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DEVELOPMENT OF PERFORMANCE AUDIT IN PUBLIC SECTOR

Zharaskhan Temirkhanov, PhD student
L.N.Gumilyov Eurasian National University,
Nur-Sultan, Kazakhstan

Abstract. A great deal of research papers suggested that the performance audit
Is the type of public sector practice without the clear definition, scope and many
other quality characteristics compared to financial audit. Moreover, the research on
historical development of performance audit shows its complex nature and
development stages in both different countries and sectors. Despite the less
standardized framework of the performance audit, it has extremely high degree of
contribution to the public accountability and policy-making process. In addition, the
literature indicates its increasing importance for the Supreme Audit Institutions (SAI)
across the world. This paper aims to identify milestones of the development of
performance audit, analyze the current methodological support by audit
organizations and discuss the significance of performance audit for SAls.

Anoamna. Kenmezcen zviivimu enboexmepoe MuiMOiNiK ayoumi KapiiCblLIblK
aydumneH CCZJlblCWlblpé’ClHaa HAKMbl AHbIKNMAMACHI3, KOJ1IeMCI3 JHCOHE KONME2eH 6a01§a
Cananvlk CUnNammamaniapsbl MoK MeMIeKemmiK Ccekmop maxcipubeci 0o.bin
cananaovi. CoHviMeH Kamap, MUiMOLNIK ayOumiHiy mapuxu OamyblH 3epmme)y ap
mypii enoepoe Oe, ap Mypi CeKmopaapoa 0a OHblH Kypoeli madueamvl MeH 0amy
Kesenoepin kopcemedi. TuimOinik ayouminiy CcmMaHOapmMmaimagad KypblilbLMbIHA
Kapamacman, O]l —ecen  Oepy  HpoyeciHe  JCOHe  CAACU  KYHcammapovl
Kanblnmacmolpyea eme i#cocapvl  0apedcede yaec Kocaovl. CoHbIMeH Kamap,
a0ebuemmepee WOy OHBIY OYKIl 2lemoezi Hcoeapvl MeMIeKemmiK —ayoum
Op2amnoapvl Yulin MAanybl30bLIbIZbIHbIY APMbIN Kejle HCAMKAHObI2bIH Kopcemedi. Ocbl
MAKANAHbIY MAKCcamvl MUIMOLIIK ayOUmiHiy 0aMyblHbIHY He2i32l Ke3eHOepiH aHblKmay,
ayoumopivl  YubiMoapowly Kazipeli adicmeMeniKk Kammamacsls eminyiHe JHcoHe
AHCOEAPLL AYOUM OP2AHOAPbL YIMIH MUIMOINIK AYOUMIHIY MAHbI30bLILIEbIHA MALOAy
arcacay.

Annomayus. B Oonvuiom Koauuecmse ucciedogamenbckux pabom OwLIO
6bICKA3AHO npeanﬂomeHue, umo aydum 3gb(ﬁ€KI7’lU6HOCmu AenAaemcia  munom
npakmuxKu eocydapcmeeHﬂoeo cekmopa be3 yemko2o onpebeﬂeHuﬂ, obvema u MHO2UX
Opy2ux KaueCmeeHHbIX XaApaKmepucmux no CPAaAHEeHUr ¢ (QUHAHCOBLIM aAYOUMOM.
bonee moeo, uccneoosanus no ucmopuveckomy pazsumuio ayouma 3¢gexmusHocmu
NnoKa3zvléaem e20 CHO0NCHLIU xapakmiep u smansl pazsumus KakK 6 pAa3HblX CMPAHAX,
maxKk u 6 pAa3HblX CeKmopax. HQCMOmp}Z HA MeHee cmaHOapmwupoeaHﬂym

181


https://nationalbank.kz/cont
https://nationalbank.kz/?docid=661&switch=russian
https://nationalbank.kz/?docid=661&switch=russian

CMpYKmypy ayouma 3¢ hekmusHocmu, o umeem ype38bluaiiHo 6blCOKVIO CHIENeHb
8K1A0A 8 NPoYyecc NOOOMYEMHOCMU U HOPMUPOBAHUS NOIUMULECKUX OOKYMEHMOB.
Kpome moeo, numepamypa ceudemenbcmayem o ee 803pacmarowel 8a3CHOCmu Ol
svicuiux opearnos ayouma (BOA) no ecemy mupy. Llenv amou cmamvu - onpeoenums
OCHOBHblE dmManvl paszeumus  ayouma d¢@deKkmusHocmy, npOaHAIU3UPOBAMNb
MEKYUY10 MEMOOON02UYECKYI0 NHOOOEPIHCKY aAYOUMOPCKUX OP2AHUZAYUL U BAHCHOCTDb
ayouma s3¢pgpexmusnocmu 011 BOA.

Keywords. Performance audit, Supreme Audit Institutions, Audit standards.

Kinm ce30ep. Tuimoinik ayoumi, oico2apavl ayoum opeanoapul, ayoum
CMaHOapmmapbol.

Knrwouesvie cnosa. Ayoum s¢pgexmusnocmu, Bovicuue opeanvi ayouma,
Cmanoapmul ayouma.

Performance auditing is a core activity in public sector auditing that has a great
diversity of approaches and constantly refined methodology. Hence, it is highly
Important to clarify and summarize main ideas of this type of audit, as it has already
become an integral part of the mission of all the SAls around the globe. The purpose
of this article is to compare the initial idea of this notion with the current one, discuss
the updated methodological documents issued by audit organizations and review the
present role of the performance audit as part of the SAls mandate. The article is
structured as follows. First historical information on changes in audit practice and
emergence of new approach, followed by the inherent theoretical characteristics of
performance audit will be discussed. Then the existing methodological documents on
performance audit developed by The International Organization of Supreme Audit
Institutions (INTOSAI) will be analyzed. Finally, based on the review of SAls
reports, the article highlights plenty of issues for further research.

It can be stated that the public sector audit is closely related to the historical
development of public management. It is a social phenomenon with diverse social
and organizational contexts, with mutual impact on each other [4]. Over the past
decades, developed countries have been reconstructing the mechanisms of controlling
the public funds [2]. The changes are not being implemented in a harmonized way as
different countries have various economic, political and legislative peculiarities [5].
For example, in the United Kingdom New Public Management (NPM) is associated
to the Premiership of Margaret Thatcher in 1980s. New approaches in public
management touched many areas including audit and financial management. The UK
had an impact on the other countries’ policies such as New Zealand, Australia [3].
Along with the expansion of this kind of reforms and regular financial crises,
governments has started to focus on the efficiency and effectiveness of public
organizations. The reason for that is the need to recover the confidence of the people
in competent governmental spending. The literature is not able to show the concrete
years of the emergence of performance audit. Nevertheless, the core elements and
ideas of the concept that have been integrated into performance audit can be traced
through the review of the research papers. Despite that there are four different claims
regarding to the emergence of the performance audit, all of them are in the second
half of the previous century [1], [7]. Owing to the fact that the basic elements of the

182



audit such as economy and efficiency were used as an indicator of good management
from ancient times, some scholars consider it as a longstanding process and do not
claim any periods or decades. Generally, it can be concluded that the specific decades
are mostly linked to the policy reforms of the particular leaders that had significant
impact on the public management of that time such as Thatcher, Sir John Major in the
UK example. Below Table 1 demonstrates some important dates in the historical

development of performance audit.

Table 1: Key events in the evolution of Performance Auditing

Date

Place

Event or context

Pertinence

Middle
Ages and
Beyond

UK

English manorial estate accounting.

Beginning of internal
(operational) audit and current
ideas of accountability.

XV, XV
c centuries

Italy

Medici Bank sent people to audit
the London branch to ascertain
whether the manager had made
wise investments

This was similar to compliance
and performance audits.

1657

Sweden

In September 1657 the one of the
biggest companies issued an audit
report

Reporting included one of the
3Es (effectiveness).

1780

Britain

Authorized bodies for public sector
audit were required to review in
what more  expeditious and
effectual and inexpensive manner

Framework of audits included
elements of economy,
effectiveness and timeliness.

1827--30

U

Two railway companies’ audit
committees sought to identify and
improve processes and address
other operational and organisational
problems.

One of the first example of
internal management audit or
operational audit.

1875

Germany

Krupp Company audit manual: the
auditors are to make suggestions for
the improvement of existing
facilities and procedures

Scope of internal audit included
compliance and identifying
performance Improvement
opportunities.

1889

Japan

The Japanese Board of Audit had
examined also the substance of
administration of budget.

Scope of audits included
compliance and aspects of
efficiency and effectiveness.

1932

UK

The need for an audit of
management was recognised in the
UK as early as 1932.

Scope of audit included aspects
of
Management effectiveness.

1969

West
Germany

Federal Court of Audit established
efficiency as an audit standard.

Efficiency auditing.

1972

(U

GAO standards defined auditing as
reviewing: economy and efficiency
of management practices; and the
effectiveness of programmes in
achieving a desired level of results.

Auditing of the three Es.

1977

New
Zealand

Public Finance Act 1977 provided
for a national audit agency with
authority to undertake performance
audits.

1979

Australia

Audit Amendment Act 1979
amended the Audit Act 1901 to

Performance audit
mandate.
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give the Auditor-General a
performance audit mandate.

1983 UK UK Audit Commission came into
being

with a mandate to conduct broad
scope (performance) audits in local
government.

Source: adapted from [6].

It is worth noting that the development of performance audit was a systematic
process, the accurate temporal emergence of which is not clear. Not all the countries
and events are included in the table; nevertheless, a few countries mentioned there
seem to be pioneers in implementing the performance audit techniques [10].

Following the growth of importance of performance measures, (SAIS) in many
jurisdictions have introduced the practice of performance auditing. As noted earlier
diverse roots of the development of the notion created diverse definitions. Moreover,
performance audit has appeared in different sectors. For instance, in US and Canada
it was primarily used in private sector and called operational audit. But, in Australia
and New Zealand it was vice versa. There is no unified theoretical definition as any
definition focuses on the particular elements of the PA missing other equally
important ones. Currently, we can refer to perhaps most widely accepted explanation
by the largest public audit organization in the world. INTOSAI Framework of
Professional Pronouncements (IFPP) provided by INTOSAI sets the definitions not
only for the audit types, also for the audit elements, procedures and principles. Figure
1 illustrates this updated framework.

According to the Strategic Development Plan 2017-2019 INTOSAI updated
the structure of the standards [13]. Currently, there are 3 main blocks: The INTOSAI
Principles (INTOSAI-P), The International Standards of Supreme Audit Institutions
(ISSAI), The INTOSAI Guidance (GUID). From the figure 1 we can see that for
performance auditing all the categories have been updated. Despite the fact that most
of the SAls set their regulatory documents based on this framework, there is no single
way of conducting and reporting PA.

Review of the functions and mandates of the European Union SAls allows us
to draw a conclusion that variety of the forms of PA still exist [12]. There might be
different types of PA, different reporting structure or even different purposes of SAIs.
Regarding the Kazakhstan system, the main document is the Law “On state audit and
financial control”. The Law acknowledges 14 different directions for Accounts
Committee to conduct performance audit [9]. Further, the “standard 100 or
“Procedural standard for external state audit and financial control for conducting
performance audits” defines the meaning, purpose and all the procedural steps in PA
activity [11].

Figure 1: Three categories of professional pronouncements (2019)
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‘ INTOSAI Founding Principles INTOSAI-P 1-9

‘ INTOSAI Core Principles INTOSAI-P 10-99

INTOSAI Standards

Competency Standards

1| (comP)
Fundamental Principles of Public Sector Auditing ISSAI 100-129 )
‘ SAl Organisational Requirements ISSAI 130-199 ‘ COMP 700-799
Financial Audit Performance Audit Compliance Audit Other Engagements
inci inci inci COMP 7000-7499
FA Principles PA Principles CA Principles ISSAl 600-699
ISSAI 200-299 ISSAI 300-399 ISSAIl 400-499
FA Standards PA Standards CA Standards |SSAI 6000-6499
ISSAI 2000-2899 ISSAl 3000-3899 ISSAI 4000-4899
INTOSAI Guidance )
) Competency Guidance

(COMP)

SAl Organisational Guidance GUID 1900-1999 ‘

' Competency Guidance
Supplementary P ¥ Sl

Performance Audit
Guidance
GUID 3900-3999

Supplementary
Financial Audit
Guidance

GUID 2900-2999

Supplementary
Compliance Audit
Guidance

GUID 4900-4999

Other Engagements

GUID 6500-6999 COMP 7500-7999

Supplementary ‘

Subject Matter Specific Guidance GUID 5000-5999 ‘

Other Guidance GUID 9000-9999 ‘

Source: official website of INTOSAI [8].

One noticeable thing is the standard gives four criteria for PA adding the
“productivity” criterion to the classical 3Es. Hence, the definitions of these criteria
are provided in a different way though are not contradictory to the international
standards. One of the main issues is the lack of methodological documents to conduct
abovementioned 14 types of PA. There are a few projects that address the issue, but
the major problem is feasibility of any of them. For instance, PA of activities of state
audit objects may comprise all the central government organizations. State bodies in
healthcare, education, transport etc. cannot be evaluated by the same indicators.
Consequently, there is a need for specific guidance in different areas of the public
sector. The official reports of SAIs regarding performance audit demonstrate myriad
approaches, which makes extremely difficult to evaluate and compare the efficiency
of SAls activity.

In conclusion, PA became a prominent feature in public management many
centuries ago, but it does not have clear standardized understanding in different
countries. Although there are international standards that give the idea to the SAIs
how to construct the overall system of PA, it is not always feasible for all taking into
account diverse nature of public administration. Moreover, it has been suggested that
the reason for the gap in literature devoted to PA is neutral or confidential nature of
audit legislation. Nowadays, the public and the governments demand transparent way
of reporting, especially regarding the efficiency of public sector organizations. It is
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clear that this requires future research in this domain. In order to conduct transparent
performance audits there should be more guidance or accompanying documents for
the public auditors.

References

1. Adams, N. (1986). Efficiency Auditing In The Australian Audit Office.
Australian Journal of Public Administration, 45(3), 189-200. doi:
10.1111/}.1467-8500.1986.th01532.x

2. Caiden, G. E. (2011). Theories of Performance: Organizational and Service
Improvement in the Public Domain,by Colin Talbot. International Journal of
Public Administration, 34(13), 889-892. doi: 10.1080/01900692.2011.616006

3. Guthrie, J. E., & Parker, L. D. (1999). A Quarter of a Century of Performance
Auditing in the Australian Federal Public Sector: A Malleable Masque.
Abacus, 35(3), 302—332. doi: 10.1111/1467-6281.00048

4. Hines, R. D. (1989). The Sociopolitical Paradigm in Financial Accounting
Research. Accounting, Auditing & Accountability Journal, 2(1). doi:
10.1108/09513578910134671

5. Hood, C. (1991). A Public Management For All Seasons? Public
Administration, 69(1), 3-19. doi: 10.1111/}.1467-9299.1991.tb00779.x

6. Kells, S & Hodge, G 2009, ‘Performance auditing in the public sector:
reconceptualising the task’, The Journal of Contemporary Issues in Business
and Government, vol. 15, no. 2, pp. 36-60.

7. Lonsdale, J. (2000). Developments in Value-For-Money Audit Methods:
Impacts and Implications. International Review of Administrative Sciences,
66(1), 73-89. doi: 10.1177/0020852300661007

8. (n.d.). Retrieved November 15, 2019, from https://www.intosai.org/

9. On State Audit and Financial Control. (n.d.). Retrieved November 14, 2019,
from http://adilet.zan.kz/eng/docs/Z1500000392

10.Pollitt, C., & Summa, H. (1999). Performance Audit and Public Management
Reform: Christopher Pollitt and Hilkka Summa. Performance or Compliance?,
1-10. doi: 10.1093/acprof:0s0/9780198296003.003.000

11.Procedural standard for external state audit and financial control for conducting
performance audits. (n.d.). Retrieved November 16, 2019, from
http://adilet.zan.kz/rus/docs/\VV160001364 7#z6

12.Public Audit in the European Union 2019 Edition. (n.d.). Retrieved from
https://op.europa.eu/webpub/eca/book-state-audit/en/

13.Strategic Development Plan for the INTOSAI Framework of Professional
Pronouncements 2017-2019. (n.d.). Retrieved November 15, 2019, from
https://www.issai.org/wp-content/uploads/2019/08/sdp_ifpp_2016.pdf.

SOCIAL MEDIA MARKETING THIMAI MAPKETHUHI' KYPAJIbBI
PETIHAE

Konypbaesa Kaowipa TycynkanosHa, ooyenm;
Husi36exosa Auidana Epranosna,macucmpanm

186


https://www.intosai.org/
http://adilet.zan.kz/eng/docs/Z1500000392
http://adilet.zan.kz/rus/docs/V1600013647#z6
https://op.europa.eu/webpub/eca/book-state-audit/en/
https://www.issai.org/wp-content/uploads/2019/08/sdp_ifpp_2016.pdf

