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Preface

The suite of compliance audit guidelines comprikes
following:

. ISSAI 4000: A general introduction to guidelines on
compliance audit

. ISSAI 4100: Compliance audit guidelines for audits
performed separately from the audit of financial
statements. Such work may be carried out as part of
performance audit or as a separate audit type.

. ISSAI 4200: Compliance audit guidelines relatethi®
audit of financial statements
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1

Introduction

The concept of compliance audit is encompassetidgéscription of the purpose of
a public sector audit as set out in INTOSAI's Libeclaration: 'The concept and
establishment of audit is inherent in public fin@hadministration as the
management of public funds represents a trust.tAsidiot an end in itself but an
indispensable part of a regulatory system whosesatmreveal deviations from
accepted standards and violations of the principldésgality, efficiency,
effectiveness and economy of financial managenmemy enough to make it possible
to take corrective action in individual cases, @kenthose accountable accept
responsibility, to obtain compensation, or to tateps to prevent — or at least render
more difficult — such breaches."

Compliance audit deals with the degree to whichatindited entity follows rules,
laws and regulation, policy, established codesgoeed upon terms, such as the
terms of a contract or the terms of a funding ages#. The concept of compliance
audit is introduced in INTOSAI's Fundamental AuditiPrinciples (ISSAI 100.38
and 39). The concept is further described in IS&¥I0 — Introduction to the
Compliance Audit Guidelines.

In the public sector, the concepts of transpareacgpuntability, stewardship and
good governance are basic and important principkss and regulations may set
out what activities public sector entities are gearwith carrying out for the
citizens, any limits or restrictions on such acies, the overall objectives to be
achieved and how due process rights of individiiedens are protected.
Furthermore, public funds are entrusted to puldada entities for their proper
management. It is the responsibility of these pubdictor bodies and their appointed
officials to be transparent about their actionspantable to the citizens for the
funds with which they are entrusted, and to exerg®od stewardship over such
funds.

The need to monitor that the activities of pubBcter entities are in accordance with
the relevant authorities that govern them, andttietue process rights of citizens
are protected are important public sector controtfions. Through public sector
auditing in general, and compliance auditing spedify, public sector auditors help
to monitor that the basic principles set out abaneebeing followed and put into
operation. In the context of compliance audititngs responsibility includes
determining whether information related to a patic subject matter is in
compliance, in all material respects, with relevaniteria such as relevant laws,
regulations, directives, terms of contracts an@eents, etc. The result of such
auditing is reported to the audited entity andl#ggslature. In addition, the result is
normally made available to the general public. Teidone to support accountability
and transparency in the public sector.

These guidelines address aspects of complianceiaute public sector which, in
many countries, is subject to very different maadatnd objectives. In a democratic



system of government, accountability to the pulaiad particularly to its designated
representatives, is an overriding aspect of theagament of a public sector entity
and an essential element of good public governdhdalic sector entities are usually
established by legislation and their operationsego®d by various authorities
derived from legislation. Management of public seentities is accountable for
operating in accordance with the provisions ofrédevant laws, regulations and
other authorities governing them. Since legisladad other authorities are the
primary means by which legislators control theirgjsand spending of money by the
public sector, auditing for compliance with reletvaathorities is usually an
important and integral part of the audit mandatéeons of engagement, for most
audits of public sector entities. Because of theetaof authorities, their provisions
may be conflicting with one another and may be extttip differing interpretations.
Also, subordinate authorities may not be consisiettt the directions or limits
prescribed by the enabling legislation. As a resuitassessment of compliance with
authority in the public sector requires considezgbbfessional judgment and is of
particular importance.

These guidelines (ISSAI 4200 on Compliance Auddtesl to the Audit of Financial
Statements), concern situations where compliand# superformed together with
an audit of financial statements. They build updiO®SAI's Fundamental Auditing
Principles (referenced within this document as 18830 — ISSAI 400, previously
referred to as the 'INTOSAI Auditing Standards9 &ilave been designed to assist
public sector auditors and SAls in applying theseqgples. These guidelines
supplement, and should be read together with, INAI@JF-inancial Audit
Guidelines (ISSAI 1000-2999, referred to in thigwiment as the 'Financial Audit
Guidelines).

These guidelines, when applied together with timamig¢ial Audit Guidelines, are
intended to provide public sector auditors withoanprehensive set of guidance for
audits of financial statements in the public sector



8. The process generally followed in carrying out ctiamze audits is shown in the
figure below and is described in the subsequeniosecof the guidelines.

Compliance Audit Process

» Dietermine compliance audit objective and scope
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2 Scope of the guidelines

2.1 Scope and Nature of a Compliance Audit

9.

10.

11.

12.

In general, the mandate of the SAI determines védrdtie SAI carries out
compliance audit activities or not. When the SAties out compliance audits, it is
the SAl itself that is normally responsible for el@hining the scope and nature of the
work to be performed and the appropriate audit@ggr. In some cases, the
legislative body, such as a parliament, may reginesSAIl to perform a certain type
of audit. Such requests may be accepted as lotiggamiditor's independence is not
compromised. (ISSAI 200, 2.2.16) Nonetheless,austhbe up to the SAI to
determine the appropriate audit approach and metbgy to be employed.

The subject matters of compliance audits are wadging and may vary

significantly from one audit to the next. A subjetatter may be general in nature or
may be very specific. More guidance on complianatasubject matters is set out
in section 6.2 below.

The Fundamental Auditing Principles explain thanhptiance audit is important
because government agencies, programs and adiareoften the result of
particular laws and regulations. Decision makeedrte know whether relevant laws
and regulations are being followed, whether thexehthe desired results, and if not,
what revisions are necessary (ISSAI 300, 3.4.2xd, aegulations, and other
compliance requirements pertaining to the auditélyemay be significant to the
particular audit objectives, whether it is perfothas a separate audit type, or related
to performance audit or to an audit of financiatesments. Public sector auditors
therefore plan and perform work of a scope andraahat will allow them to

provide a constructive report to the appropriateigs

In some cases, the audit mandate may set out thiesaiject matter and scope of a
particular compliance audit. In other cases, thyesi matter and scope of the
compliance audit may be based on the professiadgkejment of the public sector
auditor. Factors that may influence public sectatitors' determination of the audit
subject matter and scope may include:

a) Requirements set out in the audit mandate or retdaas and regulations,
such as an appropriations act or procurement act

b) Previous instances of non-compliance by the erfbtyexample compliance
deviations identified in previous audits

c) Findings and recommendations in audits performedualtors outside the
SAl

d) Risk assessments performed in connection with Giaor performance
audits indicating specific areas where there lsafsnon-compliance (for
example across sectors such as procurement, erdagjor-specific program
areas such as revenue collection, defence, wditarefits, etc)



13.

14.

15.

16.

e) Public interest or expectations (for example suggkiraud, mismanagement
or areas of non-compliance identified by the mexdc

f) Specific areas that are the subject of signifitagislative focus (for example
environmental issues and compliance with intermati@nvironmental
agreements)

g) Requests by legislative bodies, funding agenciekoor organisations (for
example compliance with the terms of funding agreets)

h) Significant funding is received by the entity fr@lonor organisations and the
continued provision of such funding is subject donpliance with the terms
of a contract or agreement

In situations where the scope and nature of theptiante audit do not follow
directly from the audit mandate or relevant ledisla but are based on the public
sector auditor's professional judgement, it mayseful to inform the audited entity
of the scope and nature of the audit in writingisTrhay assist in clarifying the
understanding of the roles and responsibilitieghefvarious parties, including what
is to be covered by the audit and any particutaitéitions, information to be
provided, the type of report to be issued and tomttimetables, etc.

References to ‘compliance audit' throughout thiudeent are understood to be in
the context of work carried out by SAls, or for ainithe SAI is responsible.

For the purposes of these guidelines, compliandé and compliance reporting are
regarded as related to the audit of the finantaaements if:

a) The audit opinion on compliance forms part of tbditor's report on the
audit of the financial statements, or

b) The financial statements have been prepared inr@dacoe with a financial
reporting framework that requires the financiatestaents to reflect
compliance with laws and regulations.

Due to the extended mandate of SAls, in performam@udit of financial statements
in the public sector, the scope and objective efatuditor is generally broader than
that set out in ISA 200 (Revised and Redrafted)r@l/®bjectives of the
Independent Auditor and the Conduct of an Audihatordance with International
Standards on Auditing. In conducting an audit n&ficial statements, the overall
objectives of the auditor as set out in ISA 200 are

a) To obtain reasonable assurance about whethemtaieciial statements as a
whole are free from material misstatement, whedlverto fraud or error,
thereby enabling the auditor to express an opiniowhether the financial
statements are prepared, in all material respecés,cordance with an
applicable financial reporting framework; and

b) To report on the financial statements, or othenaisg communicate as
required by the ISAs, in accordance with the auditindings.



17.

18.

Compliance audit in the public sector normally hdsoader scope than that set out
in Redrafted ISA 250 Consideration of Laws and Ratgans in an Audit of
Financial Statements. The objective of the auditoset out in ISA 250 is three-part:

a) To obtain sufficient appropriate audit evidenceareégng compliance with the
provisions of those laws and regulations generaltpgnized to have a direct
effect on the determination of material amounts disdlosures in the
financial statements;

b) To perform specified audit procedures to help idgiristances of non-
compliance with other laws and regulations that imaye a material effect
on the financial statements; and

c) To respond appropriately to non-compliance or stiggenon-compliance
with laws and regulations identified during the i&ud

Additional guidance on informing the entity abdug tscope and nature of the audit
may be found in:
ISSAI 1210 and 1300
INTOSAI's Implementation Guidelines for Performaragliting section 2.3 —
The institutions concerned should be properly imied
IFAC's International Standard for Assurance Engagem(ISAE) 3000

2.2 Reasonable vs. Limited Assurance

19.

20.

21.

The Fundamental Auditing Principles related to chamge state that the audit
should be designed to provide reasonable assucdmegecting errors, irregularities
and illegal acts that may significantly affect thedit objectives (ISSAI 300, 3.4.1).

In most types of engagements there are two typasafrance levels: reasonable
(positive) assurance and limited (negative) assraReasonable assurance is high,
but not absolute assurance. Due to the inherertations of an audit (see section on
risk assessment below), an audit does not normablyide 100% assurance. In
general, reasonable assurance audits are desmnesutt in a positive form of
expressing an opinion/conclusion, such as 'in purion the subject matter is / is not
in compliance, in all material respects, with theed criteria..." Limited assurance
work is not considered an audit, but rather a revevel engagement. It provides a
lower level of assurance than an audit, and isgesi to result in a negative form of
expressing a conclusion, such as 'nothing has tomer attention that would
indicate that the subject matter is not in compméenn all material respects, with the
criteria...'

Both reasonable assurance audits and limited assiraviews involve
understanding the subject matter and obtainingcserfit appropriate evidence to
support the public sector auditor's opinion. Reabtmassurance audits include
assessing risks, performing audit procedures fmorekto the assessed risks, and
evaluating the sufficiency and appropriateness®efevidence obtained. In

10



22.

23.

performing a limited assurance review, proceduresiaually limited to analytical
procedures and inquiries. The nature, timing andréof procedures performed in
both reasonable assurance audits and limited as®uraviews are determined by
public sector auditors applying professional judgamA limited assurance review
may be appropriate for subject matters acrossestivhich may involve more
complex issues than subject matters within a sicesiitity.

These guidelines are written in the context of seable assurance audits. For
compliance audit performed together with the aafifinancial statements, these
guidelines provide guidance for public sector auditreporting in the form of
reasonable assurance opinions on an entity's cangaliwith authorities.

When a limited assurance review on compliance mstioed with a reasonable
assurance audit of the financial statements, tifiereint responsibilities of the
auditor should be clearly described.

2.3 Assertion Based Reporting vs. Direct Reporting

24,

25.

26.

27.

28.

In some cases, management at the audited entityprepgre a specific assertion or a
statement of compliance. In other instances therags may be implicit.

For example, when issuing financial statements,agament makes implicit
financial reporting assertions that having prepdhede financial statements in
accordance with the applicable financial reporfriagnework, such as International
Public Sector Accounting Standards (IPSAS) or gaheaccepted government
accounting standards in the particular country fithencial statements are prepared
in accordance with the applicable framework, asseitst, and are owned by the
entity and properly valued, etc. Similarly, managatmmay make implicit assertions
related to compliance with authorities.

In many public sector audits, there are no speasgertions or statements of
compliance that the audited entity makes availablesers. Rather, the subject
matter information is embedded in the auditor'orep either in the form of
data/information or as an explicit statement inftren of an opinion. These types of
audits are referred to as direct reporting auditglit findings are reported in an
appropriate manner to relevant parties such aautiged entity and the legislature.
Reports are usually made available to the genetalq

The form of reporting may vary depending on theitaud professional judgement as
to how to communicate most effectively with theemded users. Reports may be
either short-form or long-form reports. More guidaron reporting is set out in the
reporting section of this document.

These guidelines are developed based on direcitmegpaudits, but may be applied
to assertion based reporting as appropriate.

11



3 Objectives to be Achieved

29.

30.

31.

As noted above, ISA 200.11 (Revised and Redraérplains that in performing an
audit of financial statements, the objective ofdle€litor is to obtain reasonable
assurance about whether the financial statemergsv®le are free from material
misstatement, whether due to fraud or error, theeglabling the auditor to express
an opinion on whether the financial statementgpagpared, in all material respects,
in accordance with an applicable financial repgrfiramework and to report and
communicate in accordance with the auditor's figdin

Depending on the mandate and constitutional rotb@SAI, the overall objectives
of public sector auditors in performing compliarseggit in connection with the audit
of financial statements are to:

a) Obtain reasonable assurance about whether thétiastifinancial
transactions and information reflected in the friahstatements are, in all
material respects, in compliance with the authesitwvhich govern them,
and

b) Report the findings and conclusions to the legis&aand/or other bodies as
appropriate.

For SAls representing the Court of Accounts systém pbjective is also to
communicate compliance deviations to the appropbatlies or open the process
leading to a formal judgement in aspects relatatiequdicial function of the courts
such as identification of the responsible authtaggnt and determination of any
potential offence.

12



4 Definitions

32. For purposes of these guidelines the following tehave the meanings set out
below:

1. Assertion— a representation, explicit or implicit, thaeimbodied in the activities,
financial transactions and information pertainiagte audited entity, used by the
auditor in considering different types of potentiaviations. In the context of
compliance audit, the compliance assertion wouldnrthat the entity, including
responsible public sector officials, is acting atardance with applicable authorities
(and for audits of propriety - relevant public egfadions). Assertions may be
embodied in subject matter information presentethbyaudited entity or stated
explicitly in a management representation letter.

2. Authorities — Relevant acts or resolutions of the legislaturether statutory
instruments, directions and guidance issued byipsbttor bodies with powers
provided for in statute, with which the auditedigns expected to comply. These
elements are sometimes collectively referred téegsslative authorities' or just
‘authorities'. This should not be confused wittiHatities' in the sense of bodies or
persons exercising power or command such as 'lfoveament authorities' or
‘regulatory authorities’. Where the intention isdfer to such bodies or persons, they

are referred to specifically as 'law enforcemenlhauities, 'regulatory authorities,’
etc.

3. Compliance audit— compliance audit deals with the degree to wihehaudited
entity follows rules, laws and regulation, poligiestablished codes, or agreed upon
terms and conditions, etc. Compliance auditing o@xer a wide range of subject
matters. In general, the purpose of a compliandé &uto provide assurance to
intended users about the outcome of the evaluatiomeasurement of a subject
matter against suitable criteria.

In performing compliance audits in the contexthed INTOSAI Fundamental
Auditing Principles, there are two concepts of gigant relevance:

a) Regularity — the concept that activities, transactions anormétion which
are reflected in the financial statements of antaddentity are in accordance
with authorising legislation, regulations issued@ngoverning legislation and
other relevant, laws, regulations and agreemeamtijding budgetary laws and
are properly sanctioned.

b) Propriety — general principles of sound public sector finahmanagement
and conduct of public sector officials.

Depending on the mandate of the SAI, a compliancé anay be an audit of
regularity, or propriety, or both.

Because propriety is not readily susceptible t@ctoje verification, it may be
difficult, and in some cases impossible to audiipiety to a level of reasonable

13



assurance. There are often no clear and objeatinehmarks against which to
measure propriety — what may be acceptable in arteopthe public sector may not
be acceptable elsewhere.

Where SAls have a mandate to audit propriety, rigit@ay not be clearly defined at
the outset. The issue of suitable criteria is askld in more detail in the following
sections of this document. Where the audit mandafaires an audit of propriety,
the principles outlined in these guidelines maypplied as appropriate in the
circumstances. The form and content of reportsroprgety may vary depending on
the mandate of the SAI and the particular circuntsa.

. Compliance deviation— the audited entity's failure to comply with:
a) Authorities — for compliance audits of regularioy;

b) General principles for sound public sector finahgianagement and conduct
of public sector officials — for compliance auditfspropriety.

. Conclusion— The auditor's report on compliance subject matiermally contains
a conclusion based on the audit work performed. Woenpliance audit is
performed together with the audit of financial staénts, the conclusion may take
the form of an opinion (see Opinion). The conclugigay also be expressed as a
more elaborated answer to specific audit questions.

. Legislature — The law-making authority of a country, for exdena parliament. In
the context of compliance audit, the legislature/mlao include other public sector
bodies with authority for budget legislation oraksions.

. Opinion — The auditor's report on the financial statemardy contain a clear
written expression of opinion on compliance in déiddito the opinion on the
financial statements. An unqualified opinion mayelxeressed when the auditor
concludes that, in all material respects, the digsy financial transactions and
information reflected in the financial statemens ia compliance with the
authorities which govern them.

. Stakeholders— persons, groups, organizations or other typestities with a
concern or interest in public sector activities apérations, funding of public sector
entities and the successful delivery of publiclgdad programs

14



5 Initial Considerations

5.1 Ethical Considerations

33.

34.

35.

The Fundamental Auditing Principles set out pritespwith ethical significance that
are taken into consideration prior to commencireggahdit (ISSAI 200, 2.2.1). These
principles relate to:

a) The independence of the SAI and the auditor, inn@olitical neutrality

b) Avoidance of conflict of interest between the aodénd the audited entity

c) The need for the auditor and the SAI to possesedhessary competence

d) Exercise of due care and concern by the SAl anddké@or in complying
with the Fundamental Auditing Principles

If for some reason, the SAI or the auditor is mo&iposition to comply with the
Fundamental Auditing Principles that have ethigghificance, appropriate actions
are taken to ensure that the threats to non-congaiare eliminated before
commencing the audit. This may, for example, ineale-allocating staff assigned to
the audit, additional training or involvement opexts.

Additional guidance may also be found in:

INTOSAI's Code of Ethics

INTOSAI's Implementation Guidelines for Performaragliting Section 2.2 and
2.3

IFAC's ISAE 3000

5.2 Quality Control

36.

37.

As with other types of auditing, it is importantperforming compliance audits that
the SAl have processes and procedures in plagsstoethat the work carried out is
of sufficient quality, that the public sector awdg performing such audits
collectively have the necessary competence anls,siild that the work of the team
is appropriately directed, supervised and reviewWd@dOSAI's Fundamental
Auditing Principles establish benchmarks and pregdidance for ensuring the
quality of work (ISSAI 200, 2.1.26 and 2.2.36).

Further guidance on quality control may be found in
INTOSAI's [proposed] Code of Quality and ISSAI 1220
INTOSAI's Implementation Guidelines for Performardaediting Appendix 4

IFAC's International Standard on Quality Contr&@@C)1
IFAC's ISAE 3000

15



6 Planning and Designing a Compliance Audit

38.

39.

The Fundamental Auditing Principles state thataheitor should plan the audit in a
manner which ensures that an audit of high quaitarried out in an economic,
efficient and effective way and in a timely man(i&SAIl 300 3.1.1). Furthermore,
those planning the audit need to be knowledgedlieeccompliance requirements
that apply to the entity being audited (ISSAI 38@L.3).

Public sector auditors plan and perform audits evhikintaining an attitude of
professional skepticism.

6.1 Identification of the Parties Involved / Legal Bass

40.

4].

Public sector auditors ensure that the necessapppditions exist in order to
effectively perform the audit. In planning complkanaudits, this may involve
identifying at the outset the relevant parties Imgd. This is important in order to
establish the legal basis for performing the awdith as the mandate of the SAl,
including the responsibilities of public sector aors, and the constitutional status
and responsibilities of the audited entity.

In addition, it is important to identify the usefthe audit report. The form and
content of the report are influenced by the autitorofessional judgement as to how
to communicate most effectively with the intendeeérs. The needs of users may
vary depending upon whether the users are thddagis, a funding agency, a donor
organisation, the citizens or other relevant staldsrs.

6.2 Subject Matter and Subject Matter Information

42.

43.

44,

The determination of the subject matter and thgestimatter information is one of
the first steps to be carried out in planning aedgrming a compliance audit.

Subject matters take many forms and have manyrdiftecharacteristics. Subject
matters may be general or very specific in natBmme are quantitative and can
often be easily measured (for example financialgoerance or condition), while
others are qualitative and more subjective in maffar example behaviour).
Nonetheless, the subject matter should be idebiiEfiand it should be possible to
assess the subject matter against suitable critearghermore, the subject matter
should be of a nature such that it is possibleatbey evidence about the subject
matter information sufficient to support reportinghe form of a reasonable
assurance opinion.

In some cases the subject matter may be set ¢l irelevant law or audit mandate.
In other cases the selection of the subject matt@istrategic choice to be made by
the SAI or public sector auditors, and is basedsiassessment and professional
judgement.

16



45,

46.

47.

48.

When compliance audit encompasses budgetary lawsher relevant budgetary
resolutions, the entity's revenue and financingraskided, as well as its
expenditure.

A SAl's mandate may also encompass audits of camgei with the documented
budgetary assumptions and premises, prior to thkcaple resolution of the
legislature.

When performed in connection with an audit of fic@ahstatements, the subject
matter of a compliance audit is generally decisiamg financial management in
relation to the use of appropriated funds and ex@cwf the budget. Such a
compliance audit comprises the assessment of whigib@ctivities, financial
transactions and information reflected in the firiahstatements (the subject matter
information) are in accordance with the authoritidgch govern them (the criteria).
Such authorities may include the applicable lawluding budgetary law in
particular, basic principles of law, legislativas@arliamentary decisions, and other
authoritative decisions, directions and guidelirses] agreed upon terms and
conditions. Whether the entity's income and expgenelihave been applied to the
purposes intended by the legislature, and to thgyesmmandated program objectives
and activities is generally also encompassed.

Some examples of subject matters and subject mattemation in relation to
compliance auditing are set out in Appendix 1.

6.3 Criteria

49.

50.

51.

The criteria, or the benchmarks against which thgest matter will be compared,
must also be identified. In performing complianceits, the identification of the
criteria is an essential step in the audit planpirazess. Some examples of criteria in
relation to compliance auditing are set out in Apgig 1 and 1-A.

Criteria may be formal, such as a law or regulatromisterial directive or the terms
of a contract or agreement. Criteria may also bg fermal such as a code of conduct
or principles of propriety, or they may relate pectations regarding behaviour, for
example what may be considered acceptable in reégandss of travel or levels of
hospitality and entertainment at government expédrsech limits are not explicitly
stated elsewhere. Administrative guidelines usettiteyia should be in compliance
with laws and regulations. The sources used asia fa the audit criteria can in

itself be part of the compliance audit.

The criteria should be suitable. This means thattiteria should have the following
characteristics:

a) Relevant- relevant criteria provide meaningful contribusao the
information and decision making needs of the inéehdsers of the audit report
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52.

53.

54.

b) Reliable — reliable criteria result in reasonably consistamclusions when
used by another auditor in the same circumstances

c) Complete— complete criteria are those that are sufficienthe audit purpose
and do not omit relevant factors. They are meaniraid make it possible to
provide the intended users with a practical ovenwier their information and
decision making needs.

d) Objective — objective criteria are neutral and free from hias on the part of
the auditor or on the part of management of thetedi@ntity. This means that
criteria cannot be so informal such that assessofdahe subject matter
information against the criteria would be very sdijve, and may lead other
public sector auditors to reach a very differermtatosion.

e) Understandable— understandable criteria are those that arelglstated,
contribute to clear conclusions and that are cohgnmsible to the intended
users. They are not subject to wide variationsiterpretation.

f) Comparable - comparable criteria are consistent with those useimilar
audits of other similar agencies or activities, aiiith those used in previous
audits of the entity

g) Acceptable- acceptable criteria are those to which indepenelgperts in the
field, audited entities, the legislature, the meahd the general public are
generally agreeable

h) Available — criteria should be made available to intendestauisuch that they
understand the nature of the audit work performmatithe basis for the audit
report

Criteria include matters that may have a significanpact on the objective of a
particular audit. Therefore, in performing comptaraudit, public sector auditors
determine that the criteria are suitable and relei@the subject matter and the
objectives of the particular audit being perform@dce suitable criteria have been
identified based on the characteristics set out@lthey then must be appropriately
‘operationalised’ for the particular circumstangiesach audit so as to be able to
reach meaningful audit conclusions.

The determination of criteria can be straight fadydut in some cases the
identification may be more complex. In some casésip sector auditors may find
checklists a helpful means in gaining an overviéhe suitable criteria to be used.
Public sector auditors use a number of sourcesdistan the identification of
criteria. Some examples of such sources are sét @dypendix 2.

In many compliance audits, the applicable critanifbe clearly identifiable. This
may be the case where a clear and uncomplicatedriaggulation forms the criteria.
The documented intentions or premises for resoistaf the legislature may also
assist the auditor in identifying the appropriatéecia.
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55.

56.

57.

58.

59.

60.

61.

If situations arise where there may be doubt aghat is the correct interpretation of
the relevant law, regulation or authority, pubkctr auditors may find it useful to
consider the intentions and premises set out ieldping the law, or to consult with
the particular body responsible for the legislatibhe auditors may also consider
relevant earlier decisions made by judicial autiesi

However, when propriety is the subject matter ef¢cbmpliance audit, the criteria
may become more difficult to identify as it maylbss formal and may include
public expectations in regard to the actions arfchbieur of public officials. In these
cases, public sector auditors must be more thoroutiteir work to identify suitable
criteria. The need to identify suitable criteri;edaot preclude public sector auditors
from reporting identified breaches of what may basidered acceptable behaviour
by public officials, if circumstances so warrant.

In the process of identifying suitable criteriappa sector auditors consider
materiality related to the risk of potential nonygaliance for each topic subject to
audit (budgetary law, other specific laws, terma @bntract etc, as well as propriety
where relevant). Materiality considerations inclim¢h quantitative aspects (size)
and qualitative aspects (nature and charactenistics

Public sector auditors ensure that the criteridetesed adequately reflect the topic
subject to audit in its entirety. In rare casesemehthe audit may be of limited scope
and may only cover certain parts of a law or reguha this limited scope should be
clearly stated in the auditor's report. If pubkctr auditors make use of guidelines,
checklists or other material provided by the auwtigatity or other administrative
authorities for the purpose of identifying the abie audit criteria, they must take
due care in assuring through appropriate auditquioes that the material used
adequately reflects the applicable law, regulatato,

In some cases, provisions of relevant legislatiay tve unclear, for example where
an act of legislation provides that more specifisvisions should be set out by the
relevant administrative body and these provisiansemot yet been developed. In
such cases, public sector auditors clearly statieeimudit report what they believe
the relevant legislation requires, or that the scofthe audit has been limited and
the reasons for this limitation. For example, tgart may state that insufficient
clarity of law has limited the audit criteria aggaiand that there is a need for
remedial measures to be taken.

In some rare cases, the criteria may be conflicimgexample when there is a
conflict between different sources of law and #sie has not been solved by the
relevant administrative or judicial authorities.slmch cases it is very important to
understand the intentions behind the particulaeca and to identify any
consequences arising from such conflict. It mag &ks necessary to elaborate on
instances of conflicting criteria in the auditaeport such that remedial measures
may be taken by the appropriate bodies.

Approaches to help identify suitable criteria iedk types of dilemmas may include:
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62.

63.

64.

a) Applying a ‘theoretical’ approach, by allowing exggein the field to answer
questions such as: ‘what ought to be the idealtsesnder perfect conditions
according to rational thinking or best-known congtde practice?' or

b) Defining and obtaining support for well-founded ardlistic criteria by
applying an ‘empirical’ approach involving discumss with stakeholders and
decision makers

The audit approach may also be broken down intts par the scope narrowed, such
that clearly identifiable criteria may be applied.

Notwithstanding the above, the criteria should lzelenavailable to the intended
users and others as appropriate, for example lhydimg the criteria in the auditor's
report, or making reference to the criteria if tlaeg readily available in another
format.

In situations where the audit criteria are, for telvar reason, not considered
suitable, the SAI may encourage the appropriatéelsdd formulate clearly the
general principles to be followed in public seaatities for such matters.

6.4 Understanding the Audited Entity and its Environment

65.

66.

Determining the subject matter and suitable catad explained above are among
the first steps in performing compliance auditse Phocess of determining the
subject matter and the criteria involves publidgeauditors obtaining an
understanding of the audited entity and the cirdant®es surrounding the audit. This
understanding provides public sector auditors wiftame of reference to be used in
applying professional judgement throughout thererguditing process. An
understanding of the entity, its environment arevant program areas is especially
important as it will be used in determining matktyaand in assessing risks. Some
examples of sources that may be used in gainisgutiilerstanding are set out in
Appendix 2.

According to ISSAI 4000, paragraph 5, the CompleaAadit Guidelines cover
compliance audit at all levels of government. Aasequence, the guidelines are
applicable as appropriate for a combination oftestifor which an audit across the
entities is planned and performed. The auditor{e¥ponsibility for the audit across
entities should be clearly set out.

6.5 Audit Strategy and Plan

67.

Planning the audit so that it will be performedeefively involves discussions with
relevant members of the audit team, and develogingverall audit strategy and an
audit plan. Both the audit strategy and the audit ghould be documented in
writing. Planning is not a distinct phase of thdiglbut is a continual and iterative
process. The overall audit strategy and plan adatgol as necessary throughout the
audit. Planning also involves considerations rel&tethe direction, supervision and
review of the engagement team.
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68. In establishing the overall audit strategy for toenpliance audit, public sector
auditors consider:

a) The objectives, scope, subject matter, criteria@hdr characteristics of the
compliance audit, taking intaccount the mandate of the SAI and the elements
contained in the compliance audit definition

b) Reporting responsibilities and objectives, as wasglto whom and when such
reporting will take place, and in what form

c) Significant factors that may influence the direotaf the audit
d) Materiality and audit risk assessment
e) Knowledge gained from previous or related audits

f) Composition and work allocation of the audit teamsjuding any need for
experts

g) Timing of the audit

69. Public sector auditors develop an audit plan ferdgdmpliance audit. The audit
strategy is essential input to the audit plan. digit plan includes:

a) A description of identified criteria related to theope and characteristics
of the compliance audit and to the legal, regulatorappropriations
framework;

b) A description of the nature, timing and extentisk mssessment procedures
sufficient to assess the risks of non-complianekated to the various audit
criteria;

c) A description of the nature, timing and extent lainmed audit procedures
related to the various compliance audit criterid sk assessments.

70. Planning also involves:

a) Obtaining a general understanding of the legaljle¢gry and
appropriations framework, as well as relevant, egngon terms and
conditions applicable to the scope of the audittantie audited entity

b) Obtaining an understanding of management's assassiapplicable laws
and regulations including management's internalrotmthat help ensure
compliance with authorities

c) Obtaining an understanding of the relevant autiesriincluding rules,

laws, regulations, policies, codes, significanttcacts or grant agreements
etc, and
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71.

d) For audits of propriety — obtaining an understagdifirelevant principles
of sound public sector financial management aneetgions regarding
the conduct of public sector officials

Further guidance on audit planning and on audi¢ca may be found in:
ISSAIs 1210 and 1300
INTOSAI's Implementation Guidelines for Performaragliting Part 3 and
Appendix 2
IFAC's Assurance Framework and ISAE 3000

6.6 Understanding Internal Control at the Audited Entity

72.

73.

74.

Understanding internal control is normally an imédgpart of understanding the
entity and the relevant subject matter. The Fundaahduditing Principles explain
that in performing an audit, public sector auditonslerstand and evaluate the
reliability of internal control (ISSAI 300, 3.3.1)n compliance audit, this includes
understanding and evaluating controls that assastagement in complying with
laws and regulations (ISSAI 300, 3.3.2).

The patrticular type of controls evaluated depemdthe subject matter, and the
nature and scope of the particular compliance alrd@valuating internal control,
public sector auditors assess the risk that th&@ostructure may not prevent or
detect material non-compliance (ISSAI 300, 3.4T#e internal control system in an
entity may also include controls designed to cdndentified instances of non-
compliance. Public sector auditors obtain an urideding of internal control
relevant to the audit objective, and test contoolsvhich they expect to rely. The
assurance derived from the assessment of the ahteontrols will help the auditors
determine the confidence level and hence, the egfahe audit procedures to
perform.

Further guidance on understanding the auditedyamtity be found in:

ISSAI 1315

INTOSAI's Implementation Guidelines for Performaragliting Section 3.3,
Subsection - Understanding the program and AppehdbBubsection 2-
Formulating the audit question or defining the apdoblem

INTOSAI Guidelines for Internal Control Standaras the Public Sector
IFAC's ISAE 3000

6.7 Materiality

75. Materiality consists of both quantitative and gtaive factors. In performing

compliance audits, materiality is determined for:

22



76.

77.

78.

79.

80.

81.

82.

a) Planning purposes

b) Purposes of evaluating the evidence obtained amdfthcts of identified
instances of non-compliance, and

c) Purposes of reporting the results of the audit work

Public sector auditors plan and perform the awditetermine whether the subject
matter information, in all material respects, i€ompliance with the stated criteria.

As stated in the Fundamental Auditing Principl®&teriality is often considered in
terms of value but the inherent nature or charesties of an item or group of items
may also render a matter material--for example revkige law or regulation requires
it to be disclosed separately regardless of theuatiavolved.' (ISSAI 100, 1.0.10)

During the planning process, information is gatdeabout the entity in order to
assess risk and establish materiality levels fergieng audit procedures. Evidence
gathered must then be evaluated as a basis fomfgreonclusions and for reporting
purposes. Materiality is significant to this evaiaa.

The determination of materiality for planning puspe may be straight forward. This
might be the case in situations where a law orlegigu, or agreed-upon terms
establish an unconditional requirement for comearior example if the
constitution prohibits overspending in relatiorthie approved budget.

Other matters that may be considered material@ver level of value or incidence
than the general determination of materiality ideu

a) Fraud
b) Intentional unlawful acts or non-compliance

c) Incorrect or incomplete information to managem#rd,auditor or to the
legislature (concealment)

d) Intentional disregard for follow-up of requests rmdxy management,
authoritative bodies or auditors

e) Events and transactions made despite knowleddeedack of legal basis to
carry out the particular event or transaction

In other cases the determination of materialityaamally a matter for professional
judgement.

When evaluating evidence obtained, the determinationateriality may be
influenced by quantitative factors such as the nemalb persons or entities affected
by the particular subject matter, or the monetangants involved. In some cases,
the qualitative factors are more important thanghantitative factors. The nature,
visibility and sensitivity of the particular prognearea or subject matter may play a
role. For example, the emphasis placed on the sulnjatter by users, a public
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83.

84.

85.

accounts committee or similar committee of thediegure, or regulatory bodies may
influence the determination of materiality. Puldigpectations and public interest are
also qualitative factors that may impact the pubéctor auditor's determination of
materiality. The seriousness of the non-compliaa@so considered. While not
necessarily unlawful, instances of excess spenulreg appropriations authorized by
the legislature or introduction of a new servicé provided for in the approved
appropriations, may be serious instances of nonptiante by their nature.

In evaluating the materiality of any non-compliamdentified, matters such as the
criteria, the conditions, the cause and the efféabn-compliance are also
considered.

Further guidance on materiality in relation to itiged non-compliance is discussed
in the section on Evaluating Evidence and Formingdlusions below.

Further guidance on materiality may be found in:

ISSAIs 1320 and 1450

INTOSAI's Implementation Guidelines for Performaragliting Section 5.3,
Subsection — Materiality, relevance and objectjwtiyd Appendix 3 part 1.2,
Subsection - Sufficiency of evidence

IFAC's ISAE 3000

6.8 Risk Assessment

86.

87.

88.

Risk assessment is an essential part of performimegsonable assurance audit. Due
to the inherent limitations of an audit, a compti@armudit does not provide a
guarantee or absolute assurance that all instarficesr-compliance will be detected.
Inherent limitations in a compliance audit may ud# factors such as:

a) Judgement may be applied by management in intangrieiws and
regulations

b) Human errors occur

c) Systems may be improperly designed or functionf@atively

d) Controls may be circumvented

e) Evidence may be concealed or withheld
In performing compliance audits, public sector mdi assess risk and perform audit
procedures as necessary throughout the auditigtiee in order to reduce audit
risk to an acceptably low level in the particulacemstances, so as to obtain
reasonable assurance as the basis for the audiboctusion.
The risks and the factors that may give rise tdsigks will vary depending on the

particular subject matter and circumstances oatidit. In general, public sector
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auditors consider the three elements of audit-riskerent risk, control risk and
detection risk in relation to the subject matted #me particular situation. In addition,
the probability that the matter will occur, and passible consequences arising if the
matter should occur, are also taken into accouasgessing risk.

6.8.1 Risk Assessment Considerations in regard to Fraud

89.

90.

As part of the audit, public sector auditors idigndind assess fraud risk and gather
sufficient appropriate evidence related to ideatiffraud risks through the
performance of suitable audit procedures. Whenesiisd fraud has been identified,
public sector auditors take action to ensure tey tespond appropriately based
upon the mandate of the SAI and the particulauonstances.
Fraud risks and assessments of materiality inioglab fraud are considered in the
context of the broader scope of public sector engliExamples of areas and
situations that may typically give rise to frausks in the public sector include:

a) Grants and benefits to third parties

b) Procurement

c) Exercise of public officials’ duties and power

d) Intentional misstatement or misrepresentation sdlte or information

e) Privatization of government entities

f) Relationships between public sector officials ditess.

6.8.2 Risk Assessment Considerations in regard to Relatiships between Public

91.

92.

93.

Sector Entities

Relationships between various public sector estdi® considered when assessing
audit risk, and especially when assessing theafiskaud or non-compliance. Such
risks may, for example, relate to one entity exgrtnfluence over another entity to
take inappropriate actions. The result of thesmastmay be non-compliance with
authorities, and in some cases the result may bmlawful act. Furthermore, in the
public sector there may be specific requiremeritded to activities and transactions
between various public sector entities. There nisy lae specific reporting
requirements related to such activities or transastthat may impact the planned
audit procedures, the audit opinion or the audit@port.

Examples of factors related to assessing risk mpt@nce audits are set out in
Appendix 3. In addition, an illustrative examplerisk factors related to a
compliance audit of procurement is set out in Aglped.

Further guidance on risk assessment, and fraudagkbe found in:
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ISSAIls 1240, 1315 and 1550

INTOSAI's Implementation Guidelines for Performaragliting Part 3.2,
Subsection - Risks or uncertainties

IFAC's Assurance Framework and ISAE 3000

6.9 Planning Audit Procedures

94. Planning audit procedures involves designing prosegito respond to the identified
risks of non-compliance. The exact nature, timind extent of the audit procedures
to be performed may vary widely from one auditite hext. Nonetheless,
compliance audit procedures in general involvebdistaing the relevant criteria, ie
the authorities which govern the entity, and thexasuring the relevant subject
matter information against such authorities. Morferimation on audit procedures is
provided in the section on performing compliancditsuand gathering evidence
below.
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7 Performing Compliance Audits and Gathering Evidence

95.

96.

97.

98.

The Fundamental Auditing Principles state that jgud#ctor auditors choose and
perform audit steps and procedures that, in thefiepsional judgement, are
appropriate in the circumstances. (ISSAI 300, 3.4/be Fundamental Auditing
Principles also state that the steps and procedueedesigned to obtain sufficient,
competent, and relevant evidence that will pro@deasonable basis for the auditor's
judgements and conclusions (ISSAI 300, 3.5.1). Eataig the entity's internal

control systems and assessing the risks that tteat@ystems may not prevent or
detect instances of non-compliance are a normalopg@erforming compliance

audits (ISSAI 300 3.4.6).

The audit procedures to be performed will depentherparticular subject matter
and criteria identified, as well as the auditoraf@ssional judgement. The
procedures should be clearly linked to the idesdifiisks. When the risks of non-
compliance are significant and public sector audifan to rely on the controls in
place, such controls must be tested. When cordrelsiot considered reliable, public
sector auditors plan and perform substantive puaresdto respond to the identified
risks. Furthermore, additional substantive procedgare performed when there are
significant risks of non-compliance. If the audipaoach consists only of substantive
procedures, tests of details (not only analytiests) are performed.

In some rare cases it may be difficult or almoshgritively expensive to obtain
sufficient, appropriate audit evidence in ordefaion conclusions. In these cases,
public sector auditors must consider the relatignbbtween the costs and the
benefits of gathering the evidence, as well axtmsequences lack of sufficient
appropriate evidence will have on the achievemeétit@audit objectives and on the
auditor's report. The auditor's response to thig8on may vary in the
circumstances depending on the mandate, publiestteonsiderations, public
expectations and the ability to report such findinbhe auditor may find it necessary
to report on this matter specifically to the legiske or other intended users.
However, such difficulty or expense is not, inlitsgufficient grounds for omitting
the planned evidence-gathering procedures, evbeiié are no satisfactory
alternative procedures.

Some examples of compliance audit procedures fecteel subject matters are set
out in Appendix 5.

7.1 Gathering and Evaluating Evidence

99.

In performing a reasonable assurance audit, psbltitor auditors gather sufficient
appropriate audit evidence to provide a basistferauditors' conclusions. The
Fundamental Auditing Principles state that 'compietelevant and reasonable
evidence should be obtained to support the ausljtadtgement and conclusions
regarding the organisation, program, activity ordiwon under audit' (ISSAI 300,
3.5.1)

27



100. The sufficiency of evidence relates to the quartftthe evidence. The competence,
relevance, reliability and appropriateness of evigerelates to the quality of the
evidence. Public sector auditors exercise profassjodgement in making the
determination of sufficiency and appropriatenessughout the evidence gathering
process.

101.The evidence gathering process is systematic aratiite and involves:

a) Gathering evidence by performing appropriate aoidicedures

b) Evaluating the evidence obtained as to its sufiicye(quantity) and
appropriateness (quality)

c) Re-assessing risk and gathering further evidenceesssary
102.The evidence gathering process continues untpthiic sector auditor is satisfied
that sufficient, appropriate evidence exists to/mle a basis for the auditor's
conclusion.
103.In many cases, audit sampling may be used as asnoééesting to detect instances
of non-compliance with authorities. The use of UHiatechniques is often helpful
and in many cases is an integrated part of a camggi audit.
104. Audit evidence is gathered using a variety of tégphes such as:
a) Observation
b) Inspection
c) Inquiry
d) Re-performance

e) Confirmation

f) Analytical procedures

105. Procedures to gather audit evidence are genenaliypgd into two major categories:

a) Tests of controls

b) Substantive tests, such as analytical proceduressts of details
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7.1.1 Observation

106.

Observation involves looking at a process or praoetheing performed. In
performing compliance audit, this may include loakat how a bid tendering
process is carried out or observing how benefitypnyts are processed.

7.1.2 Inspection

107.

108.

Inspection involves examining books, records ameotase files or physical assets.
In performing compliance audit, inspection may i@ examining the books and
records to determine how project funds have beeousted for and comparing the
accounting to the terms of the project agreemespdction of case files may
involve examining all relevant documents to deteenif recipients of benefits met
eligibility requirements. Inspection may also inv@lexamining an asset, such as a
bridge or a building, to determine if it meets #pplicable building specifications.

Public sector auditors consider the reliabilityaoly documents inspected and keep in
mind the risk of fraud and the possibility that doeents inspected may not be
authentic. In cases of fraud, sometimes two diffesets of books and records have
been kept. Public sector auditors may also inquitle different persons as to the
source of the documents, or the controls over frejparation or maintenance.

7.1.3 Inquiry

109.

110.

111.

112.

Inquiry involves seeking information from relevar@rsons, both within and outside
the audited entity. Inquiry may range from formaitten inquiries to more informal
oral discussions. It may involve interviewing arsiag questions of relevant
persons, including experts. Such interviews mag fdkce in person or virtually (for
example phone calls or web-meetings). Inquiry mag avolve preparing and
sending questionnaires or surveys.

Inquiry is generally used extensively throughougadit and complements other
audit procedures. For example, when observing geasebeing performed, such as
the benefits payment process mentioned above,riagure often made of relevant
persons in regard to how relevant legislation,udilg changes and updates, is
identified and interpreted. Results of inquiriesynradicate that the processes are
performed in different ways in different locatiomgiich may lead to instances of
non-compliance.

Inquiries are often made of persons outside thecpédar function subject to audit.
For example, in addition to making inquiries of aaating personnel, it may also be
relevant to make inquiries of legal or technicaispanel.

Inquiry is generally not sufficient appropriate @snce on its own. In order to obtain
sufficient appropriate evidence, inquiry is perfeatogether with other types of
procedures. Inquiry is most effective when conddietéh relevant and
knowledgeable persons, ie persons in positionsithfosity who are authorised to
speak or give opinions on behalf of the entity.
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7.1.4 Confirmation

113.Confirmation is a type of inquiry and involves abiag, independently from the
audited entity, a reply from a third party in redjgo some particular information. In
compliance audits, confirmation may involve theitarcobtaining feedback directly
from beneficiaries that they have received the tgranother funds that the audited
entity asserts have been paid out, or confirmiag fimds have been used for the
particular purpose set out in the terms of a goafinding agreement. Confirmation
may also involve receiving guidance from the legjisle as to how a specific piece
of legislation is meant to be interpreted.

114.Written confirmations may also be obtained from agament in regard to oral
representations made during the audit. These winittanagement representations
may, for example, relate to:

a) Management's assertion of compliance with a relepi@ce of legislation, the
terms of an agreement, etc

b) Management's disclosure of all instances of nongdiamce of which it is
aware

c) Management having provided the auditor with congpietormation about the
subject matter.

7.1.5 Re-performance

115.Re-performance involves independently carryingtbaetsame procedures already
performed by the audited entity. Re-performance begone manually or by
computer assisted audit techniques. For exampde, fda studies may be performed
to test whether the audited entity made the codecisions or provided the
appropriate service in accordance with the relevatdria. Process steps may be re-
performed to test the appropriateness of visassident permits issued, or the
exercise of budget authority. If the criteria foakmg child benefit payments involve
payments to parents with children under a certge the audited entity's selection
of recipients from a public database may be regoeréd by public sector auditors
using computer assisted audit techniques to tesa¢huracy of the entity's process.
Also, if the selection of bids from a tender praciessdependent upon meeting certain
criteria, the bid selection process may be re-peréal to test that the correct bids
have been selected. Where highly technical madrersnvolved (for example re-
performance of pension calculations or engineemiogels), experts may be
involved.

7.1.6 Analytical Procedures

116. Analytical procedures involve comparing data, mestigating fluctuations or
relationships that appear inconsistent. In compgaauditing, such procedures may,
for example, involve comparing an increase in pembienefits payments from one
year to the next with demographic information sashhe number of citizens having
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reached retirement age within the last year. Ifditeria relate to the terms of an
agreement which state, for example, that projentlifug is provided based on
performance levels such as the number of job plaotgsrmade, then any changes in
project funding might be compared to changes inleynpent statistics.

117.Regression analysis techniques or other matherhaigthiods may assist public
sector auditors in comparing actual to expectedites

118. Further guidance related to evidence and evideatteegng procedures may be
found in:
ISSAIs 1330, 1450, 1500, 1505, 1520, 1530, 16101&20
INTOSAI's Implementation Guidelines for Performaragliting Part 4 and
Appendix 3
IFAC's Assurance Framework and ISAE 3000

7.2 Documentation

119.The Fundamental Auditing Principles state that eevidence gathered must be
adequately documented (ISSAI 300, 3.5.5 and 3.B&jumentation in regard to
compliance audits includes documenting sufficienttters that are significant in
providing evidence to support the conclusions drawah the report issued. The audit
documentation should be sufficiently complete aethited to enable an experienced
auditor, having no previous connection with theigud understand what work was
performed in support of the conclusions (ISSAI 388,7).

120.Documentation takes place throughout the entiré @uolcess. Public sector auditors
prepare compliance audit documentation on a tirbasys, and maintain such
documentation which records the criteria usedwtbek done, evidence obtained,
judgements made and review performed. Public sectditors prepare relevant audit
documentation before the auditor's report is issAedit documentation is retained
for an appropriate period of time.

121. Further relevant guidance for documenting compkasuedits may be found in:

ISSAI 1230

INTOSAI's Implementation Guidelines for Performaragliting Appendix 3
IFAC's ISAE 3000
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7.3 Communications

122.Good communication with the audited entity througiitbhe audit process may help
make the process more effective and constructisear@unication takes place at
various phases and at various levels, for example:

a) During the initial planning phase, including dissing) with the appropriate
level of management, and those charged with gomemas appropriate -
within the limits of laws and regulations - the dwdrategy, timing, logistics,
responsibilities, suitable audit criteria and otekerments of planning

b) During the performance phase and throughout th#, ancuding gathering
evidence and making inquiries of relevant persenapgpropriate. Any
significant difficulties encountered during the @uds well as instances of
material non-compliance are promptly communicatethé appropriate level
of management, or to those charged with governditer less significant
findings that are not deemed material, or do natavd inclusion in the public
sector auditor's report, may also be communicatedanagement during the
audit. Communicating such less significant findingsy also help the audited
entity to remedy instances of non-compliance araidasimilar instances in
the future. For this reason, many public sectoitatglcommunicate all
identified instances of non-compliance to manageémen

c) During the reporting phase, including issuing \eritteports on a timely basis
to the intended users, the audited entity and sthgappropriate

123.Some SAls can, according to their audit mandatgrahe audited entity to correct
identified instances of non-compliance. In doingmablic sector auditors determine
whether their independence and objectivity willitogaired, and take appropriate
action to avoid such impairment.

124.Further relevant guidance on communication maybed in:
ISSAI 1260

INTOSAI's Implementation Guidelines for Performardaediting Appendix 4
IFAC's ISAE 3000

7.4 Considerations related to the Reporting of SuspeatieUnlawful Acts

125.While detecting potential unlawful acts, includifnigud, is normally not the main
objective of performing a compliance audit, pulsictor auditors do include fraud
risk factors in their risk assessments, and rerakairt for indications of unlawful
acts, including fraud, in carrying out their work.

126.In performing compliance audits, if public sectaddors come across instances of
non-compliance which may be indicative of unlawdats or fraud, they exercise due

32



127.

128.

129.

130.

131.

professional care and caution so as not to intexiath potential future legal
proceedings or investigations. Public sector awslifmay consider consulting with
legal counsel or appropriate regulatory authoriiSAIl 300, 3.4.7). Furthermore,
they may communicate their suspicions to the apatgplevels of management or
to those charged with governance, and then follpwowascertain that appropriate
action has been taken. In regard to instancesmeitompliance related to fraud or
serious irregularities, because of the differenhdades and organisational structures
that exist internationally, it is up to the SAldetermine the appropriate action to be
taken (ISSAI 400, 4.0.7Db).

Due to the inherent limitations of an audit, thisran unavoidable risk that unlawful
acts, including fraud, corruption or theft may acand not be detected by public
sector auditors. Fraud may consist of acts desigmadentionally conceal its
existence. There may be collusion between managesraployees or third parties,
or falsification of documents. For example, it & reasonable to expect public
sector auditors to identify forged documentatiosupport of claims for grants and
benefits, unless they are reasonably obvious fagein addition, public sector
auditors may not have investigative powers or ggiitaccess to individuals or
organisations making such claims.

Only a court of law can determine whether a paldictransaction is illegal.
Although public sector auditors do not determinarifillegal act has occurred, they
do have a responsibility to assess whether thedcions concerned are in
compliance with applicable laws and regulations.

Fraudulent transactions are, by their nature,mabmpliance with the applicable
law. Public sector auditors may also determine tifagisactions where fraud is
suspected, but not yet proven, are not in compdiavith the applicable law.
Material unlawful acts normally result in a moddiaudit opinion or conclusion.

If suspicion of unlawful acts arises during the igysublic sector auditors, where
permitted by law, may communicate to the approerietels of management and
those charged with governance. In this case, tblosred with governance are
likely to be ministerial or administrative bodigglner up in the reporting hierarchy.
Public sector auditors follow up and ascertain thahagement or those charged
with governance have taken appropriate actionspasse to the suspicion, for
example by reporting the incident to the relevamt €nforcement authorities. Public
sector auditors may also report such incidenttlyréo the relevant law
enforcement authorities.

Further guidance on considerations when dealinly suispected fraud may be found
in:
ISSAI 1240
INTOSAI's Implementation Guidelines for Performaragditing Part 3,
Subsection — Compliance with laws and regulations
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8 Evaluating Evidence and Forming Conclusions

8.1 General Considerations on Evaluating Evidence anddfming
Conclusions

132.

133.

134.

135.

136.

Public sector auditors evaluate whether the evie@ftained is sufficient and
appropriate so as to reduce audit risk to an aabgplow level. This evaluation
includes exercising professional judgement andgsibnal skepticism, and
consideration of evidence that both supports, aeds to contradict, the subject
matter information.

Evidence obtained is evaluated in relation to idiedt materiality levels in order to
identify potential instances of material non-coraptie. Determining the significance
of findings is based on the concept of materialgyset out above. Findings from
compliance audits must also be placed in propepeetive, for example reported
instances of non-compliance may be based on théauaf cases of non-
compliance or the related monetary value (ISSAI, 400.19). SAls operating in a
Court of Accounts environment have the abilityeader judgement on the accounts.
In cases of non-compliance, this may result in isipg reimbursements, fines or
other penalties.

Public sector auditors evaluate whether, baseti®@evidence obtained, there is
reasonable assurance that the subject matter iafammis in compliance, in all
material respects, with the identified criteria.elxo the inherent limitations of an
audit, public sector auditors cannot be expecteatktect all occurrences of non-
compliance.

Public sector auditors' assessment of what repiesematerial compliance deviation
is a matter of professional judgement and inclubesiderations of context as well
as quantitative and qualitative aspects of thesaations or issues concerned.

A number of factors are taken into account in ajpglyprofessional judgement to
determine whether or not the non-compliance is nat&uch factors may include
the:

a) Importance of amounts involved (monetary amountstioer quantitative
measures such as number of citizens or entitiegvad, carbon emissions
levels, time delays in relation to deadlines, etc)

b) Circumstances

c) Nature of the non-compliance

d) Cause leading to the non-compliance

e) Possible effects and consequences non-compliangéava
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f) Visibility and sensitivity of the program in questi, (for example, is it the
subject of significant public interest, does it empvulnerable citizens, etc)

g) Needs and expectations of the legislature, theipoblother users of the audit
report

h) Nature of the relevant authorities

i) Extent or monetary value of the non-compliance

137.Some examples of compliance deviations and coretidas related to materiality
and forming conclusions are set out in Appendix 6.

138. Further guidance on forming conclusions may be daan
ISSAI 1700
INTOSAI's Implementation Guidelines for Performaragliting Section 4.5
IFAC's ISAE 3000

8.2 Written Representations from Responsible Officials

139.1n evaluating evidence and forming conclusionsttemi representations may be
obtained, as considered necessary in the circugesato support audit evidence
obtained by public sector auditors. Such representamay state that the activities,
financial transactions and information reflectedha financial statements of the
entity are in compliance with the authorities whgdvern them, or that particular
control systems have functioned effectively thraugtthe period under audit.

140. Further guidance on written representations mafptsed in ISSAI 1580.

8.3 Subsequent Events

141.Public sector auditors perform audit proceduregetermine if there are events that
have occurred after the completion of the field kvand up until the date of the
compliance audit report that may result in mater@ai-compliance, and therefore
may require particular disclosure or may impactabditor's conclusion or report.
Such procedures normally involve inquiry, obtainwgtten representations from
management or reviewing relevant correspondenagjtes from meetings,
published reports or financial information for segsent periods (monthly,
guarterly) etc. The amount of subsequent eventk dane may depend on the
nature of the matters involved and the elapsed tieteeen the completion of field
work and the issuance of the report.

142.Further guidance on subsequent events may be found

ISSAI 1560
IFAC's ISAE 3000
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9 Reporting

143.Reporting is an essential part of a public seatiolitaand involves reporting
deviations and violations so that corrective actioray be taken, and so that those
accountable may be held responsible for their astido this end, the Fundamental
Auditing Principles state that a written reporttisg out findings in an appropriate
form, should be prepared at the end of each alg&#Al 400, 4.0.7a).

144.The principles of completeness, objectivity andefimess are important in reporting
on compliance audits. Public sector auditors talte to ensure that reports presented
are factually correct, and that findings are presgim the proper perspective and in
a balanced manner. This involves applying the glacf contradiction which
involves checking facts with the audited entity amobrporating responses from
responsible officials as appropriate.

9.1 Form and Content of Compliance Audit Reports

145.The form of the written report may vary dependimgtloe circumstances. However,
some consistency in the auditor's report may hegpsuof the report to understand
the audit work done and conclusions reached, amtktdify unusual circumstances
when they arise.

146.The factors that may influence the form of the cbamge audit report are numerous.
These factors include, but are not limited to,ttendate of the SAl, applicable
legislation or regulation, the objective of thetmadar compliance audit, customary
reporting practice and the complexity of the repdiissues. Furthermore, the form
of the report may depend on the needs of the ienders, including whether the
report is to be submitted to the legislature ootteer third parties such dsnor
organizations, international or regional bodiedfjrmancial institutions.

147.Depending on the abovementioned factors, a SAlfmdyit appropriate to prepare
either a short form report or a long form repoudnt form reports (sometimes
referred to as ‘compliance audit special repageierally describe in detail the audit
findings and conclusions, including potential cansnces and constructive
recommendations, while short form reports are ncorelensed and generally in a
more standardized format. When compliance augiérformed together with the
audit of financial statements, an opinion on coampte may form part of the
auditor's report on the audit of the financialata¢nts. In such cases, the opinion on
compliance is clearly set apart from the opiniortlmfinancial statements and from
the 'report on other legal and regulatory requimrgisiencluded in ISA 700.

148.Guidance is given below on the form and contemepbrts. For the practical
purposes of these guidelines, the illustrative gdlamprovided in Appendices 7-12
are short form reports. Due to the lengthy natdilertg form reports, specific
examples have not been included in the guidelines.
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149. In cases where the mandate of the SAIl establskeasn of reporting that differs
from that envisioned in these guidelines, the dinds may, nonetheless, be useful
to public sector auditors and may be applied, athps appropriate in the particular
circumstances.

9.1.1 Compliance Audit Reports

150.In general, the compliance audit report itself uids the following elements
(although not necessarily in the following order):

1. Title
2. Addressee
3. Objectives and scope of the audit, including theetperiod covered

4. Identification or description of the subject maitgormation (and where
appropriate, the subject matter)

5. Identified criteria

6. Responsibilities of the various parties (legal ®asi

7. ldentification of the auditing standards appliegherforming the work
8. A summary of the work performed

9. An opinion

10.Responses from the audited entity (as appropriate)
11.Recommendations (as appropriate)

12.Report date

13. Signature

151.Guidance on elements of a compliance audit repattwarrant significant
consideration by public sector auditors are sebeldw.

9.1.1.1 Identified Criteria

152.The criteria against which the subject matter seased are identified in the auditor's
report. In performing compliance audits, the créenay differ greatly from audit to
audit. Clear identification of the criteria in tbempliance audit report is therefore
important so that the users of the report can wstded the basis for public sector
auditors' work and conclusions. The criteria maynotided in the report itself, or
the report may make reference to the criteriagf/tare contained in an assertion
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from management, or otherwise available from ailgadcessible and reliable
source.

153.In cases where the criteria are not readily idexitié, or have had to be derived from

9.1.1.2

relevant sources, the criteria applied in the aaiditclearly stated in the relevant
section of the auditor's report. In cases wheretiteria are conflicting, the conflict
is explained. In such a case, the potential coressmps of the situation are explained
to the extent possible and recommendations areded\as appropriate.

Opinions and Conclusions

154.For items tested for compliance based on a reatmaaburance audit, the

conclusion is expressed clearly as a statemerifiye assurance. When
compliance audit is performed together with theitanidfinancial statements, the
conclusion may take the form of an opinion (se¢icedelow on reporting on
compliance audit related to the audit of finansiatements). The nature of the
wording may be influenced by the mandate of the &#d the legal framework
under which the audit is conducted.

155.Where no material instances of non-compliance ha&es identified, the conclusion

is unqualified. An example of the form for an unlifted opinion or conclusion
(where appropriate wording is inserted in the bedlas applicable) may be as
follows: 'Based on the audit work performed, we found ttteg fudited entity's
subject matter information] is in compliance, irh mlaterial respects, with [the
applied criteria].'

156. Public sector auditors modify their conclusionsrappately in cases of:

a) Material instances of non-compliance. Dependingherextent of the non-
compliance, this may result in:

i. A qualified opinion or conclusiorBased on the audit work performed,
we found that, except for [describe exception],dbdited entity's
subject matter information is in compliance, inmkhterial respects
with [the applied criteria]...") or

ii.  An adverse opinion or conclusi¢Based on the audit work performed,
we found that the subject matter information isinatompliance...;)
or

b) Scope limitation. Depending on the extent of thatktion, this may result in:

I. A qualified opinion or conclusionBased on the audit work performed,
we found that, except for [describe exception],dbdited entity's
subject matter information is in compliance, inmbhterial respects
with [the applied criteria]...") or

ii.  Adisclaimer('Based on the audit work performed, we are unétle
and therefore do not express a conclusion...")
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157.

158.

9.1.1.3

159.

9.114

160.

9.1.15

Public sector auditors provide information as @ thasons for the modified
conclusions. This may be done by describing thequéar instances of significant
non-compliance in the report, for example in a geaph or section preceding the
conclusion and that describes the basis for thatlasion.

Public sector auditors may conclude that thereniseal to elaborate on particular
matters which do not affect the compliance opiraoconclusion. In these
circumstances, public sector auditors discloseetiestters through the use of an:
a) Emphasis of Matter paragraph (when the matterdaseuted and disclosed in
the financial statements and is not materially tatssl, for example to
highlight a systematic weakness or an uncertaiepeddent on future events
such as when a competent authority has yet tordaterif an item complies
with the law); or
b) Other Matter(s) paragraph (for matters other thasée presented and
disclosed in the financial statements, and nottffg the opinion or
conclusion on compliance, for example the needheilegislature to take
action when a conflict between different sourcekafhas been identified).

Examples are set out in Appendix 11.

Responses from the Audited Entity

Incorporating responses from the audited entitydpprting the views of responsible
officials is part of the principle referred to & tprinciple of contradiction. The
principle of contradiction is a unique and impottgature of public sector auditing.
It relates to the presentation of weaknesses ticalrfindings in such a way as to
encourage correction (ISSAI 400, 4.0.20 and 4.0.PHis involves agreeing the facts
with the audited entity to help ensure that theya@mplete, accurate and fairly
presented. It may also involve, as appropriat@rparating the audited entity's
response to matters raised, whether verbatim sunmmary.

Providing Constructive Recommendations

The Fundamental Auditing Principles also emphatizeneed for reports to be
constructive. This means that the auditor's repay include, as appropriate,
recommendations designed to result in improvem#&iksle such recommendations
may be constructive for the audited entity, thegusth not be of such a detailed
nature that the public sector auditor's objectiwiigy be impaired in future audits.
(ISSAI 400, 4.0.4, 4.0.20 and 4.0.25)

Report Date
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161.The report is dated no earlier than the date pwsielator auditors have obtained
sufficient appropriate audit evidence to suppoetdpinion or conclusion.

9.1.1.6 Signature

162.The report is signed by the person with appropaatdority to represent the SAI.
This may be the Auditor General, an authorizedceffior possibly co-signatures of
two officers to whom appropriate authority has bdelegated.

9.1.1.7 Limited Assurance Reports

163. These guidelines are written from the perspectiveasonable assurance audits.
However, on an exceptional basis, they may be egppiidapted as appropriately, to
limited assurance reviews. As explained in the ss®ztion of these guidelines, in a
limited assurance review, the conclusion (with appate wording inserted in the
brackets as applicable) is normally expressed lasss: ‘Nothing has come to our
attention that leads us to believe that [the awtlgatity's subject matter
information] is not in compliance, in all materiegspects, with [the applied
criteria).’

164. Limited assurance reviews require a sufficient amiad work to be done in order to
express a conclusion, albeit less work than theg¢seary to express a conclusion
with reasonable assurance. Nonetheless, publiorsaatlitors evaluate whether
sufficient, appropriate audit evidence has beenionbtl in order to express a limited
assurance conclusion.

165.In the special circumstances where limited ass@ranmpliance audit work is
performed as part of a reasonable assurance duaiaincial statements, the limited
assurance on compliance is clearly stated in tdéals report and set apart from the
opinion on the financial statements. An examplarofuditor's report with a
reasonable assurance opinion on the financialnstatts and a limited assurance
conclusion on compliance is set out in Appendix 12.

9.1.1.8 Incidental Findings

166. Public sector auditors may often come across exasygilnon-compliance in
connection with other types of audit work beingfpened. Even though the auditor
was not actively looking for the existence or alegeof the particular condition,
public expectations might influence the decisionefoort such incidental findings.
Although public sector auditors may report sucldifigs, these findings are outside
the scope of the compliance audit. Unless the sobfiee audit is re-evaluated and
the incidental findings are incorporated into ting@ng compliance audit, the
auditor does not obtain or provide reasonable asserwith respect to the existence
or absence of the condition related to the incialdintdings. It may, however, be
possible to express a conclusion with limited amsce depending on the
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circumstances. In any event, when such situatiocsmsegorted, it is important to
inform the reader of the relevant assurance leealspnable or limited), if any.

9.1.2 Reporting on Compliance Audit related to the Auditof Financial Statements

167.When performing compliance audit related to thetaafdinancial statements, the
conclusion on compliance with authorities may lmrporated as a compliance
opinion in the auditor's report on the financiatsments. In some cases a separate
compliance audit report may be issued. Guidancaualitor's reports on the financial
statements is set out in the ISSAI 1700 and 1866ssd-urther guidance on separate
compliance audit reports is provided in ISSAI 4188mple reports including
compliance opinions are set out in Appendices 7-11.

9.1.2.1 Unmodified Compliance Opinions

168.When public sector auditors conclude that the #is; financial transactions and
information reflected in the financial statements, an all material respects, in
compliance with the authorities which govern themunmodified opinion is
expressed.

9.1.2.2 Modified Compliance Opinions

169.When public sector auditors conclude that therevaaterial compliance deviations,
the opinion expressed is either:

a) qualified (if compliance deviations are materialf hot pervasive, or if
public sector auditors are unable to obtain su#fiti appropriate audit
evidence, and the possible effects are materiahdipervasive); or

b) adverse (if compliance deviations are material @grdasive).

170.When public sector auditors are unable to obtafficgent, appropriate audit
evidence on compliance with authorities, and thesiide effects are material and
pervasive, public sector auditors disclaim an agiron compliance.

171.When the compliance opinion is modified, the readon the modification are
explained in an appropriate 'Basis for the Modifiguinion' paragraph. Some
examples of modified compliance opinions are pregith Appendices 8-10.

172.When the compliance opinion is modified, publictseauditors consider the wider

implications for the financial statements as a whaid for the auditor's opinion
thereon.

9.1.2.3 Additional Reporting Considerations

173.In addition to the auditor's report on the finahstatements (which may include
opinions on both the financial statements and c@npé), in some cases a SAl may

41



issue a more detailed compliance audit specialrtepbe purpose of such a report
may be to provide the legislature, public accogotamittee or similar committee of
the legislature, the audited entity, or other bsdiearged with governance as
appropriate, with a detailed explanation beyond g¢ingen in the auditor's report on
the financial statements. Public sector auditgoenesuch compliance issues in
sufficient detail to enable the relevant usersrapprly understand and consider
these matters. Further guidance on compliance apddial reports is set out in
ISSAI 4100.

174.1n other cases, SAls may issue a report with aniopion compliance which is
separate from the auditor's report on the finarstetements. When such a separate
report with an opinion on compliance is issued,ljpidector auditors may include
appropriate references to the separate reporeiaulitor's report on the financial
statements.

175. Further guidance on reporting may be found in:

ISSAI 1700, 1705 and 1706
INTOSAI's Implementation Guidelines for Performaragliting Part 5
IFAC's ISAE 3000 and International Standard on BeMEngagements 2400

9.2 Follow-up Processes

176.The Fundamental Auditing Principles place emphasithe reporting of
constructive recommendations and additional follgnas necessary in regard to
correction of identified weaknesses (ISSAI 400,260 The need for any follow-up
of previously reported instances of non-compliandkevary with the nature of the
non-compliance and the particular circumstancess ifay include formal reporting
by the auditor to the legislature, as well as ®ahdited entity or other appropriate
bodies. Other follow-up processes may include rsporternal reviews and
evaluations prepared by the audited entity or streefollow-up audit, conferences
and seminars held for, or by, the audited entity, la general, a follow-up process
facilitates the effective implementation of correetactions and provides useful
feedback to the audited entity and to the usetkeofeport and to public sector
auditors in planning future audits. Follow-up preges may be set out in the mandate
of the SAI.

177.Further guidance on follow-up processes may bedaan

INTOSAI's Implementation Guidelines for Performaragliting Part 5.5
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10 Additional Guidance for Public Sector Auditors Operating in a
Court of Accounts Environment

178.Because of the jurisdictional status conferred Ais $hat operate in a Court of
Accounts environment, such SAIls have the powek&patse judgements and
decisions over the accounts and over responsibé®pg, including accountants and
administrators (ISSAI 100, 1.0.21).

10.1 Performing Audits in a Court of Accounts

179.When performing compliance audits of individual peilaccounts or of the general
state budget, public sector auditors in a CouAarfounts environment also:

a) Obtain reasonable assurance about whether themafmm presented in the
individual public accounts and the underlying tect®ons are in compliance,
in all material respects, with the authorities thavern them

b) Determine whether the execution of the state bulkgeteen carried out in
compliance, in all material respects, with the attles governing it and with
individual public accounts, and

c) Report the findings to the appropriate parties

180.The unique jurisdictional status described abovg afso give rise to the need for
additional considerations by public sector auditipsrating in a Court of Accounts
environment when planning and performing complisaegits. Such matters may
include:

a) ldentifying the person(s) who may be held respdadir acts of non-
compliance due to the potential legal implicatitims SAI's judgement may
have on such persons. Public officials may be petdonally liable for the
loss or waste of public funds, requiring them teaethe full amount of any
such losses.

b) Taking into consideration the applicable prescvgtperiod, the actions
interrupting prescription of personal liability atite exact time period for
which public officials may be held liable.

c) Distinguishing personal liability for acts of nonrapliance from the liability
for unlawful acts (suspected fraud). For unlawfttsghere may be a need to
perform additional audit procedures.

d) Liaising with prosecutors and police as appropriatenderstanding the
audited entity and its environment, assessing n$k&n-compliance, dealing
with instances of non-compliance that may indi¢edad, and reporting on
such matters
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e) Considering the need for additional levels of, arenformalised procedures
for quality control

f) Performing inquiry in written form (as opposed talty)
g) Ensuring that audit documentation complies witevaht rules of evidence
h) Communicating in a highly formalised manner

1) Including in the report the explicit criteria agstinvhich public officials may
be held liable, including any amounts likely toibeolved

j) Considering the most appropriate form of conclusjancluding
recommendations, identification of damages, or ttorgers that may lead to
a formal discharge of responsibility or to a forrdatermination of liability

10.2 Communicating and Enforcing the Law

181.Public sector auditors in Court SAls also commuei@@mpliance issues that may
result in legal action, damages or prosecutioraforiminal offence to the judge,
attorney or section responsible for dealing witlhgement issues within the Court, or
to other bodies as appropriate. In addition, C8és may also communicate
remarks of a more general, or informative natuseltang from the audit work to
appropriate officials of the audited entity.

182.When enforcing the law regarding public officiadgcisions taken by Court SAls are
subject to:
a) Due process of law and public hearing

b) Public disclosure
c) Communication to appropriate law enforcement altiiesrwhen there is

evidence of a criminal offence

10.3Processes in Various Models of Courts of Accounts

183.For SAls operating in a Court of Accounts environinéhe work performed may
involve various phases including audit, instructéond formal judgement.

184.Some SAls operating in a Court of Accounts envirentriollow the audit process as
it is described in these guidelines. However, feitgg the planning, performance
and evidence gathering phases, there may thendioad! and specific issues that
may lead to opening the process of instructiontaralfinal formal judgement.
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185.In the event a judge or attorney decides on instrg@ case, the objective of
instruction is to gather enough evidence on th# guinnocence of the public
official who allegedly caused a damage, so asltaved judgement to be made.

186.1n some SAls operating in a Court of Accounts emwvinent, the auditors may also
act in the role of judges and may be empowereato &dudit and give formal
judgements. In these cases, the instruction plsaame integral part of the audit
planning, performance and evidence gathering phasehk that the audit is planned
with a view to covering all these phases.
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Appendix 1 - Examples of Subject Matters, Subject Mtter
Information and Criteria in Compliance Auditing

The follow table is intended to give examples difjeat matters, subject matter information
and relevant criteria. The list is not intendedbéoan exhaustive overview. The particular
subject matter, subject matter information ancedatwill vary depending on a variety of
matters such as the mandate of the SAI and thetogeof the particular audit.

Subject matter Subject matter information | Criteria

1 | Financial performance| Financial information such | Relevant budget legislation
and use of appropriatedas financial statements such as an appropriations act
funds
Approved budget
This may involve
budget execution,
including testing that
funds have been used
in accordance with the
purposes and intentions
as decided by the
legislature. In many
SAls this type of
compliance audit may
be related to regularity
audit, including the
audit of financial
statements.

More specific guidance
on this particular topic
is included in Appendix

1-A.
2 | Financial performance| Project financial information Relevant legislation relating tg
for example revenues | / project accounts use of federal government
in the form of: funds (eg a 'single audit act')
* project funds
from donor The mandated activities of the
agencies audited entity
» funds from
federal The terms of the funding
governments agreement

e other similar
types of funds
and how they have
been used
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Subject matter

Subject matter information

Criteria

Financial performance
for example revenues
in the form of grants,
and how the revenues
have been used

Financial information relatec

to the use of the grant

audited entity

The terms of the grant
agreement

Financial performance
for example revenues
or expenditures in
accordance with a
contract or loan
agreement, and how
they have been used

Financial information relateq

to the contract or loan
agreement

| The terms of the contract or
loan agreement

Procurement

Financial information

Relevant prement
legislation and regulations
(national and international)

The terms of a contract with g
supplier

Expenditures

Financial information

Statement of compliance

Relevant budget legislation
such as an appropriations act

Other relevant legislation
Relevant ministerial directives
government policy
requirements and resolutions
of the legislature

The terms of a contract

] The mandated activities of the

174

Program activities

Activity indicators or repor

[Relevant agreed levels of
performance such as those s¢
out in laws and regulations,
ministerial directives, goals
agreed by the legislature or th
entity, international treaties,
protocols, conventions or
agreements, a service level
agreement, the terms of a
contract, generally establishe
industry standards, or

e

reasonable public expectatior

S.
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Subject matter

Subject matter information

Criteria

For example:
- number of kindergarten

- number of qualified nurses

places related to number ¢
eligible children

and doctors per number of

citizens
. number of miles of road
paved

- humber of months require
to process benefit paymen

or building permits
. frequency and quality of

accounting information to

be provided by a service
organisation
- number of building

inspections to be performe

within a particular time
period

. measures of results relate

to water quality, etc.

—

d

-

8 | Service delivery A statement of service Relevant legislation or
delivery directives
Publicly reported
information
9 | Probity of a public Citizen complaints register | Relevant legislation or
administrative decision directives
Publicly reported
information
10 | Corporate Social A statement of compliance | Relevant legislation or
Responsibility (CSR), | with CSR (or lack thereof) | directives in areas such as
for example the audit human and civil rights, gende
of publicly funded equality, workplace,
projects in developing environment, etc.
countries
11 | Behaviour / Propriety A statement of compliance,Relevant legislation or

for example a statement of
independence (legal
competence).

directives covering behaviour

of public sector officials

A code of ethics or internally
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Subject matter

Subject matter information

Criteria

In the public sector this
'statement’ may sometimes
be implicit and related to the
concepts of probity and
propriety. (see section on
criteria above).

14

developed code of conduct.

Stated values or leadership
principles

Internal policies, manuals anc
guidelines

The terms of reference of the
organisation, the bylaws or
similar

The terms of a contract (eg
agreed confidentiality or
guarantine arrangements
subsequent to certain
employment situations)

12 | Membership A statement of compliance Agreed terms of membprsHh
obligations
13 | Processes related to | A statement of compliance | Relevant occupational health

health and safety

Financial transactions

and safety legislation, for
example, related to handicap
access

Policies, processes, manuals
guidelines etc

14

Processes related to
environmental
protection

A statement of compliance

Financial transactions

Relevant environmental
legislation, for example,
related to water quality, waste
disposal or carbon emissions
levels

The terms of international
environmental treaties,
protocols, conventions or
agreements

Policies, processes, manuals
guidelines etc

15

Internal control
processes

A statement of compliance

An internal control framework

for example COSO, CoCar

COSO - Committee of Sponsoring Organizations offteadway Commission. CoCo = Criteria of ControbBl, The Canadian
Institute of Chartered Accountants.
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Subject matter

Subject matter information

Criteria

Financial transactions

similar, or internal control
requirements set out in
relevant legislation or
generally accepted within a
jurisdiction

Policies, processes, manuals
guidelines etc

16

Processes particular tg
the entity's activities
and operations, such a
payment of pensions g
social benefits,
processing passport of
citizenship
applications, assessing
fines or other forms of
penal sentences

A statement of compliance

sFinancial transactions
;

Relevant legislation or
directives

Policies, processes, manuals
guidelines etc

17

Physical characteristic

~

D

A specifications docunuer
the physical object itself

tA building code (size, height,
purpose, density measures fo
a particular zoned area, etc)

The terms of a construction
contract, or other type of
contract

18

Tax revenues, taxpaye
obligations or other
obligations involving
reporting to regulatory
authorities

rindividual or corporate tax
returns

Other tax forms submitted tg
regulatory authorities (such
as VAT forms, reporting
forms for agencies operatin
within regulated industries
such as banking and financg

Relevant legislation or industf
specific codes

D A tax code, revenue code or
similar

D

pharmaceuticals, etc)
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Appendix 1-A — Examples of Audit Criteria when Compiance
Audit is Performed together with the Audit of Financial
Statements

The following are illustrative examples of auditeria that may be applied when examining
whether the income and expenditures of the aueigitly are in compliance with authorities,
including budget legislation.

Income and revenues

1. constitutional provisions or other basic principtescerning the government's
authority to impose taxes, demand fees or sell gaod services or real estate

2. provisions of tax law determining the object ofati@n

3. provisions on the calculation of taxes, customeduéind other levies

4. provisions on the systems and procedures to withaod collect taxes

5. provisions on tax control

6. provisions and principles of budgetary, competitomther law regulating sales of
goods and services or real estate by public adib®ri

7. provisions and principles on the proper calculatbprices and fees

8. budget appropriations to obtain income

9. provisions or common practice that serves to preeemuption and ensure that sales

of goods, services and real estate are processmaythtransparent procedures in
accordance with principles of legality and equality
10. principles that serve to maximize revenue and preless of payments
11.provisions and principles regarding the terms gihpent, the access to give credit,
demand guarantees and on the collection of debts

Operational expenditures

1. principles that serve to ensure economy and effftgidy optimizing the number and

composition of the staff

provisions regulating the salaries, pension andrattmuneration of staff

provisions regulating the number and categoriestadf that may be employed

provisions and principles on reimbursement of pessexpenses of staff

provisions and principles of budgetary, competitoorother law on the procedures of

public procurements

provisions and principles for acquiring goods aex/ises

principles on rights and obligations in contractd arovisions of agreements with

suppliers of goods and services

8. provisions, principles and common practice limitthg use of funds for external
representation or internal staff purposes

9. provisions and principles regarding housing reausl rental and leasing of goods

10. provisions and common practice regarding the pnaeesdfor processing of payments
and internal controls

abrwn

N
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Expenditure on construction, infrastructure, IT-systems and other large scale

investments (in addition to operational expenditurg

1.
2.

provisions in regard to feasibility studies, prajeg and budgeting

provisions and principles of sound management bfipfunds concerning public
tenders and the choice of suppliers

industry standards and standard contracts

principles concerning contracting provisions, sopmgject management and budget
control

provisions and principles of adequate quality managnt in the
construction/development phase and at deliverance

measures against corruption and uncompetitive hetiav

Grants, entitlements, quarantees and other financlaontributions to enterprises,

organisations or individuals

=

o0k w

o~

provisions on the purpose of the scheme and liomteow the funds may be used
principles of equality, objectivity and transpangmt the process of inviting
applications and allocating grants

criteria of eligibility

provisions regarding accounting, control and aafiiecipients

conditions imposed by the administration's decsionagreements with beneficiaries
provisions on the coverage of guarantees and thaittmns under which they should
be paid

provisions on calculation of amounts

provisions on the process of payment including @ concerning advance
payments, subsequent reimbursements and/or tHesétieement
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Appendix 2 — Examples of Sources to be used in Gang an
Understanding of the Audited Entity and Identifying Suitable

Criteria

The following is an illustrative, but not exhaustilst of sources that public sector auditors
may use in identifying suitable audit criteria:

a)

b)

c)

d)

9)
h)
)
)
K)

)

Laws and regulations, including the documentechimas and premises for
establishing such legislation

Budgetary legislation / approved budget or appaimmns

Documents of the legislature related to budgetamslor resolutions, and to
the premises or particular provisions for use gfraped appropriations, or for
financial transactions, funds and balances

Legislative or ministerial directives

Information from regulatory authorities

Official records of meetings of the legislaturebficiaccounts committee or
similar committee of the legislature, or other peiblodies

Principles of law

Legal precedent

Codes of practice or codes of conduct

Internal descriptions of policies, strategic anérational plans and procedures
Manuals or written guidelines

Formal agreements, such as contracts

m) Loan or grant agreements

n)

0)

p)

Industry standards

Well established theory (for example theory for ethihere is general
consensus. Such theory may be obtained, for exarfnghe published
information such as technical literature and meshpdofessional journals, etc,
or through inquiry with knowledgeable sources saskexperts in a particular
field)

Generally accepted standards for a particular @uezh standards are normally
clearly identifiable standards that have their seun some form of legislation

53



ad)

and that are a result of established practice egal brecedent, for example
‘generally accepted accounting principles' in ai@aar country)

For audits of propriety: Principles for sound patsdector financial
management and conduct of public sector officRisciples of conduct may
arise from the legislature's or public expectati@garding the behaviour of
public sector officials. In some cases, these plas may be documented in
only fragmentary ways. They may, in some casey, lmaldefined as a result of
their breach.

Additional sources which public sector auditors mag to obtain an understanding about the
audited entity, its environment and relevant progeaeas may include:

a)
b)
c)
d)
e)
f)
9)
h)

)

The entity's annual report

Legislative propositions and speeches

Websites

Published reports, articles in newspapers or jdsyimgher media sources, etc
Knowledge obtained from previous audits

Information gathered through meetings and othernsamcation

Minutes of Board or other management meetings

Internal audit reports

Official statistics
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Appendix 3 — Examples of Factors Related to AssesgiRisk in
Compliance Auditing

The following are examples of factors that may besidered in assessing risk in a
compliance audit. The list is not intended to bleaestive, and the factors will depend on the
particular audit circumstances.

The Audited Entity's Objective and Mandate

1.

2.
3.
4

Are the audited entity's objective, mandate andllegpacity clearly stated and
readily available?

Have there been recent changes in mandate, olgsaivprogram areas?

Are program areas or relevant subject matterslgletentifiable?

Do program areas overlap considerably with othéties such that there is a risk
of duplication or of fragmentation?

Organisational Structure

1.

2.

HBEOoNO®

=0

12.
. Are there any aspects of organisational structumedould give rise to greater

What is the legal basis of the entity (ministryedtorate, agency etc) and from
where does it derive its authority?

Does the audited entity have clearly defined rales responsibilities, and related
authority attaching to these?

Are these roles, responsibilities and authoritiearty communicated and
understood throughout the entity?

If the entity is part of a hierarchic structuredamother entity is responsible for
supervision of the audited entity, how does sugiesusion take place?

Does the organisation focus on risk assessmentsihthanagement, including
risks of non-compliance, in its operations?

Have there been recent organisational changes?

Are any activities outsourced to other entities?

If activities are outsourced, how is compliance padormance monitored?

Are there other potential risks associated witlsoutcing?

Do personnel have adequate competence and etbkitaviour?

Do personnel seek relevant information and is eséinformation easily
accessible?

Is information communicated on a timely basis & tinganisation?

risk of fraud?
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Political Considerations

1.

2.

w

No ok

©

10.
11.

To which level of government does the particuldrtgelong and does it have
relations to other levels of government?

What are the responsibilities (constitutional dres} of the relevant minister, or
of entity management?

What is experience in dealing with the entity'stpm! vs. administrative
management?

Is there political consensus, or are differing \@eveely expressed?

How is the political management comprised?

What are program areas of political focus, visipiéind sensitivity?

How does the working relationship between politeadl administrative
management function?

Are there any areas of particular public interest?

What is experience in relation to one entity exe@ng unfavourable influence on
other related entities in the public sector hidngfc

Are there any political considerations that coulcegise to greater risk of fraud?
Do laws and regulations contain requirements fditipal neutrality related to
the use of resources and funds, and what is ppstierce in this area?

Laws, Regulations and Other Relevant Authorities

1.

2.
3.

10.
11.

12.

13.

14.

Is it clear which laws, regulations and authoriagply to the audited entity and
the particular subject matter?

Are there overlaps or inconsistencies betweenréifitesets of legislation?

Is the entity a lawmaking body, and if so what iectpzan the lawmaking process
have on the rights of individuals?

If the entity is a lawmaking body, has it delegadeg authority to other entities,
such as regulatory authorities or private secttities?

Is relevant legislation relatively new, or is it hvestablished?

If new, is it clear in terms of form and contentkuhat it may be clearly
understood and applied?

If well established, has legal precedent been stersi such that the legislation is
clearly understood and applied?

Is the relevant program area subject to signifiegupication of judgement in its
operations?

If a significant amount of judgement is appliedths done in accordance with
the intentions behind the laws and regulations?

If a significant amount of judgement is applieditiapplied consistently?

Are other bodies involved in interpreting or suppénting the relevant
legislation?

Has the entity carried out its duties on a timedgib such that individual rights
have not been compromised, and there have notdigeificant negative
financial consequences due to passiveness?

Have channels for complaints and appeals for afteparties been used
appropriately?

Have any individual's / organisation's rights beempromised in any way
through the entity's interpretation and applicabéparticular legislation or
regulations?
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15.

Are there any aspects of laws, regulations or adlaénorities that could give rise
to greater risk of fraud?

Significant Events and Transactions

1.

Are there any significant events or transactioas thay give rise to significant
risks or fraud risks (eg significant procurementtcacts, long term construction
contracts, dealings in financial instruments sucfoaeign exchange contracts,
significant loans or financial speculation, prigation etc)?

Does the entity possess the necessary authoritg@ngdetence to enter into and
carry out significant events and transactions?

Have experts been engaged in connection with signif events and
transactions?

If experts have been engaged, what precautionslieeetaken to ensure their
competence and objectivity?

How is the work of experts monitored?

Management

1.

10.

Is there stability in the management team or hagestbeen changes in key
personnel?

How are members of management recruited (openrandparent processes with
real competition, or token process)?

Is management actively involved in assessing sk ocontinual basis?

Has management considered the consequences ofesharitye entity's
environment and the impact this may have on thé&eaiéntity?

Is management conservative in its approach or maliag to take risks (eg
what is the 'risk appetite’)?

What initiatives has management taken to identiiy avoid significant risks that
could have an adverse impact on the entity?

Are risk evaluations that are performed throughbatentity effectively
communicated to management at the appropriatestevel

Does management actively monitor and evaluatedhserjuences of their
decisions and actions?

Have previous audits identified instances of nomglance, fraud, unlawful
acts, unethical behaviour, management bias, etc?

How does management balance the achievement afgonogpjectives with the
need to manage risk, and ensure compliance witk & regulations etc?
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Appendix 4 - Examples of Risk Factors Related to Rarticular
Subject Matter

Procurement is a typical subject matter for conmgeaaudits. The following table gives some
examples of risk factors relating to a compliangditof procurement. The list is not intended
to be exhaustive. The relevant risks and risk factall vary depending on the subject matter
and the circumstances of the particular audit.

Examples of Risk Factors Related to the Audit of Rscurement

Inherent risk

1 | Lack of relevant procurement legislation

2 | Recent changes to the procurement legislatioto(egnform to international legislation)

3 | Complex or unclear legislation, or legislatiorengor interpretation

4 | Significant monetary amounts are involved suctiedence procurement

5 | Audit findings from the prior year revealed corapte deviations in regard to procurement
legislation and directives

6 | Previous suspicions or instances of fraud andiption involving management and key staff

7 | Inspections by regulatory authorities (eg contjpetiauthorities)

8 | Complaints received from potential suppliers alhufiair practices related to awarding tendefs

9 Potential conflicts of interest

Control risk

1 Lack of good internal guidelines, including lawfkclear and objective criteria

2 Recent changes in general or application contetdged to procurement IT systems

3 Poor quality-control or weak monitoring activitieelated to suppliers

4 Weak or non-existent controls regarding supplesipliance with ethical guidelines

5 Non-existent or poor quality monitoring activtieelated to compliance with relevant
legislation

Detection risk

1 Audit procedures are ineffectively designed (eggrming procedures that only involve
checking transactions that are recorded, and restkitng for completeness; or making
inquiries only of staff in the procurement depamirénd not of others such as administration
or facilities management staff, suppliers or agesithat register complaints)

2 Incentives may lead management to intentionailfhweld or conceal evidence (for example,
suppliers may make bribes or give kickbacks)
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| Possible management collusion or override ofrotsit
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Appendix 5 - Examples of Compliance Audit Procedurg for
Selected Subject Matters

This table shows illustrative examples of possdampliance audit procedures in the areas of
environmental legislation and project funds fronmaioorganisations. It is not intended to be
an exhaustive list of procedures. Audit proceduanast be designed for the particular audit
circumstances and objectives.

Sample audit procedures

Subject matter: Environmental legislation

1 Obtain an overview of relevant environmentalségion to which the entity is
required to adhere.

2 Inquire with management, and internal audit qdieqble, as to the processes and
routines in place to ensure compliance with releeawironmental legislation.

3 Review manuals and systems descriptions to utashelr$he processes and relevant
controls. Document the process and identify keytrodg Test key controls as
necessary.

4 Perform a media search, and other databasepbsabte, to identify previous

instances of non-compliance by the entity.

5 Review any inspection reports, including thosentérnal audit as applicable.
Follow up any areas that may indicate significasks of non-compliance with
environmental legislation.

6 Confirm that the audited entity has necessamnjierand registration certificates as
appropriate. Evaluate procedures to ensure thag ttemain valid and up to date.

7 Review minutes of meetings of environmental, @ailth and safety committees.
Follow up as necessary.

8 Interview selected staff as to their understagaihrelevant policies and
procedures in place, including training, and hoesthprocedures operate in
practice.

9 Inquire with management, and legal counsel aso@piate, as to any previous,

existing or potential environmental liability clasmConsider the causes and
effects/impacts of any such claims.

10 | Observe processes and routines in practice éstpvdisposal — properly stored and
disposed of, etc) and document appropriately (eggobr video evidence may be
relevant)
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Sample audit procedures

Subject matter: Project funds received from a donorrganisation

1

Obtain an overview of the funding agreement andralevant legislation,
directives, mandates, etc to which the entity ¢ggineed to adhere.

Inquire with management, and internal audit gdiegble, as to the processes an
routines in place to ensure compliance with thegeof the funding agreement ar
relevant legislation, directives, mandates, etguire as to routines to ensure
appropriate accounting and disclosure.

nd

Review manuals and systems descriptions to utashel$he processes and relevg
controls related to compliance with such fundingeagients. Document the
process and identify key controls. Test key costed necessary.

nt

Perform analytical procedures for assessing,reskd substantive procedures as
considered necessary. For example, compare amycfalanformation, including
project accounts, with budget and prior year(s)loMoup suspected deviations as
necessary in the circumstances. Review projectuierdsdor unusual or significant
transactions. Follow up as necessary.

Select a sample of transactions related to prépacs. For each transaction
selected, test compliance with the terms of thelifugpnagreement and any releva
legislation, for example:
- requirements related to use of funds

proper approval and authorization

reporting requirements

proper accounting and disclosure, including appab@rccounting

policies and recording transactions in the appatenperiods, etc.

Where project funds have been used for spedifipgses, assess the need to
perform physical inspections. Follow up as appraeti

Review related correspondence, minutes of meegtgto identify any relevant
matters. Follow up as necessary.

Consider the need to obtain any written confiramet from third parties and follow
up as appropriate.

Consider the need to obtain specific written @spntations from management in
regard to the funding agreement.

10

Perform cut-off testing and review after theigetiend as necessary to ensure fu
are accounted for in the appropriate period.

nds
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Appendix 6 - Examples of Compliance Deviations

The following table provides some examples of coamgle deviations and includes
considerations related to materiality and formingausions. The comments related to
materiality and forming conclusions are not intehttebe definitive assessments of whether
the particular example constitutes a material ctanpk deviation or not, but rather to
highlight relevant considerations. The determimatd materiality will depend on the
particular circumstances and the professional jodge of the public sector auditor.

Example of Compliance Deviation Considerations Related to Materiality and

Forming Conclusions

During the year, a government
agency received budget
appropriations through the
Ministry of Education for
national educational purposes.
The agency's grant expenditure
for the year included $10 millior
to overseas high tech
manufacturers.

Based on the legislation governing the governn
agency, the agency did not have the power to n
grants to overseas bodies. The non-compliance
may be material because the grant expenditure
paid out to overseas bodies and was therefore
» in compliance with relevant authorities, nor was
napplied to the purposes intended by the legislat

ent
nake

was
not

it
ure

During the year, a government
agency incurred expenditures @
$100 in excess of the total
expenditure of $5000 authorise
by the budget approved by the
legislature.

In this case, actual expenditures were in excess
famounts authorised through the approved budg
This non-compliance may be material because

dwas a clear violation of clearly established
authorities. Depending on the circumstances,
including the type of expenditures, it may also b
very sensitive in nature.

of
et.

~+

A citizen is entitled to a monthly
pension of $1000. The
government agency has only
been paying out $900 per mont
The payments were also made
after the dates stipulated in the
legislation.

y Although the monetary amounts involved may n
be material to the financial statements of the
government agency, the consequences of the n

hcompliance are likely to be very significant to th
individual pensioner living on a fixed income. If
the non-compliance is due to a system weaknes
the non-compliance may also affect many other
citizens. The non-compliance may therefore be
material in terms of the impact on citizens and
society in general.

ot

on-

D

A single mother is entitled to
monthly child benefits for each
child under age 18. The
government agency has paid o

While this compliance deviation may have been
positive for the recipient, it is not in accordance
with the legislation and its intentions, and may

utherefore be unfair to other beneficiaries. If the
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Example of Compliance Deviation

Considerations Related to Materiality and
Forming Conclusions

child benefits for a 19 year old
child.

non-compliance is due to a system weakness, t
non-compliance may also affect many other
citizens. The non-compliance may therefore be
material in terms of the impact on citizens and
society in general.

The terms of a building code
require annual inspections to bg
performed. The government
agency has not performed
inspections for the past five
years.

The non-compliance may be significant due to
2 ualitative aspects such as safety implications.
Although no particular monetary amounts are
involved, the non-compliance may be material ¢
to the potential consequences it may have on th
safety of the building occupants. In the event of
disaster, there is also a risk that the non-
compliance may result in significant liability
claims which could have material financial
implications for the government agency as well.

ue

a

The terms of a funding
agreement state that the recipie
of the funds must prepare
financial statements and send
them to the donor organisation
by a certain date. The financial
statements have not been
prepared and sent by this date.

The non-compliance may or may not be materia
prikepending on whether or not the financial
statements were subsequently prepared and se
the extent of the delay, the reasons for the dela
any consequences that may arise as a result of
non-compliance, etc.

al

nt,

Y,
the

Significant system weaknesses
were identified in relation to
revenues collected in accordan
with a tax code. The weakness
were due to incorrect
interpretation of the tax code by
the audited entity. Numerous
instances of taxpayers being
assessed more than they were

obligated to pay were identified,

This type of compliance deviation relates to the
due process rights of individual citizens. Certair
ceitizens were being assessed too much tax, wh
eethers were not being assessed at all. Dependi
on the circumstances, and because it involves &
system weakness, the deviation may be both

opinion on compliance would be appropriate.

material and pervasive, in which case an adver:
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Appendix 7 — Example of a Compliance Audit Opinioras part of
the Auditor's Report on the Financial Statements

As explained in the body of this document, the riapg format may vary depending on the
mandate of the SAI, relevant legislation, custonraporting practices, the complexity of the
issues to be reported, etc. However, some consisterihe reporting format may help users
of the auditor's report to understand the workgrened and the conclusions reached, as well
as to identify unusual circumstances when thearis

The following 'short form' report example is fdusgtrative purposes only. Some SAls may
use a 'long form' report where findings are degcriim more detail in the body of the report,
before the conclusion or opinion section. The famd content of the opinion section may
also vary depending on the particular mandate e@SiAl.

Audit Report by the SAI of XXX
[Appropriate Addressee, eg Legislature, Parliametai,
Report on the Financial Statements

We have audited the accompanying financial statéargovernment agency ABC, which
comprise the statement of financial position adextember 31, 20X1, and the statement of
financial performance, statement of changes irasséts/equity and cash flow statement for
the year then ended, and a summary of significecdumnting policies and other explanatory
notes.

Management’'s Responsibility for the Financial Statats

According to[State name of legislation/regulations setting m#nagement's

responsibilities] management is responsible for the preparation eeskptation of these
financial statementsn accordance witfState the applicable accounting standards:
International Public Sector Accounting Standardsnerally accepted government accounting
principles for country XYZ, etc[.his responsibility includes the design, implenagion and
maintenance of internal control relevant to thegppration and presentation of financial
statements that are free from material misstatemérdther due to fraud or error.

Auditor’'s Responsibility

Our responsibility is to express an opinion on ¢@sancial statements based on our audit.
We conducted our audit in accordance f8tate the applicable auditing standards: for

2 Wording is based on ISA 700 and compliance frantksvoommon in the public sector. For wording in
relation to fair presentation frameworks, see |2Q.7
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example the INTOSAI Fundamental Auditing Princigled Guidelines, International
Standards on Auditifggenerally accepted government auditing standéodsountry XYZ,
etc]. Those standards require that we corfiplith ethical requirements and plan and perform
the audit to obtain reasonable assurance abouhetiite financial statements are free from
material misstatement.

An audit involves performing procedures to obtaidiaevidence about the amounts and
disclosures in the financial statements. The prowsiselected depend on the auditor's
judgement, including the assessment of the risksai€rial misstatement of the financial
statements, whether due to fraud or error. In ngaktiose risk assessments, internal control
relevant to the entity's preparation and presertaif financial statements is considered in
order to design audit procedures that are apprepnahe circumstances, but not for the
purposes of expressing an opinion on the effecéissmf internal contrdlAn audit also
includes evaluating the appropriateness of accogmlicies used, the reasonableness of
accounting estimates made by management, as walahsating the presentation of the
financial statements.

We believe that the audit evidence we have obtamedfficient and appropriate to provide a
basis for our opinion.

Opinion

In our opinion, the financial statements of goveentragency ABC for the year ended
December 31, 20X1 are prepared, in all materigeets, in accordance wifBtate the

applicable accounting standards: International Fal$ector Accounting Standards,
generally accepted government accounting princifsesountry XYZ, etc].

Report on Other Legal and Regulatory Requirements

[Form and content of this section of the auditogort will vary depending on the nature of
the auditor's other reporting responsibilities.]

[In some jurisdictions, the auditor may have aduhigl responsibilities to report on other
matters that are supplementary to the auditor'poesibility to express an opinion on the
financial statements, as described in ISA 700, gaaphs 35-36 and A37-A38.]

Report on Compliance

[Note: The form and content of this part of the ihueport will vary with the circumstances
and depending on the SAl's mandate and other rgygoreésponsibilities].

% Auditors may not state compliance with ISAs unlesditors have complied with ISA 200 and all ISAs
relevant to the audit. If stating compliance wiAk, auditors are directed to ISA 700 for more Hjgec
wording.

* Wording to be adapted as necessary based orathsstls / guidance applied

® Wording to be revised appropriately if an opin@mninternal control is to be expressed
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Management's Responsibility for Compliance

In addition to the responsibility for the prepaoatand presentation of the financial
statements described above, management is alsmngeisie for ensuring that the activities,
financial transactions and information reflectedha financial statements are in compliance
with the authorities which govern them.

Auditor's Responsibility

In addition to the responsibility to express amagm on the financial statements described
above, our responsibility includes expressing aniop on whether the activities, financial
transactions and information reflected in the friahstatements are, in all material respects,
in compliance with the authorities which governnth@ his responsibility includes
performing procedures to obtain audit evidence abtether the agency's expenditure and
income have been applied to the purposes intengéukedegislature. Such procedures
include the assessment of the risks of materialauonpliance.

We believe that the audit evidence we have obtamedfficient and appropriate to provide a
basis for our opinion.

Opinion on Compliance

In our opinion, in all material respects, the at#g, financial transactions and information
reflected in the financial statements are in coarule with the authorities which govern them.

[Include responses from the audited entity as gppate, for example after the Opinion
paragraph, in summary under a heading 'Respormesliie Audited Entity," or as a separate
appendix]

[Include constructive recommendations as appragrfat example after the Opinion
paragraph, in summary under a heading 'Recommengatr as a separate appendix]

[Auditor’s signature]
[Date of the auditor’s report]

[Auditor's address]
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Appendix 8 — Example of a Qualified Opinion on Compance

This example reflects the situation where thereldggsn non-compliance with authorities, in
particular the relevant legislation and the purgaaad intentions of the legislature. The
auditor has determined that the effects are matéuanot pervasive. The introductory
sections of the report, and sections followingdbmpliance opinion, are unchanged from the
example in Appendix 7.

Basis for Qualified Opinion on Compliance

During the year, government agency ABC receivedybtidppropriations through the
Ministry of Education for national educational poses. Our audit revealed that grant
expenditure for the year included $10 million temeas high tech manufacturers.

Based orjthe legislation governing the audited entitgovernment agency ABC did not have
the power to make grants to overseas bodies. Tienelture related to grants paid out to
overseas bodies has not been applied to the pwpdsaded by the legislature and is
therefore not in compliance with the authoritiesekbgovern it.

Opinion on Compliance
In our opinion, except for the expenditures to eeas bodies as described in the Basis for
Qualified Opinion on Compliance above, in all metierespects the activities, financial

transactions and information reflected in the fiiahstatements are in compliance with the
authorities which govern them.

........ [appropriate concluding sections of the rehort..
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Appendix 9 — Example of an Adverse Opinion on Compnce

This example reflects the situation where thereldggsn non-compliance with authorities, in
particular the relevant legislation and the purgaaad intentions of the legislature. The
auditor has determined that the effects are matm pervasive. The introductory sections

of the report, and sections following the complewpinion, are unchanged from the example
in Appendix 7.

Basis for Adverse Opinion on Compliance

During the year, government agency ABC paid ouiadeeelfare benefits totaling $500
million. Pension payments accounted for 90% oftthial welfare benefits paid out. The
financial statements fairly reflect the amountsdpaut. However, weaknesses identified in the
controls surrounding the IT systems used for magegsion payments revealed that the
payments were not being made on a timely basisdardance witljiState the relevant social
welfare legislation, regulations, etc[ he consequence of this weakness may be a boéach
the legal rights of eligible pensioners.

Opinion on Compliance
In our opinion, because of the significance ofriedter discussed in the Basis for Adverse
Opinion on Compliance paragraph above, the aasjifinancial transactions and information

reflected in the financial statements are not imglance with the authorities which govern
them.

........ [appropriate concluding sections of the rehort..
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Appendix 10 — Example of a Disclaimer on Compliance

This example reflects the situation where the anditis not been able to obtain sufficient,
appropriate audit evidence in regard to expenditbeng in compliance with authorities, in
particular the relevant legislation and the purgased intentions of the legislature. The
auditor has determined that the effects are magm pervasive. The introductory sections

of the report, and sections following the complepinion, are unchanged from the example
in Appendix 7.

Basis for Disclaimer on Compliance

During the year, government agency ABC receivedybtidppropriations through the
Ministry of Education for national educational pasgs. Our audit revealed that grant
expenditure for the year as reflected in the fimngrstatements included $10 million to a
private research institution. This grant accourite®0% of the total grant expenditures for
the year.

The evidence available to us for determination béther the grant expenditure was paid out
in accordance witfState the relevant legislation, regulations, et@s limited. Due to
hurricane damage, government agency ABC was umalpivide sufficient documentation

to demonstrate that the private research institutias eligible to receive such grants. There
were no other satisfactory procedures we could/aaut to determine if the payments were
paid out in accordance with relevant legislatiod #rerefore applied to the purposes intended
by the legislature.

Disclaimer on Compliance
Because of the scope limitation described in th@Bfar Disclaimer on Compliance
paragraph above, we are unable to form an opirsdo ahether the activities, financial

transactions and information reflected in the friahstatements are in compliance with the
authorities which govern them.

........ [appropriate concluding sections of the rehort..
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Appendix 11 - Example of an Emphasis of Matter an@®ther
Matter(s) Paragraph

In some situations there may be a need to elaborgparticular matters which do not affect
the compliance opinion. An Emphasis of Matters tred Matters paragraph is used in such
circumstances as illustrated by the following exk®pThe introductory sections of the
report, and sections following the compliance ampmiare unchanged from the example in
Appendix 7.

Opinion on Compliance

In our opinion, in all material respects, the ateg, financial transactions and information
reflected in the financial statements are in coarule with the authorities which govern them.

Emphasis of Matter

We draw attention to Note xx to the financial sta¢ats. This note explains the uncertainty
related to the pending legal decision regardingatigncy's interpretation of the requirements
of environmental legislation dated xx.xx.20xx. @pinion has not been qualified in respect
of this matter.

Other Matter

We draw attention to the agency's compliance witityrement legislation dated xx.xx.20xx
in force for agency ABC's jurisdiction. The ternfdlus legislation are contradictory to the
terms of procurement legislation dated yy.yy.2Qykich is being implemented for all
jurisdictions that are parties to the ZZZ generadié agreement. This includes agency ABC's
jurisdiction. There is a need for the legislatweive this matter further attention such that
necessary conforming amendments to procuremersidéign dated xx.xx.20xx may be
enacted.

........ [appropriate concluding sections of the rehort..
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Appendix 12 — Example of an Auditor's Report on the~inancial
Statements with a Reasonable Assurance Opinion ohg Financial
Statements and a Limited Assurance Conclusion on @apliance

These guidelines are written to provide guidancetdlic sector auditors reporting in the
form of reasonable assurance opinions on an entiyhpliance with authorities. However, as
explained in the body of this document, the mandasmme SAls limits the compliance audit
opinion to stating whether transactions that haraesto public sector auditors' attention in
the course of discharging other audit responsigslitvere carried out in compliance with
authorities, or stating that no instances of nomyglcance with authorities have come to their
attention during the audit.

The following 'short form' report example is fdustrative purposes only for use in the small
number of special situations where limited asswas@rovided. Some SAls may use a 'long
form’ report where findings are described in magtad in the body of the report, before the
conclusion or opinion section. The form and contdrihe opinion section may also vary
depending on the particular mandate of the SAI.

Report by the SAI of XXX

[Appropriate Addressee, eg Legislature, Parliametai,
Report on the Financial Statements

We have audited the accompanying financial statéargovernment agency ABC, which
comprise the statement of financial position adetember 31, 20X1, and the statement of
financial performance, statement of changes irasséts/equity and cash flow statement for
the year then ended, and a summary of significectunting policies and other explanatory
notes.

Management’'s Responsibility for the Financial Statats

According to[State name of legislation/regulations setting m#nagement's

responsibilities] management is responsible for the preparation eegkptation of these
financial statementsn accordance witfState the applicable accounting standards:
International Public Sector Accounting Standardsnerally accepted government accounting
principles for country XYZ, etc[.his responsibility includes the design, implenagion and
maintenance of internal control relevant to thegpration and presentation of financial
statements that are free from material misstatemeérether due to fraud or error.

® Wording is based on ISA 700 and compliance frantksvoommon in the public sector. For wording in
relation to fair presentation frameworks, see |89Q.7
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Auditor’'s Responsibility

Our responsibility is to express an opinion on ¢h@sancial statements based on our audit.
We conducted our audit in accordance f8tate the applicable auditing standards: for
example the INTOSAI Fundamental Auditing Princigled Guidelines, International
Standards on Auditifggenerally accepted government auditing standéodsountry XYZ,
etc]. Those standards require that we cofiplith ethical requirements and plan and perform
the audit to obtain reasonable assurance abouhetiite financial statements are free from
material misstatement.

An audit involves performing procedures to obtaidiaevidence about the amounts and
disclosures in the financial statements. The prow=iselected depend on the auditor's
judgement, including the assessment of the risksai€rial misstatement of the financial
statements, whether due to fraud or error. In ngaktiose risk assessments, internal control
relevant to the entity's preparation and presertaif financial statements is considered in
order to design audit procedures that are apprepnahe circumstances, but not for the
purposes of expressing an opinion on the effecéissmf internal contrdlAn audit also
includes evaluating the appropriateness of accogmlicies used, the reasonableness of
accounting estimates made by management, as walahsating the presentation of the
financial statements.

We believe that the audit evidence we have obtamedfficient and appropriate to provide a
basis for our opinion.

Opinion

In our opinion, the financial statements of goveentragency ABC for the year ended
December 31, 20X1 are prepared, in all materigeets, in accordance wifBtate the
applicable accounting standards: International Fal$ector Accounting Standards,
generally accepted government accounting princifjesountry XYZ, etc].

Review of Compliance

In addition to our audit of the financial statensr@ compliance review was planned and
performed to express a conclusion with limited eesce as to whether, in all material
respects, the activities, financial transactions iaformation reflected in the financial
statements are in compliance with the authorihas govern them. The nature, timing and
extent of the compliance work were limited comparethat designed to express an opinion
with reasonable assurance on the financial statesmen

" Auditors may not state compliance with ISAs unlesditors have complied with ISA 200 and all ISAs
relevant to the audit. If stating compliance wiAk, auditors are directed to ISA 700 for more Hjgec
wording.

8 Wording to be adapted as necessary based orathdsstls / guidance applied

® Wording to be revised appropriately if an opin@mninternal control is to be expressed
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Auditor's Responsibility

Our responsibility is to express a conclusion basedur review. Our work was conducted in
accordance with the [INTOSAI Fundamental AuditimgnBiples and Guidelines for
Compliance Audit]. Those principles require thataeenply with ethical requirements and
plan and perform the review so as to obtain limédesgurance as to whether the activities,
financial transactions and information reflectedha financial statements are in compliance,
in all material respects, with the authorities thatern them.

A review is limited primarily to analytical proceds and to inquiries, and therefore provides
less assurance than an audit. We have not perfoameddit, and, accordingly, express our
conclusion in the form of limited assurance, whlkonsistent with the more limited work
we have performed under this compliance review.

We believe that the audit evidence we have obtamedfficient and appropriate to provide a
basis for our conclusions.

Conclusion on Compliance

Based on our work described in this report, theviiets, financial transactions and
information reflected in the financial statemefhistthave come to our notice during the audit,
are in all material respects, in compliance with &uthorities which govern them.
[Alternatively: Furthermore, based on our work delsed in this report, nothing has come to
our attention that causes us to believe that tie&vigies, financial transactions and
information reflected in the financial statements aot in compliance with the authorities
which govern them.]

[Include responses from the audited entity as gpyate, for example after the Opinion
paragraph, in summary under a heading 'Respormesliie Audited Entity," or as a separate
appendix]

[Include constructive recommendations as appragriat example after the Opinion
paragraph, in summary under a heading 'Recommendatr as a separate appendix]

[Auditor’s signature]

[Date of the auditor’s report]

[Auditor's address]

73



