audit work on Disaster-
related Aid

ISSAIs are a set of professional standards developed by the INTOSAI’s
professional standards committee. Financial audit guidelines (ISSAI1000-
2999) consists of 38 ISSAIs which is required to be implemented by each
Supreme Audit Institutions. Implementation of ISSAIs promotes
transparency to our work as auditors, improves the effectiveness and
efficiency of the work of the SAI and provide the basis for high quality audits
and increases the perceived level of professionalism of the SAI. Auditing
guidelines (level 4 ISSAIs) are based on level 3 ISSAIs ISSAI, 100, 200, 300
and 400).

Purpose and authority of the fundamental principles of
Financial Auditing

ISSAI 200 provides the Fundamental Principles for an audit of financial
statements prepared in accordance with a financial reporting framework.
The Fundamental Principles of government auditing apply to all public-
sector audits of financial statements, whether for the whole of government,
parts of government or single entities.
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Fundamental Principles of Financial Auditing (ISSAI 200)

Framework for Financial Auditing

The purpose of an audit of financial statements is to enhance the degree of
confidence of intended users in the financial statements. This is achieved
through the expression of an opinion by the auditors as to whether the
financial statements are prepared, in all material respects, in accordance
with an applicable financial reporting framework, or in the case of financial
statements prepared in accordance with a fair presentation financial
reporting framework- whether the financial statements are presented fairly,
in all material respects, or give a true and fair view, in accordance with that
framework.

In conducting an audit of financial statements, the overall objectives of the
auditor are;

e To obtain reasonable assurance about whether the financial statements
as a whole are free from material misstatement, whether due to fraud or
error, thereby enabling the auditor to express an opinion on whether the
financial statements are prepared in all material respects, in accordance
with an applicable financial reporting framework; and

e To report on the financial statements and communicate the result of the
audit, in accordance with the auditor's findings.

Preconditions for an audit of Financial Statements in
accordance with the ISSAIs

A financial audit conducted in accordance with the ISSAIs is premised on
the following conditions.

e The financial reporting framework used for preparation of the financial
statements is deemed to be acceptable by the auditor.

e The management of the entity acknowledges and understands its
responsibility:

e For preparation of the financial statements in accordance with the
applicable financial reporting framework, including, where relevant, their
fair presentation;

e For such internal control that management deems necessary for the
preparation of financial statements that are free from material
misstatements, whether due to fraud or error; and

e To provide the auditor with unrestricted access to all information of which
it is aware and that is relevant to the preparation of the financial
statements.
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Principles of Financial Auditing

Principles of financial auditing are categorized as General Principles,
Principles Related to Basic Audit Concepts and Principles Related to the
Audit Process. A brief description of each Principle and its components is
mentioned here below.

A.

General Principles

These principles are the prerequisites for conducting financial audits. It

consists of following components;

1.

Ethics and independence: The auditor should comply with the
relevant ethical requirements, including those pertaining to
independence, when carrying out audits of financial statements.

Quality Control: The auditor should implement quality control
procedures at the engagement level that provide reasonable
assurance that the audit complies with professional standards and
the applicable legal and regulatory requirements, and that the
auditor’s report is appropriate in the circumstances.

Engagement team management and skills: The auditor should be
satisfied that the entire audit team, and any external experts,
collectively have the competence and capabilities to:

e Carry out the audit in accordance with the relevant standards
and the applicable legal and regulatory requirements; and

e Enable the auditor to issue a report that is appropriate in the
circumstances.

Principles Related to Basic Audit Concepts

To develop standards based on the Fundamental Principles, or adopt
national standards in an SAI, the following sections should be

addressed.
1. Audit Risk
2. The audit risk in an audit of financial statements is the risk that the

auditor will express an inappropriate conclusion if the subject
matter information is materially misstated. The auditor should
reduce audit risk to an acceptably low level in the circumstances of
the audit so as to obtain reasonable assurances the basis for an
opinion expressed in a positive form.

There are three types of audit risks.

_%6_
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e Inherent Risk — the susceptibility of the subject matter information
to material misstatement, assuming that there are no internal
control.

e Control Risk — the risk that a material misstatement could occur
and will not be prevented, or detected and corrected, at the
appropriate time by related controls.

e Detection risk — the risk that the auditor will not detect a material
misstatement.

1. Professional Judgment and Professional Skepticism

The auditor should plan and perform the audit with professional
skepticism, recognizing that circumstances may exits that cause the
financial statements to be materially misstated. When planning,
performing, concluding and reporting an audit of financial statements,
the auditor should exercise professional judgment.

2. Materiality The auditor should apply the concept of materiality in an
appropriate manner when planning and performing the audit.
Materiality has both quantitative and qualitative aspects.

3. Communication The auditor should identify the appropriate contact
persons within the audited entity's governance and communicate with

them regarding the planned scope and timing of the audit and any
significant findings.

4. Documentation The auditor should prepare audit documentation that is

sufficient to enable an experienced auditor, with no prior knowledge of
the audit, to understand the nature, timing and extent of the audit
procedures performed to comply with the relevant standards and the
applicable legal and regulatory requirements. Adequate audit
documentation is important for several reason. It will:

e Confirm and support the auditor's opinions and reports;

e Serve as a source of information for preparing reports or answering
any enquiries from the audited organization or any other party;

e Serve as evidence of the auditor's compliance with the auditing
standards.

e Facilitate planning, supervision and review;

e Help with the auditor's professional development;
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Help to ensure that delegated work has been satisfactorily executed;
and

Provide evidence of work done for future reference.

C. Principles Related to the Audit Process

The audit processes to be followed by an auditor are mentioned below:

1.

Agreeing the terms of the engagement: The auditor should agree or, if
the terms of the engagement are clearly mandated, establish a
common understanding of the terms of the audit engagement with
management of those charged with governance.

. Planning The auditor should develop an overall audit strategy that

includes the scope, timing and direction of the audit, as well as an
audit plan. The auditor should plan the audit properly to ensure that
it is conducted in an effective and efficient manner. Both the overall
strategy and the audit plan need to be documented. They must also
be updated, as necessary, during the course of the audit.

Understanding the audited entity: The auditor should have an
understanding of the audited entity and its environment, including
internal control procedures that are relevant to the audit. The
necessary understanding of the audited entity include:

e The relevant environment, regulations and other external factors,
including the applicable financial reporting framework;

e The nature of the audited entity, including its mode of operation,
governance structure, funding and the selection and application of
accounting policies, including the reasons for changes thereto;

e Measurement and review of the audited entity's financial
performance;

e Specific laws and regulations to which the audited entity is subject,
and the potential impact of noncompliance with these;

e Governance structures affected by the legal structure of the
audited entity, for example whether the entity is a ministry,
department, agency or other type of public-sector body.

The Understanding of the internal control of the audited entity include
the following areas:

-%200-
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e The classes of transactions in which the audited entity's operations
that are significant to the financial statements;

e The procedures by which those transactions are initiated,
recorded, processed, corrected as necessary, transfer to the
general ledger and reported in the financial statements;

e The financial reporting process used to prepare the audited entity's
financial statements, including significant accounting estimates
and disclosures;

e Controls related to monitoring performance against the budget;

e Controls related to transferring budgetary funds to other audited
entities;

e Supervision and other controls performed by parries outside the
audited entity in areas such as:

0 Compilation with laws and regulations, such as procurement
regulations;

o0 Execution of the budget;
0 Other areas as defined by legislation or audit mandate ; and
0 Management accountability.

4. Risk Assessment: The auditor should assess the risks of material
misstatement at the financial statement level and the assertion level for
classes of transactions, account balances and disclosures so as to
provide a basis for further audit procedures. Risk assessment procedures

include inquiries, analytical procedures, observation, and inspection.

5. Responses to Assessed Risks: The auditor should act appropriately to
address the address the assessed risks of material misstatement in the
financial statements. Responses to assessed risks include designing
audit procedures that address the substantive procedures and test of
controls. Substantive procedures include both tests of details and
substantive analysis of classes of transactions, account balances and
disclosures.

6. Considerations relating to Fraud in an Audit of Financial Statements: The
auditor should :

e Identify and assess the risk of material misstatement in the financial
statements due to fraud,
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e Obtain sufficient appropriate audit evidence regarding the assessed
risks of material misstatement due to fraud and

e Respond appropriately to fraud or suspected fraud identified during
the audit.

7. Going - concern considerations: The auditor should consider whether
there are events of conditions that may cast significant doubt on the
audited entity's ability to continue as a going concern.

e Considerations relating to laws and regulations in an audit of financial
statements

The auditor should identify the risks of material misstatement due to direct
and material non- compliance with laws and regulations. Identification of
such risks should be based on a general understanding of the legal and
regulatory framework applicable to the specific environment in which the
audited entity operates, including how the audited entity complies with that
framework. The auditor should obtain sufficient appropriate audit evidence
regarding compliance with the laws and regulations that are generally
recognized to have a direct and material effect on the determination of
material amounts and disclosure in financial statements.

8. Audit Evidence: The auditor should perform audit procedures in such a
way that sufficient and appropriate audit evidence could be obtained and
the basis of these evidence audit opinion is expressed.

9. Consideration of Subsequent Events: the auditor should obtain sufficient
appropriate audit evidence that all events occurring between the date of
the Financial Statements and the date of the auditor's report that require
an adjustment to, or disclosures in, the Financial Statements have been
identified. The auditor should also respond appropriately to facts that
became known after the date of the auditor’s report which, had they been
known at that date, might have caused the auditor to amend the auditor’s
report.

10.Evaluating misstatements: The auditor should keep a full record of
misstatements identified during the audit and communicate to
management and those charged with governance as appropriate and on
a timely basis, all misstatements recorded during the course of the audit.

11.Forming an opinion and reporting on the Financial Statements: The
auditor should form an opinion based on an evaluation of the conclusions
drawn from the audit evidence obtained, as to whether the Financial
Statements as a whole are prepared in accordance with the applicable
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financial reporting framework. The opinion should be expressed clearly
in a written audit report that also describes the basis for the opinion.

Forms of Audit opinion

Unmodified Opinion: The auditor should express an unmodified opinion
if it is concluded that the Financial Statements are prepared, in all
material respects, in accordance with the applicable financial framework.

Modified Opinion : The auditor should modify the opinion if it is
concluded that based on the audit evidence obtained, the Financial
Statements as a whole are not free from material misstatement, or if the
auditor was unable to obtain sufficient appropriate audit evidence.
Modified opinion are of three types.

e A qualified opinion is expressed when misstatements, individually or
in the aggregate, are material, but not pervasive or the auditor was
unable to obtain sufficient appropriate audit evidence but the effects
on the financial statements of any undetected misstatements could be
material but not pervasive.

e An adverse opinion is expressed if, having obtained sufficient
appropriate audit evidence, the auditor concludes that
misstatements, individually or in the aggregate, are both material and
pervasive.

e A disclaimer of opinion is expressed if, having been unable to obtain
sufficient appropriate audit evidence on which to base the opinion, the
auditor concludes that the effects on the financial statements of any
undetected misstatements could be both material and pervasive.

e Emphasis of Matter Paragraphs: If the auditor considers it necessary
to draw users’ attention to a matter presented or disclosed in the
financial statements that is of such importance that it is fundamental
to their understanding of the financial statements, but there is
sufficient appropriate evidence that the matter is not materially
misstated in the financial statements, the auditor should include an
Emphasis of Matter Paragraphs in the auditor’s report.

12.Elements required in the auditor’s reports: The auditor’s report should
contain a title, an addressee, an introductory paragraph, a section with
the heading “management’s responsibility, a section with the heading
“Auditor’s respomnsibility, a section with the heading “Opinion”, the
auditor’s signature, the date and the address where the auditor’s office is
located.
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Conclusion

The objective of public sector auditing is to promote transparency and
enhance accountability. It helps to ensure whether revenue collected and
expenditure incurred by the government are in accordance to the prescribed
laws and regulation. It will only be possible if the public sector audit is
conducted by understanding the international standards like ISSAI 200. It
is a guiding tool that helps auditor to perform their duty in an efficient and
effective manner. Therefore, as a member of INTOSAI, SAI Nepal should also
apply ISSAIs while performing Financial Audit.
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The Performance Audit

&5 Thabaraj Adhikari”

Introduction

The purpose of government audit is to ensure transparency and accountability in the
use of resources by the management. The objective of audit work includes verification
of statements of accounts and statement of income and expenditure to determine
whether these are prepared truly and fairly manner. With the emergence of concept of
New Public Management (NPM) and Good Government (GG), there is also changing the
approach of public sector auditing. The focus has been shifted to traditional compliance
and financial auditing to issues of the evaluation of performance and results. NPM forces
the public sector reform through transferring private sector management principles to
the public sector in terms of the change the attitude of bureaucracy, simplify the more
procedure, force innovation and improve public service efficiency and effectiveness. This
also means that organization performance measurement is needed both in the NPM and
public sector reform.

Overall, performance audit is not just a tool like financial audit that can be easily
standardized. Performance audit is a management tool that provides information and
feedback for organization improvement. The reviews in performance include evaluation
of the organizational structure, standard of procedures, operating methods, and any
aspects in the organization that individually or together, have an impact to the
organization’s performance. Auditing is nowadays gaining popularity as a social
planning tool with an unmatched ability to measure the usefulness of investment of

public resources for social change i.e. Performance Audit.

The practice of performance audit formally began in 1977 in Canada. At that time this
type of audit was called Value-for Money’ audit. In June 2004, the practice was renamed
as performance audit by the Office of Auditor General of Canada. In Nepal, it has been
started in 1980 through the amendment of Nepalese Constitution 1962. Now, we have
a separate Directorate for carrying out the performance audit.

* Director, Office of the Auditor General
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New Public Management and Performance Audit

In the 1980s, the public sector in most parts of the world experienced significant reform
in its administration. This reform has been referred to as ‘New Public Management’
(NPM). The reform saw the public sector move from an administration to a management
style. It has become much more like the private sector in terms of organizational
structures, methods of operations and management style. As a result, practices usually
associated with the private sector such as privatization, competitive tendering,
outsourcing and so on have been widely adopted in the public sector. Nevertheless, the
reforms in the public sector mainly ‘centered on the theme of decentralization and
performance management.

The objective of NPM was twofold: first, to reduce government expenditures and; second
to improve efficiency and effectiveness of government programs. Initially, the reform was
related to the public sector need to cut government expenditure. This ‘led to the budget
and financial management reforms’ such as the accrual accounting and program based
budgeting system. And then the emphasis was on the outcomes of the government
programs. Described this change as ‘managing for development result’.

As accounting aspect, the above mentioned changes have resulted in the ‘promotion of
‘new’ accounting technologies, including performance auditing’. The application of
performance auditing in the context of NPM can be seen in several ways such as by
relating back to the two fold objectives as pointed out by Thiel and Leeuw (2002). For
example, in achieving the objective of reducing the government expenditures,
government agencies delegated spending authority to lower subordinates thorough
decentralization. This however, comes with tight spending limits and requires staff to
take new responsibility with delivered budgeting. The need for auditing of such
developments would appear unarguable. In this case, the performance audit is the most
suitable approach as it can provide an assessment on the performance of agencies
programs in utilizing the limited resources.

With regard to the second objective of improving efficiency and effectiveness of
government programs, the government agencies are usually given a greater degree of
control over the resources. For example, the use of corporate units in the United
Kingdom (UK) public sector is common and is given freedoms from input rules, for
example, controls on staffing and budgets, but more targets relating to outputs’. This
practice is in part to ensure the efficiency and effectiveness of the government programs.

As according to the concept of NPM, the role of the Supreme Audit Institutions (SAls) is
also demanding high ground to evaluate the use of resources and out puts and outcomes
as intended. SAls should to implement and use a new approach in conducting the audit.
For example, due to financial and human resources constraints, the SAIs may contract
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out some of the performance audit to private firms or hire consultants to assist them in
the examination.

Therefore, it is clear that the performance audit arises as a part of NPM. Based on the
above discussion, the NPM has provided a good reason for the establishment of
performance auditing. The adoption of the performance audit was ‘fed by a strong belief
in the measurability of performance in the public sector’

Definition of the Performance Audit

The definition of the performance audit, just like the audit expectations gap, is also
subject to variation. The variations in the audit scope and the differing views of auditors
from various academic backgrounds and professional institutions are among the
reasons for this confusion. Auditors with a traditional accounting background have
developed an approach that emphasizes the economy and efficiency concerns while
those from the social sciences emphasize the ‘program goals and results’. As a result,
the performance audit is also frequently referred to as value for money (VFM) auditing,
comprehensive auditing, management auditing, efficiency auditing and effectiveness
auditing. Although different terms are used to describe the process, they basically
describe the same thing.

The term performance auditing will be used, as it is usually regarded as an extension of
the audit beyond but including financial and compliance aspects and also because it is
‘the most appropriate common term to denote economy, efficiency and effectiveness’.
Various literatures also recognize the performance audit as the most appropriate
common term (see International Congress of Supreme Audit Institution (1986).
Furthermore, the term ‘performance auditing’ is an independent review of the economy
and efficiency of auditee operations and of the effectiveness of its programs.

Meanwhile, the International Organization of Supreme Audit Institutions (INTOSAI)
states that performance auditing consists of;

i) Audit of the economy of administration activities in accordance with sound
administrative principles and practices and management policies;

ii)  Audit of the efficiency of utilization of human, financial and other resources,
including examination of information systems, performance measures and
monitoring arrangements and procedures followed by audited entities for
remedying identified deficiencies; and

iii) Audit of the effectiveness of performance in relation to achievement of the
objectives of the audited entity and audit of the actual impact of activities
compared with the intended impact.
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Performance audit ‘also speaks of ‘sound administrative principles’, ‘good management’,
and ‘remedying deficiencies’. Although there is no agreement on the definition of
performance auditing, it is observed that the purpose and direction of this audit is very
clear. It is an important tool in assessing and establishing whether the public sector
programs have been implemented economically, efficiently and effectively. As can be
seen, clearly all the definitions addressed three core elements: economy, efficiency and
effectiveness.

Economy (Less expenses)

The concept of economy is associated with the inputs used in the projects or activities.
It is about obtaining the resources at a minimum cost but at the same time maintaining
the quality of items. Economy is taken to mean the achievement of a given result with
the least expenditure of money, manpower or other resources. The term ‘spending less’
to refer to this process. In the context of Nepal, the economy is concerned with
‘minimizing the cost of resources used for such activities without affecting the quality’.
For example, the economy can be assessed by comparing the cost of a vehicle purchased
with another model of similar quality. According to, a lack of economy could occur when
there is overstaffing or overpriced items are involved. Although the concept of economy
is well defined, the audit of economy is not a straightforward process. It is often a
challenging task for an auditor to assess whether the inputs chosen represent the most
economical use of public funds, whether the resources available have been used
economically, and if the quality and the quantity of the ‘inputs’ are optimal and suitably
coordinated .

Efficiency (Expenses well)

The concept of efficiency is related to the relationship between the inputs and outputs.
Efficiency is about ensuring that a maximum output is obtained from the resources
devoted or conversely that a minimum level of resources are devoted to a given level of
output. An example for the former is the increasing number of patients served in a
hospital with existing resources while the reduction in the cost of repairs and
maintenance of vehicles is an example of measuring the efficiency for the latter.
Inefficiency would occur when there is an oversupply or excess of resources. The term
‘spending well’ to refer to this process.

Effectiveness (Wisely Expenses)

Effectiveness is concerned with the outputs and outcomes. It is about ‘ensuring that the
output from any given activity is achieving the desired results’ regardless of the cost
involved. Effectiveness is concerned with ‘achieving predetermined objectives with the
actual impact compared with the intended impact.
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Assessing whether there is improvement in school examination results after the
introduction of a tuition program is an example of an audit on effectiveness. The
program is effective if the examination results are improved. In other words,
effectiveness looks at whether the program or activities succeed or not in achieving the
objective. Arguably, the program is ineffective when ‘the outputs are not really the one
desired or they do not have appropriate impacts on the community’.

Based on the above discussion, it is clear that economy, efficiency and effectiveness are
related to each other. Therefore, it is important for auditors to have a clear
understanding of these concepts. The economy is about getting a ‘thing’ at the right
price, ‘effectiveness is ‘doing the right thing’ and efficiency is ‘doing the thing right’.

Other 3Is

The performance audit not only covers the above mentioned 3Is, it also intends to
evaluate the Equity, Ethics and Environment. Which closely related to the maximum
utilization of resources and obtained to the targeted goals, objectives, results etc. In
equity, logical differences in the use of resources, to make the situation as same level.
The term ethics relates to the code of ethics, moral, integrity and needed to comply in
the use of resources. Environment defines the protection of natural beauty, ecosystem,
biodiversity and etc. which are directly related to the use of public fund.

Comparisons of Performance Auditing with Financial Auditing

The line of differences between performance auditing and financial auditing ‘is not
always clear’ if looking at the audit practices in different SAIs. But, they agreed that the
differences are obvious in the way that they are managed. In most significant respects,
performance auditing is quite different from financial auditing. Financial auditing is
concerned with the examination of the financial statements prepared by public sector
agencies. It is designed to provide independent and objective opinions whether the
financial information prepared by management has been relevant, and accurate fairly
presented and also to assure that money has been spent appropriately. As part of the
process, the auditor may examine the transactions in relation to expenditures, receipts,
and also the accounts in whether they are compliant with accounting standards,
statutory provisions and other regulations.

Performance auditing differs from financial auditing in that the former focus on the
implementation of the programs, activities or projects of government agencies. It
examines whether programs implemented have achieved their goals economically,
efficiently and effectively. This audit in other words, addresses matters that extend
beyond the traditional concerns of financial auditing by examining whether the agencies
have ‘done the right thing’, followed procedures and used minimum costs.
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Another feature that distinguishes performance auditing from financial auditing is its
level of standardization. Financial auditing use guidelines with good standardized
procedures and established criterion in conducting the audit such as generally accepted
auditing standards and the International Financial Reporting Standards. Contrary to
financial auditing, performance auditing is more difficult to standardize because it
involves subjective assessment and lack of auditing standards. There is no predictable
form of reporting, and there are no ‘generally accepted’ standards for decision making
or systems to guide the auditors As a result, the auditors use different methods and
procedures that are suited to a particular program examined. Performance auditing is
much more difficult to standardize as each performance tends to be a project on its own
which has to be designed individually (Pollitt et al., 1999).

The difference also can be distinguished in terms of audit reporting. In financial
auditing, the auditor is expected to issue a standard opinion on the financial statement
prepared by the public sector agencies. In this case, the auditor may issue an
unqualified opinion or adverse opinion on those financial statements depending on
whether or not he or she is satisfied that the accounts fairly present the financial
position. On the other hand, performance audit reports are more concerned about future
performance and long term benefits of particular programs. The basic purpose of the
reports is not simply to criticize past mistakes but to encourage better value for money
and to help identify worthwhile improvements in systems and controls. As a result,
performance audit reports usually vary in scope, length and focus compared to financial
audit reports.

The Need for Performance Auditing

Performance auditing in the public sector is needed to overcome the limitations of
financial audit to ensure the accountability of government agencies and to improve
performance of government agencies. The following points are help to show the need for
performance auditing.

The Needs to Overcome the Limitations of Financial
Auditing

As described earlier, the main purpose of financial auditing is to certify that the
accounts of government agencies have been prepared fairly, accurately and that the
money was spent appropriately according to its purposes. This audit is basically
concerned with the financial statements of government agencies, which usually lacks
information on the managerial aspects. However, there are often situations where the
user groups have an interest in the performance of government agencies, in addition to
financial information.
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Thus, performance auditing can be seen as an attempt to provide an alternative solution
to the limitations in financial auditing.

The Needs to Ensure the Accountability of Executive

One of the primary objectives of performance auditing is to enhance the accountability
of government agencies by providing wider information to the Parliament and through
them to the public. As previously mentioned, the financial audit mainly focuses on
financial aspects and of accountability though, this type of audit is still important and
needs to be pursued. It ‘must not be seen or become the end in the examination of
government expenditure’. A key objective of auditing is to express an opinion on the
accuracy of annual accounts and financial statements, the use of public funds and
resources imposes further special demands. Therefore, information on financial results
alone does not adequately address the full range of stakeholder’s interests and
information requirements. Accountability in the public sector occurs when both
politicians and the public at large are assured that public funds are being spent
efficiently, economically and on programs that are effective.

The Needs to Improve Performance of Government Agencies

The need for a performance audit becomes obvious with increased government
spending. States that public sector auditors are responsible for two separate tasks.
First, the auditors need to ensure accountability of the executive to the Parliament. The
second task is to ensure the efficiency and effectiveness of the agencies’ operations.
Performance auditing not only ensures and promotes accountability by providing advice
and recommendations. Performance audit would work as a ‘deterrent effect’ in which
the audit results and auditors recommendations may provide proper perspectives that
encourage government agencies to re-examine their overall management performance.
Thus, it can be concluded that a performance audit is a useful tool to improve the
performance of government agencies by treating the auditee as a ‘client’ and by
emphasizing economic motivation not only for the benefit of the auditee but also for the
interest of the public. It was stated that an objective of performance auditing is ‘to assist
public sector managers by identifying and promoting better management practices.

Performance Audit in Other Countries

This section aims to provide a brief background on the practice of performance auditing
in other countries. The purpose is to highlight some of the main features in these
countries that were seen to be potentially influential to the users' perceptions of the
audit functions and auditor’s work. These countries were chosen by reason of the
existence of empirical studies on the audit expectations gap in the context of
performance auditing. Furthermore, in terms of practice, the way the OAGN conducts
performance auditing in Nepal is not much different from the UK and Bangladesh. Thus,
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this could provide an early indication of the areas of concern for this study. In Finland,
the practice is slightly different from Nepal, which could thus offer a different perspective
of an analysis. However, it must be noted that it is not the intention of this section to
compare the practice of performance auditing in detail.

United Kingdom

In the UK, performance auditing is known as value for money audit (VFM). The National
Audit Office (NAO) is responsible for conducting the VFM audit of the central government
agencies. The NAO is headed by the Comptroller & Auditor General (C&AG) and is
accountable to the House of Commons. One of the important developments with regards
to the VFM was with the passing of the National Audit Act in 1983 by the Parliament.
Under this Act, the NAO, specifically the C&AG has been given statutory responsibility
to examine and report on the economy, efficiency and effectiveness of public spending.
The NAO defines the VFM as follows:

Economy: Minimizing the cost of resources used or required (spending less);

Efficiency: the relationship between output from goods or services and the resources to
produce them (spending well); and

Effectiveness: the relationship between the intended and actual results of public
spending (spending wisely). Additionally, this Act clearly prohibits auditors to question
the merits of policy objectives. In relation to this, the Act only allows the C&AG to assess
the government agencies have employed to achieve the policy objectives set by the
government and approved by the parliament. The NAO’s audit mandate covers the
department and executive agencies, other public bodies specified by statue or agreement
and bodies receiving public grants to provide public services.

In terms of independence, the National Audit Act 1983 guarantees the independence of
C&AG from government influence. Besides that, NAO staff are treated as employees of
the C&AG, not as the civil servants. This change of status was deliberately intended to
emphasise their independence from the executive. However, there is criticism on issue
of auditor independence. The state auditor was never truly independent from the
executive’. He found out that the executive has been able to control the auditors through
financial and procedural mechanisms.

Additionally, to encourage professionalism among the staff, the NAO gives them the
freedom to choose their specialization either in VFM or financial auditing. It is also a
common practice at the NAO to hire staff on a contract basis, use specialist consultants
or experts from the private sector and also academics in terms of helping them with
their work such as in the fields of health, defense and information technology. In some
cases, the NAO also contracts out the audit work to the private sector.
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In terms of reporting, the C&AG is responsible for presenting the audit reports to
Parliament, which are examined by the Public Account Commission. The audit reports
by NAO can be considered as timely because the C&AG can present reports on individual
subjects to Parliament at any time. The NAO needs to take account of the fiercely
majoritarian and adversarial nature of the wider British political process, to maintain
the tradition of independence and non partisan assistance to the legislature, and to
avoid being seen as champion of particular policies’ .

Finland

In Finland, the National Audit Office of Finland (NAOF) on behalf of Parliament conducts
the performance audit. In Section 90 of the Finland Constitution, the status of the NAOF
is treated as ‘an independent body affiliated with the Parliament’. The performance audit
mandate is stipulated by the Constitution and the 1947 State Audit Act. Compared to
Nepal and the UK, the Act does not explicitly establish the mandate for conducting the
performance audit. As stated in Section 1 of the 1947 State Audit Act:

‘The task of the State Audit Office shall be to ensure the legality and effectiveness of the
state's financial management and compliance with the budget... The State Audit Office's
right to audit the transfer of funds between Finland and the European Union shall be
covered by separate legislation.’

Nevertheless, the statutory right to audit the ‘effectiveness of financial management’
would extend to include other types of auditing, ‘which in English terminology, would
be labelled as performance auditing’. This mandate covers the federal government,
provincial and local governments, government linked companies, states joint ventures
entities and other entities that receive grants from the government.

Another distinct feature is related to the scope of auditing and its limitations. The Act
does not clearly state the objective and limitations of performance auditing. See the
objectives ‘as aiming to ensure that public bodies and public activities are effective and
appropriate; in practice this has led to audits (for example in the field of state grants
and subsidies) which can be interpreted as questioning the merits of policy’ .

Independence of the Auditor General is guaranteed under the Constitution. The NAOF
is headed by the Auditor General who is appointed by the Parliament for a term of six
years which is renewable. The independence is preserved by making the Auditor General
responsible to Parliament and he or she can only be removed by the Parliament on
grounds of serious misconduct. Additionally, the NAOF has powers to take punitive
action or impose a surcharge in order to secure access to needed documents and
records.
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Bangladesh

In Bangladesh, the Office of the Comptroller and Auditor General (C&AG) is the supreme
audit institution and it is the only body entrusted to carry out the performance audit.
The legal authority of the C&AG to carry out the performance audit derives from two
main sources: Article 128 of the Constitution of the People’s Republic of Bangladesh
and the Comptroller and Auditor General’s (Additional Functions) Act 1974. Article
128(1) of constitution states:

‘The public accounts of the Republic and all courts of law and all authorities and offices
of the government shall be audited and reported by the auditor general and for that
purpose he or any person authorized by him has access to all records, books, vouchers,
documents, cash, stamps, securities, stores of other government properties in the
possession of any person in service of the Republic.’

Additionally, the Comptroller and Auditor General’s (Additional Functions) Act 1974,
provides the C&AG with additional authorities such as introducing new rules and
directions pertaining to audits including keeping and auditing accounts of government,
commercial companies owned by the government, statutory bodies and local authorities.
Compared to the UK, Finland and Nepal, the constitution and audit act in Bangladesh
does not specifically mention the authority to carry out a performance audit. Though
there is no mention of value-for-money audit, there is no limitation imposed on the
authority of the C&AG to conduct VFM audits. The main purpose of performance audits
is to provide Parliament with an independent opinion of the economy, efficiency and
effectiveness on the public resources used. Performance Audit Manual states that the
audit normally applies to three broad areas: ‘those activities involving considerable level
of resources, projects that are at risk of failing in their objectives and issues which are
of concern to Parliament of the PAC’. The audit mandate covers the ministries, divisions,
and offices of the government, statutory public authorities, public enterprise and local
authorities.

The constitution also spells out several measures to guarantee the CAG’s office
independence. Article 128 Section 4(1) states that ‘the Comptroller and Auditor-General,
in the exercise of his functions, shall not be subject to the direction or control of any
other person or authority’. Although C&AG is appointed by the President, the
responsibility is to report to Parliament. Additionally, the C&AG auditors have
unrestricted access to all records and documents to all government departments or its
owned entities. Other than that, the CAG only can serve until the age of 60 or maximum
of five years whichever is earlier. Lastly, only the President, based on the
recommendation of a Supreme Judiciary Council can remove the CAG.
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In terms of reporting, the C&AG is required to submit reports to the President who shall
cause them to be laid before Parliament in accordance with Article 132 of the
Constitution. However, criticism has been directed towards the audit reporting practice
because it lacked frequency and focused more on compliance and financial audits.

The C&AG in improving the performance audit implementation used specialized
consultants in carrying out the audit, in addition to the use private audit firms. For the
first time there has been outsourcing from the private sector to compliment the skill and
efforts of the department.

INDIA

India has the separate performance audit guidelines. These guidelines contain a
framework for the entire process of performance auditing within SAI India. They provide
the best practices that the SAI must follow in planning, implementation, reporting,
follow-up processes and quality assurance in all performance audits. They outline
consistent principles, objectives, approach, methodology, techniques and procedures for
performance audits. These guidelines are based on the existing guidelines of SAI India,
ASOSAI Performance Auditing Guidelines and INTOSAI Exposure Draft Implementation
Guidelines for Performance Auditing Standards, besides other SAI’s best practices and
have been developed with the objective of ensuring consistency with the international
best practices.

SAI India has been carrying out performance audits over the past 40 years on a variety
of subjects across all sectors of public sector programs in the Central and the state
governments. In that sense, these guidelines do not intend to introduce any new practice
within the SAI India, but as stated earlier in these guidelines, are intended to consolidate
the various instructions and guidelines in a single volume in a structured form and in
the process, to also align the performance auditing by SAI India with the INTOSAI and
ASOSAI guidelines issued recently and with the SAI best practices globally.

Canada

The Office of the Auditor General Canada (OAGC) has existed for more than 130 years.
At its inception in 1878, the OAGC’s work focused on the financial auditing of federal
departments and agencies, mostly through accountancy and bookkeeping. Nearly a
century later, in 1977, the OAGs mandate was expanded to include performance audits,
which were referred to as value for money audits at that time; these audits involve a
different methodology and approach, have a relatively broader scope, and are performed
by auditors who have training that differs from that of the auditors who perform a typical
financial audit, reports get more visibility for the OAGC.
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The OAGC has three main audit products financial audits, performance audits and
special examinations. Financial audits provide assurance that financial statements are
presented fairly in accordance with Canadian generally accepted accounting principles
or, in a few cases, with other relevant standards. It also provides assurance that the
audited organization complies, in all significant respects, with legislative authorities that
are relevant to a financial audit. Financial audits answer the question Is the government
organization keeping proper accounts and records, and presenting its financial
information fairly?As mentioned earlier, every year the government publishes the Public
Accounts of Canada ,which contain the government’s financial statements and include
an audit opinion from the auditor general that the consolidated financial statements are
presented fairly and in accordance with the government’s accounting policies. The
OAGC also conducts financial audits of most federal as well as territorial Crown
corporations, and of other organizations.

In conducting a performance audit, the OAGC can choose to audit a specific program
or activity (such as pesticides management), an area that involves several departments
or agencies (such as sustainable development in the North), or an issue that affects
many departments and agencies or areas of shared responsibility (such as the protection
of cultural heritage). Financial audits may assist performance audit teams as they seek
to identify and understand better the business risks in a given organization.
Performance audits answer the questions .Are programs being run with due regard for
economy, efficiency, and environmental impact? Does the government have the means
in place to measure [the programs’] effectiveness?

Nepal

In Nepal, office of the auditor general (OAGN) is responsible for conducting the
Performance audit of the all government agencies including executive , legislative,
judiciary, constitutional body, securities organizations and fully government owned
public enterprises . The OAGN is headed by the Auditor General (AG) and is accountable
to the Legislative parliament. One of the important developments with regards to the
Performance Audit was with the passing of the Audit Act in 1991 by the Parliament.
Under this Act, the OAGN, specifically the AG has been given statutory responsibility to
examine and report on the economy, efficiency and effectiveness of public spending. The
Interim Constitution, 2007 and The Audit Act 1991 guarantees the independence of AG
from government influence. In terms of reporting, the AG is responsible for presenting
the audit reports to Parliament, through president which are examined by the Public
Account Commission.
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Auditor Competence for Performance Audit.

Staffing the audit team is also important in performing the audit. Since performance
auditing entails much more than financial considerations, it is likely that auditors will
need more than financial skills. For example, notes that effective performance auditing
only possible with the presence of a knowledgeable and experience auditors,
particularly, practical experience in the field being audited. Performance auditing as a
‘blend of conventional auditing skills with management consulting techniques’. This is
because auditors need to become familiar with a wide range of organizational contexts
and subject matters. Therefore, the auditors must have adequate technical competence
to perform the required duty or face the potential damage to the reputation of the
profession. In relation to this issue, the argument against the practice of performance
auditing tend to question the appropriateness of auditors trained primarily in
accounting and auditing to examine the final output of services such as health care,
education etc. ‘the experts in these services are not accountants but professionals with
skills specifically related to the services who presumably would be better placed to make
subjective judgments required to evaluate effectiveness’.

There seems to be a consensus that auditors need to have adequate training and
proficiency in performing a performance audit.

Qualification and Skills

Performance audit widely highlights the needs for adequacy in the qualification and
skills of auditors which carrying out the audit. As the performance audit is significantly
different from financial audit such as in terms of methods of examinations, availability
of auditing standards and standards of measurement, auditors are expected to face
difficulty in making judgments. In this respect, the relevant qualification and skills are
important in ensuring the quality of investigations.

“If you want to conduct a performance audit, you must have good knowledge of the
financial side. New auditors will be sent to the financial side to pick up all financial work
and then they will be transferred to the performance audit. Normally those experienced
in auditing for 5-6 years.”

“We do not allow new auditors to do performance audit as they lack experience. Once
they have acquired enough experience and exposure, then we let them do the
performance audit.”

Audit Team from Different Backgrounds

Performance audit is an information-based activity and covers wide areas such as
management, legal framework and operational issues. In addition, it also covers various
programs in the field of health, engineering, information technology etc. As it is
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impossible to recruit and to expect auditors with all the knowledge and skills, audit
teams from various backgrounds would be ideal solution for reaching optimal decision.

“In principle, it is a good idea. Whether we like it or not, we have to admit that we are

unable to master every field especially involving technical areas such as Engineering
and Medical... so we have a good blend of members with different knowledge and
skills...”

However, the idea of hiring auditors from other academic backgrounds would result in
overstaffing in the long-term. Thus, taking the assistance from other government
agencies would be more practical.

“It requires people who master in the particular field to do assessment on the project
about the organization, process, system and fieldwork. The Auditor General should
consider using people from other disciplines, not only accounting.” Similarly, the
performance audit is a research work, so OAGN also consider for using people who have
Mphil and PHD degree which get positive impact on the output of audit findings.

Using Private Audit Firms

In other countries such as in the UK and Bangladesh, private audit firms are used to
carry out performance audit to utilize the expertise of these firms and overcome the
problems of staff shortage. In Nepal, such practice has not yet being introduced.

The use of private sector auditors would increase the effectiveness of a performance
audit. The issues of confidentiality and quality can be handled appropriately through
other mechanisms.

We can appoint them to conduct on our behalf. We can monitor what they are doing.”

This is a solution to the staff shortage and tight reporting deadlines and the opportunity
to improve the quality of audit by utilizing outside expertise.

Auditor’s Training and Professional Development

Training is part of continuous learning. Auditors are required to attend training before
being allowed to conduct the performance audit. Training would enable auditors to know
the objectives of performance auditing, the criteria for examination and guidelines for
conducting audit. In addition to that, there will be additional training throughout their
career, which is compulsory to attend.

“All new auditors will be given proper training before they can do the audit. They will be
briefed on every aspect of performance...objectives, guidelines, criteria and so on. Then
they must go for further training, at least once a year. They will be told about the
development of performance audit, for example, in relation to the new method of
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investigation. At another time, they will be trained on how to write a report or other
things like that. In depends on the level or experience of auditors...this is not including
the training provided by other agencies. The purpose is to update their knowledge and
to ensure they are up to the level required.”

It was essential to provide training to auditors in order to maintain their competence
and keep up to date on the current requirements or guidelines. The auditors are
attending frequent training and professional development program.

“Training should not only focus on learning the technical things...like what and how to

search. The auditors also need to improve on their communication and interpersonal
skills.

Conclusion

In performance auditing the need of evaluation regarding the economy, efficiency and
effectiveness; and other 3Es: Equity, Ethics and Environment deal to less expense, well
expense and wise expense. It is also viewed as a useful tool to measure the performance
of government agencies and the accountability in managing the resources. However, to
carry out this audit in the real world is not a straightforward process. Lacking the
establishment measurements and involving subjective assessments would be a big
challenge for auditors. So, the constitution reform in needed to carry out the
performance audit as intended.

References:

e Thiel, S. and Leeuw, F. L. (2002). The performance paradox in the public
sector, Public Performance & Management Review, Vol. 25

e Pollitt et al, 1999, performance auditing contributing to accountability in
democratic government...

e International Congress of Supreme Audit Institution (1986).
e Nepal Audit Act, 1991.

e UK National Audit Act, 1983.

e Finland State Audit Act, 1947.

e Comptroller and Auditor General’s (Additional Functions) Act 1974,
Bangladesh.

393 2O

dGTTEerT gfier -29%-






IT Audit

25 Ram Chandra Poudel*

Introduction

An audit is an accounting procedure under which the financial records of an
entity or individual are closely inspected to make sure that they are accurate.
The general definition of an audit is a planned and documented activity
performed by qualified personnel to determine by investigation, examination,
or evaluation of objective evidence, the adequacy and compliance with
established rules, procedures, or applicable documents, and the
effectiveness of implementation. Auditing is defined as a systematic and
independent examination of data, statements, records, operations and
performances (financial and others) of an enterprise say entity for a stated
purpose. In any auditing the auditor perceives and recognizes the
propositions before him/her for examination, collects evidence, evaluates
the same and on this basis formulates his judgement which is
communicated through his/her audit report.

Regardless as to the type of audit, it should be assumed that the procedure
will be performed without bias. In the case of an internal audit, this can be
difficult, because it is carried out by the accounting staff of the entity
concerned. Generally, this type can only successfully be carried out by a
large accounting department, because auditors cannot audit records to
which they contributed. Internal audits are usually carried out on a regular
basis by large entities to ensure that their finances are in order, and if the
entity is publicly traded, the reports are available for inspection by

* Audit Officer, Office of the Auditor General
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stockholders. The purpose is then to give an opinion on the adequacy of
controls (financial and otherwise) within an environment they audit, to
evaluate and improve the effectiveness of risk management, control, and
governance processes. External or final audit is carried out by independent
bodies and done with in the specific interval of time.

Audit Process
Step 1: Pre-Audit Step 2: Audit Step 3: Post-Audit

Establish
Audit:
Scope & Constraints

Y

Communicate Follow- Verify audit
2 Process 21 Conduct Audit 2 up documentation m

Audits
A

Audit procedure

steps
WMOIThe COMET Program

Figure 1: Audit Process

An information technology audit, or information systems audit, is an
examination of the management controls within an Information
technology (IT) infrastructure. The evaluation of obtained evidence
determines if the information systems are safeguarding assets,
maintaining data integrity, and operating effectively to achieve the
organization's goals or objectives. These reviews may be performed in
conjunction with a financial statement audit, internal audit, or other form
of attestation engagement.

IT audits are also known as "automated data processing (ADP) audits" and
"computer audits". They were formerly called ‘'electronic data
processing (EDP) audits". An IT audit is different from a financial statement
audit. While a financial audit's purpose is to evaluate whether an
organization is adhering to standard accounting practices, the purposes of
an IT audit are to evaluate the system's internal control design and
effectiveness. This includes, but is not limited to, efficiency and security
protocols, development processes, and IT governance or oversight. Installing
controls are necessary but not sufficient to provide adequate security. People
responsible for security must consider if the controls are installed as
intended, if they are effective if any breach in security has occurred and if
so, what actions can be done to prevent future breaches.
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These inquiries must be answered by independent and unbiased observers.
These observers are performing the task of information systems auditing. In
an Information Systems (IS) environment, an audit is an examination of
information systems, their inputs, outputs, and processing. An audit of ERM
(Enterprise Risk Management) should determine that the key risks to the
organization are being controlled, that the key controls are operating
effectively and consistently, and that management and staff have the ability
to recognize and respond to new risks as they arise.

Types of Audit:
There are various types of IT Audit, Viz;

a. Technological innovation process audit: This audit constructs a risk
profile for existing and new projects. The audit will assess the length
and depth of the entity's experience in its chosen technologies, as well
as its presence in relevant markets, the organization of each project,

and the structure of the portion of the industry/service that deals with
this project or product, organization and industry structure.

b. Innovative comparison audit: This audit is an analysis of the
innovative abilities of the entity being audited, in comparison to its
competitors. This requires examination of entity's research and
development facilities, as well as its track record in actually producing
new products.

c. Technological position audit: This audit reviews the technologies that
the business currently has and that it needs to add. Technologies are

characterized as being either "base", "key", "pacing" or "emerging".
Some other describes the spectrum of IT audits with five categories of audits:

a. Systems and Applications: An audit to verify that systems and
applications are appropriate, are efficient, and are adequately
controlled to ensure valid, reliable, timely, and secure input,

processing, and output at all levels of a system's activity.

b. Information Processing Facilities: An audit to verify that the

processing facility is controlled to ensure timely, accurate, and
efficient processing of applications under normal and potentially
disruptive conditions.

c. Systems Development: An audit to verify that the systems under
development meet the objectives of the organization, and to ensure
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that the systems are developed in accordance with generally accepted
standards for systems development.

d. Management of IT and Enterprise Architecture: An audit to verify that
IT management has developed an organizational structure and
procedures to ensure a controlled and efficient environment

for information processing.

e. Client/Server, Telecommunications, Intranets, and Extranets: An
audit to verify that telecommunications controls are in place on the
client (computer receiving services), server, and on

the network connecting the clients and servers.

Eventually, we can say that all IT audits as being one of only two types:
"general control review" audits and "application control review" audits.

Computer-assisted audit techniques (CAATS)

It is also known as computer-assisted audit tools and techniques (CAATTS)
is a growing field within the audit profession. CAATSs are the practice of using
computers to automate the audit processes. CAATs normally includes using
basic office productivity software such as spreadsheet, word processors and
text editing programs and more advanced software packages involving
use statistical analysis and business intelligence tools. But also more
dedicated specialized software is available.

Another advantage of CAATs is that it allows auditors to test for specific
risks. For example, an insurance entity may want to ensure that it doesn't
pay any claims after a policy is terminated. Using traditional audit
techniques this risk would be very difficult to test. The auditor would
"randomly select" a "statistically valid" sample of claims (usually 30-50.)
They would then check to see if any of those claims were processed after a
policy was terminated. Since the insurance entity might process millions of
claims the odds that any of those 30-50 "randomly selected" claims occurred
after the policy was terminated is extremely unlikely.

Using CAATTs the auditor can select every claim that had a date of service
after the policy termination date. The auditor then can determine if any
claims were inappropriately paid. If they were, the auditor can then figure
out why the controls to prevent this failed. In a real life audit, the CAATTSs
auditor noted that a number of claims had been paid after policies were
terminated. Using CAATTSs the auditor was able to identify every claim that
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was paid and the exact amount incorrectly paid by the insurance entity.
Furthermore, the auditor was able to identify the reason why these claims
were paid. The reason why they were paid was because the participant paid
their premium. The insurance entity, having received a payment, paid the
claims. Then after paying the claim the participant's check bounced. When
the check bounced, the participant's policy was retrospectively terminated,
but the claim was still paid costing the entity hundreds of thousands of
Rupees per year.

However, the CAATTSs driven review is limited only to the data saved on files
in accordance with a systematic pattern. Much data is never documented in
this way. In addition saved data often contains deficiencies, is poorly
classified, is not easy to get, and it might be hard to become convinced about
its integrity. So, for the present CAATTSs is complement to an auditor's tools
and techniques. In certain audits CAATTSs can't be used at all. But there are
also audits which simply can't be made with due care and efficiently without
CAATTS.

A number of IT Audit professionals from the Information Assurance realm
consider there to be three fundamental types of controls regardless of the
type of audit to be performed, especially in the IT realm. Many frameworks
and standards try to break controls into different disciplines or arenas,
terming them “Security Controls“,”Access Controls®, “IA Controls” in an
effort to define the types of controls involved. At a more fundamental level,
these controls can be shown to consist of three types of fundamental
controls: Protective/Preventative Controls, Detective Controls and
Reactive /Corrective Controls.

In an IS system, there are two types of auditors and audits: internal and
external. IS auditing is usually a part of accounting internal auditing, and is
frequently performed by corporate internal auditors. An external auditor
reviews the findings of the internal audit as well as the inputs, processing
and outputs of information systems. The external audit of information
systems is frequently a part of the overall external auditing performed by a
government auditors or non government auditors.

Information System auditing considers all the potential hazards and controls
in information systems. It focuses on issues like operations, data, integrity,
software applications, security, privacy, budgets and expenditures, cost
control, and productivity. Guidelines are available to assist auditors in their
jobs, such as those from Information Systems Audit and Control Association.
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Methodology is a set of practices. This term may be used to refer to practices
which are widely used across an industry/service or scientific discipline, the
techniques used in a particular research study, or the techniques used to
accomplish a particular project. People may also use the term “methodology”
to refer to the study of such methods, rather than the methods themselves.

Having a clear methodology is often deemed important, not only in the pure
pure sciences but also in social sciences. Clearly outlined directions and
procedures tend to increase consistency, and to create work which can be
repeated elsewhere, which is an important characteristic of rigorous
scientific research. This is why the methodology used in scientific research
is always described, so that others can replicate the research themselves or
identify errors in the methods used which may have created skewed results.

In addition to being popular in the hard sciences such as
chemistry, astronomy, and physics, methodology is also very important in
the social sciences. Researchers who conduct studies on human populations
attempt to use rigorous methods so that their results will be respected by
other people in the field, and write-ups of such research often include an
extensive discussion of methodology along with errors and issues which the
researchers themselves have identified.

Audit methodology is a particular set of processes or procedures used to
assess an entity’s financial and business risk. Internal and external audits
may be used to review specific information relating to different operations of
an entity. Audits generally test financial information for accuracy and
validity. Some audits focus on non-financial aspects, however. For example,
business risk audits test departmental compliance with standard operating
procedures. Variances found during the audit may significantly impact the
entity’s ability to remain in business. Audit methodologies typically consist
of four parts, including a preliminary risk assessment, a planning stage, a
testing phase and an exit meeting.

A preliminary risk assessment normally begins with an interview of entity
management. This meeting usually determines the depth and breadth of
the audit methodology because entity management generally will disclose
their business’s highest risk areas. After the meeting, auditors usually
compile their notes and write up a formal agreement outlining the scope of
the audit. Changes to the audit methodology may require a separate
addendum to the original written agreement. Once the preliminary risk
assessment phase is complete, auditors typically begin the planning stage.
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An information technology audit is an examination of the checks and
balances, or controls, within an information technology (IT) group. An IT
audit collects and evaluates "evidence" of an organization's information
systems, practices, and operations. The evaluation of this evidence
determines if the information systems are safeguarding the information
assets, maintaining data integrity, and operating effectively and efficiently to
achieve the organization's business goals or objectives.

The primary functions of an IT audit are to evaluate the systems that are in
place to guard an organization's information. Specifically, information
technology audits are used to evaluate the organization's ability to protect
its information assets and to properly dispense information to authorized
parties. The IT Audit Checklists are a series of topical details that provide
practical guidance for IT, compliance, and business managers on preparing
for successful internal and external audits of various aspects of their
operations. In addition to helping managers understand what auditors look
for and why, the IT Audit Checklists can also help manager proactively
complete self assessments of their operations, thereby identifying
opportunities for system and process improvements that can be performed
in advance of actual audit.

The IT Audit Checklist say, Risk Management of IT eventually supports an
internal audit of the organization’s risk management program and
processes. It Provides guidance to improve your risk management program
and to assess the robustness of your risk management efforts, the paper is
intended to help managers prepare for an audit of risk management, as well
as making the audit experience and results as productive as possible.

Organizations are increasingly under pressure to identify all significant
business risks they face, and to develop contingency plans and/or manage
them to an acceptable level. In addition, with the expanding diversity of
risks, a more formalized program of risk management has also become more
common-place, generally going under the moniker of an enterprise wide risk
management (ERM) program.

Everyone in the organization has a role in ensuring a successful ERM
program, although management bears the primary responsibility for
identifying and managing risk and implementing ERM with a structured,
consistent, and coordinated approach. Boards of directors and their non-
corporate equivalents have an overarching responsibility for monitoring the
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risk program efforts and obtaining assurance that the organization’s risks
are being acceptably managed.

The Internal auditors, in both assurance and consulting roles, contribute to
ERM in a variety of ways, such as evaluating the effectiveness of—and
recommending improvements to—ERM efforts. Fundamentally, the audit
team provides the board and management with an objective and
independent assessment of the organization’s ERM efforts including what
the audit team views as being the key opportunities for improvement.

The audit activities include gaining an understanding of the processes and
procedures involved with selected activities, managers assist auditors with
a walkthrough of selected process, auditors evaluate the quality of risk
information generated by the risk management program; the ease, reliability,
and timeliness of access to such information by key decision makers; and,
finally, the operational consistency with which such information is
generated, auditors evaluate performance metrics established for the risk
management program: which metrics exist, how they are applied, how often
they are monitored, and how deviations are handled, auditors evaluate
monitoring metrics for ERM, determine whether they provide useful
information relative to the risk objectives, auditors assess whether risk
management controls are sufficiently preventive, as well as detective,
auditors define tests to confirm the operational effectiveness of risk
management activities.

Such tests might include interviews with management and staff,
documentation reviews, data analysis, assessment of management
reporting, and sampling of the results of recent initiatives, managers provide
requested data, documentation, and observations, auditors identify
opportunities to improve the effectiveness of risk management activities,
managers and auditors complete an exit meeting to discuss all audit
findings, auditors’ recommendations, and management’s response actions.

IT Policy in Nepal:

Currently Nepal is riding a crest of IT driven growth and government
departments, public enterprises, local bodies and the like are in no way
remained untouched with this wave. IT brings not only changes in the
process but also in the dynamics of working across entities. The citizens of
our country look with the great hope towards IT to facilitate transparent
governance and speedy development.
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The advent of IT has changed the way we work in many ways and audit is
not remained an exception. The new almost ubiquitous computer though
undoubtedly one of the most effective tools, has also brought its
vulnerabilities of the automated business environment.

The pen and paper of manual transactions have made away for the online
data entry of computerized applications; the locks and keys of filing cabinets
have been replaced by passwords and identification codes that restrict
access to electronic files and folders. Each new vulnerability needs to be
controlled; accessing the adequacy of each control requires new methods of
auditing. During the last decade, most of the government departments, state
owned enterprises, autonomous bodies have embarked on computerizing
their operations in a big way. Initially, computers were available only to large
organizations due to high purchase and operational costs.

Later, the advent of PCs (Personal Computers) and rapid decrease in the cost
enabled medium sized organizations also to take the advantage of IT for their
data processing. Nowadays, the widespread availability of powerful
microcomputers and their associated packaged software has resulted in the
extensive deployment of computers by even small organizations.
Correspondingly, the possibilities of data loss and associated organizational
costs have increased tremendously along with new risk factors. Due to
vulnerabilities of network, the danger of tempering with data by insiders and
outsiders is much higher in Information System. The government of Nepal
has issued the IT policy, Electronic Transaction Act and Rules, IT strategy,
Cyber Security Policy etc. to furnish the system related technology.

Most of the government offices are spending their about 20 to 25 percent
budget for obtaining and sustaining the hardware and software. For
regularizing the IT system and IT certification as well as control, Office of the
Controller of Certification has been established. Particular business related
software like ASYCUDA, RAS, GAS etc, are in operating by the concerned
offices. SO, the IT system is rapidly adopted by the government, however, we
have to do much better in the field of training to human resources obtaining
new technology maintaining the system , create awareness, controlling
system etc.
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Conclusion:

Computers themselves have moved from just electronic data processing
(EDP) systems to the realm of IT systems since they not only process data
but storage, utilize and communicate a wide variety of information that
influences decision making at various levels of an organizations. In fact, with
the advent and growth of computer networks systems, computer systems
are now Information systems. As a reflection of this evolution, the term EDP
audit as largely been replaced by such terms as IT Audit and Information
Systems Audit. As rapidly growing the demand of IT system, there is also
need to build the Audit system. The weak control system doesn't sustain
longer. So, the IT Control System and IT Audit System should be designed
appropriately for desired goal, objectives and target.
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£5 Durga Prasad Panthi *

Introduction

Auditing involves evaluating the relevance, reliability and adequacy of
evidence in support of verifiable information. It is a specialised
function having complex legal, economic and ethical implication. It is
a process of judgement following by collection, analytical and critical
evaluation of evidence. Evidence is fundamental of auditing and all
audit technique and procedure are derived from it. The audit report is
the end product of auditing. Mainly, audit is divided into two types;
propriety and performance. Propriety audit is divided into compliance
audit (it is also called transaction audit) and certification audit
(financial audit).This paper is deals with compliance audit in view of
public sector perspective.

Compliance Audit’ in private sector

Compliance auditing as distinct type of audit in the private sector
emerged as a part of efforts of the Governments to control or regulate
business practices in 20th Century. Laws, regulations, policies, and
procedures were implemented to ensure such control. It became the
responsibility of private sector auditors to verify that these rules were
being followed by the private sector entities.

Private sector entities have to comply with regulations put in place by
the Government. Such legislations discourage monopolistic
tendencies, impose environmental obligations, employee related
safety/health obligations etc. Non-compliance to such legislation by
private sector entity may invite penalties. Private sector auditors are
particularly concerned in such cases where such penalties have an
impact on company’s balance sheet.

* Audit Officer, Office of the Auditor General
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International Auditing and Assurance Standards Board (IAASB)
established by International Federation of Accountants (IFAC) is a
body for setting Accounting (IFRS) as well as Auditing Standards (ISA)
for private sector accountants/auditors. It issued ISA 250
(International Standard of Auditing 250) ‘Consideration of Laws and
Regulations in an Audit of Financial Statements’ for carrying such
compliance audit in private sector.

ISSAIs on Compliance Audit

The International Organization of Supreme Audit Institutions
(INTOSAI) has developed a set of auditing standards/guidelines for the
use of government auditors in line with international Auditing
Standards, which is known as ISSAIs (International Standards of
Supreme Audit Institutions). Its motto is "Mutual Experiences Benefits
All". It has a Professional Standards Committee (PSC) headed by SAI
Denmark. One of its sub-committee Compliance Audit Sub-committee
(CAS) headed by SAI Norway which has developed three
guidelines/standards for compliance audit as given below:

e ISSAI 4000 — General Introduction to Guidelines on Compliance Audit;

e ISSAI 4100 - Compliance Audit Guidelines for audits performed
separately from the audit of financial statements (related to performance
audit)

e ISSAI 4200 — Compliance Audit Guidelines related to audit of financial
statements

ISSAI defines compliance auditing as "obtaining assurance as to
whether activities, financial transactions and information are, in all
material respects, in compliance with the authorities which govern the
audited entity." This involves reporting on the degree to which the
audited entity follows rules, laws and regulations, policy, established
codes, agreed upon terms or general principles of sound public sector
financial management and conduct of public sector officials.
Compliance auditing encompass the assessment both of compliance
with formal criteria of what should be (regularity) and/or with the
general principles of sound public sector financial management and
conduct of public sector officials of what could be (propriety).

Compliance auditing as performed by SAIs covers a wide range of
subject matters and may vary widely on an international basis. It
comprises of several audit approaches, types of criteria, evidence
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gathering procedures and reporting formats. Compliance auditing is
generally performed either:

e Related to the audit of financial statements (in which case ISSAI 4200
provides additional guidance), or

e Separately from the audit of financial statements (in which case ISSAI
4100 provides additional guidance), or performed together with
performance auditing.

The audit of financial statements on focuses obtaining sufficient and
appropriate audit evidence regarding those laws and regulations that
have a direct effect on the determination of material amounts and
disclosures in the financial statements. For compliance, audits are
performed together with the audit of financial statements, the
Compliance Audit Guidelines supplement the Financial Audit
Guidelines (ISSAIs 1000-2999).

Compliance auditing may also be planned, performed and reported
separately from the audit of financial statements. Compliance auditing
performed as a task of its own may be carried out on a regular basis
or on an ad hoc basis as a separate, identifiable audit task related to
a specific subject matter chosen for audit. In both the cases audit
provides reasonable assurance or a limited assurance.

‘Compliance audit’ standards & guidelines in public sector

International Public Sector Accounting Standards Board (IPSASB) of
IFAC provides corresponding standard or guidance to the public sector
accountants and auditors. Professional Standards Committee (PSC)
headed by SAI Denmark and Financial Audit Subcommittee (FAS)
headed by SAI Sweden have been collaborating with IFAC for a decade.

According to IFAC, Public sector auditor while carrying out compliance
audit is expected to use ISA 250 if compliance is related to financial
statement. ISSAI 4200 of INTOSAI is nothing but replication of ISA 250
of IFAC. For compliance audits that do not have bearing on financial
statements a separate study note was issued by IFAC. The contents
of this IFAC note’ were merely translated into ISSAI 4100, standard
for compliance audit conducted separately from the audit of financial
statements.

The PSC headed by SAI Denmark and CAS headed by SAI Norway
adapted IFAC material to develop ISSAI 4100 and ISSAI 4200. They
also prepared ISSAI 400 Fundamental Principles of Compliance
Auditing. These principles are the basis on which a SAIs can prepare
its own compliance auditing standards or else adopt ISSAI 4100 and
4200.
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Compliance Auditing Principles in brief are as follows (same for FA and
PA).

e Auditors-Skills, ethics, independence, objectivity, professional
behaviour

e Exercising professional care, professional scepticism, quality
standards

e Audit involves three parties — auditor, auditee and user- terms of
engagement

e Subject matter to be audited, understanding the entity, audit risk,
planning the audit

e Audit objectives- (financial audit or compliance or performance audit)
e Audit criteria

e Audit procedures (standard does not elaborate the procedures)

e Materiality, significant deviations

e Sufficient appropriate audit evidence

e Audit findings, conclusions

e Documentation of entire audit process and evidence

e Reporting (reasonable assurance/exception reporting), long/short
report, follow up
Compliance audit standards and manuals of any SAI should cover
these aspects of else should adopt ISSAI 4100 and 4200.

Above principles are virtually same for financial audit and
performance audit. This does not clearly tell us in what way
compliance audit is different in the public sector and private.

The objectives of Public sector auditing

Public sector audit is a form of legislative oversight over the executive
under the constitutional arrangement that seeks to contribute to good
governance by enhancing accountability, transparency and promoting
improvement in use of public resources. Accountability means being
answerable for the way in which one has exercised power and control,
mediated rights and used discretions vested by law in the public
interest.

Audit is independent examination of records of financial and related
activities of an entity using generally accepted auditing practices in
order to provide legislature with information, conclusions or opinions
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based on sufficient appropriate evidence on to what extent the entity
fulfilled the following three major responsibilities.

‘To what extent the entity’s financial reporting is reliable’ is financial audit.
(A)

‘To what extent entity could safeguard all the resources with which it is
entrusted from theft, loss, abuse, misuse, waste, mismanagement etc’ is
compliance audit. (B)

‘To what extent the entities service delivery operations are efficient,
economical and effective’ is performance audit. (C) Oxford dictionary defines
performance as a task or operation seen in terms of how successfully it is
performed.

Theoretically audit assignments in revenue audit, deposit audit,
environmental audit, budgetary audit, IT audit etc are either financial,
compliance or performance audits depending on the audit objective of
the assignment. The same audit assignment may have audit objectives
related to all the three types.

Audit procedures for compliance audit

Compliance audit and transaction audit are often used
interchangeably which intend to mean that both are same. But it is
not so; ‘transaction audit’ is substantive testing. Substantive testing
or ‘audit of a select sample of transactions’ is carried out in financial,
compliance audits and also performance audit.

e Substantive testing in financial audit looks at the way the financial
transactions are captured in the books of accounts, compiled,
consolidated, reported to achieve major objective (A).

e Substantive testing in compliance audit looks at the compliance of the
transactions to prescribed procedures, rules and laws which are meant
to achieve the major objective (B).

e Substantive testing is also carried in performance audit. (C)

Auditing involves (i) review of controls meant to achieve the major

objectives (A,B,C) of the entity and (ii) substantive testing which

involves test check of selected sample of transactions.

In public sector audit, it is more appropriate to carryout both ‘review
of controls’ and ‘substantive testing’ together. Such ‘audit procedure’
that consists of both ‘tests of control’ and ‘substantive tests’ is called
dual purpose testing in a slightly different context.
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Private sector audit literature in general used to treat review of
controls as step to determine the size of sample for substantial testing
and the sample can be small. Auditors, in addition to an opinion on
the financial statements, must also express an opinion on the
effectiveness of a company's internal control over financial reporting,
in accordance with Auditing Standard. Internal controls are the
controls that regulate the activities and the activities are reflected as
transactions. Irregularities or deviations in transactions are a
reflection on controls. Hence, ‘review of controls’ and ‘substantive
testing’ as integral part of audit.

Private sector auditors view ‘audit’ as more formal to express an
opinion on the financial statements. ‘Review’ does not contemplate
obtaining an understanding of the entity’s internal control; assessing
fraud risk; testing accounting records; or other procedures ordinarily
performed in an audit.

In a restricted sense ‘audit’ is ‘substantive testing’ which points out
irregularities, deviations etc in the past-period transactions. It is post-
mortem of transactions that already took place. Review is ‘review’ of
‘something ongoing’. Exercising internal controls is an ongoing
activity. Hence, we ‘review’ ‘the internal controls’. We do not ‘audit’
‘internal controls’. Instances of loss or waste already happened in a
particular type of transactions is found in substantive testing. So,
audit procedures include review of controls and substantive testing.
Analytical procedures such as analysis of ratios or trends,
comparison/relationships are also part of audit procedures.

Legislature controls in Public Sector

Legislature exercises controls over mobilization, allocation and
utilization of resources. The executive is expected safeguard all the
resources at all the times. Certain laws, regulations, rules and
instructions are made and modified from time to time to achieve this
broad objective.

A. Resources include financial resources and all other resources
acquired through it such as men (labour, HR), material,
equipment, assets, land, building, infrastructure etc. They are
required by the entities for its service delivery function.
Mobilization of financial resources is achieved by the
Govt/entities through levy and collection of taxes, charges/fees,
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sale, borrowings etc. Other resources are acquired or paid for by
the entities through financial resources (budget). Sometimes
equipment, assets could be on rent or infrastructure would be on
PPP mode or build operate/transfer.

Entities are expected to safeguard all the resources at their
disposal at all the times. Resources are to be safeguarded from
the risk of theft, loss, embezzlement, abuse, misuse, idling, waste,
mismanagement, rent seeking etc. In Government several rules
and instructions are in place for safeguard of resources. To what
extent the entity could safeguard each of these resources at
different stages from those risks by complying with the related
rules translates into audit objectives of compliance audit.

B. Distribution and delivery ‘service delivery output / products
either financial or goods or services (health) are to be protected
from the risk of not delivering the correct quantity, quality to the
correct beneficiary, loss, theft etc. There will be prescribed
criteria, instructions and rules aimed to achieve this purpose. To
what extent the entity could safeguard the service delivery
products/output during their distribution by complying with
related rules translates into audit objectives of compliance audit.

C. Legislature exercises control to safeguard nation’s natural
resources which include land, (including mines/minerals), water
(glaciers, rivers, lakes,) air, (forest, plant & animal), intangible
resources (radio frequency,) etc. Laws, regulation and rules are
made to safeguard natural resources from the risk of loss or
damage, lease, profit sharing arrangements, exploitation etc and
also unauthorised exploitation, illegal sale/consumption,
degradation, pollution etc. Certain laws and rules also made for
regeneration, sustainable development, utilisation of renewable
sources, etc. To what extent the entity could safeguard by
complying with those rules translates into audit objectives of
compliance audit.

D. Legislature exercises control to safeguard its citizens (its human
resources, particularly the vulnerable ones) from negative
externalities (pollution, drugs, traffic hazards, fire hazards,
radiation etc.), from market exploitation (monopoly, unfair
competition, consumer rights, quality controls, working hours,
working conditions, industrial safety etc), from discrimination
(gender, religion), from threats to life (internal/external,
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civil/criminal), threat to livelihood (displacement) threat to their
property & other fundamental rights etc. Certain laws and rules
are made for discouraging, preventing, penalising negative
externalities. To what extent these negative externalities are
prevented and addressed by complying with those laws and rules
translate into audit objectives of compliance audit.

E. Certain laws and rules are also made for promoting specific
positive externalities or public good (health-infectious diseases,
family planning, education, gardens, parks, forest, clean streets,
public toilets etc). Certain laws and rules are made for
encouraging, promoting, implementing positive externalities. To
what extent they were addressed by complying with those laws
and rules translate into audit objectives of compliance audit.

Audit criteria for compliance audits

To what extent the department could safeguard all its resources would
be the overall audit objective of the compliance audit. This can be
achieved by test check of a sample of transactions in a sample units
selected for the objective. Only one issue like safeguard of financial
resources during drawing and disbursal through cash book is a theme
(audit objective) for compliance audit. To what extent the department
complied with pay & allowance rules (while making payments to its
employees) are a theme (audit objective). Whether the deliverables (say
scholarships) are paid to the eligible beneficiary in correct quality
within the prescribed period in compliance to criteria, instructions
and rules is another audit objective. To what extent the Income Tax
Department could safeguard the financial resources during levy and
collection of taxes is the overall audit objective of compliance audit of
tax department. To what extent ‘the tax administration is efficient and
effective’ is the audit objective of a performance audit.

Cash book is meant to achieve the objective of safeguard of financial
resources and also reliable financial reporting; compliance to which is
made use for different purpose in compliance audit and financial
audit. The audit objectives of the audit which aspects of
rules/instructions/controls are being examined and commented upon.
Audit objectives also indicate the nature of audit whether compliance,
financial or performance or a combination of two or three of them.
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However the compliance audit should be by and large distinguishable
from performance audit and financial audit. Compliance audit is
examining whether laws and rules were followed are not. Audit can
also examine whether the existing rules/controls are adequate to
safeguard, not able to meet new types of risk, whether compliance is
in letter but not in spirit. To what extent the entity’s procurement
activity is efficient and effective is performance audit which involves
the examination of entity’s ability to plan for, formulate exact
specifications, attract competitive bidders, achieving the purpose. A
pollution control ‘scheme’ of ‘activity’ would undergo performance
audit, but to what extent the entity enforced the pollution control rules
is compliance audit. Performance audit is about the ‘operational
process’ or ‘activity’.

AGs Conference (2012) theme paper ‘Compliance on Audit

Auditor General's (AGs) Conference was held in India in 2012. The
theme paper on ‘Compliance Audit Approach and Reporting’ traces
compliance audit as “The broad objectives of audit ...... to provide an
assessment of the due observance of the laws, rules, procedures and
systems in keeping with the financial interests of and propriety in the
functioning of the Government ..... ?. The theme paper has defined
compliance audit as “whether the provisions of the Constitution, the
applicable laws, regulations and rules made there under and various
orders and instructions issued by authority are being complied with”

(para5, 6).

Checking the compliance actions of audited units against suitable
criteria is the backbone of all audits. In case of pure compliance
audits, we need to see whether relevant laws and regulations have
been followed (paralO). Such compliance is the primary and most
important requirement of ensuring accountability of the public
executive (parall) Issues to be addressed by SAls are; to accept
compliance audit as an independent audit stream, prepare compliance
audit guidelines based on ISSAlIs and move towards assurance
orientation, convert our transaction audit plans into compliance audit
plans, use a refined risk analysis for selection of units.

Audit objectives could be different for each department depending
upon the character of the audited entity. Some important views
expressed in this respect are:
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e Compliance audit has not been acknowledged as an independent stream
of audit as it get covered as a part of transaction audit and unlike
performance and financial audit there are no detailed guidelines and
manuals for compliance audit.

e SAI India's Compliance Audit is actually not structured on compliance
audits and all functional Audit guidelines, innumerable are not
‘compliance audit guidelines’, should be considered as a basis for
preparing compliance audit guidelines. Transaction audit is synonym of
substantive testing that is performed in all audits. Performance audits
include ‘compliance issues’. Thus, performance audits are often
‘performance cum compliance audits’.

e In Financial Audit, compliance is measured against financial rules and
regulations; in performance audits compliance is measured against
program/scheme guidelines and in case of pure compliance audits we
need to see whether relevant laws and regulations (legislative approval)
have been followed.

e Clarity in compliance would emerge only if we can identify the ‘purpose
of the compliance audit’. It is not enough to say that ‘purpose of the
compliance audit is to see whether law, regulations and rules are
complied with’. Financial audit serves a purpose whether financial
reporting is reliable. Performance audit serves a purpose ‘whether entity’s
operations are efficient and effective’.

Compliance Audit in OAG/N Strategic Plan

Office of the Auditor General, Nepal's Strategic Plan 2010-12was
prepared with the objectives; timeliness and quality audit, enhance
independence, professional development, audit methodology
improvement and cooperative& relationship with stakeholders.
Various indicators were set up to measure the achievement of goals
but achieved the mixed results. Moreover, for achieving the rest of
activities Strategic Plan 2013-15 is formulated to give continuity of
reform process. Legislature, government agencies, development
partner, media and civil society have appreciated OAG report
underscoring transparency and accountability in the safeguard of
public resources. They have high expectations from the report in the
promotion of transparency and accountability in the public sector.
Also realised that high quality performance of audit by OAG has proved
to be a lynch pin in the process of good governance of the public
resources.
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OAG Nepal's strategic plan has not clearly explained to the focus on
compliance audit but included an objective to safeguard the public
resources with enhanced quality audit service. Strategic Plan 2013 -
15 set a goal to improve the quality of audit services. Under this, it
has included an objective to update audit standard, guidelines and
manual in line with good practice and implement.

Compliance Audit in Indian Audit &Account Department (IA&AD) Strategic Plan

IA&AD Strategic Plan 2020 proposed the following strategy for compliance
audit.

a) switching to a thematic approach for compliance audit, with assurance-
based reporting

b) reducing the number of compliance audits and introducing detailed
audit planning for thematic audits

The strategic Plan suggests that each thematic audit should have
specific audit objectives, audit criteria, and issue analysis on a
simplified basis by adopting most of the rigour followed for
performance audit planning. As recommended for financial audits, an
assurance memo would need to be prepared at the conclusion of each
compliance audit, summarizing the results of audit in respect of each
area indicated in the audit plan. It mentions that while the checklists
for financial audit would be relatively uniform, similar checklists /
individual audit steps in respect of compliance audit are likely to vary
widely from audit to audit.

IA&AD Strategic Plan 2020 mentions that, it is logical to integrate
financial and compliance audit into a single process geared towards
the objective of providing audit assurance on the financial statements,
and also on the adequacy and effectiveness of the internal controls.
The Plan has suggested a thematic approach and assurance
orientation to compliance audit. The Strategic Plan on one hand
viewed compliance audit as a part of financial audit and on the other
hand viewed it as a kind of performance audit. It did not clearly explain
how compliance audit is distinct though identified financial,
compliance and performance as three distinct types.

Audit findings related to non- compliance

Certain laws, Regulations and rules are imposed by designated
Ministries/Departments which are mandatory in nature. Examples are
financial regulations and rules from Finance Ministry, environmental
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rules form concerned ministry (Environment, Forest), safety
regulations, and quality of food/medicines from concerned
Ministries/Departments etc. Certain rules, instructions, benchmarks,
targets are set within the Department or entity meant for its own
working. These could be part of compliance audit. Compliance audit
of such entities would be with an objective of ‘o what extent
compliance was enforced’. All entities, organizations are expected to
comply with laws, regulations and rules.

According to the 51th annual audit report of OAG/N, the total amount
of audited figure is NRs 20 Kharab 85 Arab 80 Crore 10 Lakh from the
total number of 4740 Government audited units in FY 2069/070. The
irregularity related to non-compliance is NRs 18 Arab 80 Crore 58
Lakh (51.38%) out of total irregularity of NRs 36 Arab 60 Lakh 13
Thousand from the audited figure in current year. It shows that the
concerned audited entities are not strictly following the prevailing law,
rules directives and circulars while operating their transactions. It is
not satisfactory for supporting to keep the good governance. Thus,
OAG/N is contributing in evaluating the issues related to safeguard of
public purse and financial resources and entrusted to public entities.

Conclusion

Audit is the process of systematic examination of a quality system
involves evaluating the relevance, reliability and adequacy of evidence
in support of verifiable facts. Compliance audit is comprehensive
review of public/private adherence to regulatory guidelines. The main
purpose of compliance audit is to see whether law, regulation and
rules are complied or not. It is not enough to say that purpose of the
compliance audit is to see whether law, regulations and rules are
complied with. Compliance audit is not only limited on government
agencies also carried out public and private sectors. Compliance audit
help to contribute good governance by enhancing accountability,
transparency and promoting improvement in use of available
resources. Its resources would be the overall audit objective of
compliance audit. This can be achieved by test check or sample of
transaction in a sample unit. But, no detailed separately guidelines
and not clearly explained to the focus on compliance audit. In present
scenario, it concerned audited entities are not strictly followed by
government agencies which is not supported safeguard to keep the
good governance. OAG/N has a key role in the matter of ensuring
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accountability in the use of public resources and it is contributing in
evaluating the issues related to safeguard of public purse, financial
resources and entrusted to public entities. Thus, the compliance audit
needs to be more effective/productive rather than only comply with
law, rules and regulations.
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First Time Adoption of IFRS and
Nepal's Initiative

&5 Achyut Pant”
Background

Along with the changes in the competitive business world, there have been
major changes in financial reporting in recent years. The continuing
internationalization of the corporate sector creates pressure for adoption of
IFRS (International Financial Reporting Standard) worldwide to provide
consistency in reporting. The most of the developed and developing regimes
have been using IFRS as the basis of their standard in reporting. The vision
of global accounting standards has been publicly supported by many
international organizations including the G20, World Bank, IMF, Basel
Committee, IOSCO and IFAC.

Foreign investment is crucial boost to the economies of developing countries
such as Nepal. The financial statements prepared according to nation's local
accounting system may hardly meet the needs of investors, business
partners and multinational corporate organizations who are conversant with
international standards. By adopting IFRS a business organization can
present its financial statements on the same basis as its foreign competitors
with comparative financial reporting. Accounting and financial reporting
being the backbone of sound governance and transparent economic system,
there is no alternative other than adoption of IFRS in the respective regimes.
This article covers the basic concepts of First Time Adoption of IFRS and
Nepal's Initiative to implement IFRS.

What is IFRS?

IFRSs are a set of accounting standards developed by the International
Accounting Standard Board (IASB) that is becoming the global standard for
the preparation of a public company's financial statements. Due to the
consequent scandals of major US based companies in late 90's, the Financial
Accounting Standard Board (FASB) realized the weaknesses of rule based
financial reporting and decided to work to gather with IASB to prepare the

* Audit Inspector, Office of the Auditor General
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globally accepted single set of financial reporting standards. The
International Accounting Standard Board (IASB) developed the IFRS in 2001.
Meanwhile International Accounting Standards (ISA) issued by International
Accounting Standard Committee (IASC) between 1973 to 2001 and some
interpretations is collectively taken as IFRS.

IFRS comprise of:

e International Accounting Standards (IAS) originally issued by the
international Accounting Standards Committee (developed between 1973
& 2001), which are subsequently adopted and amended by the IASB.

e International Financial Reporting Standards (IFRS) issued by the IASB
from April 2001 & onwards.

e Interpretations by the International Financial Reporting Interpretations
Committee (IFRIC) or the former Standing Interpretations Committee
(SIC).

After issuance IFRS 14 Regulatory Deferral Accounts by IASB on Jan 2014,

currently there are 14 IFRSs, 28 [IASs, 17 IFRICs, & 8 SICs into effect.

Provisions for First Time Adoption of IFRS

The process of harmonization of national standard with IFRS may not be as
easy as chopping the butter by a knife. The entities which seek to a listing
for the first time or forced to adopt for the first time still need guidance on
how the adoption process should be managed, accounted for, and disclosed
for in the financial statements. IFRS1-First Time adoption of
international financial reporting standards sets out the procedures to
follow when an entity adopts IFRS in its published financial statements for
the first time.

IFRS1: First time adoption of IFRS

Definition: A first time adopter is an entity that, for the first time, makes an
explicit and unreserved statement that its annual financial statements
comply with IFRS.

There are five issues that need to be addressed when adopting IFRS.

e The date of transition to IFRSs.

e Which IFRSs should be adopted?

e How gains or losses arising on adopting IFRS should be accounted for?
e The explanations and disclosures to be made in the year of transition.

e What exemptions are available?
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Date of Transition

The date of transition is the beginning of the earliest period for which an
entity presents full comparative information under IFRS in its first IFRS
financial statements. Because IFRS requires comparative statements to be
published, the opening IFRS statement of financial position for an entity
adopting IFRS for the first time in its 31 December 2014 financial statements
and presenting one year of comparative information will be 1 Jan 2013. This
is the transition date — the first day of the comparative period.

The opening IFRS statement of financial position itself need not be
published, but it will provide the opening balances for the comparative
period. If full comparative financial statements for preceding periods are
published, then these too must comply with IFRS.

Selection of IFRS

The entity should use the same accounting policies for all the periods
presented; these policies should be based solely on IFRS in force at the
reporting date. Entities will have to collect information enabling them to
prepare statements under previous GAAP, current IFRS and any proposed
new standards or amendments.

IFRS 1 states that the opening IFRS statement of financial position must:

e Recognize all assets and liabilities required by IFRS
e Not recognize assets and liabilities not permitted by IFRS

e Reclassify all assets, liabilities and equity components in accordance with
IFRS

e Measure all assets and liabilities in accordance with IFRS

Reporting Gains & Losses

Any gains or losses arising on the adoption of IFRS should be recognized
directly in retained earnings i.e. not recognized.

Explanations and Disclosures

Entities must explain how the transition to IFRS affects their reported
financial performance, financial position and cash flows. Two main
disclosures are required, which reconcile equity and profits. The entity's
equity as reported under previous GAAP must be recognized to the equity
reported under IFRS at two dates, i.e. date of transition and the date of last
statement of financial position prepared under previous GAAP. The last
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annual reported profit under previous GAAP must be reconciled to the same
year's total comprehensive income prepared under IFRS.

Any material differences between the previous GAAP and the IFRS cash flows
must also be explained. On the first IFRS, the adjustments for the errors of
previous years if any must be disclosed separately.

Exemptions

IFRS 1 grants some exemptions in the following situations where the cost of
compliance outweighs the benefits of user.

e Previous business combinations do not have to be restated in accordance
with IFRS.

e If there is any changes to accounting policies in the first year of adoption
of IFRS, but after the issue of the first interim statements, the changes
need to be explained and reconciliations required should also be updated.

e The entity can use fair value as the deemed cost but then not have to
revalue the assets each year.

e Some actuarial gains and losses on pension schemes are left
unrecognized under IAS 19 Employee benefits. A first time adopter may
find it easier to recognize all gains and losses at the date of transition and
this option is given in IFRS1.

e Past currency translation gains and losses included in revenue reserves
need not be separated out into the currency translation reserve.

e Under IAS 32 Financial Instruments, presentation part of the proceeds of
convertible debt is classified as equity. If the debt had been repaid by the
date of transition, no adjustment is needed for the equity component.

e If the subsidiary adopts IFRS later than its parent, then the subsidiary
may value its assets and liabilities either at its own transition date or its
parent's transition date.

Implementation of IFRS in Nepalese Context

The Accounting Standard Board (ASB), an independent statutory body, is
established in 2003 under Section 15(a) of the Nepal Chartered Accountants
Act 1997 by the Government of Nepal for developing accounting standards
in Nepal. The board is responsible for the accounting standards
development, whereas the Institute of Chartered Accountants of Nepal
(ICAN) is responsible for the pronouncement of the standards and the
supervision of their compliance. ASB has prepared the road map so as to
converge the Nepal Accounting Standards with International Financial
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Reporting Standards. As Nepal is not in the position to adopt the IFRS
completely at a time, the ASB has recognizes the convergence of Nepal
Accounting Standard with IFRS. As a pathway of implementation, the
convergence process begins on phase wise basis starting from financial year
2014-15 with Multinational Manufacturing Companies and State-Owned
Enterprises (SOESs) listed in Security Exchange.

As per the notice for implementation of NFRSs by ICAN as decided by council
on 28 Bhadra 2070 (13 Sep 2013), the entities to which NFRSs shall be
applicable and the financial year in which fully NFRSs complied Financial
Statements to be prepared shall be as follows.

NFRS Complied

Type Entities Requiring adoption of NFRS Financial
Statements
A ® Listed Multinational Manufacturing Companies 2014-15

Listed State Owned Enterprises (SOEs) with minimum
paid up capital of RS. 5 billion (except banks and financial
institutions under BAFIA Act, 2006).

B ® Commercial banks, including State Owned Commercial 2015-16
Banks,
® All other Listed State Owned Enterprises (SOEs).
C e All other Financial Institutions not covered under A & B 2016-17
above.
e All other SOEs.
® Insurance Companies
e All other Listed Companies
e All other Corporate Bodies/Entities not defined as SMEs
or entities having borrowing with minimum of Rs. 500
million.
D NFRS for SMEs (SMEs as defined and classified by ASB). 2016-17

After getting the membership of IFAC in 2008, Nepal had made the
commitment for implementing IFRS starting from fiscal year 2012/13.
However, the date was rescheduled due to various resisting factors such as;
lack of adequate knowledge or experience, lack of coordination between
various agencies, time taken for convergence and so on.

The term conversion means gradual transition to IFRS across the reporting
entities over a period of life. This approach is practical for environment where
not all the regulators require the full IFRS and the time and resources
needed by the country for full adoption. After the finalization of standard
setting process, Accounting Standard Board has issued Nepal Financial
Reporting Standards along with IFRICs and SICs which are prepared in line
with the International Financial Reporting Standards (IFRSs).
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Conclusion

Nepal has adopted open market economy and as a member of WTO, Nepal
has to challenge the growing economies to attract foreign investments. Hence
a well-developed planning is necessary and the proper action plans should
be carried out to underpin the confidence of investors. Hence, fast track of
implementation of IFRS can be much fruitful to ensure good governance,
transparency and accountability. As the robustness of economy of
developing country is the reflection of compliance of International
Standards, the countries of growing economy should increase their
international market share with the implementation of internationally
accepted standards including IFRS.
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Inaccuracy and Fault: The Auditor on
the Alert

&5 Janak Raj Gautam

Background

Auditing is a critical examination of books of accounts with a view to
establish their accuracy, correctness and fairness. Therefore, an auditor
should evaluate whether there exists a system of internal control for
preventing misappropriation, malpractices, mistakes and fraud, then the
resulting behavior of the incumbents would be trust worthy. However, the
internal control system reduces culprits, errors and irregularities. It has to
be an economical way of reducing risks and misstatement as well as
reducing risks of fraud. The duties of staff are segregated in such way that
no one person can initiate, authorize and check a transaction from start to
finish. Similarly, the purpose of such a segregation of work is that no one
person has an exclusive control over any one transaction. The control system
should provide for detail checking activities e.g. Policies should provide that
no sales order should be entered without a customer order and every bank
reconciliation statement should be prepared monthly.

The degree of assurance of detecting errors would normally be higher than
that of detecting fraud, since fraud is actually accompanied by acts of
specially designed to conceal its existence. Some mistakes can be more
serious affecting the financial statements and auditor's report. Ultimately,
repercussions may also trickle down to the auditor. Admit the mistakes, if
significant, immediately when an auditor realized, but don’t try to hide the
mistakes.

* Ex-Deputy Auditor General, Official of the Auditor General
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Inaccuracy

Audit finding is the gap (absence) between a criterion and condition.
Everyone makes mistakes, however, one may not be able to rectify or correct
the same usually in time. As a responsible person, you plan to correct those
involving cost and extra hours. Professionally capable auditors can perform
the audit assignment efficiently confirming to the vision, mission, core
values, objectives and strategic goals. It is to be recognized that because of
the test nature of auditing and other inherent limitation of an audit, together
with limitation of internal control system, there is an unavoidable risk that
some material misstatement may remain undiscovered. Transactions of
income and expenditures required to be action taken properly, if there is
false, misleading, unfair, deception, deceit and disparaging descriptions. An
inaccuracy refers to unintentional error comprises of mistake, slip,

miscalculation, blunder etc. in financial information. They appear in as,

e Mathematical or clerical mistakes in the underlying records, data and
documents and referral evidences.

e Oversight or misinterpretation of facts

e Omission of amounts,

e Misappropriation of assets,

e Recording transactions without substance.

Checking of Fault

Audit findings exist at that time when an auditor does not agree with the
amount, classification, presentation or disclosure of items or totals in the
financial statements while checking arithmetical accuracy of source
documents and accounting records or performing independent calculation.
Numerous techniques are used to control and check fault that can be
appeared as input, process and output in accounting data. Errors are
unintentional mistakes for example, mathematical or clerical; mistake in the

underlying records and documents, oversight or misinterpretation of facts.
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Classification of Wrong-doing

A wrong doing is the intentional mistake comprising misdeed, indiscretion,
abnormality and irregularity that are carried out in the financial statements.
Classification of irregularity, fault and wrong doing are:-

Classification Descriptions

Misinterpretation of | Certain discrepancies responses on audit

facts objections.

Incorrect accounting The auditors should take into account the
aggregate of all wuncorrected mis-statement
including estimates in the assessment of

materiality of audit.

Misapplication of | Violations of law, regulations, and wrong doing in
accounting concepts | accounting practices.

and policies

Mistakes in | It supports the existence of a deviation, an error
disclosures or weakness.

Cut-off error

Audit differences from prior periods that an
auditee did not adjust may affect the current
year’s earning or opening net assets.

Fraudulent financial
Statements

Intentional misstatement prepared and submitted
by management

Commission of | System failure enables the employees to carry out

amounts un-authorized transactions, procedural lapses
and violation of regulations. The errors and
irregularities may cause financial statements to
contain material misstatements.

Alertness

An auditor while analyzing the error in a sample need not consider the
qualitative aspects of fault. According to Pete William, "I am not suggesting
there are any errors at all, I am saying that without proper audit there is no
way to be sure." Nobody can deny the fact that effective internal auditing
may protect an organization from fault and financial irregularities. It is often
said that sun shine is the best disinfectant and this statements holds true
when an organization utilizes auditing to ensure and improve effectiveness
of risk management, control and governance process. An auditor should
always keep in mind that curtailment of audit work in no way reduces the
responsibility. However, primarily, the responsibility for prevention and
detection mistakes, incorrect, fraudulent transactions and misappropriation
of assets rest with management.
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National Auditor

The Auditor General, also called the national auditor, is basically entrusted
for ensuring that public resources used efficiently, where the most needed
with minimum leakage for the benefit of society at large. Therefore,
government auditors' policy should focus on vital and mega schemes on the
selected entities rather than chasing nitty grities. The government auditors
should be clear in their functions and responsibilities of various incumbents
before implementing auditing,

As for example, a few the following

responsibilities and functions that could be segregated are given below:-

Sn | Particulars of functions Responsibility

1 Authorization of a transaction Management function

2 Execution the transaction Custodial function

3 Recording of the transaction Accounting function

4 Checking of the transaction Monitoring function

S Reviewing of transactions for correction | Internal auditing
and rectification of entries, if any.

6 Examination of transactions for | Final auditing
expression of opinion on true and fair

Phase-wise segregation of positional duties of government auditors in
summary as a specimen:-

Level of
Audit Primary Secondary Final
Management
Top Preparation of | Central circulars | Financial reporting
Annual Audit | Inception of audit | Decision for peer
plan work review
Time schedule | Assess the overall | Organizing surprise
Personnel goals checking
assignment to | Tracking of | Ministry level
Directorate program preparation
Conduct Thorough reading
monitoring for making truthful
regularly in the report.
Expression of
opinion on financial
statements
Middle Entrance Coordination on | Draft reporting
meeting audit
Supervision,
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Branch and | direction review | Discussion and
area covered and conclusion | obtain management
Submission of | in the field responses
comprehensive | Directions to the | Acknowledgement of
audit program | audit team management

Review of the

findings

Exit meeting

Frontline Prepare  unit | Findings are | Documentation of

wise plan analyzed preliminary audit
Participate in | Calculation and | report
the entrance | classification Preparation of
meeting Analytical review | Working paper
Verify the | Assure extra | Documentation of
books of | information evidences if
accounts with | Be aware of | necessary
financial inappropriate Make a list of papers
Statements comments kept in the file
Checking and | Ensure
testing of | compliance
transactions process and

procedures

Undertake other

duties as

required

Result with in

approved budget

and timeframe.

Supervision of auditors' performance

Even with the best of auditors' efforts, the auditors may not be able to detect
all of them. The fact is recognized by the Courts as is obvious from a study
of the various judgments. The auditor's performance is judicially viewed by

applying the following tests.

a) Whether the auditor has exercised reasonable care and skill in carrying
out works.

b) Whether the errors and frauds could have been detected in the ordinary
course of checking without any special efforts.

c) Whether the auditor had any reason to suspect the existence of the
errors and frauds

d) Whether the error or fraud was so deep laid that the same might not
have been detected by the application of normal audit procedures.
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Conclusion

The role of Auditor General is basically to ensure that public resources are
used efficiently where it is the most needed with minimum leakage for the
benefit of society at large. Therefore, government auditors' policy should
focus on vital and mega schemes on the selected entities rather than chasing
nitty grities. Professionally capable auditors can perform the audit
assignment compatible to the vision, mission, core values, objectives and
strategic goals. It is to be recognized that because of the test nature of
auditing and other inherent limitation of an audit, together with limitation
of internal control system, there is an unavoidable risk that some material

misstatement may remain undiscovered.

The recommendations suggested by the auditor should be actionable. After
the examination there is an expression of independent opinion by the auditor
about the truth and fairness of annual financial statements, books of
accounts and supporting documents in a particular accounting period. An
auditor is required to obtain sufficient, relevant, reliable, adequate and
essential information so as to prop up a reasonable basis for expression of

an opinion on financial statement.
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