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AU Scpted], TSI U HAASST b FTUROTHAT ¥ Faldd &l
Fded JETET HEI (H.9.H.) JEuTad Heddl Td quiaiEl & &y
X TG faary &7 GaY AR AT dledl &1 ST@IUNET IUTET Uy
TG (THYUATSH) Tg RAHA & §U 38 faRard &l gl &l Teh AW &
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IUTECT AFCUST B FEl ¥ Q0T Td Uleled &d ¥ 384 Ig o
gAfaa fhar § 6 AR J@r vd J@uda f[aHmer g uAford & Gehdr
¢ 6 ¥E 31U 3m3ege f Reawar gAatad #a ¢ oEmdfaid deal
Td Jeaeh T aldl & Y HY oF g3 &, THh HCTA & oI@rodan
BRI T RTFHDR ATt &b TR A & IS JOT 1 fAHOT Har Bl

THUATEH Dl ST@UIETIT AR AW FT H IS oI@IuIeToT AT,
T god. faen-Adé wd ey fAurl nadhdit & edrerd @
gARad &= & fow aamm = §
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ETOeT URRAT & gy <@k @ mferer A9 fhar S R Iw R e
i @ AWUAET JOTaT W FFYOT SEAAST A6 &1 TS Teh SHIAT GEardof
¢t 5w, oRaw @ gfdr oRadat 3k ool sRmonfet
Tgfadl dUT gEl Ueud URRATY Sifh S@UdET TE oETuIaT eIl &
O & Hegd ¥, & IHFER R fRE td 3ead fee aa &
HTGRIARAT Bl



Preface

Quality relates to the concepts of excellence, professionalism and
integrity. SAI India seeks to develop a relationship of respect and
trust with the audited entities and stakeholders. An Audit Quality
Management Framework (AQMF) is one way of building this
trust by providing assurance that audits are undertaken with due
regard to quality. It ensures that the CAG of India and the Indian
Audit and Accounts Department (IAAD) maintains and follows
quality standards rigorously. It also ensures that the IAAD can
demonstrate that it builds in quality right from the stage of initial
planning of audit engagement through to how it engages with
both audited entities and internal staff to ensure the reliability of
its output.

The AQMF has been designed for ensuring compliance with
auditing standards, in particular the INTOSAI Auditing
Standards, ASOSAI guidelines and applicable legislative
requirements.

The framework describes the conceptual underpinnings of SAI
India's audit methodologies and refers to various audit tools and
guidance that exist. While the framework highlights the best
practices on audit quality in SAI India in a comprehensive
manner, it does not include a complete description of auditing
principles and audit processes and is by no means an exhaustive
document on audit quality. It is an evolving document, which will
need to be continuously monitored and upgraded in line with the
environment and technological changes and as audit
methodologies and practices and other management processes
which help audit and the audit institutions develop.
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Introduction

Chapter - 1
Introduction

1. Quality Management means building quality into all aspects
of management and audit process. It is an overall view of how to
deliver quality audit work and meet the standards of excellence. It
envisages that quality should be built into the audit process and
responsibilities for each player in the control process should be
clearly defined and properly communicated. Audit organizations
conducting government audits should have an appropriate quality
control system in place.

2. Quality management in public audit in India involves a
system consisting of the Comptroller and Auditor General of
India (CAG) (also referred to as Supreme Audit Institution
(SAI)), the Indian Audit and Accounts Department (IAAD) and
the audit process, trying to meet expectations of its stakeholders.
Improvement in quality of audit can raise the level of
performance and may reduce time and cost of audit as well.

3. The quality management system is designed to ensure
compliance with the applicable legislative requirements, Auditing
Standards, policy guidelines and instructions of CAG of India.
The quality management system is expected to guide TAAD staff
in managing performance, financial and compliance audits.

Elements of Audit Quality Management Framework

4. The audit quality management framework of the CAG of
India consists of the following elements: Leadership and
Direction, Ethical Requirements, Human Resource Management,
Audit Performance, Client & Stakeholder Relations and
Continuous Improvement. These elements along with sub
clements are discussed in detail in the subsequent chapters.
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Introduction

Leadership Relevant Human Audit Relations with | Continuous
and Direction | Ethical Resource Performance Audited Improvement
Requirements | Management Entities and
Stakeholders
i.Tone at the i. Integrity, i.Resourcing i. Audit i.Communicating | i. Internal
top Independence | and Planning Audit Audit
ii. Vision, , objectivity, Recruitment | ii. Staffing for | Messages ii. Internal
Mission, impartiality,  |ii.Training and the Audit ii.Relationship Quality
Core Values Professional Capacity iii. IT Tools between Assurance
& Auditing secrecy. and Building iv. Other Tools | Legislative Review
Standards competence fii.Performance and Committees iii. Peer
iii. Strategic Management Guidance and SAl Review
Direction & and v. Conducting iv. Lessons
Planning Appraisal the Audit learned
iv. Strategic vi. Consultation
Audit and Advice
Planning iii. Evidence
and
Documentati
on
iii. Supervision
and Review
ix. Reporting
and Follow-
up
5. Relationship between the elements of Audit Quality

Management Framework, the Assurance that they are expected to
provide, the key instruments employed for guiding that assurance

and the performance parameters thereof is given in the Annexure.
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FhIT &1 ST & afve yeua A ATACT T A drteE afd




Leadership and Direction

Chapter - 2
Leadership and Direction

Key Principle adapted for SAI India as per INTOSAI
Auditing Standards (ISSAT 40)

An SAI should establish policies and procedures designed to
promote an internal culture recognizing that quality is essential
in performing all of its work. Such policies and procedures
should be set by the Head of the SAI, who retains overall
responsibility for the system of quality control

1 CAG of India provides an enabling environment in which
all team members are encouraged to perform to their full
potential. The element Leadership and Direction consists of the
following four sub elements which are discussed below:

a) Tone at the top

b) Vision, Mission, Core Values & Auditing Standards

¢) Strategic Direction & Planning

d) Strategic Audit Planning

Tone at the Top

2. The CAG of India and the senior management of the
Indian Audit and Accounts Department, consisting of Deputy
Comptroller and Auditors General and Additional Deputy
Comptroller and Auditors General set the tone for the
organisation. This ensures that the performance of IAAD is
consistent with the highest professional standards of integrity,
independence, objectivity and excellence in public auditing. The
senior management of the IAAD conveys to staff at all levels of
the organisation including HQrs and field formations, the
importance of its policies and professional standards and an
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Toed & T TR W TIF 3 Nfaat 3R caraf@e aaes &
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ugfadl & Uade vd Adefae fOd vd qd W wadd, faRawe,
adiod Td g#g W Ruiféer & wpr fhw St & fow qama @




Leadership and Direction

understanding that adherence to these policies and professional
standards is critical to achieving its mission, strategic goals and
objectives. Development and institutionalization of appropriate
policies and measures helps guarantee that the IAAD is
competently organized to deliver high quality and effective audit
work and reports.

3. Quality Management Policies impact (i) the TAAD as an
organisation; (ii) the staff of IAAD especially those who are
directly involved in audits or who provide essential support to
audits, and (iii) the audit processes thereof. Policies for an
effective quality management system should rely on the quality
audit processes and structures as an institution, and on the
development of the full potential of auditors as professionals.

Vision, Mission, Core Values and Auditing Standards

Vision

4. One of the foremost tasks of strategic planning is to form
a ‘Vision’, so as to provide long-term direction, and infuse the
organization with a sense of purposeful action. Communicating

strategic vision to various levels within the organization is equally
important.

S. The Vision of SAI India represents what we aspire to
become. The SAI India's Vision Statement states that “We strive
to be a global leader and initiator of national and international
best practices in public sector auditing and accounting and
recognised for independent, credible, balanced and timely
reporting on public finance and governance.”
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e faaor

6. uRena g fAvE fAeRor, g@d adde curel ud dansd,
gurTiRal 3R gadast afea w.ona. & afafafai & aenfhe g &
T # B
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Mission Statement

6. The term Mission Statement refers to current scope of
activities of the SAI including its present products and services,
stakeholders and the capabilities.

7. The Mission statement of SAI India enunciates the
CAG’s current role and describes what the Department is doing
today. It states as follows “Mandated by the Constitution of India,
we promote accountability, transparency and good governance,
through high quality auditing and accounting and provide
independent assurance to our stakeholders - the Legislature, the
Executive and the Public — that public funds are being used
efficiently and for the intended purposes.”

Core Values

8. The SAI needs to identify the core values which should
provide the essential characteristics of the organization and
individuals that work within it. These values should reflect the
fundamental characteristics and criteria on which delivery of the
Vision and Mission is based.

9. Core values of SAI India are the guiding beacons and
give the benchmarks for assessing the performances:
Independence, Objectivity, Integrity, Reliability, Professional
Excellence, Transparency and Positive Approach.

Auditing and Professional Standards

10. There is an obvious need for an SAI to adopt professional
and ethical standards. SAI should also ensure that their staff are
aware of the standards, which govern the audit. Auditing
standards are important because:
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Leadership and Direction

i. The auditing standards governing the conduct of an
audit determine what the auditor must do.

ii. The fact that an audit has been conducted in accordance
with certain standards gives necessary reassurance to
people making use of the accounts.

11. The CAG of India's Auditing Standards 2002 provide the
framework for performing high quality audits with competence,
integrity, objectivity and independence. These standards have
been developed by suitably adapting Auditing Standards issued
by the INTOSAI in 2001. Compliance with these standards is
expected to ensure that a high quality of audit is performed for
achieving the audit objectives. The Auditing Standards apply both
to the individual auditor and the IAAD. All audits conducted on
behalf of the CAG are required to be conducted as per the
auditing standards. Detailed guidelines and practice notes have
been prescribed to implement these standards while taking care of
our specific requirements and taking benefit of national and
international practices. These Standards are reviewed on a regular
basis to ensure inclusion of the latest developments in the
INTOSALI Standards.

Strategic Direction and Planning

12. Strategic Planning is the process of identifying the long-
term goals of the audit organisation and the best possible
approach for attaining these goals. While strategic plan should be
long term in nature it should be reviewed annually. The Vision
and Mission should be translated into long, medium and short-
term targets against which the organization’s performance and
progress can be measured.
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13. The senior management of the TAAD should oversee the
overall strategic planning process and ensure that the strategic
plan provides a solid framework for enhancing the effectiveness
of the audit institution as an accountability mechanism. To
facilitate implementation, the functional wings/field formations in
the IAAD should draw up annual programmes to reflect the
requirements of the strategic plan. Resource commitments and
specific activities will be incorporated in these programmes.

14. CAG of India has set up a dedicated policy unit (Strategic
Management Unit) with the overall responsibility of managing
the strategic planning process. The unit provides advice to the top
management of the IAAD on the implications of changes in
government policies and other external and internal factors for
audit.. The challenge is to focus on high-risk areas in government
programmes and schemes that are vulnerable to fraud, waste,
abuse and mismanagement. The strategic plan and the planning
process should have sufficient flexibility to respond in time and
opt for changes required to meet the situation.

15. CAG of India has constituted an Audit Advisory Board
with eminent experts in the fields of finance, economics,
management, social sciences, engineering, Information
Technology, public administration, etc. to give advice on all
important matters relating to public audit. The Board may also
suggest improvements in modernizing the auditing concepts and
techniques, including the functioning of the TAAD for overall
improvement in the audit quality. Similar arrangements of Audit
Advisory Board exist in the field formations of IAAD.
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Strategic Audit Planning

16. The strategic audit plan is distinct from SAI’s overall
strategic planning. The strategic planning for audits may be
dovetailed into the overall strategic planning of the SAIL The
objectives of strategic audit planning are to:

i. provide a firm basis for the SAI management to give
strategic direction for future audit coverage;
ii. identify and select audits with the potential to improve
public sector accountability and administration;
iii. provide a platform for communication with agencies and
the legislature on SAI audit strategies;
iv. produce a work programme that can be achieved with
expected/available resources;
v. understand entity risks and take them into account in audit
selection;
vi. provide a basis for SAI accountability; and
vii. ensure that the resources of the SAI are used in the most
efficient and effective manner.

17. CAG’s audit planning activity is primarily at two levels —
strategic level and functional level. At a strategic level the audit
plan states the audit priorities and focus areas based on risk
assessments of the macro environment and the stated
commitments for the Government. It reviews audit
methodologies and identifies resource/capacity gaps and states the
goals/paths to ensure that these match the audit priorities. The
strategic plan for audits, in pursuance of the strategic goals and
objectives, are prepared by the concerned wings at Headquarters
of TAAD as well as by field formations in respect of their audit
jurisdiction. These are then approved by the senior management
of the TAAD responsible for the wing. Strategic Audit Plan



T 7 e

HAeT fopar Siar &1 Afded dwoder Aeer #A sah arfte
afRarea A3t A g9 & o &Y sETeEt F o Rega s
BT YA 3T Tl &

TI UfhaT # I[OTET JTREATHA

18.

AfATT rstaar ufhar & urg 1 & 3T AAGUST Bl FlARad

el ATell Fgo IOUTRT 3RArE gt a1few| Afdara dstar # I[orersn
arEe # B @ giy @ ¥

ek ieced IR @S Tcdal W SAEPRY Bl
@ @E, [Audt & 999 AR ST TAHedT & o ddheiat
Td {1 RER 3T

EuTTdl &1 afits yaud Afdea eraEmdien AR arffe
IRETed Aaa 3R @ [FUROT & G99 F qaHg 9Ig
W FACAGAD /T AT EIRR/FATTEGR & Ty ot
¥ e UeH & fow dadl &1 3R B § oad 39
gl &1 a9 e ST o 3Tg S dEmaAl 3R
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Leadership and Direction

provides the broad framework to field formations to draw up their

annual operational plans.

Assurance of quality in the selection process

18.

The strategic planning process should have a sound

quality assurance ensuring a very high standard of work. Quality

assurance in strategic planning is enhanced by:

i.

1il.

maintenance of a comprehensive database and
information on the audited entities, transparent application
of techniques and tools for selection of subjects and their
prioritization;

Senior management of IAAD conducting brain storming
meetings with Director Generals/ Principal Accountants
General/ Accountants General from time to time in
respect of strategic audit and annual operational plan and
risk assessment to select the subjects which address the
audit concerns for high risk programmes and activities.
technical inspection and peer review of the quality of
strategic planning documentation along with the entire
processes of audit, i.e. performance, financial and
compliance;

10
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Relevant Ethical Requirements

Chapter - 3
Relevant Ethical Requirements

Key Principle adapted for SAI India as per INTOSAI
Auditing Standards (ISSAT 40)

An SAI should establish policies and procedures designed to
provide it with reasonable assurance that the SAI, including all
personnel and parties contracted to carry out work for the SAI,
comply with the relevant requirements

1. The independence, powers and responsibilities of the
public sector auditor place high ethical demands on the SAI and
the staff he employs or engages for auditing and accounting work.
CAG of India has adopted a Code of Ethics in keeping with
international best practices. The Code of Ethics incorporates the
values and principles contained in the Central Civil Services
Conduct Rules for Government Servants in India (CCS Conduct
Rules) and has also adapted the broad principles contained in
ISSAI 30 (INTOSAI Standards for Supreme Audit Institutions),
issued by the Professional Standards Committee. The Code of
Ethics for IAAD thus comprises the general ethical requirements
prescribed for civil servants in India as enunciated in the CCS
Conduct Rules and the particular requirements of auditors,
including the latter’s professional obligations. The Code is a
comprehensive statement of the values, principles and standards
of ethical significance which should guide the daily work of
auditors in SAI India.

11
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Relevant Ethical Requirements

Integrity, Independence, Objectivity, Impartiality,
Professional secrecy, and Competence

2.  Within the key element of relevant ethical requirements lie
the following sub-elements: Integrity, Independence, Objectivity
and Impartiality, Professional secrecy, and Competence. The
Code of Ethics for IAAD elaborately spells out the ethical
requirements on the part of the auditors within each of these sub-
elements while discharging their professional obligations.

3.  The Code of Ethics envisages appropriate ethical behaviour
on part of the head of the SAI India who is the Comptroller and
Auditor General of India, all members of IAAD and all
individuals working for or on behalf of the SAI who are involved
in auditing and accounting work. The Head of the SAI India and
senior personnel within the IAAD should serve as an example of
appropriate ethical behaviour.

4. The Code enjoins upon all members of the audit party,
including the supervising Group Officer, the requirement of
giving individual undertakings prior to commencement of an
auditing assignment stating inter alia that he/she will uphold and
abide by the Code of Ethics, that he/she does not have any
personal or professional interest in the audited entity, that he/she
will conduct the audit assigned to him/her in a fair, honest, timely
and competent manner, will maintain strict confidentiality of all
information gathered in the course of audit and will not accept
any kind of inducements, including gifts and hospitality, directly
or indirectly from the audited entity. A copy of the declaration is
required to be given to the head of the audited entity as soon as
the audit commences.

5. Further, each individual who has been engaged as an expert,
consultant, statutory auditor, etc by the CAG of India to assist
him in his auditing and accounting functions is required to sign a

12
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Relevant Ethical Requirements

declaration stating inter alia that he/she will uphold and abide by
the Code of Ethics, that he/she does not have any personal or
professional interest in the audited entity, that he/she will conduct
the audit assigned to him/her in a fair, honest, timely and
competent manner, will maintain strict confidentiality of all
information gathered in the course of audit and will not accept
any kind of inducements, including gifts and hospitality, directly
or indirectly from the audited entity. A copy of the declaration is
required to be given to the head of the audited entity as soon as
the audit commences.

6. The Code of Ethics states that it is the duty of the senior
management of TAAD to ensure that policies and procedures have
been put in place to safeguard independence, objectivity and
impartiality. It stipulates that any IAAD personnel having such
affiliations with the management of an audited entity which may
be conducive to a lessening of objectivity should not be assigned
to audit that entity. In all matters relating to audit work, the
independence of auditors should not be impaired by personal or
external interests. Auditors have an obligation to refrain from
becoming involved in all matters in which they have a vested
interest and to report the same to their administrative head so as
to ensure appropriate course of action in accordance with the
Code of Ethics/Auditing Standards/CCS Conduct Rules. The
Regulation on Audit and Accounts 2007 also states that Audit
shall avoid conflict of interest between the auditor and the audited
entity.

7. Further, instructions have been issued from time to time
emphasizing the need to rotate party personnel and to transfer
staff that have completed a certain period of posting in one wing
to other wings of the office to ensure independence and
objectivity.
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Human Resource Management

Chapter - 4
Human Resource Management

Key Principle adapted for SAI India as per INTOSAI
Auditing Standards (ISSAI 40)

An SAI should establish policies and procedures designed to
provide it with reasonable assurance that it has sufficient
resources (personnel, and where relevant, any parties contracted
to carry out work for the SAI) with the competence, capabilities
and commitment to ethical principles necessary to:

i. Carry out its work in accordance with relevant
standards and applicable legal and regulatory
requirements; and

ii. Enable the SAI to issue reports that are appropriate in

the circumstances.

1. People are the most valuable assets of an audit institution.
A well-trained and professionally competent workforce plays a
significant role in achieving high quality of audit processes and
outputs. Human Resource Management includes the following
sub elements, which are discussed in succeeding paragraphs:

a) Resourcing and Recruitment
b) Training and Capacity Building
¢) Performance Management and Appraisal

2. The following aspects need to be emphasized in regard to
human resources management:

i. Establish policy and procedures regarding recruiting,
training, motivation and professional development.
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B QU A P fOIT HaRIF BRI UItd T &1 URIGTOT P 327 &
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Human Resource Management

ii. Periodically review results of training and professional
development  programmes to  evaluate  whether
programmes are being presented effectively and are
accomplishing objectives.

iii. Establish performance based promotion and advancement
system. Assign the responsibility for the professional
development function to a person or group with
appropriate authority.

Resourcing and Recruitment

3. The SAls should adopt policies and procedures to recruit
personnel with suitable qualifications. SAI personnel should
possess suitable academic qualifications and be equipped with
appropriate training and experience to be able to perform audit
functions effectively. The SAI should establish, and regularly
review, minimum educational requirements for the appointment
of auditors.

4. If the SAI employs external experts as consultants it must
exercise due care to assure itself of the consultants’ competence
and aptitude for the particular tasks involved. Obtaining advice
from an external expert does not relieve the SAI of responsibility
for the opinions formed or conclusions reached on the audit task.

5. IAAD works within the broader Indian civil service
human resource framework and recruitment policies and systems.
Training and Capacity Building

6. Training is the process by which employees acquire the
skills needed to accomplish their assigned tasks. The purpose of
training is that employees be able to do their work to a standard
established by the SAI.
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Human Resource Management

7. Government auditors need to be armed with knowledge
and good understanding of government environment — role of
legislature, legal and institutional arrangements governing the
operations of the executive, the charter of the public enterprises,
auditing standards, audit methodologies, policies, procedures and
practices. The audit methodologies are changing at a fast pace and
newer techniques are available like risk based auditing,
application of quantitative techniques and increasing use of IT as
an audit tool to improve audit quality. As a result, training has
assumed critical importance.

8. Training should be a continuing process and should be
adapted to the needs of the IAAD so that employees could
continuously upgrade themselves and be in tune with the latest
technological developments and changes in audit methodologies,
techniques and tools. Training Needs Analysis is carried out by
the IAAD on a periodical basis.

9. IAAD has a strong training infrastructure of training
academy and institutes including National Academy of Audit and
Accounts, Shimla, International Centre for Information Systems
Audit, Noida, International Centre for Environmental Audit and
Sustainable Development (iCED), Jaipur, Regional Training
Institutes and Centres. The training activities in the [AAD
encompasses the following:

i. In-house training courses, seminars and workshops
covering a wide variety of topics focusing on developing
a well-rounded workforce.
ii. On-the-job training by attaching new entrants to work
under the guidance of experienced staff.
iii. Improving and standardizing courseware (o maintain
training quality;
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Human Resource Management

iv. Encouraging audit personnel to become members of
various professional bodies and enroll in academic
institutions to pursue various disciplines, relevant to their
work for continuing professional education

v. Providing opportunity to have work experience in other
public agencies, or audit offices overseas

vi. TAAD also conducts various examinations as a capacity
building exercise for its staff including Subordinate
Accounts Services Examination, Incentive Examination,
Revenue Audit Examination and Continuous Professional
Development Examination.

Performance management and appraisal

10. Performance management system should be developed to
provide timely and constructive feedback to employees for their
performance. The objective of performance management is to
maximize the individual potential of the staff for further
improvement.

11. The system should provide the top management of SAI
with the information to recognize and reward high performers, as
well as information needed to deal with inadequate performance.
12. The senior management of SAI India sets the overall
policy on performance management and monitors its
implementation vis-a-vis the appraisal standards and policies
through the Annual Performance Appraisal Reports.
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Audit Performance

Chapter - 5
Audit Performance

Key Principle adapted for SAI India as per INTOSAI
Auditing Standards (ISSAI 40)
An SAI should establish policies and procedures designed to
provide it with reasonable assurance that its audits and other work
are carried out in accordance with the relevant standards and
applicable legal and regulatory requirements, and that the SAI
issues reports that are appropriate in the circumstances. Such
policies and procedures should include:

a. Matters relevant to promoting consistency in the

quality of the work performed;
b. Supervision responsibilities; and
c. Review responsibilities

1. Audit Performance is determined by interplay of the
following sub elements which are discussed in subsequent
sections:

a) Audit Planning

b) Statfing for Audit

c¢) IT Tools

d) Other Tools and Guidance

e) Conducting the Audit

f) Consultation and Advice

g) Evidence and Documentation
h) Supervision and Review

i) Reporting and Follow-up
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Audit Performance

Audit Planning

2. Adequate planning of the audit helps in ensuring that all
significant entities and programmes, which are vulnerable to
risks, are covered, available resources are optimally utilized for
conducting the audits and the work is completed expeditiously.
Operational planning of the individual audits is the most critical
process for securing a high standard of audit. A good audit plan
will ensure a focussed field work by the audit team and also
facilitate monitoring and review of the progress of audit by senior
audit functionaries.

3. While the primary objective of regularity (financial) audit
is an expression of an opinion on the financial statements
involving examination of and evaluation of financial records,
regularity (compliance) audit or transaction audit is primarily
concerned with compliance with laws and regulations and with
the probity and propriety of administrative decisions taken within
the audited entity. In performance auditing, on the other hand,
objectives are usually expressed in terms of questions about
performance i.e. achievement of economy, efficiency and
effectiveness of an entity/programme/activity under audit.

4. INTOSAI Auditing Standards state that the auditor
should plan the audit in a manner, which ensures that an audit of
high quality is carried out in an economic, efficient and effective
way and in a timely manner. The SAI should give priority to any
audit tasks, which must be undertaken by law and assess priorities
for discretionary areas within the SAI's mandate. In planning an
audit, the auditor should:
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ii.

iii.

iv.

Vi.

vil.

Viil.

iX.

Identify important aspects of the environment in
which the audited entity operates;

Develop an understanding of the accountability
relationships;

Consider the form, content and users of audit
opinions, conclusions or reports;

Specify the audit objectives and the tests necessary to
meet them;

Identify key management systems and controls and
carry out a preliminary assessment to identify both
their strengths and weaknesses;

Determine the materiality of matters;

Review the internal audit of the auditee and its work
programme;

Assess the extent of reliance that might be placed on
other auditors i.e. internal auditors;

Determine the most efficient and effective audit
approach; and

Provide for appropriate documentation of the audit
plan and for the proposed fieldwork. SAI may revise

the plan during the audit when necessary.

Preparation of Annual Audit plan

5. The Director General/ Principal Accountant General/
Accountant General should determine the appropriate materiality

level, carry out risk assessment, determine the most appropriate
audit approach and prepare the necessary planning document for

the audits to be conducted during the year.

20



aQrgder e

JEmadens #F SifEd RAgewor

6. SITEH faeevor srEmuien At & fov e Agcaqul a1yd &
SR feuor W 2w a0 gt SEFArdal & HaUeE qde 3ead &
aig dcd, dRhA Aoar v & Affea el & ded A R S
AT | FREHA YA Ted F AU @1 3reoT @A @ or@radiEn
35T &l AU Pl Bl dAT HIH 3UGFA  oIWTAIET HAAGUS TS
TS P TS TATIN| TE SEOlET  fT S arell shrsal & forw
UG U dehellel & Ih TUT AI3eRIATAT/SIET & T & fow
i FErr wm|

AN Tcd NHISA PN Folagliald ST

7. SR TUT AWUMRTT Hedl W SEEd dul we HI%
B H FEIAT AT &1 AWUE Fedl W T Gorfed  sferad vd
OICHIfol B ddr T WIS TFeUd I8 oI @TaRIem &l
3R e td FAEw Ruy sueey & ¥ G.AH. gRAREd #ar @
f5 T gelaeifae sy & [AA0T vd S G B aifife Sr@radieT
IISTAT BT Teh TAAY T IATAT AT & Sy H [AIfdd 3earell W)
gt &1 ST ¥

e 61 gaHs

8. TR JQ@TURIET T Tiotell FH Ugell Phed @UieT & vy
& U Feo TAS Pl AT e &1 O HAS HTT @UET ArHe
FT gIT RS A FEIAT HL|

Hea afiaer fir gas

9. Gcd oRaer JEmfaTd Hed W ] Siea) @I aur @A,
TS, TG Td 3HH dhdedl ddT IeReldcal & WAl H ud

21



Audit Performance

Risk analysis in Audits

6. Risk analysis is an important tool for audit planning. A
risk analysis should be carried out with reference to the various
parameters of the entity, programme or the subject after a careful
study of all relevant documents mentioned above. A good risk
perception of the programme or entity’s performance will
facilitate determining the audit thrust areas, audit objectives and
setting the most appropriate audit criteria. It will also assist in
selection of appropriate sampling techniques for the units to be
audited and for the selection of vouchers/information/data.

Electronic database of audited entity profiles

7. Database and knowledge repositories on audit and the
audited entitities are the foundation of audit planning as this helps
in assessing risk and materiality. A well-built database and
portfolio files on audited entities and all audit related information
provide proper direction and thrust to audit. SAI India ensures
that the building up of an electronic database and knowledge
repositories is made a special component of the annual audit plan.
The database is also reviewed at regular intervals.

Understanding the subject

8. The first step in planning the individual audit is to
develop a sound understanding of the subject of audit. Such
understanding will help in identifying the key audit issues.

Understanding the entity environment

9. There is also a need to appreciate the entity environment,
legislation, rules and regulations applicable to the audited entity,
organisation structure and delineation of duties and
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responsibilities within it, work and information flow, internal
control mechanism and accountability relationships, etc.

Audit Objectives, Scope and Methodology

10. In planning the audit, the most important process is
defining the audit objectives. The objectives are what the audit is
intended to accomplish. The scope of the audit is linked to the
audit objectives and the IAAD should design the methodology in
such a fashion as to provide sufficient, competent and relevant
evidence to achieve the objectives of the audit.

Audit Criteria

11. In the performance audit planning process, determining
audit criteria is a crucial step. Performance audit can proceed only
after the audit objectives and audit criteria have been set.

12. Audit criteria are reasonable and attainable standards of
performance against which economy, efficiency and effectiveness
of programmes and activities can be assessed. They reflect a
normative (i.e., desirable) control model for the subject matter
under audit. They represent good practice - a reasonable and
informed person’s expectation of ‘what should be’. When criteria
are compared with what actually exists (what is), audit findings
are generated.

13. Some of the characteristics of good criteria are reliability,
objectivity,  usefulness, understandability, = comparability,
completeness and acceptability.

Quality Assurance in planning the audit

14. While conducting audit quality assurance review of the
planning process, it should be seen whether the planning process
was timely, comprehensive, based on sound judgments,
appropriately documented and reviewed by suitably experienced
staff.
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15. The quality assurance of the audit planning can be achieved
through:
i. Compliance to the standards, guidelines and instructions;

ii. Comprehensive data and information and knowledge of
the subject/topic of audit, the legal framework of audit
etc.

iii. Guidelines, policies and procedures which focus on
transparent assessment of skill, knowledge and
competence of audit staff and matching the skill and
knowledge required for audit;

iv. Review of the planning by senior management of IAAD;
and

v. Independent review of the entire planning process of
regularity (financial and compliance) and performance
audits.

Staffing for Audit

16. The knowledge, abilities, and skills of auditors are
significant elements in completion of efficient and relevant audit
assignments. Equally important is the proper development and
training of the audit workforce to enable them to maximize their
talents and potentials. The audit teams should have collective
knowledge of their subject matter and auditing proficiency
necessary to fulfil the requirements of the audit. Resources
required to undertake each audit need to be assessed so that
suitably skilled staff may be assigned to the work.

17. The audit team should have the benefit of drawing
services of subject matter experts and other knowledgeable
groups or individuals available within the organisation, where it
may be necessary to obtain expert advice, particularly when the
audit team lacks the necessary specialized knowledge. If skills are
not available internally, SAI India may take a decision to hire the
services of an outside expert.

23




aQrgder e

18. g IS Al B Aot ufhar # ARIAS aedr W&
Rfeed & oar aifke I dw@mlan & QU ™A & fow HaRIs
faQiIgpd 3721 dehelIchl Pl @IS ol # 3Uded a4 &1 URTAS
Ugd BRI ¥ 3Uged T Ut e HUar ared d fadusr o &
fore 3meaegs wag dam & gafd &

AWIOET 16 fAgerd HLel @ ufehar

19.  CIEIUETR & UIhISel U TG hr & chrichel &l AT hicl U
TFITTT TETOIET T TAT &F 1T J@WIIIET S F AT Jogdr, s
AT AL b ITYR W T A Fafced forar sar arfew| or@mudign & ucds
TSET I HIADT P TITC FT A GRATNT ham A anfew| Afdrdora &
P THAYT [AFATI AT Teehl Bl $AT H IW@AT A1 T:

i. faflree oramdier fr Tefthor am @ a1 MMAIHAT|

i, 3gHe, TRufd, gesifd aur fafise fadus & YR W Hrfden
& AoTdT BT HeATdhd |

iii. faAfaa gdadgror gar gddsre @il fr amiery|

iv. FIfAD P AT HA A d@OHET F G& T G A
AT @k Sl W aUT faffee 3qrdl Td qsafddt & dY 3d
FIfFDT & gedor W a1 gMRT e ez Jmar §

=T SfarehT e

20. T WA (31MELET) T IETe & e dileads 3R AR
H PN Fcdl F SRR STANT fopam 37 T &1 3R Ig 379 Iy gdar i
gaaTAs AfAed AR THE TaHT FHYUA BB Bl T TP
HTSE T @IS IO FUR & oI Agcaqul I@rudarT | & &9 3
SERIER SUT foham i T ¥

24



Audit Performance

18. The Group Officer incharge should identify at an early
stage in the planning process if specialized or technical skills,
required to complete the audits, are not available with the audit
team. The early identification will allow the necessary lead time
to acquire suitable staff from within the office or seek experts
outside.

Procedures in assigning audit staff

19. Using the profiles of auditors and the schedule of audit
engagement, the staff should be identified based on the required
competence, knowledge and skills in the audit work to be
engaged in and the audit work assigned. The role of each member
of the audit should be clearly defined. The following factors
should be taken into consideration in making assignments of
individuals:

i.  Staffing and timing requirements of the specific audit.

ii.  Evaluation of the qualifications of personnel as to
experience, position, background, and special expertise.

iii. ~ The planned supervision and involvement by supervisory
personnel.

iv.  Appropriate consideration to be given, in assigning
personnel, to both continuity and rotation to provide for
efficient conduct of the audit and the perspective of other
personnel with different experience and backgrounds.

Information Technology Tools

20. Information technology (IT) is being increasingly used
within government entities in planning, execution and monitoring
of operations and is also now a key component of government
entities business strategic and core business processing activities.
IT is being increasingly used as an important audit tool for
improving audit quality.
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21. The value of good IT systems is that they can be an
efficient and effective programme delivery mechanism, provide a
range of additional services with greater efficiency, security and
control and at a cheaper cost than are available from manual
systems. However, there are an increasing range of IT
vulnerabilities and the IT systems also have the potential to result
in major systemic errors. As a consequence, the confidentiality,
integrity, availability and reliability of computerized data and of
the systems that process, maintain and report these data are a
major concern to audit. IT auditors evaluate the effectiveness and
efficiency of IT controls in information systems and related
operations to ensure they are operating as intended.

22. The approach towards auditing in an IT environment
should involve the following inter-related processes:

i. obtain an understanding of the entities’ IT systems and
determine their significance to the audit objective;

ii. identify the extent of IT systems auditing required to
achieve the audit objective (e.g. audit of systems
development; audit of environment and applications
controls) and employ specialist IT auditors to undertake
the task; and

iii. develop and use appropriate Computer Assisted Audit
Techniques and Tools (CAATTS) to facilitate the audit.

Computer Assisted Audit Techniques and Tools

23. Computer Assisted Audit Techniques and Tools
(CAATTs) are computer-based tools and techniques which permit
auditors to increase their productivity as well that of the audit
function in gathering audit evidence by exploiting the power and
speed of computer. CAATTs have the ability to improve the range
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and quality of audit. CAATSs can be used for both sampling of
system transaction data and for testing the system as a whole.
CAATS can be developed to:

i. access and extract information from audited entity
databases;

ii. total, summarise, sort, compare and select from large
volumes of data in accordance with specified criteria;

iii. tabulate, check and perform calculations on the data;

iv. perform sampling, statistical processing and analysis;

v. provide reports designed to meet particular audit needs;
and

vi. facilitate audit planning and control e.g. electronic audit
working papers that support effective indexing, review

and reporting.

Good Practice Guides

24. To ensure uniformity and consistent high quality, [AAD
has developed eclaborate good practice guides for each
discipline/branch of audit. The documented global good practices
on audit methodology, tools and techniques may be used as
benchmarks for improvements in audit quality.

Conducting the Audit

25. Broadly, the process of audit includes Entry Conference,
determination of audit approach, developing and executing audit
test programme and finally developing audit opinions, findings
and recommendations which are discussed in the Exit
Conference. Audits have to be conducted as per the detailed
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guidelines for conducting Performance, Financial and
Compliance Audit. Basic steps include developing audit
questions, audit programme, audit criteria, audit approaches, audit
test programmes, developing findings and recommendations.

26. Quality in implementation of the audit is assured through
the following:

i.  Adherence to the principles of field standards;

ii. ~Ensuring appropriate skill and knowledge — internal or
procured;

iii. Supervision, monitoring and review, including
workshop;

iv. Documentation of performance audit and of the
processes; and

v. Peerreview.

vi. Consultation and advice

27. It is open to the IAAD to acquire specialized skills from
external sources for carrying out of an audit. It is for the Directors
General/ Principal Accountants General/ Accountants General to
judge, in particular circumstances, to what extent the
requirements are best met by in-house expertise as against
employment of outside experts.

28. If the TAAD employs external experts as consultants it
must exercise due care to assure itself of the consultants’
competence and aptitude for the particular tasks involved.
Obtaining advice from an external expert does not relieve the
IAAD of responsibility for the opinions formed or conclusions
reached on the audit task.
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Evidence and Documentation
Audit Evidence

29. Audit evidence is information collected and used to
support audit findings. Audit conclusions and recommendations
stand on the basis of such evidence. Consequently, auditors must
give careful thought to the nature and amount of evidence they
collect. The auditor should obtain sufficient and appropriate audit
evidence to be able to draw reasonable conclusions and audit
opinion

30. Competent, relevant and reasonable evidence should be
obtained to support the auditor’s judgement and conclusions
regarding the organisation, programme, activity or function under
audit.

31. The Auditing Standards of SAI India prescribe inter-alia that
(i) data collection and sampling techniques should be carefully
chosen; (ii) the auditors should have a sound understanding of
techniques and procedures such as inspection, observation,
enquiry and confirmation, to collect audit evidence; and (iii) the
evidence should be competent, relevant and reasonable.

Evidence analysis

32. Evidence gathered in the context of audit objectives
should be analysed and tested against the audit criteria
transparently to arrive at audit observations, conclusions and
recommendations. Sound evidence analysis consists, among
others, of the following important characteristics:

i. it should be logical and self-sustaining;
ii.  the conclusions and interpretations should be convincing;
and

iii. it should support the audit observations.
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SAHAT Ahelleh

33, IR A Jur i Jmremst # gy seeat srEr
AR 3Hihsi, EaRST aur Repis & offg el §Hd a4 &1 safou I8
HEORIE BN 6 TP UHW dHa H AT H AT F0EL @ arell T
debelich Hihsl & TITT dUT AWUUET 32931 W IruiRa ol For
T # HTT FE AT AT

. TfAd dHA FFEQY AFTEEIT JUT 90Td HcATIRard A
F e TEYUT SATEAT ¥ 9] AHA W 3 SRETOeT
ol & gfafaf €

ii. e fAvusT ¥ 9T SSEEAT & UAS ddqd 1 IIfAd
AT URKAT & HRIGTT & Heel AHd H Uhcd Bl FHAA
TR foem & ao

iii. AHA BT WP ARG MaTd @, AT HcATARATH F el
FFQUT STATEAT P AWUAET I & TRUMA & afedera
¥ wafeT

UATUT ST H I[OTaeT HTarde
34, YT H U B AT gRT gARad R A §:

i. AT Uy PAT WIS AAGUS] dAT 39T § Heafdd
&

ii. AT TU F UHAOT B &TAAT, TATABAT TAT ThHITAA TAT
USATOT Uhs oled I UThAT & eS0T &l fasares
aur o erEmodlem Gem-Adr & dgd F Srmrudiem
HIADT PT JHJUTel;

iii. SUGFd FAHAT dehelich I Herddl & URERAT FAHA TI=r; qur

iv. TeTor, e FHieT aur e
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Sampling techniques

33.

In most performance and financial audits, it may not be

possible to examine all units or all data, documents and records. It

will, therefore, be necessary that a representative sample be
selected. The sampling techniques to be applied will depend upon
the nature of data and audit objectives. The central issue in

selection of the sample should be that:

i

ii.

ii.

the sample selected is representative of the entire
population and that audit findings on the sample apply to
the entire population within the defined confidence limits;
the sample is unbiased and each element of the population
has an equal chance of appearing in the sample within the
scope of the sampling method selected; and

the sample size is sufficient to extrapolate the result of
audit test to the entire population within the confidence
levels, if required

Quality assurance in evidence gathering

34.

Quality assurance of evidence is ensured through the

following:

i.

ii.

iii.

iv.

Evidence gathering linked to audit criteria and audit
objectives;

Compliance to the Auditing Standards particularly with
reference to the quality of competence, relevance and
reasonableness of evidence and to the performance and
financial audit guidelines documenting the procedure of
evidence gathering;

Transparent sample selection with the help of appropriate
sampling technique; and

Supervision, peer review and inspection.
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T el

35.  OIWIURIETH D ATHGT Pl GEATASIAIOT HIAT AMST AT ST@TaLIET
ey gor sufesl & FAGT F yAT & H Acaqol § aUr I gie
T & fow § 5 d@modan o ARd & @IEF T AgeEumied gRI
HUATT 9T UrEfAe JAWUdET AADl b HFAR AT IR S Secrdrs
AR & Al IIEU T Yol UW, e, Foaeiiae dur e Afsar
W THTAd sl & ®T # @ Fobd ¢ dUT d@UIEm HA FR FHSD
oRomelt & F fiT FeEey aaad R UoEd # o@rudaT  Iiew,
A@radie erRvee, ufshardt der Al gEYe A, @rada
fAcures qur drammdiem oRomHAT 3R IMURRT $OMUR JUT &1 P e
AT AIRT| UHATOT T QT Tel@eT 31 Jurigan FARTT e & HAgcaqor
3OS #H ¥ TP B

36. WWUETH P Fg AT @Al AT fh aféher Qi & I fER
dUT HAEAT SIGIUETH bl PRASIAT, AT TUT Aadr @ fafr a@r
gid ¥ affher dX A@odien @ Uge EY F @A el Ueh IHgHe
FWIIAETH Pl HEH TAled I $HD URA 348 Ig Ul ol &g 6
vy &1 FHdT w & T F=r F A = F e peradgds
qUT U1 faEqd g =@meu|

TS U@ H IuAar

37.  UATA Ao, &g HE W Ut HIE0T aUr udderh B
e dur Raféar o gorer a9 S Th oEudeT d & gor
T ¥ 3avde faffed wrmEfae @l B uHEaniRar # 3
e W ARG ¢ Thd ¥ AT TR FqF T JAT cgaem &
TS, AT dAT AT A Bl P g ¥ verma AFafafad
HROT & GOSN & FqHTAS T § FNBRT AAD B AHATT B
&1 AScaYUl Ugef &
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Documentation

3s. The auditor should document matters which are important
in providing evidence to support the audit conclusions and
findings and to confirm that the audit was carried out in
accordance with relevant auditing standards adopted by the CAG
of India, which are also aligned to INTOSAI standards. The
documentation may be in the form of data stored on paper, film,
electronic and other media and provides the link between the
audit work and its resultant outputs. The documentation should
cover the basis and extent of audit planning, audit methodology,
procedures and policies, research design, the audit performance,
and the audit results and findings. Proper documentation of
evidence is also one of the important measures of quality
assurance.

36. The auditor should bear in mind that the content and
arrangement of the working papers reflect the degree of the
auditor’s proficiency, experience and knowledge. Working papers
should be sufficiently complete and detailed to enable an
experienced auditor having no previous connection with the audit
subsequently to ascertain from them what work was performed to
support the conclusions.

Usefulness of good documentation

37. Good working papers can contribute to the effectiveness
of various administrative tasks required for the proper
management of an audit assignment like facilitating adequate
planning, adequate control over the field work and review and
reporting to superiors. The content and arrangement of the
working papers reflect the degree of proficiency, experience and
knowledge. Documentation is a vital aspect of maintaining
professionally acceptable standards of auditing for the following
reason
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i.  Ie RuEf # ogad dwudeT fauRt ¥ vh uIed qu
UfdaeaeT YR T §;
ii. 3TS afde U JEOeT ST URRAT G orEradieT
RO & f vd FAecaqoT FE a491d &,
ii. or@EdeT Ay fourft afAfadt & deAR ¥U @ FTune
WW%;
iv. IE HiAG AEUAETIH & 99 UG a9 &
v. g IUTECT IIRArEA GHIEN3T & fow 3maR &t ¥ aur
vi. IE THUNE & eddd o@roen R fr dqd $H
Ufhar &1 ot I &
X I[OTaTT aTfhdT JuRT & fadware
38. TS @UET & R UdhiAd dUT 3cUed I TFag gedas
dor g afde 0w gard ¥ SHe oIErudie 33937 Afed or@rudiat
AfAr & RepIEar gedEst, AGUs &1 fAuRer, $res d@adan qur
UATT Jera A ufehar qur favervor, e @ o ermradian afeansi
T Upld, FHY dAT &7 AT S@rudieT Mufaar qur favey nfde R
e TR F I ¥ Feada adr Ruiféar & ar@maiiem 3fAeRT
FFUT GfhAT T IGAT TNeU JAT 39 drd Uh TIUHT & ®T H dr
BT AMRU| 37d: Soo @UAETT & TASE UHTT dAT AT & & fow
witd &4 @ #@eOol qur faeqa ger wifewl gEe afdbe Wi &
MU I@A TAT BT UG A FIoIT THIREAT Hr T Agcaqo!
HEIDAT §1 3¢ cgaaids, AuRe qur RAfRdE smaeasant & qu
A & U T gATTd A & Vel S =R

39. gfdar O T $o AUS FRAANATN AFafafEd &:

quUIAT dAT AgaT: afdher Wi B orEradie faveut qur Rwriel
o AT S & o qut qAr g e Al
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i. It provides an adequate and defensible basis for audit

opinions expressed in the reports;

ii. Good working papers provide a vital link between the
audit examination procedures and the audit report;

iii. Audit findings can be explained better to the legislative
committees;

iv. It provides link between successive audits;

v. It provides a basis for quality assurance reviews; and

vi. It facilitates the process of approval of the audit report
within the SAL

Characteristics of good quality working papers

38.  All relevant documents and information collected and
generated during an audit constitute the working papers. They
include the documents recording the audit planning including the
audit objectives, determination of criteria, field audit and
evidence gathering procedures and evidence analysis, the nature,
timing and the extent of audit procedures performed and the audit
findings and conclusions. The working papers should encompass
the entire process of auditing right from planning to execution
and reporting and should serve as a connecting link among them.
These should, therefore, be sufficiently complete and detailed to
provide a clear trail and understanding of the audit. There is an
important necessity of maintaining confidentiality of the working
papers and safe custody of the working papers. They should be
retained for a period sufficient to meet the professional,
legislative and legal requirements.

39. Some of the broad characteristics of working papers are:
Completeness and accuracy: Working papers should be
complete and accurate to provide support to audit
conclusions and recommendations.
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TASeAT dAT ARICAdT: afher OWRl Y TUSC JUm Tidwed @l
aRT| oo 3TANT FXA aren fhdl QI S A HaTHhdT &
T FFquT J@OIeT URRIT & Faste # TaTH BT arfev|

dardy fr glaan: afdr dw IR FET A @A a@ifeul Ig
Tl Scurfed exdrasl a2r Rurel & Suder g’ & & dohdr

FUISTAAT TAT FUSEAT: fdha] GU FUSE JAT GUISY gl A1fRT]

UM dT: afher TR A aF AT g AT S 327 ¥g
Aecaqul, 3faa dur suEeh g

e H giawr: affor Tt F Awoder Auest qar et
oq dfhar U @ FEFEgar & fou uddell AR
AfA/UHSA /A AT IECCE ITa T B HEH qAH w
AU U, <€l QU STWIUdE 3deliehd, fthos dr@mudien
RAIE 3mfe & e dedt g =ifev|

IS TAT HEH Bl GIHA TATAT: IRRIT T TAF FfhoT TIX gt
& ToIT T AWTOIET HAIET BIsel IAT T Gl # Tt Wost &g qor
ITET itd I &l UTeled ¥l & foIT HTET & Hehd ©l

40.

g R ST &

TG /afdhar UWRT I IO IRAEST B AATAT@T  §RT

i.  SI@IA{ET ATTD! Bl UTel;

i. fAwoea gw ol owoliesn W T grRr S
ETaET feRm-fAgedt Hr 3eurer;

ii. ROIC geAea ufhar-camadiem aRomaAt & d@ed A 3T
TG THUSNS §RT UHATUI &l Hedmud;

iv. T qur fAsurea @at & rEmadem uikar qur ggfaar
P ITET THIET TAT Jhairchl AETOT|
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Clarity and conciseness: Working papers should be clear
and concise. Anyone using them should be able to
understand the entire audit process without need for any
supplementary examination

Facilitate preparation: Working papers should be easy
to prepare. This may be achieved by using agency-
produced documents and reports.

Legibility and neatness: Working papers should be neat
and legible.

Relevance: Working papers should be restricted to
matters, which are important, pertinent and useful for the
purpose

Facilitate review: The working papers should contain
cross-references to the audit memoranda, discussion
papers, audit observation, field audit report etc. to enable
the supervisory officers, DGs/PrAG/AsG and TAAD top
management to link the working papers to audit
conclusions and recommendations.

Organisation and facilitation of reference: The working
papers may contain an easy to follow index with proper
narration for all volumes in an audit summary file and an
index for each of the working paper files.

40.

Quality assurance of documentation/working papers is

ensured through:

i. compliance with Auditing Standards;

ii. compliance with the audit guidelines issued by SAI on
performance and financial audits;

iii. report approval process - verification of the evidence by
SAI top management with reference to the audit
results; and

iv. peer review and technical inspection of the audit process
and procedures, both financial and performance.
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gagror gor gafiem

41. Qe H JgaY IUTATT b HUETUT ¥ AWANENIHT b
UHARTOT JAT HHGT &N Th PHRIR O AT o, requrerer qam
fasurea faary €1 gddeor F J@llen H@uTad e dTell Tt a2l
It ARAd F & forw 6 erEmdian 337 Ut @} fow AT §, 6
AR afde ¥ gddsor # Afdce sweR@ica, Tw dgeal @
ugea -y &, InpRAS Fecayol TEEst & fww #& glRa
B TEel, fasuige @i &1 Hllen Heer Afedord faoe & '3,
3mafds ¥ T HIEdd AT TUT FHHA F SR THE UiRIEToT e ¥

42. AU AT Bl QU YAl FIATRAT el & AT SEIET
B P UGN FAT @A F T GAAEOT IATF §1 TecTe
JEUAET AAD ddd © fF Ud TR dUT AWOUET TWOT W
WG FIE & B B AWUAET F SR qUT FT { qFaeror fmar
ST TRT T AEIdET Tt F Udh aRTS AGET gRT Yl Hr &
gHIE &1 ST anfRu|

43, TAeTor A g GlAlRad Hear afde & foh:

i oEulEn A b HEEA Bl AWUNET AT d FUSE JAT
AT THSHA &

i, CEI{ET THUIE & AW AGH YT GAUBT F IHER
Bl &

iii. OEIUYET AT dUT 3@ Aelar A fafése drdary Hir Sy @
S d® 6 aRade miRied a )

iv. afker qwx & T fAswul, [oel dour =Rt & uaicg o @
gAIT arer uAOr AT §;
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Supervision and Review

41. A sound system of supervision and review of audits, i.e.
financial, compliance and performance, is essential for
maintaining good quality of audit. Supervision involves directing
audit staff and monitoring their work to ensure that the audit
objectives are met. Supervision involves  assigning
responsibilities, providing sufficient guidance to staff members,
staying informed about significant problems encountered,
reviewing the work performed, overseeing individual
development, providing periodic feedback and effective on-the-
job training.

42, Supervision is essential to ensure the fulfillment of audit
objectives and the maintenance of the quality of the audit work.
INTOSALI Auditing Standards state that the work of the audit staff
at each level and audit phase should be properly supervised
during the audit and documented work should be reviewed by a
senior member of the audit staff.

43. Supervision involves ensuring that:

i. the members of the audit team have a clear and consistent
understanding of the audit plan
ii. the audit is carried out in accordance with the auditing
standards and practices of the SAI
iii. the audit plan and action steps specified in that plan are
followed unless a variation is authorised
iv. working papers contain evidence adequately supporting

all conclusions, recommendations and opinions
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V. OI@IUeTd JdTl T TETUIET 3RAT Pl Ut dldl &; JdUT

vi.  d@den RO 3uged ®U ¥ o@g{ien oty fAwier qe
R @ afFaferd e 317

44, T & &g 399 NI d & Tqe U q H7H, P
QT AR &G dUT 39 FAI-GAT F AR [F8@H I B QU AT 8, &
BRI § UHAETH Pl T B HISE DIl dIMRU| FHA FH & Y,
deTeh JWUET B & PRI B AT F Fhdr § IUT AR Terw
& 9% W BIs Hbal ¥l STEl FIE HA FGHAT § gul qIdar
faouifea fr I arell oramudlem uftharst & TYU-T@Y i3] B ThA
T a7 FAAuoT R i dehelid At HT Thar B

45. EuieT ¥ g Uddate ARGINAT F o IR Agcayel
Saldcd I8 FARTd o & fow ¢ 6.

i U URUT U UoIWe I AT A §C 3H hh @
AWIYYET ATD JAT LT T T AWUNET 3201 H GHITS
AT & AR Frifead fhar Srar &;

i. STel 39w @, T Agcayul URTTAT P had 3Td TG
HATT F&HA AR HIAT 3T FAad b qd WiAeor 8
forar Sar ®

i. ORd & [A93Fd vd wAge@uWiEad & orE@uyeT  fger-
fAéer/arvome /3w et A fARka wakw  wEt @
JigTele;

iv. o@mu{eT AF P d@UAET da & for Afs dur fofEa
feen-fAéer few o §;

v. Hcd, SfFd dAT 3T Hidl H UTT FIAT H MUARIAT AT
THATOThdT &l I@-I@IEG TRAT AT &; AT
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v. the auditor achieves the stated audit objectives; and
vi. the audit report includes the audit conclusions,

recommendations and opinions, as appropriate”.

44. Supervisors should satisfy themselves that the staff
members clearly understand the work expected of them, the
reasons for accomplishing the work and time frame within which
the work is to be accomplished. With experienced staff,
supervisors may decide the scope of the audit work and leave
details to the staff. Where the staff is less experienced,
supervisors may have to specify audit procedures to be performed
as well as techniques for gathering and analyzing data.

45. Some of the more important responsibilities of the
supervisory officers in relation to audit are to ensure:

i. that the work, including evidence collection and
documentation, is executed in accordance with the
auditing standards and the audit plan more particularly, in
tune with the audit objectives;

ii. all significant deviations, where necessary, are made only
with prior authorisation of the top management i.e.
competent authority or under intimation to them

iii. adherence to the best practices contained in the audit
guidelines/methodologies/other instructions of the CAG
of India

iv. the audit team is provided oral and written guidance in
conduct of the audit;

v. that confidentiality and integrity of information obtained
from the entity, persons and other sources are maintained;
and
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Vi.  dIcHA® AR A Faar, TR, favewer gon Rwiker gard
Bl & aur 9 aredfae, dqfed dur 3 e ¥ TURT § g
I Hcd @ FE e ¥ dORd ¥l

TAEoT ST
46. TFh AS JUT OEgd g gAr GAAETOT P I[OTART B aEad

H Tere & TorU I[uTer HTRATHA HHNET o] Teh fehalcHAs el UGk &
Hehclr T

e

47. T S@rIdeT T T STWUAET AT Yar RUE W HAH &
4 W Ugd JWUIET T &b Uh NS Terd gRI HIEm Hr el
TIfew| rEUET wrfd & FU F ¥ fRAr Ser anfku| ormradisn w
& AIHT aur AU & Th ¥ HF TR W FAET HT ST JA T§

gAaa forar smo o6

i. @ Heled dYT AWy HE ONMYR W g @R aur sifadA
AEIYALT AT 3ryar RO ¥ 3MUR & §U F WEHA, FFa qUT
3UYFA WG AT §RT FATTT 2

i. FHT It HAAT TAT FATYURCT AT B QUT FU A U,
Ufag foham 91 & 9T gdiuede i 8 fuew Ir aits g.
o . 3MRARY (A1) & I #F v g E ar

i, WM SrEIET A & U 3aeTd uRaddl dAr gURT &
UeaTer, Nepis fohar Sar & am de & J@madieT Araresit aon
e e afafafEl d 39 w eI 3@ S g

48, Uh HHIGT ST@rIeT Ufehdl & Y UaUa & 3ddd TR W
Aol & 16 e At qar feem-fadel & rgar fhar ¥ e
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vi. that the factual basis of information, descriptions,
analyses and recommendations are accurate and they are
fair, balanced and well founded, that they are correctly
communicated to the entity.

Supervision checklist

46. A standard and detailed checklist can provide a
framework for quality assurance review with a view to
substantially enhancing the quality of supervision.

Review

47. All audit work should be reviewed by a senior member of
the audit staff before audit opinions or reports are finalized. It
should be carried out as audit progresses. Review brings more
than one level of experience and judgment to the audit task and
should ensure that:

i. All evaluations and conclusions are soundly based and are
supported by competent, relevant and reasonable audit
evidence as the foundation for the final audit opinion or
report;

ii. All errors, deficiencies and unusual matters have been
properly identified, documented and either satisfactorily
resolved or brought to the attention of a more senior SAI
officer(s); and

iii. Changes and improvements necessary to the conduct of
future audits are identified, recorded and taken into
account in later audit plans and in staff development
activities.

48. A review ensures involvement of higher levels of
management with the audit process and provides an assurance
that the work has been carried out as per the standards and
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$r gafien F FeAGRIT & eaeld JWUET Th & Tdd TR W
R ST Tnfew:

i. 9 g ¥ T &ET B # Uk [V TR B FACT B a9
FHEY YR W aRcs @mgden JfRerT g,

ii. TGOS 3Tdclidhed dAT IWUIET e RUlc IR &Rd FFT
aRTE 3T AGTIWPR /HFTIEBR gRI, dAT

iii. ¥R & fATIF T AFTAWUNETH §RI A T Ul oI@rudar
g RUIC JUT I[OTERT AT &1 AedTehd Pd GAY HTSTTST &
aRkss ugas gRT;

FHET UThAT BT Toidad dAT JHET &I TROmH

49. JAGOdET By T GHAETIT BT U@ @l ART| S@raeT
®RT & GG BT TR TUT TROMH JWINET FIrsal & UR, BT &
Aecd, SITEH TR IUT TWH $ HFAT o8 ddi & & | 3
AR F THar & 39 ARTE #A, TR ade@e Ra & (A Reaw
YA orEaeT @ 3AF T HUYAT WU AT Ut &, 30YFA F
A, gg-ralrg wehen Ufthad o) &Y S Hehdl ¥ dUmy, SEl fosaree
WIS B fHE AT YT HHA  HHA FATIT AQH, W HeATfhd
fopar ST ¥, ael TRi 6 "Ar 3ryar wHiET 3R IOt S B A
Y # or@rudien qof X & T oA far S aedr g

TAAETOT AT FHNaT & forw quraat gARadar

50. TAIETOT JUT FHIET & o et FRAES d [Heafai@d &
T @ gt ferar S &:

i, oIETIe A qur fGRrr-fAden 1 regure

i, dioTd UAAETOT JUT HHIET TThdT &l TEd 3HeIUTeleT

i, oIETOET UihdT & SR el Rfér qur AldeRar

iv. ITEe WG TAT Aeheliehl TAAETOT
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guidelines. Review of work should be carried out at each stage of
audit cycle as under:

i. by the Sr. Audit Officer on concurrent basis when the
team members conclude a particular stage in the field
work;

ii. by the Sr. Deputy Accountant General/ Accountant
General at the time of preparation of audit observations
and draft audit reports; and

iii. by the IAAD senior management while evaluating draft
audit reports and quality checks before approval of the
CAG of India

Documentation of review process and extent of review

49. Reviews of audit work should be documented. The nature
and extent of review of audit work may vary depending on a
number of factors, such as size of the audit organization,
significance of the work, risk level and experience of the staff. In
cases, where there are particular concerns of public interest or
audit risk is high or accounts are qualified, multi-level review
procedures may be applied as appropriate. However, where
performance audit is assessed as ‘no known or minimal potential
risk’, the number of layers or review and quality checks may be
reduced to have the audits completed in a shorter time frame.

Quality assurance for supervision and review

50. Quality assurance in supervision and review is ensured with
the help of the following:
i. Adherence to auditing standards and guidelines
ii. Strict conformity to the prescribed supervision and
review system
iii. Periodic reporting and monitoring during the audit process

iv. Peer review and technical supervision
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Rarféar T sregarer=
aEmadier Raféer

51. r@radiem Ruie, & 1% dwmdan & aRomaAr i faf@d gaean

gl oEdem RUic v wHwdme fr w@Y S@rudiem  uRkIii @

TcefleptoT ¥ 38 UBR, Uk THUNS & IHA o@uden Raic &

I[OTIRT §RT QT §T & 37T ST B

52. sl dial & foU Saedd glaRad #a # orEudeT

RO o Fecayet &5 & ife I 59 gaRer @fkd goaRat &

fAuiRa & # e gard &

i WO GEYA! T qUl O UGS fRAT AT § AT e 3R
fafaeat & requres & 3uAT gu §;

i, AR AR 3 3Rt aur ySa oRomaAt @ aea aR
W@ & aur

i, pere, 3fE AT YA FT F WHY Jard & S @ ¥

53. dEden RAfEar &1 gurer 3fd dee aanr fafagsr 3R

SIS ATThl & T fFar arar @rfew| eraEmadier Ruie 3gad A

& ®7 A qUl, Iy, yAieifad, facarays, Tuse qr giaved g @]

J@oeTRl B @i 33R3l, FeYY, VOIS dAT  Sr@rudie

afRomdl & Ruie o afer Swe smufeaar, Twey qur fRawiet

afFafoa &

54, .08, HRd sR¥eRel qur fauRer @1 [Affea ger &

farc gar &1 ol Raféer uftear foredt wrte veg@ sryar fasmr

& TEH fAdeor RUE wegd & F @Y UREN T § A AErudaT

UG W 3o’ TUT FUCEhI0T/eTuoll Teqd avel & fav fodes &

Y oEfad S @l FUrdar aUr ured  3eRi/TICEIBon Bl

Feadr 3R uafdedr 3R Adeor RuiE d Aadiehd R X @A &d
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REPORTING AND FOLLOW -UP
Audit Reporting

51. Audit report is the written communication of the results of
audit undertaken. The audit report is the manifestation of the
quality of all audit processes of an SAI Thus, an SAI is
ultimately judged by the quality of its audit report.

52. The audit report is an important link in ensuring
accountability for public resources because it enables the
stakeholders including the public to determine whether:

i. government resources are managed properly and used in
compliance with laws and regulations;
ii. government programmes are achieving their objectives
and intended outcomes; and
iii. government services are being provided efficiently,
economically and effectively.

53. Audit reporting should comply with applicable laws and
regulations, and auditing standards. The audit report should be
complete, accurate, objective, convincing, clear and concise as the
subject permits. Auditors should report the audit objectives, scope
and methodology and the results of the audit which include the
findings, conclusion and recommendations.

54. SAI India submits different kinds of reports to the Executive
and Legislature. The audit reporting process begins with
submission of an Inspection Report to the Head of any Office or
Department which has been audited with a request to submit
replies and clarifications/comments on the audit observations.
Depending on the veracity and relevance of replies/clarifications
received and the materiality of the observations in the Inspection
Reports, these are further processed for reporting in the Audit
Report submitted by the SAI India for being placed in the
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concerned Legislature. Besides this basic distinction, there are
audit certificates of financial statements or of statements of

expenditure, which are issued to the management of a

company/corporation and departments dealing with them. The
following standards apply equally to all these reports with

variations in the scope of these reports:-

1.
2.

The audit report should be complete.
Accuracy requires that the evidence presented is true and
the conclusions be correctly portrayed.

. Objectivity requires that the presentation throughout the

report be balanced in content and tone.

Being convincing requires that the audit results be
presented persuasively and the conclusions and
recommendations followed logically from the facts
presented.

. Clarity requires that the report be easy to read and

understand.

Being concise requires that the report is not longer than
necessary to convey the audit opinion and conclusions.
Being constructive requires that the reports also includes
well thought out suggestions, in broad terms, for
improvements, rather than how to achieve them.
Timeliness requires that the audit report should be made
available promptly to be of utmost use to all users,
particularly to the auditee organisations and/or
Government who have to take requisite action.
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Reporting of Illegal or Fraudulent Acts

55. While reporting on irregularities or instances of non-
compliance with laws or regulations, the auditor should be careful
to place his/her findings in the proper perspective. The extent of
non-compliance can be related to the number of cases examined
or quantified monetarily. Reports on irregularities may be
prepared irrespective of a qualification of the auditor’s opinion.
By their nature, they tend to contain significant criticisms, but in
order to be constructive they should also address future remedial
actions by incorporating statements by the audited entity or by the
auditor, including conclusions or recommendations.

Reporting of Privileged or Confidential Information

56. In general, the CAG of India should include in the audit
report whatever he sees fit. However, certain information may not
be freely disclosed as when the national security or interest is
involved. In this situation, the CAG may make a separate
unpublished report including such confidential or sensitive
material but the same shall only be made available to persons
authorized by law or regulations. Alternatively, the CAG may not
include such information in the audit report, but the nature of the
information omitted and the requirement that makes the omission
necessary should be stated in the report. Consultation with a legal
counsel may be necessary.

Quality initiatives

57. Quality assurance of reporting process and the final
output is assured by:
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i. adherence to the auditing standards and the guidelines;

ii. transparent audit and audit management process
documentation of the entire reporting process;

iii. securing entity response at all stages of performance audit
process;

iv. concurrent supervision and control by IAAD top
management;

v. quality control assessment and review by IAAD top
management before approval of the report; and

vi. technical inspection by the competent authority in IAAD
and peer review of the performance audit process

Follow up procedures on Audit Report

58. The audit reports are essentially a ‘means to the end’ of
improving audited entity's performance and accountability. This
can be achieved through implementation of the audit
recommendations. Consistent and systemic follow-up process in
the IAAD may contribute significantly to effectiveness of audit in
bringing systemic improvement in the functioning of the entity.
59. The management of the audited entity is basically
responsible for implementation of audit recommendations. The
responsibility of the auditor is to ensure the likelihood of
implementation of audit recommendation.

60. A quality recommendation is one that is:

i. Action-oriented- properly-directed, hard-hitting, specific,
convincing, significant, positive in tone and content

ii. Deal with underlying causes- should correct the basic
cause of the deficiency

iii. Feasible- the basis for implementation is workable
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iv. Cost-effective- the Dbenefit to be derived {from
implementation of the recommendation outweighs the

cost for its implementation.

61. Objectives of the follow-up of SAI India's
recommendations

i. Increasing the effectiveness of audit reports - to increase
the probability that the recommendations will be
implemented.

ii. Assisting the legislature - follow-up reports may provide
valuable information to the legislative committees

iii. Achieving improvements in performance of the
government programmes

iv. Evaluating the performance of TAAD - follow-up
programmes and outputs may be a good measure for
assessing and evaluating the performance of IAAD

v. Providing an input to the strategic planning of audit by the
TAAD

vi. The follow-up programme should be oriented towards
compliance with the accepted recommendations with
emphasis on encouraging the implementation rather than
highlighting the lack of action.

Quality assurance of the follow-up programmes

62. Quality assurance of the follow-up programme is
provided by:

i. compliance to the provisions for follow-up programmes in
the audit guidelines;
ii. supervision by audit managers;
iii. monitoring by SAI top management; and
iv. internal quality reviews, evaluation and peer reviews
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Chapter - 6
Relations with Audited Entities and Stakeholders

Relations with Audited Entities and Stakeholders in terms of the
following sub elements are discussed in subsequent sections:

a) Communicating Audit Findings
b) Relationship between Legislative Committees and
SAI

COMMUNICATING AUDIT FINDINGS

1. Auditors should prepare audit reports communicating the
results of each audit. The form of the audit report should be
appropriate for its intended use. The audit reports should make
the results less susceptible to misunderstanding and be available
to the public in order to maintain transparency and public
accountability for government programmes.

2. SAI India uses a wide variety of ways to communicate its
findings to help convey the findings and conclusions of the audit
reports. These range from communicating initial audit
memoranda and management letters to audit reports sent to the
government and finally presented to the legislature. Once the
reports are approved and become public documents they are
cligible for wider dissemination. SAI India also uses oral
briefings to communicate the salient features of the reports after
they become public documents.
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In addition, SAI India makes available the reports through the
internet to be accessible to all.

Stakeholder’s involvement

3. Engaging stakeholders and involving them in the audit
process at every stage is an important aspect of SAI India's work.
Entry Conference and Exit Conference as part of the audit process
facilitate stakeholders’ involvement in the audit process.

Relationship between Legislative Committees and the CAG of
India

4. The accountability of the executive to the legislature is
ensured through the examination of the reports of the CAG of
India in the legislative committees like Public Accounts
Committee (PAC) and Committee on Public Undertakings
(COPU) or Enterprises. Based on the examination,
recommendations are given by the Committees to correct
deficiencies and weaknesses raised by the audit.

S. All reports of the CAG are addressed to the
legislature/appropriate body and the CAG or a representative
traditionally attends the sittings of the Parliamentary Committees.
The SAI monitors the action taken by ministries, other
government departments and other audited entities in
implementing the audit recommendations. It assists the
committees in examination of the reports.

6. One indicator of the effectiveness of audit work is that
increased number of audit studies is being taken up by the
legislative committees for examination. SAI India should have
increased and more effective liaison with these Committees to
ensure that governance centric topics and subjects of immense
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public importance on which SAI India has reported are taken up
for examination by the legislative committees.

Towards more effective relationship

7. IAAD can provide assistance to the PAC/COPU in
prioritizing the issues to be selected for examination by
concentrating more on governance centric themes or issues of
national importance. The parliamentary committees may find out
ways to reduce the backlog by arranging to scrutinize current
reports so that accountability is not eroded by the passage of
years.

8. IAAD has established a separate unit (PAC Unit) and
identified an officer at a sufficiently senior level to coordinate its
liaison with the legislature and the committees to facilitate
communications. Protocols may be formulated between the CAG
and the legislative committees to provide for long term
secondments of IAAD functionaries to the legislative secretariats.
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Chapter — 7
Continuous Improvement

Key Principle adapted for SAI India as per INTOSAI
Auditing Standards (ISSAI 40)
An SAI should establish a monitoring process designed to provide

it with reasonable assurance that the policies and procedures
relating to the system of quality control are relevant and adequate

and operating effectively.

1. Continuous Improvement consists of following sub
elements that are discussed in subsequent sections:
i. Internal Audit

ii. Internal Quality Assurance Review
iii. Peer Review

iv. Lessons learned

2. Maintenance of high quality work should be a basic
operating principle of the SAI. Quality involves every aspect of
the operations of the SAI, including its leadership, focus on client
needs, management of personnel, audit practices and other
processes, and the SAI’s system for measuring performance.
Quality requires a commitment from every staff of SAI to strive
for continuous improvement.

3. A critical feature of the SAI quality management system

should be the process for measuring how well SAI is achieving its
goals; specially, whether the Audit Quality Management
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T, favemor, YT 3R gera verd wlar ¥

46



Continuous Improvement

Framework is appropriately designed and operating effectively.
This is achieved through a variety of review mechanisms.

4. SAI should have a policy that internal audit, internal
quality assurance review, independent peer review programme
and self assessment are in place and operating effectively.

Internal Audit

5. It is appropriate for the audit institutions to institute its
own internal audit function with a wide charter to assist the SAI
to achieve effective management of its own operations and
sustain the quality of its performance and also to ensure that
various field units within the SAI are functioning efficiently and
maintaining quality and timeliness in service delivery. The
mandate of the internal audit should include ensuring compliance
with the internal control policies and procedures within the SAI
and to derive assurance that the quality control procedures are
working effectively.

6. The internal audit checks whether the various processes of
SAI management, including internal administration and other
activities helping the audit process are being properly followed
and are in accordance with the applicable policy instructions,
rules and office procedures, etc. and to identify improvements,
where appropriate. Internal audit advises management of
significant risk areas within the SAI and the extent to which they
are being addressed. It provides information, analysis,
assessments and recommendations to assist management in the
discharge of its responsibilities.
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Inspection Unit in IAAD

7. SAI should set up an Internal Audit Unit to be headed by
a sufficiently senior SAI functionary reporting to the head of the
SAI. The Internal audit unit should be independent of functional
audit groups. SAI India has an independent wing - the Inspection
and Peer Review Wing (as stated in para 23 of this chapter) under
Additional Deputy CAG to carry out inspections of field offices
periodically to provide assurance to the top management of the
IAAD. A similar arrangement exists in the field offices in [AAD
wherein an Internal Audit Unit operates under direct supervision
of the DG/ Pr.AG/ AG.

Skills and knowledge of internal auditors

8. SAI India ensures that experienced personnel are posted
in the Internal Audit Unit and given sufficient authority and
independence to carry out the mandate. Internal auditors should
individually as well as collectively possess the knowledge, skills,
and other competencies needed to perform their individual
responsibilities.

Annual plan

9. The Additional Deputy Comptroller and Auditor General
(Inspection) prepares an annual plan of the activities to be
performed by the unit and gets it approved by the CAG of India.
The inspection unit may decide to review the entire operations of
an audit unit, including human resource management, financial
management, training and capacity building, etc.
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Reporting the results of internal audit/ inspection

10. The Inspection wing at Hqrs prepares a written report of
the inspection results, making suggestions for change and forward
copies of the report to the concerned unit or group and to the
CAG. An action plan may be drawn up by the IAAD senior
management to deal with any issues raised in the internal audit
report Similar arrangements for Internal Audit exist in the field
formations where Sr. Audit Officer incharge of Internal Audit
submits the reports to the PrAG / DG/AG/ Pr. Director.

Internal Quality assurance review

11. As a further means of ensuring quality of performance,
additional to the review of audit activity by personnel having line
responsibility for the audits concerned, it is desirable for SAIs to
establish their own quality assurance arrangements. This implies
that planning, conduct and reporting in relation to a sample of
audits may be reviewed in depth by suitably qualified SAI
personnel not involved in those audits, in consultation with the
relevant audit line management regarding the outcome of the
internal quality assurance arrangements and periodic reporting to
the SAT’s top management.

12. Quality assurance review is part of the overall quality
assurance system, which is concerned with all steps and
techniques that the SAI auditors must follow to assure good
quality audit. INTOSAI Auditing Standards state that ‘SAI should
have an appropriate quality assurance system in place. SAI should
establish systems and procedures to:
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i. confirm that internal quality assurance processes have
operated satisfactorily
ii. ensure the quality of the audit report; and

iii. secure improvements and avoid repetition of weaknesses.'

13. Compared to the internal audit function or inspection,
internal quality assurance exercise is generally narrower in scope.
The internal audit assesses whether the operating systems
function efficiently as per established policies and procedures
whereas internal quality assurance assesses whether individual
engagements are performed in terms of applicable standards,
policies and guidance.

Quality assurance review programme

14. An annual plan of the activities to be performed by the
‘Quality Review Group’ may be drawn up, which may have the
approval of the SAI top management. Only a sample of
completed audit engagements, both in financial and performance
audits, should be selected for review by the group.

15. Once the audits are selected, the quality review team may
review the audit documentation and meet some of the staff
members who worked on those engagements. The team may also
interview a number of randomly selected staff to determine their
familiarity with the audit methodologies, tools and techniques,
performance and financial audit guidelines and policy instructions
issued by the SAL

Quality assurance checklist

16. The SAI may prepare a standard and detailed checklist
which can form a framework for quality assurance reviews. This
is intended to substantially enhance the quality of the reviews.
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Reporting quality assurance review

17. The results of quality assurance reviews may be placed
before SAI top management. The structure of the report may
consist of:

i. constitution of the quality assurance review team;
ii. terms of reference, if any;
iii. period of coverage and period during which the quality
assurance review was carried out;
iv. objectives of quality assurance review;
v. highlights of the findings ; and
vi. detailed findings and recommendations.

Assessment Standards

18. The focus of the quality assurance review should be on
the quality of processes and task performance, including
documentation. Instead of being personnel oriented and critical,
the quality assurance review should aim at assisting in
improvement of the quality of performance within the SAIL

Quality assurance reviewers

19. SAI management may take appropriate measures to select
quality reviewers. For this, the skill, knowledge, work experience
and aptitude of personnel selected for quality assurance review
may be kept in view.

Annual summary of quality assurance review

20. At the year-end, the quality review group may provide the
SAI top management with summaries of:

i. Reports of the heads of the SAI field units on quality

management processes; and
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ii. Quality assurance reviews prepared by the Quality

Assurance Group.

21. SAI may publish an annual summary of these reviews, for
internal use within the department, highlighting the best practices
or benchmarks in the units, programme or operations reviewed
which may be emulated by others. Such a practice may foster a
spirit of healthy competitiveness among audit personnel to attain
the highest standard of quality.

Peer Review

22, A peer review is performed by an independent entity
which may be internal or external to the SAI to evaluate whether
an organization’s internal quality control system is suitably
designed and operating effectively to provide the entity with
reasonable assurance that established policies, procedures and
applicable government auditing standards were being followed.
The peer review involves testing the entire quality control system
and not work in process. The peer reviewers will have to allow
the entire system to operate before reaching their conclusion.

23. The peer review is designed to provide reasonable
assurance that SAI’s quality management policies and procedures
are suitably designed and operating effectively. The Inspection
and Peer Review Wing in IAAD is also responsible for carrying
out internal peer reviews within the IAAD. Besides, SAI India
also has a system of External Peer Review.

Scope of peer review

24. The scope of the peer review Inter-alia covers the
following:
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i.

i.

iii.

Whether the auditing services are being performed in the
IAAD are in accordance with its own auditing standards,
departmental manuals and policy instructions;

Whether the standard, manuals, instructions and systems
enable the TAAD to fully discharge the audit mandate and
duties; and

Whether the auditing methodologies and practices
conform to the best international practices.

Requirements for peer review

25.

For the peer to be eligible to review, the following

requirements need to be met:

i.

ii.

iii.

each member of the review team should have knowledge
of auditing standards, the government environment
relative to the work being reviewed and the methods and
techniques of performing a peer review;

the review team should be independent of the audit
organisation being reviewed, its staff and the audits
selected for peer review; and

separate terms of reference need to be drawn up for each
area of activity to be reviewed, with scope of review to be

clearly defined.

Conducting peer review

26.

The peer review team will develop a plan and programme

for conducting the work. The Inspection and Peer Review Wing
will provide the review team with all necessary documentation,
manuals, policy instructions and guidelines etc. The peer review
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should be based on audit documentation and interviews of the
TAAD staff members.

27. The peer review team will also rely on internal quality
assurance review and internal audit reports to reduce the scope of
its work. The peer review team will treat the inspection report and
its findings as part of the evidence for reaching its opinion.

28. The peer review team leader will provide a briefing for
DG/Pr. AG/AG before issue of its report in case of internal peer
reviews. In case of external peer reviews the peer review team
leader will provide a briefing for the senior management of the
TIAAD; the briefing will discuss suggestions to improve quality
control system and procedures in IAAD or the particular office
being peer reviewed.

Reporting the Results of the Peer Review

29. The review team should communicate the results of the
peer review in writing. The report should indicate the scope of the
review, including any limitations thereon, and should express an
opinion on the organisation’s system of internal quality control.
When there are expressions of opinion on inadequacies of internal
control, the review team should report a detailed description of
the findings, recommendations and suggestions to improve the
quality control system, either in the peer review report or in a
separate letter of comment or management letter, to enable the
reviewed organisation to take appropriate remedial action. The
peer review should identify areas for improvement in the quality
of audit, including planning, evidence gathering, documentation,
reporting etc., as well as overall performance of the office/ IAAD.
30. The external peer reviewers will issue their report to the
senior management of IAAD. A senior functionary of the IAAD
i.e. DG/Pr. AG should be made the point of contact for the peer
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review and he/she will be responsible for disseminating the
findings of the peer review within the IAAD for appropriate
action by the concerned groups and monitoring the progress of
implementation of its recommendations. A periodic report will be
placed before the senior management of the IAAD to this effect.

31. Reviews of internal and external quality assurance
programmes for financial, compliance and performance audits
work should feed into a learning process which is designed to
disseminate wider lessons to all the staff members in the IAAD.

Lessons Learnt and Dissemination

32. The purpose of continuous improvement assessments
and lessons learnt from audit experiences is to help ensure
consistent quality in SAI audits and improve SAI's processes on a
continuing basis.

33. SAI should have a well laid down system
incorporated in the manuals and office procedures for
disseminating the lessons learned from previous audit
experiences. Regular meetings, workshops and seminars should
be organized to deliberate on audit experiences, methodologies
adopted, and any changes needed in them in the light of
experiences gained so that appropriate steps are initiated for
improvement.
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Annexure

KeyElements of the SAI’s Audit Quality Management Framework

Quality This element Key Performance
Management | should provide Instruments | Parameters
Element assurance that employed

Leadership and Direction

1. Tone at the SAI has appropriate |e Constitution o The

top tone-at-the-top of india instruments
policies for SAl e CAG’s exist?
senior management DPC Act e Measures to
to ensure that the e Auditing generate
leadership SAI Standards awareness
receives is of about them
consistent with the INTOSALI at all levels?
highest professional e Auditing e System of
standards, SAI core Standards periodic
values and its of the SAI review and
Vision and Mission. India revision?

2. Vision, SAI has its own |e INTOSAI e The
Mission, Core Mission and core Auditing instruments
Values and values and auditing Standards exist?
Auditing standards, which | e SAT e Measures to
Standards conform to the audit Auditing generate

quality management Standards awareness
system. e Vision about them
Statement at all levels?
e Mission e System of
Statement periodic
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Core values review and
of SAI revision?
India
3. Strategic The Strategic Plan INTOSAI Follow up on
Direction and prescribes the broad Auditing implementation
Planning contours for Standards of Strategic
medium term SAI Plan
progress of the Auditing Follow up on
organisation and Standards implementation
should help in Vision of Strategic
establishing goals Statement Audit Plan
and delineating Mission Meetings of
ownership & Statement the Audit
responsibility. The Core values Advisory
plan also of SAI Board
incorporates the India
Vision, Mission and Strategic
the core values of Plan of SAT
the SAT with the India
objective to improve Audit
Fhe quality anq Advisory
impact of audit, to Board
promote excellence
in audit and for
overall
improvement in the
quality of governance.
4. Strategic SAI should have in Strategic Follow up on
Audit Planning place strategic audit Plan of SAI implementation
plans defining the India of Strategic
goals and objectives Strategic Plan
to be achieved Audit Plan Follow up on
through audit and of SAI implementation
the strategic India of Strategic
measures to attain Audit Audit Plan
them. Advisory Meetings of
Board the Audit
Advisory
Board
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Ethical Requirements

Ethical
Requirements

SAL including all
personnel and parties
contracted to carry out
work for the SAI,
comply with relevant
requirement

e Auditing
Guidelines of
SAI

e (Code of
Ethics

e CCS Rules

Certificates
furnished by
concerned officers
as prescribed in the
Code of Ethics

Human Resources Management

1. Resourcing
Recruitment

Audit teams possess the
required qualifications,
collective knowledge of
the subject matter,
competencies and the
auditing proficiency to
enable them to carry
out the audits and fulfill
the audit mandate.

e Auditing
Standards
relating to
resources and
recruitment-
Human
Resources
rules, policies
and guidance

e Specific
requirements
for resourcing
& recruitment
for
conducting
audit

e Government
of India

Instructions

e HR policy of the
Department

e Recruitment
rules for various
posts

e Promotion
Policies

o SAS and other
examinations

e Other incentives
like continuous
professional
development

e Recruitment
plan for the
Department
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2. Training The audit teams e SAI Auditing e Training Needs
and Capacity | designated to carry out Standards Analysis
Building the work have adequate relating to e Annual Training
technical training and Training Plan of NAAA,
proficiency e Training Plan Shimla; RTIs and
of the SAI in house training
e Human e Follow up of
Resources Annual training
policies and plans
guidelines e Meetings of the
e Training Central Training
policies and Advisory
guidelines Committee and
RTI advisory
boards
3. The staff members e Performance e Monitoring
Performance | receive timely and Appraisal of
Management | constructive feedback System performance
and Appraisal | on their performance e Human Ap}t:)ralsal
and hav_e access to Resources o ;r{cs:eiﬁves for
counseling and Policies and continuous
guidance to manage Guidance professional
and develop their e Counseling, development

careers.

Personnel selected for
advancement i.e. those

guidance and
monitoring
processes

e Professional
development
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who are promoted are
competent and fully
qualified to fulfill the
responsibilities that

through such
means as on —
the-job
training, self-

they will be called directed
upon to assume. studies,
internal and
external
assignments
Audit Management
1. Audit Planning The work is Performance Audit plans of
adequately planned Audit field offices
and the audit issues Manual Audit plans
are selected on the Financial for
basis of risk, their Audit Performance
relevance to the Manual Audits
SAI's mandate, Audit Policy Audit Plans
significance and instructions for Financial
auditability. and guidance Attest Audits
Criteria that are Software
suitable for support tools
evaluating the
subject matter are
identified and
developed
2. Staffing for the | Adequate staffing is Audit Quarterly
Audit provided for audit to Manuals work plans
be conducted Code of for
efficiently and Ethics of SAI conducting
effectively India audit
Instructions
regarding
deployment
of staff
including
Rotation
Policy
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3.1T Tools

Appropriate IT tools
are available in the

e [T Policy of
the

IDEA / ACL

SAI as a measure of Department
audit quality e Software
improvement support tools
e Hardware
support
4. Other tools and | Appropriate e Best Practice | e Dissemination
guidance guidance and audit Guides of best
tools and techniques e Instructions practice
are in place, useful and guides
and applied guidelines
consistently for
conducting
audits
5. Conducting the | All Audits are e Performance | o Approved
Audit conducted with due Audit Audit Plans
regard for efficiency Manual for specific
and economy in e Compliance audits
terms of time spent Audit e Progress
and resources Manual Reports
utilized and in o Financial covering
accordance with the Attest Audit interalia
legal mandate, Manual timeliness and
policies and quantum of
practices of the SAL audit output
The audit teams
deliver the audit in
time, in accordance
with the SAT's
principles and
policies and audit
costs are justified.
6. Consultation Consultation is e Auditing e Policies and
and advice sought from experts Standards procedures
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and specialists with e Financial and regarding
appropriate Performance engaging
competence, skill, audit Consultants
knowledge, manuals
judgment and
authority to ensure
due care and
authoritative opinion
when dealing with
unusual, unfamiliar
and complex issues.

7. Supervision and | Personnel workingin | e Auditing Assignment

review the audit team Standards of duties and
receive an e Financial and responsibilities
appropriate level of Performance to the audit
leadership and audit team
direction so that they manuals members
are encouraged to e Policies, Supervision
perform to their procedures by Group
potential and to and Officers
ensure that audits are guidelines Supervision
properly carried out. e Human and review by

Resources the

Adequate
supervision of all
audit personnel is
provided so as to
ensure that audits are
properly carried out.

All audit work is
reviewed by a senior
member of the audit
staff before the audit
opinions or reports
are finalized so as to
bring more than one
level of experience
and judgment to the
audit task and to
ensure that all
evaluations and
conclusions are

policies and
guidance

Accountant
General
Supervision
and review by
Hqrs
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soundly based and
are supported by
competent, relevant
and reasonable audit
evidence as the
foundation for the
final audit opinion or
report.

8. Evidence Sufficient, Auditing Confirmation
appropriate, Standards of findings
competent and Financial and resulting from
relevant evidence is Performance field work
obtained to provide a audit with the
reasonable basis to manuals audited
support the Policies, entities
conclusion expressed procedures Review by the
in the report. and Accountant

guidelines General

Quality Review by the

Assurance senior

Review management
of SAI of
some
important
reports

9. Documentation | The system of Auditing Review by the
documentation in the Standards Accountant
SAl is designed to Audit General
ensure that all the Manuals — Review by
audit processes are Financial and senior
duly recorded and Performance management
available both for Policies. of SAI of
subsequent follow- procedures some
up as well as for and important
future audits. guidelines reports

Quality
assurance
review
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10. Reporting and | The audit report is e Auditing Seeking
follow-up relevant, coherent Standards response to
and written in plain e Financial and the audit
and easily Performance recommendati
understandable Audit ons from the
language for the Manuals audited entity
readers. e Quality Review by the
There is effective assurance Accountant
review of all before issue Gen.eral
findings, conclusions of the report Rev.lew by the
and Senior
recommendations Management
before finalization.
Client and Stakeholders Relations
1.Communicating | Post-tabling audit Office
audit messages messages are policies and
communicated instructions
clearly and on this issue
consistently Media/
Communicati
on Policy
2. Relationship Effective and Constitutional PAC/ COPU
between productive provisions discussions
legislative relationship exists Auditing of the audit
committees and between PAC and Standards reports
SAI the SAI as regards PAC/COPU
consideration of the reports-
audit reports by the recommendat
PAC. The ions of the
examinations by PAC

the legislative
Committees are
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intended to focus
public attention on
the audit findings
and to point to the
directions in which
corrective action
lies at present and
where care is
needed

Continuous improvement

1. Internal
Audit/
Inspection

An effective internal
audit system exists in
the SAI to assist the
audit organization to
achieve effective
management of its
operations, sustain
the quality of its
performance &
ensure compliance
with internal control
policies and
procedures with the
SAL

e Auditing
Standards

e Internal
quality
assurance
manual,
policies and
guidelines

e Annual action
plan for internal
audit/Inspection
by ADAI
(Inspection)

e Action taken
within the SAI
on the internal
audit reports/
inspection

o Dissemination
of lessons learnt
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2. Internal An effective internal Auditing Annual action
quality quality assurance Standards plan for internal
assurance review mechanism Internal quality

review exists to provide quality assurance
feedback on the assurance review by
effectiveness of the manual, ADAI
individual policies and (Inspection)
engagements for guidelines Action taken on
financial and internal quality
performance audits assurance
as to whether they review reports.
are performed in Dissemination
terms of applicable of lessons learnt
standards, policies
and guidance and
meet expected
quality requirements.

3. Peer Review | As part of Auditing Peer review
monitoring and Standards reports of SAI
review of its own SAT's policy India by other
operations, an SAIL and SAls
may need to further programme Action taken
strengthen and on peer on the Peer

improve the internal
audit and internal
quality assurance
mechanisms.
Independent peer
review of the SAI's
operations is an
international best
practice. It is left to
the discretion and
judgment of the
concerned SAI to
implement this
practice in the

review of the
audit
practices

Review Report
of SAI India
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manner the SAI
considers it
appropriate within
the framework of the
existing laws and
conventions in the
SAI and the specific
environment in
which it functions.

4, Lessons
learnt

Audit experience is
assessed and
opportunities for
improvement are
identified and
implemented

e Auditing
Standards

e Dissemination
of lessons learnt
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