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1. Summary
This report deals with the CAS work on developing Compliance Audit Guidelines to be presented at INCOSAI 2007 and includes an assessment of the work ahead:

· Draft Compliance Audit Guidelines have been submitted to PSC in accordance with the revised Work Plan approved by PSC in September 2006.


· The Compliance Audit Guidelines has been harmonized with the Financial Audit Guidelines developed by Financial Audit Subcommittee in cooperation with IFAC/IAASB.
· PSC is invited to consider the draft to be submitted to the Governing Board for subsequent approval at INCOSAI in Mexico.


· PSC is asked to consider the hearing process among INTOSAI members and other relevant parts of the process leading up to INCOSAI.


· PSC is invited to consider whether the later completed Application Material part of the guidelines may be finally approved by PSC.


· Compliance Audit Subcommittee will present a Work Plan for the work on Compliance Audit Guidelines - Application Material at PSC's next meeting.


2. Background
The Working Group on Compliance Audit was established at the INTOSAI Auditing Standards Committee (ASC) meeting in Budapest 10 October 2004, with overall objective to develop INTOSAI guidelines for compliance audit to be presented at INCOSAI 2007. The SAI of Norway was appointed chair of the Working Group, which in addition consisted of the SAIs of Denmark, India, Namibia, Saudi Arabia, Slovakia, Sweden, Tunisia and Ukraine. The SAIs of Brazil and Lithuania and the European Court of Auditors have later joined the group. The Working Group was renamed Compliance Audit Subcommittee after the establishment of the Professional Standards Committee (PSC).

According to the Terms of Reference agreed upon at the ASC meeting in Budapest, the Working Group should aim to:

1. Provide an overview of the different mandates, etc. SAIs have regarding compliance audits,
2. Elaborate on and clarify the term “compliance audit”,
3. Give practical guidance on how compliance audit should be planned, executed and reported.
The first two tasks are completed and have been reported to earlier meetings of ASC and PSC, as presented in the CAS report to the PSC meeting in Cameroon in September 2006.



3. Status on the development of Compliance Audit Guidelines
Compliance Audit Guidelines - Recommandations
The practical guidance on compliance audit is to be presented in the form of Compliance Audit Guidelines. The main part of the guidelines will consist of Recommendations on planning and designing, performing and reporting compliance audit. A subsequent section on Application Material is intended to provide further explanation and guidance on the recommendations, and may identify and describe other procedures or actions relating to the activities of the auditor. Whether the auditor carries out such procedures or actions will depend on the SAI's mandate and the objective of the compliance audit, and on the auditor's exercise of professional judgements.

As stipulated in the revised CAS Work Plan approved by PSC in September 2006, the main part of the Compliance Audit Guidelines was to be presented at the PSC meeting in Bahrain in April 2007 and presented for approval at INCOSAI in Mexico. The Application Material was intended to be developed subsequently, and approved by PSC after INCOSAI 2007.

The Draft Compliance Audit Guidelines have been submitted to PSC in accordance with the revised Work Plan. CAS invites PSC to consider the draft to be submitted to the Governing Board for subsequent approval at INCOSAI in Mexico. PSC is also asked to consider the hearing process among INTOSAI members and other relevant parts of the process leading up to INCOSAI.

The work process

Compliance Audit is interrelated to the audit of financial statements, and the Financial Audit Guidelines, together with the Compliance Audit Guidelines, are intended to provide public sector auditors with a complete set of guidelines for audits of financial statements in the public sector.

CAS discussed a preliminary draft of the guidelines at its meeting in New Delhi 4-5 January 2007. CAS Chair was authorized to finalize the draft in accordance with the subcommittee discussion and to harmonize with Finacial Audit Subcommittee (FAS) in order to ensure consistency between the Compliance Audit Guidelines and the Financial Audit Guidelines developed by FAS in cooperation with IFAC/IAASB. CAS has received essential input to the development of the guidelines from the Compliance Audit Reference Expert Group (CAREG) established by FAS,  and from the Chair of FAS.

Essential input was also collected through surveying existing guidelines and standards containing material on compliance audit among members of CAS, CAREG and other SAIs.

Development of the Application Material
At the CAS meeting in New Delhi it was decided that its next meeting should be on the Application Material part of the guidelines, provided the approval of the Recommendations part by PSC and INCOSAI. 

Having been provided with a lot of relevant input for the Application Material through the survey on existing guidelines and standards, the CAS Chair will prepare a paper as a basis for the discussion with proposals on the structure and the overall content of the Application Material. Time and venue of the meeting will be decided after the PSC meeting in April. A Work Plan on Compliance Audit Application Material will be presented to PSC at its next meeting.

CAS invites PSC to consider whether the completed Application Material part of the Compliance Audit Guidelines may be finally approved by PSC.
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