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The Royal Audit Authority (RAA) is the Supreme Audit Institution (SAI) of Bhutan. The
SAIl Performance Report assesses the performance of the RAA against the International
Standards of Supreme Audit Institutions (ISSAIs) and INTOSAI good practices following
the methodology prescribed by the SAls Performance Measurement framework (SAI -
PMF) developed by the INTOSAI Working Group on the Value and Benefits of SAls
(WGVBS).

The SAIPMF has played an important part in its effort to help RAA improve in its audit
methodologies, internal governance and ethics, capacity development and engagement
of stakeholders amongst many others. The assessment measures the current
performance of the RAA across 6 domains. The domains covered are as follows:

A. Independence and Legal Famework
Internal Governance and Ethics
Audit Quality and Reporting

Financial Management, Assets and Support Services

moow

Human Resources and Training and
F. Communication and Stakeholder Management

This assessment was carried out in 2019 as part of the Strategic Planning Monitoring
Reporting (SPMR) programme of IDI and as a self-assessment by the team from the
RAA.

The assessment team would like to thank all the top management of RAA and officials

for their time and cooperation. We would like to acknowledge the IDI for their technical

support and assistance and making it possible to conduct the SAI - PMF assessment in
a timely manner.
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a) E xecutive Summary

The SAF PMF is being carried out as part of the Strategic Planning Monitoring Reporting
eECCEAYyYyU Ca géU M2M ¢gC 1T AEEJ Chg AA Ci b
in delivering its mandates in line with the ISSAIs. The specific objectives are to:
1 Benchmark the performance of RAA against the ISSAIs which was adopted by RAA

as an authoritative standard and INTOSAI best practices;
1 Compare the current status with the baseline of the SAls performance established

in the last SAI-PMF assessment;
1 Provide the basis for preparing a New Strategic Plan 2020 - 2025

Summary of Overall Performance

teu v rE U1 Ua Ca eUE&CEY AAT U-4iorthedSAIiPEIF A
scale. The summary of the scores achieved by each indicators and dimensions under its
respective Domains is shown in Annex 1A.

It is important for readers to understand that the performance is measured specifically
within the context in which the RAA functions and operates.

Key findings

The legal framework for independence f or RAA is established in the Constitution of the
Kingdom of Bhutan 2008, and further defined in the Audit Act of Bhutan 2018. The RAA
has full functional independence but fails to provide financial and organizational
independence. As of now the dependenceon the Ministry of Finance for budget seems
to not affect the financial resources provided to RAA, but in future it is a matter of
concern. Also dependence on the Royal Civil Service Commission for human resources
pose a risk as RAA is not able to recruit people based on its needs and it is further
aggravated by high attrition rate experienced during the last few years. The RAA enjoys
a strong and wide mandate including all offices in the Legislature and Judiciary, all
public authorities and bodies administ ering public funds, the police and defense forces
as well as revenue, public and other monies received and the advances and all the
reserves of Bhutan.

The RAA has initiated in enhancing accountability in the public sector by bringing private
contractors (engaged in government constructions) extending accountability
obligations in procurement of works. The Annual Audit Reports (financial audit reports),
and performance audits being discussed and deliberated in the Parliament had
rendered basis for numerous parliamentary resolutions and directives. The
parliamentary directives are directed to the responsible agencies to initiate
recommended actions based on the audit reports. Through this process, RAA is able to
influence changes and remedial actions for imp roved governance and performance in
the public sector. The RAA recovered total amount of Nu 106.368 million in 2018 on
account of irregularities on fraud & corruption, mismanagement, non -compliance to

.

Ut g1

~ N e

rules & regulations and shortfall, lapses & deficiencie E AE CAU Ceae géU iyeAl

work. This recovery represents cost savings to the government. The Ministry of Finance
had initiated amendment of existing Procurement Rules and Regulations based on the
recommendations of the reviews conducted by the RAA.

(é) -dc*&fab—
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The strategic plan 2015 20 which was developed based on a logical framework; however

the performance of RAA was not assessed on the basis of the indicators developed.

Thus, the activities accomplished do not indicate whether the intended targets have
acéi Ur U0 geuU ¢CAuUE AAO ChglCyUE Ceae v N -
establishing performance accountability for its own resources.

The internal control environment and internal control system are instituted to manage

its operations economically, ef ficiently, effectively and in accordance with laws and
regulations. However, there is no clearly defined system for identifying, mitigating and

monitoring major operational risks within RAA. The quality assurance system is being

put in place but currently ai yi gUO ¢gC CAuJ @i AAATi Aa AhOi g
works. The RAA has many strengths, most notably leadership competencies and
processes are well established and operating at a satisfactory level. The organization

culture is open, with good commun ication between the staff and management.

Ensuring desirable audit coverage for financial and compliance audits is seen it to be a
constant challenge as the audit universe constitutes government budgetary agencies

holding separate letter of credit (LC) acc ounts, government corporations and financial
institutions (its units and branches) as separate audited entities and other non -
government agencies. The improvement however would depend on structural reforms

of the Public Financial Management System in terms of regulating budgets and reporting
of expenditures by budgetary agencies.

Performance in relation to audit work as measured in Domain C seems quite
satisfactory as RAA has already initiated to improve its audit process and procedures
through revision of its manuals and guidelines in line with the ISSAIs. There are
opportunities to bring improvement in the overall audit quality and reporting through
consistent application of the manuals, guidelines and quality assurances process for all
streams of audits. Quality Assurance reviews were carried out only for financial audits
and not performance and compliance audits. The audit process for all the disciplines of
audit for the sampled audits indicated that the financial audit process displays many
positive elements, such as clearly followed planning procedures, collection and
evaluation of evidence, and a good quality control system. There are some
inconsistencies in the studied sample files such as an explanation as to why all planned
audit procedures not perfo rmed were not retained on the audit file and failing to
evaluate the uncorrected misstatements for materiality, individually or in aggregate. In
terms of financial audit results 40.71% of the financial audit reports examined were
issued within the agreed timeframe which we consider the planned date of issue of
report and the actual date of issue of report.

For performance audits in general the audit plans of the sampled audits provide a good
basis for conducting the audit and the teams set a clearly -defined audit objective that
relates to the principles of economy, efficiency and effectiveness. The document as to
how auditors have actively managed audit risk cannot be traced through the audit
documentation. The performance audit reports were all submitted to the audited entities
and relevant stakeholders and published on the day of tabling the reports to the
Parliament. Improvements are desirable if the follow -up reports include an analysis of
different audits, possibly highlighting common trends, themes acro ss a number of
reporting areas and the impact from these corrective actions.

oA (@)
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The compliance audits showed that there are inadequacies in terms of guidelines for
conducting compliance audits such as poor documentation of control environment and
internal control assessment leading to inadequate risk assessment and detailed audit
procedures designed to address the identified risks. Also, the risk of fraud was not
considered in the sample audits. There is no adequate documentation of audit strategy
in both the sample audits. The process followed in subjecting the work to continuous
reviews and documenting the process was not adequately documented. The
consideration of materiality in not clear as it is not determined specifically. ~ Similar to
the financial audit reports, the compliance audit reports issued during the year are
compiled and included in the Annual Audit Report which is submitted to the Parliament.
20 % of the compliance audit reports examined were issued within the agre ed timeframe
or the within the maximum timeframe of 51 days allotted through executive order.

The RAA has good working relationship with the Parliament through Public Accounts
Committee. The Annual Audit Reports, Performance Audit Reports and Follow up
Reports are submitted to the Parliament through this committee and published on its
website. Both Media (broadcast and print) are engaged through press conferences for
issue of the Annual Audit Reports and Performance Audit reports. Currently there is no
formalized strategy to stimulate citizens to access in public sector audit and the RAA,
beyond audit reports. The RAA has a robust follow up system which is facilitated through

AA M¢ UAAITaUO EJEgUYy TAGuUO 41 hoOig MA=CEyAgI

effective implementation of the recommendations and the value and benefits of its
audits. It has played a major role in strengthening the fiscal discipline, making
government accountable and ensuring economic and efficient use of scare public
resources.

The RAA has initiate several development programmes funded by development partners
to address major challenges such as audit manuals and guidelines, audit information
and management system, implementation of ISSAIs, risk - based methodology, capacity
development of auditors (trainings including quality assurance) and infrastructure
development. Most of these activities were carried out through in house expertise as
well as experts from IDI and donors. The audit resource management system (ARMS)
and using ISSAIS as authoritative standards has improved audit documentations
immensely. The review of the manuals and guidelines provides good basis for
conducting high quality audits. The pilot audits conducted for all the disciplines of audits
under the 3i programmes by I12M i AOi T AgUO 1 UggUE T Cyeuai
documentation, strengthened QA function and policy and the RAA is beginning to see
the benefits of full compliances through this assessment after fully implementing the
ISSAIs as an authoritative standar d.

The past experiences of capacity building programmes of RAA had shown to be
successful in terms of augmenting the overall capacity of RAA in terms of human
resources and organizational systems. As the country is soon to graduate from least
developed (LDC) category, RAA may face challenges of securing funds from donors
outside the country for capacity building. However, the RAA needs to sustain its capacity
building initiatives through collaborations with peer SAls and professional bodies.

(é) -dc*&f;b—
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b) I ndependent Review Statement

SAl Performance Report of the Royal Audit Authority of Bhutan dated 28
December 2020

The INTOSAI Development Initiative (IDI), as operational lead on SAl PMF, provides
support to SAl PMF assessments where requested. Such support includes
conducting independent reviews (IR) of draft assessment reports. A request for such
an IR was received from the SAl on 18 January 2019 in agreement with the Head of
SAI.

This SAI Performance Report (SAI-PR) was prepared by Ms Rinzin Lhamo as team
leader, supported by Mr Dorji Wangchuk and Mr Bikash Rai as team members. The
team leader and the team members together are considered to have the appropriate
skills and experience to produce a high - quality assessment.

The independent reviewers were selected by IDI. The design of the independent
review process was included in the assessment Terms of Reference and approved

by the Auditor General of the Royal Audit Authority of Bhutan. The Terms of Reference
for the assessment was also sent to IDI for comment. The assessment has been

conducted as a self- assessment through the IDI * ASOSAI initiative on Strategy,
Performance Measurement and Reporting (SPMR). The initiative was funded by the
Swiss State Secretariat for Economic Affairs (SECO) and IDI.

In compliance with recommended SAI PMF methodology, the Auditor General
received the draft report for review and official comment with the objective of
ensuring that the report is factually correct.

The independent review arranged by IDI was carried out by Mr Frank Grogan. The
reviewer had no responsibility for preparing the SAIl -PR and has been properly
trained and is considered to have the knowledge and experience necessary for this
task. The objective of this review was to ensure that the SAI PMF methodology had
been adhered to, that the evidence in the SAI- PR was sufficient to justify the indicator
scores, that the analysis was consistent with the evidence, and that the executive
summary was consistent with the analysis in the rest of the SAI -PR. The review
concluded that all objectives ha ve been satisfactorily met in the final report dated 28
of December 2020.

Significant matters raised during the independent review process have been
addressed in this version of the SAI -PR.

Prepared by: Mr Frank Grogan

Date: 8. January 2021
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C)Observations on the RAAOGs Performance

) Integrated Assessment of RAAG6s Perfor mar

Performance change - comparing the results from the SAl PMF assessment of 2015 and
the current assessment (repeat assessment)

Following the recommendations based on the results from the SAI PMF assessment in
2015, SAI Bhutan has prioritized ISSAI implementation as a part of its strategy for 2015-
2020. The SAI PMF report indicated the need to further strengthen the audit processes
and documentation of audit work performed, if the audits conducted by SAI Bhutan were
to meet the requirements of ISSAIs. The RAA has embarked on implementation of ISSAls
as its authoritative auditing standards since 2016. The initiative was basically aim ed at
putting in place improved processes and procedures to enhance quality, credibility and
professionalism of RAA.

The World Bank has provided funding for a support programme from 2016 to 2017. The
RAA signed Statement of Commitment (SOC) with the IDI toroll out 3i Phase Il Pilot in
April 2016 and agreed on range of activities stretching until July 2018.

To kick- start the project, two separate project facilitation team and mentors teams were
selected. The project team comprised of members representing hi gh level management
to facilitate smoother decision making related to ISSAI implementation. Six mentors,
two for each stream of audit were selected by the IDI based on the nominations made
by the management. The mentors are assigned to facilitate the exper ts from the IDI in
delivery of training as well as to act as a bridge between the training participants and
IDI experts on any issue related to the subject matter throughout the implementation of
the ISSAI. A total of 60 auditors, 20 for each stream were t rained in July 2016 by the
experts from IDI and respective mentors. Subsequently, after the trainings were availed,
different groups for conducting initial mapping of audit practices and iCAT for all
streams were formed and were assigned the respective tas ks. With the completion of
mapping exercises, each group has identified various gaps in the topics assigned to
them and has proposed list of strategies in bridging the gaps. This document
consolidated all those gaps and strategies proposed by each team.

The targeted capacity development projects have resulted in improved performance of
RAA in terms of conducting audits which are increasingly aligned with the ISSAIs and
with higher quality. For financial audit (FA) the review of the sampled audit files
demonstrates that the RAA has substantially improved the documentation of the audits
and the SAI plans and implements financial audits with higher quality. At the time of the
assessment in 2015 the audit files were not very well documented. The performance
audit (PA) files reviewed also demonstrates that performance audits have a higher
quality. And one key improvement is that the SAI now publishes its performance audit
reports which were not done earlier. A follow up system of PA recommendations was
under imple mentation in 2015. Performance in this area has been strengthened, but
there is still clear room for improvements. The quality of compliance audits (CA) is
weaker compared to PA and FA. There has been a substantial improvement in planning
CA in terms of communicating better with the auditee, and defining scope and criteria.
The improvement in planning has not translated into stronger performance in
implementing CA. Another aspect that can positively contribute to increased audit
quality is by strengthening the quality assurance function. Responsibility of QA has been

a
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clearly established, the QA reviewers are independent and the results are reported to
the Head of SAI. A weakness still is that QA does not cover all the audit streams.

Other key aspects to highlight are substantial improvement in external communication.
Since 2015 the RAA has developed Stakeholder Engagement Strategy 20182023 which
is aligned to the overall strategic plan. Key stakeholders, messages and tools and
approaches for external commun ication have been identified. There has been increased
communication with the Executive that goes beyond communication during the
individual audit engagements in terms of discussing key cross cutting issues of common
concern. The RAA has also increased its engagement with the media. At the time of the
SAl PMF assessment of 2015 there was minimal communication with media. Now the
SAIl conducts press conferences and issue press releases.

The development is in general positive for RAA. It is important to keep i n mind that there
is still scope for improvements across all domains, particularly in terms of consistency
in application of manuals and guidance. This is further detailed in the next section that
presents the analysis of the results of the current SAI PMF assessment.

Results from the current assessment

Substantial improvements are required in areas of internal governance specifically on
improving compliances to methodologies in conducting audits, risk assessment and
consideration of materiality concepts, and engagement of stakeholders in the audit
process. There is a need to sustain the initiatives of human resource development and
quality control and assurance system to ensure that critical capacity of the organization

is developed and sustained further. The RAA conducts training needs assessment and
ACg 1 AEUO CA géU uUUAEAi Ag AUUO AAAUWJEIi E WVeéil
disposal and transfer of knowledge in a way that affects the performance. The learning
needs strategy should be aligned to the strategic and operational plan. The gaps in the
plans and processes for professional development and training can be attributed to lack
of human resource strategy in place.

At the institutional level, the legal framework for independence of RAA and h ead of SAI

is established in the Constitution of the Kingdom of Bhutan 2008, and further defined in

the Audit Act of Bhutan 2018. The RAA has full functional independence but fails to
ECI i OU e&i AAATi At AAO CEc¢AAi kAgi Chidylby thet € U v
Ministry of Finance (MoF), and the budget proposed were deducted ranging from 5% to

16% during the last three FY 201617, 201718 & 201819. However, the supplementary

budgets proposed by RAA were approved by MoF which surpassed the budget proposal

for the last three years by 3.60% in FY 20162017, 13.18 % in FY 202018 and 3.05 % in FY

2018 2019.

The RAA enjoys limited human resource independence as its employees are governed
by the Civil Service. This may have potential to limit RAA in obtaining required
professionals. Except for these two limitations of independence of Human Resource and
budgeting, the legal framework under which the RAA operates substantially meet the
basic INTOSAI principles and declarations as supported by UN resolutions. Although the
Supreme Court is the guardian of the Constitution and having final authority on its
interpretation it does not clearly stipulate legal protection by a supreme court against

AAJ i AQUE=UEUAT U WDige geéeu v r E i AOUe UAOUAT U
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IT Audit on efficiency effectiveness
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Public Finance AT :
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Effectiveness of Controls in
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———Review of Implementation of 11
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National Economic

——PA on Gewog Development Grant
Development

PA on Tourism Sector
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——IT Audit on Core Banking
Solution of BoBL

—— PA on Microfinancing

PA on Business Oppurtunity
Information Centre

. PA on Revenue Collection and

Management of Thimphu Thromde

IT Audit of RMA System

IT Audit of Core Banking System in

BDBL

Financial Sector

PA on Housing Development
Adequacy and Affordability

PA on Drinking Water in Thimphu
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t——Joint PA of PHPA - |

PA of Road maintenance Works
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——PA on School Feeding Programme
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PA on Employment Generation and
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Figure 1 : Performance audit coverage by sector

The coverage for performance audit has been assessed as adequate and also depicted

in figure 1. Ensuring desirable audit coverage for financial audits and compliance audits

is seen to be a constant challenge. The coverage for financial and compliance audit falls
below the criteria specified for securing the minimum score. The audit universe
constitutes government budgetary agencies holding separate Letter of Credit (LC)
Accounts, Government Corporations and Financial Institutions (its units and branches
identified as separate audited entity, and othernon-¢ C1 UEAYy UAgAG Ac¢ UAI
audit jurisdiction). The fragmentation of agencies results in duplicity of administrative
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works related to auditin g of those agencies and loss of focus and overview of
performance or expenditure pertaining to specific functions/organs of the government.
There is a scope for considering and re - examining audit universe and consolidating into
fewer audited agencies based on functions/authorities of those agencies. Also the
current practice of auditing donor assisted projects at component level is leading to
fragmentation of audit resources. This apparently restricts the auditors to obtain
overview of expenditure and opera tions on the whole.

As per the Public Finance Act, the MoF is required to submit the Annual Financial
Statement of the Royal Government of Bhutan within six months from the closure of
Financial Year (i.e 30" June). There is no requirement to submit accoun ts to the RAA by
the agencies and therefore, submission of financial statements has not been put in
place. The RAA does not report on non-submission of accounts by the agencies. There
is a risk of RAA being not able to enforce accountability when agencies do not submit
their accounts and timely audits are not facilitated. At least 40% of individual financial
audit report and 20% of individual compliance audit reports were submitted within the
agreed timeframe (plan date). However, the annual audit report wh ich is the
consolidation of both the financial and compliance audit reports are submitted within
the statutory timeframe as per the Audit Act 2018.

The compliance audits are planned by merely listing out entities without any risk
assessment and materiality: ¢ éU EgA+-U&CuOUE:+ E Uijjéeul gAgi CAE
taken into account in the overall audit plan. There is no clarity of compliance audit

universe. Currently, audit universe for compliance audits include only government

owned corporations and finan cial institutions. These are fragmented resulting in

multiple agencies as every sub - unit office under particular organization is considered

as separate audit entity. Except for theme based compliance audits, government entities

are not subject to regular ¢ ompliance audits.

The improvements however, would depend on how RAA will be able to persuade
relevant authorities for changes in the provision of the Public Finance Act. There is a

need for structural reforms in the Public Finance Management System of the Royal
Government of Bhutan in terms of regulating of budget and reporting of expenditure by

budgetary agencies. In the existing PFM system, every budgetary agency is identified
through specific LC accounts allotted by the Ministry of Finance. The MoF thro ugh the
Departments (Department of National Budget (DNB) and Department of Public Accounts
(DPA) regulate budget and expenditure of all LC holding agencies separately. There is
no consolidation of accounts at Ministry/ Central Agency Level except at the ce ntral
government level.

At the organizational level, there are opportunities to bring improvement in the overall
quality of audit results and reports. Despite various initiatives of improving audit
process and procedures through development of manuals an d guidelines, the
assessments show that there is a lack of consistency in application of manuals,
guidelines and quality control processes specifically for compliance audits. The varied
application of audit processes indicates different levels of technical knowledge of
auditors attributable to new concepts and methodologies of compliance audits and also
in the absence of approved compliance audit guidelines. The RAA also faces challenges
in audit of hydropower projects as it requires specialized knowledge a nd skills. The risk
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associated with audit of hydropower projects is high as the subject is highly complex
with huge environmental impacts and debt concentrated in a single economic activity.
The audit report on Public Debt Management (2014) raised audit fndings on huge gap
between the growth of expenditure and internal revenue, hydrological risk, projects
achieve the values for money through audits. It seems that the inadequate audit
coverage is because of market, construction, cost and time overruns risks that could
have an adverse effect on the stability of the economy. As such, RAA need to develop
appropriate expertise of auditors in this area to ensure that risk are managed and the
fragmented audit entities without consolidation of accounts of sub -units and offices. It
diffuses audit focus and over view of the whole operations at central office level
(Ministry, Head Office level) and creates artificial gaps in human resource. The RAA
developed strategies of prioritization and categorisation of agencies t o ensure
reasonable audit coverage. There is opportunity to improve on consideration of risk and
materiality in the audit planning and execution particularly for performance and
compliance audits. The inconsistencies in application of manuals and processes
basically result from gaps in knowledge of auditors performing jobs and/or inadequate
supervision by supervisors. A robust quality control (regular supervision throughout
audit process) and independent quality assurance review systems for all streams are
desirable to ensure consistent application of manuals and guidelines and better quality
of output. The RAA already has Quality Assurance Division. However, it was involved in
quality control of audit reports. With recent decision to do away with reviewing audit
reports, the division is mandated to carry out regular quality assurance reviews of
audits carried out by different auditing divisions. The quality assurance review was
limited to only financial audits during the period of review and has excluded
performance and compliance audits and other non - auditing activities of RAA. There is
scope for improvement when the division operationalizes and implements it Quality
Assurance Review Plans including all streams of audits, outsourced audits and other
non- audit activities.

The Strategic Plan 201520 was developed aligning to the term of the current Auditor
General. The document was prepared with technical assistance from the IDI. The
strategic intents articulated in the plan are aligned to the ISSAI 12 - value and benefits
of SAI. One of the strategies under being a model organization was developing
performance management framework of RAA. It intended to develop performance
indicators and to report performance and establish accountability of RAA for use of
public resources. However, during the five year plan period of the Strategic Plan which
ends in June 2020, the RAA has not been able to come up with its performance reports.
The SAI PMF assessment showed that there were gaps in linking operational strategies
and the strategic intents. There are no indicators to measure the performance of RAA
i A EUEeUlT g Ca& i AGUAOUO Chgl CyUE: ¢ei E &AQ
performance accountability for the resources it used. As an organization that seeks to
be exemplar in good governance, it must demonstrate and subject itself to be
accountable for the resources used.

The RAA has working relationship with the Parliament through Public Accounts
Committee. The Annual Audit Reports, Performance Audit Reports and Follow up
Reports are submitted to the Parliament through this committee and published within
the legal and/or agreed timeframe. There is a scope for rationalizing the timeframe for

(@) -dc*&f;b—
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the issuing of individual audit reports as the assessment showed dela ys in such issuing.
PAC holds public hearings with the audited agencies to discuss unresolved issues and
involves RAA as observer. However, the existing relationship is based on rules of
procedures of Public Accounts Committee There is a scope for further engagement to
yAijiyikU géeU 1 UAU&xi gE Cea v +E EUeCEgQE AAO A
public officials and entities to take actions based on audit reports and recommendations.
Recently, the RAA has developed Stakeholder Engagement Strategy and
Communication Plans. The document identifies key stakeholders based on influence and
interest and specifies a strategy of engaging them. The implementation of the
communication plans was found not monitored. There are opportunities for RAA to
strengthen relationship with Media and CSOs to demand accountability from
responsible Ministries/officials and for dissemination of audit results to public at large.

RAA has a robust follow up system which is facilitated through an IT enabled system
TAGGUOMA=GBYy Agi CA _AAAcUYyUAg zJEgUy I : aa i A
details of audit issues and accountable officials are captured in the system. The review

reports of AARs and performance audit reports are submitted twice in a year to the

Parliament. There are different levels of follow up which regularly reviews the actions

taken and implementations of audit recommendations. There is opportunity for RAA to

carry out holistic reviews, trend analysis and study the impact of implementation of

corrective actions taken.

ii) The value and benefits of Supreme Audit Institutions T making a difference to
the lives of citizens

ISSAI 12propounds that the SAls can deliver values and benefits under three broad
headings:

- Strengthening the accountability, transparency and integrity of government and
public sector entities

- Demonstrating ongoing relevance to citizens, Parliaments and other stakeholders

- Being a model organization through leading by example

There is a tremendous opportunity for the RAA to demonstrate values and benefits
hAOUE Audu AEeéeUl gE: ¢ éU-2articulatBs itg igiéhts g/ith were s 0 A A
in principle aligned to the ISSAI 12. The regular and/or annual audits of public sector

entities render effective control and checks on public expenditure and in enhancing
accountability across the board. However, the strategic intents merely reflect the desire

and would remain the same, if not supported and operationalized through appropriate
strategies and plans. There Is scope for scaling up implementatio n Strategies
particularly through engaging stakeholders.

Strengthening the Accountability, Transparency and Integrity of Government and Public

Sector Entity

z ME:+ @&hAOAyUAgAuU EUEeCAEiliaigd iE ¢gC eECI i
of public sector through its audit and report. Financial, Performance and compliance

audits are basically tools of SAls to bring about improved accountability * financial and
performance, and improved compliance with laws, rules and regulations in the public

sector. RAA being an independent and credible oversight body thus, has a greater role

in building public trust and confidence in the use of public resources and performance

of those charged with governance through its audit reports and recommendations. The
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low AhOi g 1T Ci UEA¢U AE AEEUEEUO =CE E AAO
providing assurances on the public sector operations in terms of using public resources
and ensuring compliances to rule of law in the public sector.

The most notable recent change that RAA initiated in enhancing accountability in the
public sector was bringing private contractors (engaged in government constructions)
under accountability net. The RAA engaged with the relevant regulating authorities such
as Construction Development Board, Government Property Management Division under
the Ministry of Finance, and Contractors Association Board (non -governmental
organization) and signed a Memorandum of Understanding (MoU) that allows holding
private contractors accountable for any wro ngdoings/lapses in their engagement with
the public sector. The RAA regulate the issue of audit clearances of private contractors
for renewal of their licenses. There are opportunities to extend accountability
obligations to other private businesses/firms engaging in contracts for all public
eECI hEUyUAgE: ¢cei E NChuO AOO iyeUghE g¢gC
accountability amongst non - government entities partnering with government in public
procurements. As Bhutan spends substantial budget in public procurement, such
mechanism of accountability would certainly promote ethical culture within private
sector and enable the government to obtain the value for money in the resources spent.

v - E AAhAQ hOig vUeCEQGE ~ @i AAATi Aa AhJQ|

discussed and deliberated in the Parliament. These reports had rendered basis for
numerous parliamentary resoluti ons and directives. The parliamentary directives are
directed to the responsible agencies to initiate recommended actions based on the audit
reports. Through this process, RAA is able to influence changes and remedial actions

for improved governance and performance in the public sector. Some of the
performance audit reports discussed were Operation of BCCI, In-country travels,
Delivery of OPD services of JDWNRH, Provision of Drinking Water Supply etc. Besides
ehluai Eéei Ac géU EUe CEgE er(htforing dlich\as facebbok Bnd 1 E
twitter are used to communicate its results to citizens at large. A substantial
improvement since the SAI PMF assessment of 2015 is that the SAI now publishes its
audit reports and has increased communication with media to make the reports more
accessible to the public. This can contribute greatly in terms of increasing RAAs impact.
+ECT hEUE &CE VE AGEC EhyyAEi KkUE géU Ah
audit of Punatshangchhu Hydroelectric Project Authority * I (July 2016) have reported on
various shortcomings of preliminary studies in preparation of Detail Project Report that

led to change in specifications or technology due to long delay in certain items of works
which has cascading effect on subsequent stages. The RAA found that around 65% of
total estimated cost overrun was attributable to execution of extra/deviated items and
around 35% to price escalation over the period. A notional loss ranging from Nu 45,000
million to 65,000 million due to time and cost ove rrun was reported L The RAA made 11
recommendations to take corrective actions and to draw lessons for future mega
projects involving huge public funds.

The RAA recovered total amount of Nu 106.368 million in 2018 ¢ As a cost saving to thw:‘@’\z
AE CAU Ca géU EUEh GegoieryCegresents + governmentthe RAAC & | E
cost savings to the government. The Ministry had initiated recoveredNu. 106.368
amendment of existing Procurement Rules and Regulations | million in the form of

based on the recommendations of the reviews conducted by  Audit Recoveriesn 2018

the RAA. %H\h uﬁé

Audi tor Gener 20052620 Ter m Repor t
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¢éU EUI i U Caupwechanigms aedicatésGhat it played a major role in
strengthening the fiscal discipline, making government accountable and ensuring
economic and efficient use of scare public resources.

Demonstrating Ongoing Relevance to Citizens, Parliament and other Stakeholders

SAls demonstrate ongoing relevance by being responsive to the expectations of

different stakeholders, challenges of citizens and emerging risks and changing

UAI i ECAYUAg A Deile ig CeUEAgUE: ¢eéiE i Al Cq
i Az M: E é BbeGHdtgdelvdE. AAO ¢

Generally, delivering quality audit reports on topical issues that render basis for
informed decision making is one of the priorities of RAA. There is scope for enhancing

_ The house also reminded the relevant agencies to work hard to resolve
Re’solution. of the Irregularities within June, 2019 as per the resolution passed by the
th? :f’t ste':."a“ 1ith Sassion of the Second Parliament. While voting on three recomme-
aarllzmel:lt " ndation of the committee, out of total 67 members present voting, 66
(LY T voted “Yes” and 1 Abstained, and therefore endorsed resolution of the

15t Session of the 3rd Parliument with Two-Third majority as follows:

\

b
-

N

i

PAC hereby, endorses Further PAC recommends Public Accounts Committee

all the four recommen~ ~ MoEA to follow up in col- recommends the respective
dations of RAA and laboration with RAA on agencies (excluding Hydro-
urges MoF in particular  the unresolved irregulari- power projects) to follow up
to implement RAA's ties of Hydropower Proje- on the unresolved irregula-
recommendations and ~ cks for the period AAR rities of AAR 2017 and
report to PAC by 2017 and report to PAC report the status to PAC by
September 2019. by September 2019, September 2019,

urges MoF in particular

Figure 2: Example of Parliamentary resolutions based on audit reports

relevance by discerning expectations and formulating strategies to address their
concerns, and disseminating audit results to general public to demand greater
transparency and accountability in public operations. Engaging and supporting
sAEGi AYyUAg géEChc¢cé A @CEyAuikUO eECIUEE WChu
and enforce accountability in the use of resources and performance of those charged
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toimprove and factorin Eg A+ U8 Ca OUEE:+ UijéeuUl gAgi CAE: ¢
engaged in identifying the potential topics for performance and compliance audits and
also engaging during audit to focus on areas that have more potential to add value.
Opportunities lieineA¢ A¢ci A¢ yUOi A i A EUeCEgi A¢g v
CSOs have specific social interests that may augment the audit results if engaged in the
audit process.

The RAA initiated Stakeholders Satisfaction

Survey in 2016 which was a one time | W% e e
UijUET i EU: Mg e AE L
zgA+-U&CUOUE+ E 8Ac¢ Ag2By
which prioritizes stakeholders and lays
down communication plans based on the
assessed interest and influence. However,
except for communication protoco Is with
media, most of the strategies remain to be
implemented. In terms of dissemination of
audit reports through media, RAA has been
able to actively engage both broadcast and
print media ( as in figure 3) There is an
opportunity to scale up stakeholder
engagement through implementation of
those identified strategies with other
stakeholders

o

Bureaues!
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Being a Model Organization through leading by Example

v r E  z g E A g UeoiidentifiesioAeof its goals as being a model organization.
As per the assessment, RA + E GUAOQOUEEéi e iE TCyyigguo
governance in terms of strategic directions, delegations of authority through different
committees, effective internal communication and information dissemination process,
external and internal au dit and promulgation of ethical conduct of staff.

id i \\ There are opportunities for instituting risk

* o1l s assessment systems for identifying, mitigating

§ and monitoring major operational risks. The RAA
does not include a statement of internal control

i A §geéU nual AudiERepoA The other area
for improvement is Strategic Planning Process

and formulation of

¢ | fme Augif

e
1

operational/annual plans. The Strategic Plan should
factor in expectations of stakeholders and formulated on
the basis of gaps in internal processes and capa city. RAA
has regularly subjected itself to external reviews of its
systems and processes besides having regular internal
audit appointed by the audit committee. The latest review
was SAlI PMF was carried out in 2014 15 by independent
assessors from SAl Norway and IDI. The report was
published and uploaded on the webpage.
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The other opportunities are reporting on performance of RAA. The current practice of
reporting is limited to reporting on achievement/completion of activities and not on
achievement of envisaged goals. This was because the performance indicators could
not be developed and there had not been regular monitoring of performance.

i)Anal ysis of the RAAG6s capacity devel opment
improvement

As per the records reviewed, the RAA had continuously focused on development and
sustenance of professional capacity of its staff. The adoption of ISSAIs as its
authoritative auditing standards in 2017 saw scaled up trainings and development
initiatives of RAA particularly on ISSAIs a nd core audit areas including quality control
and assurance. The refresher courses were provided on a regular basis. To
institutionalize the system and process aligned to the requirements of ISSAIs, existing
manuals, guidance and templates were revised. Drastic improvements are visible in
terms of complying with the requirements of ISSAIs although there are gaps and
inconsistencies in applications of concept of risk assessments and consideration of

materiality.
S Through the Continuous Professional Development Policy
if‘e‘fmgg_;e',;i"ew (CPDP), the RAA implements the in-house trainings for its staff
TRAINING= on a regular basis in line with the training schedules. The In -

house training are conducted at the Professional Development
Center in Tsirang by in- house facilitators as wel | as experts from

g ,!ob.,satlsfa'ction

Taayosmesn  OUtSIde the country.
~management _ _ _
ntion====  The RAA had secured assistance from different projects (refer

chapter 5.1 below) for enhancing the professional capacity of the
auditors. The Austrian Development Cooperation (ADC) since 2012 has supported the
RAA in strengthening the professional capacity for better governance. The RAA also
received grants from the World Bank to strengthen its operational capacity to produce
and disseminate quality audit reports as per the International Standards of Supreme
Audit Institutions (ISSAIs). Our assessment indicates that the audit manuals and the
policies developed under these projects are being used and have substantially helped
in improving the quality of audits and the methodologies. The audit teams were also
trained in r isk based audit methodology which has proved to help the teams conduct the
audits in line with the ISSAIs.

The RAA has also greatly benefited from the Implementation Initiatives 3i programmes
by the IDI. ISSAI Compliance Assessment Tools (iICATS) for threeaudit disciplines of
Performance, Financial and Compliance Audits was carried out
in 2015. At the professional development level, Subject Matter
Experts from IDI (one each in Financial, Compliance &
Performance audit) conducted ISSAI complaint audit works hop
to 60 field auditors in July 2016 at iCISA, Noida, India.The RAA have now a pool of over
206 ISSAIs trained auditors. At the organizational front the Financial Audit Manual,
Compliance Audit Manual and Performance Audit Guidelines were revised by ISSAIs
trained auditors and mentors. Under the programme, 6 ISSAI based pilots audits were
conducted comprising of two from each discipline of audits and these reports
underwent quality assurance review. The assessment team saw that these
programmes assisted the RAA in improving in its audit quality and reporting through
improved audit methodologies, better compliances to ISSAIs, improved documentation,
strengthened QA function and policy.
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auditors by availing long term studies as well as short term trainings of both in - country and ex
country.

The human resource strategy is being drafted to ensure effective implementation of the HR
activities in line with the RAA strategic plan. In order to ensure that appropriate competencies
is required for carrying out all the disciplines of audit a competency framework is also being
drafted.

With the Professional Development Centre in Tsirang being operational in 2019, it has immensely
benefited in its effort to continuously develop and upgrade the knowledge and skills of the
auditors through various in -house training programmes, thus rema ining relevant and adding
value and benefits to the society by appropriately responding to the challenges of citizens, the
expectations of different stakeholders, and the emerging risks and changing environments. The
Centre aims to serve as a platform for professional growth, explore deeper collaboration, and
promote research and exchange of expertise and training in auditing and in other related fields.

The past experiences of capacity building programmes of RAA had shown to be successful in
terms of augme nting the overall capacity of RAA in terms human resources and organizational
systems. As the country is soon to graduate from the least developed (LDC) category, RAA may
face challenges of securing funds from donors outside the country for capacity buildi ng.
However, the RAA needs to sustain its capacity building initiatives through collaborations with
eUUE z M+ E AAO eEC&UEEi CAAG 1 COi UE:

d) S Al Management Use of Assessment Results

This review was a new experience for the RAA as it was conducted as a self -assessment. The
first SAl-PMF was conducted by IDI and SAl, Norway in 2014 as a peer review. The assessment
results can be used for benchmarking its performance against INTOSAI best practices and
ISSAIls which was adopted as an authoritative standards and improve the compliances to audit
yuUugeCOCucCc¢ci UE AAO CgeéUE AEUAE Ce& v r E VAAAg
the current status with the baseline of the SAls performance established in the last SAl-PMF
assessment.

¢téeU EUEhug WNiuu AUGEC 1 U hEUO @=CE OU2025 Grach 8 A g
Aui ¢cAUO gC géU QgUEy Ce geéuU hoi gCE GUAUEAUG:
mobilization efforts geared towards accomplishing the capacity development needs of the RAA.

We hope that such assessment can also demonstrate progress and help in meeting the
expectations of our stakeholders and particularly the value and benefits to the citizens of our
country. Theeei AAG EU&CEg WNiua 1 U heuaCAOUO gC geU v
how RAA contributes to strengthening accountability, transparency and good governance in the
public sector.

1

(Auditor General)
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CHAPTER 1: INTRODUCTION

The Supreme Audit Institution - Performance Measurement Framework (SAl - PMF) is
an objective performance measurement framework designed to give a high level
overview of SAI performance and to facilitate managing, measuring and monitoring of
SAIl performance over time. The SAl-PMF assessment of RAA is based on SAIPMF
document endorsed at the INTOSAI Congress in Abu Dhabi in 2016. The purpose for
undertaking the SAI- PMF assessment is to measure the performance of RAA and to see
the state of affairs encompassing institut ional framework, organizational systems and
professional development spheres. The specific objectives are to:

Benchmark the performance of RAA against the ISSAIs which was adopted by RAA
as an authoritative standard and INTOSAI best practices;

Compare the current status with the baseline of the SAls performance established in
the last SAI- PMF assessment;

Provide the basis for preparing a New Strategic Plan 2020 - 2025

In line with these objectives RAA adopted self - assessment with an independent review
from INTOSAI Development Initiative (IDI) as part of the Strategic Performance
Monitoring Reporting Programme conducted by the IDI. The assessment was carried out
by a team of three, led by Rinzin Lhamo and supported by Dorji Wangchuk and Bikash
Rai from the Royal Audit Authority. All the three team members have the requisite
knowledge to conduct the assessment as they possess adequate skills and knowledge
in conducting all types of audits including Financial, Compliance and Performance
Audits. All three of them have been actively involved in the ISSAI Implementation
Initiative (3i Programme) of IDI. Rinzin Lhamo also participated in Training of Trainers
and Assessors for SAl * PMF organized by IDI held in Bhutan in 2014. Dorji Wangchuk
was involved in the preparati CA Cee v + E  z g-ROR@ &hd méntorsofi AA ¥
Compliance Audits under the ISSAI Implementation Initiative.

The assessment covered all domains given in the SAI- PMF guidance and all indicators

in the endorsed version of SAl- PMF 2016 with the exceptionof SAI 18 20 which are not
AeeuilT Al au gC v Jige J1upUEgyi AEQUE yCoOuual :
structure and legal framework and covered the Financial Year 2017-2018. Where
appropriate, evidence were obtained from audit and other support activities in the

current financial year 2018-19. The Terms of Reference to carry out the SAI-PMF
assessment was approved by the Auditor General.

2 The Financial Year is from 1st July to 30 June.
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CHAPTER 2: METHODOLOGY

SAI PMF assessment is an objective and evidence based assessment. The evidences
were drawn principally from desk reviews, interviews, documentation and completed
audit files as per approved Terms of Reference reviewed by IDI and approved by RAA.
The Audit files included planning documentation, risk assessments, working papers, and
draft re ports, communications with the audited entities, quality control documentation
and the final reports.

For sampling of Financial Audits stratification was adopted to pick audits from all the
divisions and regions and the samples included audit of Ministries , Dzongkhags
(Districts) and Local Government. The assessment team selected one audit each from
the three Divisions under Department of Sectoral Audit in the RAA HQ and one audit
each from the four regional offices.

The assessment team randomly selected two compliance audits conducted by the
Corporations and Financial Institutions Division which is representative as only few
Compliance Audits are conducted by the Regional Offices which was not included for
the assessment. The team also included one additional sample for assessing the
indicators for outsourced audits.

The team randomly selected three performance audits conducted by the Performance
& Systems Audit Division and Thematic Audit Division under the Department of
Performance and Commercial Audit Division in the RAA (HQ) for the assessment as no
such audits are conducted by the regional offices. The selection of sample is as follows:

Table 1: Selection of sample

TYPES OF HQ REGIONAL TOTAL
AUDIT CATEGORY LEVEL OFFICE SAMPLE
Financial Ministries,Dzongkhags 3 4 7
(District), Local Government
Outsourced Government Corporation 1 N/A 1
Audits
Financial Audit Total 8
Compliance Government Owned 2 Not included in the 2
Corporation assessment
Compliance Audit Total 2
Performance  Performance anfiheme Basec 3 N/A 3
Performance Audit Total 3
TOTAL 13

The lists of sample files can be found in Annex 2.

Initially, responsibilities for specific domains were allocated to each team member. The
team worked together to conclude on scorings for each indicator under its respective
domains. Quality control during the assessment was done on an on - going basis by the
assessment team to ensure that the assessment was on -track and that any missing
information was requested and received during the assessment phase of the
assignment. The assessment Team Leader was responsible to receive comments from
the management on the draft versions of the assessment. The Team Leader ensured
that all team members were consulted when dealing with elements of the assessment
report relevant to their individual areas of input.

The Research and Quality Control (RQAD) Divisionwhich is well acquainted with the
RAA but not part of the assessment team reviewed the draft report for factual

(@) -dc*&f:b—
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correctness as part of quality assurance and provided feedback to correct any possible

errors in the draft report.

A list of interviewees, files and documents examined during the course of assessment
can be found in Annex- 2.
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CHAPTER 3: COUNTRY AND SA| BACKGROUND INFORMATION

3.1 B hutan Country Context and Governance Arrangements

Bhutan is a small and landlocked country, situated between China and India. It has an
area of 38,394 square kilometres with altitude ranging from 150 meters to 7,500 meters
above sea level® and with a population of 727,145. Of the total land area, 71 percent is
under forest cover, seven percent under year -round snow and glaciers, about three
percent is cultivable agricultural lands, while meadows and pastures occupy four
percent, and the remaining is barren, rocky or scrubland. It has three distinct climatic
zones: alpine climate in the northern belt (4,000 masl), a cool temperate central belt
(2000-4000 masl) and a hot and humid southern belt (150- 2000 masl)*.

Gross National Happiness: Bhut anés Devel opment Phil of

Gross National Happiness (GNH), the guiding development philosophy of Bhutan was
expounded by His Majesty the Fourth Druk Gyalpo Jigme Singye Wangchuck. His Majesty
UAhAT i AgUO géuU i Ei CAAE] EHpppipdsyitimoge inipértAng °
gé AA GECEE 2 CysUrkgydonstituidh 6fGHe Kiggtlom of Bhutan mandates,
1géeuU zgAgU EéAGUG EgEi1 U gC eECyCgU gecCEU
AAgi CAAG % The &NH tbhsists of four pillars namely 1) Sustainable and
equitable socio-economic development, 2) Conservation of environment, 3)
Preservation and promotion of culture, and 4) Good governance and nine domains.

The GNH was operationalized through policy and legislation during the reign of the
Fourth Druk Gyalpo and GNH index was introduced in 2008 to measure our progress
towards maximising GNH. The Index comprise of nine domains: psychological well -
being, health, time use, education, cultural diversity and resilience, good governance,
community vitality, ecological diversity and resilience, and living standards. The nine
domains include both conventional aspects of development such as standard of living,
health and education as well as unconventional aspects such as psychological well -
being, community vitality, cultural diversity and time use .

The GNH Commission was established to ensure that the development concept is
mainstreamed into government planning, policies and implementation. In its efforts to
operationalise GNH, the 17 Nationd Key Result Areas (NKRAS) of the 12th Five Year Plan
were formulated guided by the nine domains of GNH. The GNH Index score is an
important determining factor for allocation of resources to the Local Governments
(LGs) in the 12th FYP. The development phiosophy of Gross National Happiness is
inherently aligned with the Sustainable Development Goals (SDGSs). A rapid integrated
assessment conducted by UNDP in October 2015 indicated high level of integration of
the SDG targets with 11th Five Year Plan. Out 0f43 relevant SDG targets, 134 were found
to be included in the 11th FYPR

3 NSB, Statistical Year Book 2016

4 Twelve Five Year Plan, Volume 1(2Q023). GNHC

> Twelve Five Year Plan, Volume 1(2Q0D23). GNHC

6 Article 9, Section 2 of the Constitution of the Kingdom of Bhutan
"Twelve Five Year Plan, Volume 1(2Q023). GNHC

8 Twelve Five Year Plan, Volume 1(2Q023). GNHC

9 Twelve Five Year Plan, Volume 1(2Q023). GNHC
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Recent development and challenges

The five jewels namely Hydropower, Tourism, Agriculture, Small & Medium Enterprises

and Mining has also expanded rapidly. Our main driver of the e conomy however
continues to be hydropower. The earnings increased mainly on account of increase in

export tariff.

The protection and preservation of pristine environment is another key pillar in the

pursuit of Gross National Happiness. Bhutan is perhaps th e only country in the world

that is carbon negative and which pledged to remain carbon -neutral for all times to

come.

+8hgAA+ E KhyAA 201 UuCeyUAg MAOUI 1 AahU i A s
medium human development category positioning it at 134 out of 189 countries and
territories % The GDP has grown from Nu. 100 billion in 2013 to Nu. 180 billion in 2018
allowing the economy to be identified as one of the fastest growing in the world by

several reputed international institutions such as the World Bank, ADB and The
Economist. The GDP growth figures reached as high as 8% in 2016 and about 7% in 2047
_AE+i A¢ A +UJ OUIUCeyUAg yi uUEgCAU" +éhgAA
Developed Countries in December, 2023 and the decisionon B h g AA+ E ¢ EAOhAQI
endorsed during the 73rd session of the United Nations General Assembly held in
December, 20182 Bhutan had fulfilled the threshold levels for the Gross National

Income (GNI) per capita and Human Asset Index (HAI) criteria during the 2015 and 2018
triennial reviews, however had not meet the threshold for the Economic Vulnerability

Index (EVI) during both the reviews. Bhutan will continue to receive the benefits of an

LDC during the transition period of three years 2

However, the Bhutanese Economy is still facing numerous challenges and
vulnerabilities which need to be carefully considered. Some of the challenges facing the
economy includes single driven economic growth, capital intensive, youth
unemployment, limited market access, trad e deficits and high reliance on external aid.

Economic and Social Development

teU +é8hgAA+r E GECEE 2CyUEgil sECORBIENINGESS " 1JA
billion in 2018. In 2013, GDP per capita was USD 2,464 and in 2017, it was USD 3,438. The
human development index improved from 0.510 in 2005 to 0.612 in 2017 and poverty
reduced from 31.7 percent in 2003 to 8.2 percent in 2017. Hydropower has been the

main growth driver through direct export earnings. The economic growth is primarily

driven by agriculture sector with a GDP share of about 41 percent followed by services

and industrial sectors at 18 percent . The share of industrial sector to GDP increased to

40.6 percent and tourism remained the highest foreign exchange earner.

In Bhutan, people have free access to basic public health care as mandated by the
Constitution. The public health care system delivers services through both traditional

®Human Development Indices and Iratiors:2018 Statistical Update, UNDP

1 The State of the Nation, T1Session of the Second Parliament of Bhutan, June, 2018
2Twelve Five Year Plan, Volume 1(2@023). GNHC

B3 Twelve Five Year Plan, Volume 1(22023). GNHC

14 Twelve Five Year Plan, Volenn(20182023). GNHC

15 Twelve Five Year Plan, Volume 1(2@023). GNHC
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and modern medicines. Average life expectancy has increased from 66.1 years in 2000
to 70.2 years in 2017

Bhutan has free access to basic education to all and with rapid progress and is very
close to achieving Universal Primary Education. As of 2018, the Adjusted Net Primary
Enrolment Rate (ANER) stood at 96.8 percent, indicating that about 97 percent of 6-12
years old children are attending primary education and other equivalent forms of
structured learning . The Gross Enrolment Ratio (GER) for secondary education
(Classes VII- XII) was estimated at 89.3 percent’® The literacy rate in Bhutan stands at
71.4 percent in 2017. Hjher education in Bhutan is one of the most recent and important
AOOi gi CAE gC geU 1 ChAgEJ+E UOhT Agi CAAG EJ
having been set up in 2003 with 10 constituents and 2 affiliated colleges. These colleges
cater to the needs of RAA with courses on accounting, commerce, business studies,
finance, development economics, information technology, social science, financial
management, engineering being offered.

Despite achievements, the economy remains relatively undiversified with electricity
constituting a significant share of GDP at approximately 13.2 percent® Nearly 85 percent
of trade is still with India. The changing disease patterns, onset of a triple burden of
diseases and escalating cost of delivering health care amidst rising expectations are
some of the key emerging challenges in the health sector 2°. With a majority of the
population dependent on agriculture, and the economy heavily reliant on hydropower
and tourism, climatechangU AGEC &éAE EUEi ChE iyeéeailAgiC
development. Bhutan faces large fiscal gap with two - thirds of public expenditure funded
by domestic revenue®.

The Bhutan InfoComm and Media Authority (BICMA) is a regulatory body who regulates
the ICT and media sector, while fostering an environment for fair and sustainable
competition, stimulating innovation, encouraging investment and ensuring that all
Bhutanese have access to quality ICT and media services at affordable prices, founded

on the principles of GNH?2. The authority facilitates continuous technological innovation
towards improving the standards of ICT and media services. The development of media

in Bhutan started with the national paper, Kuensel, and the national broadcaster, Bhutan
Broadcasting Service (BBS) which are both state -owned. Television in Bhutan was
introducedin 1999+ é h g AA+ E @i EEg éEi 1 AgU AUNEéAeUE"
EgQAEgQUO i As+ 1" AAO CgeéUEE ui+U +éhgAA ¢CO
first business paper), The Journalist in 2009 and The Bhutanese in 2012. There were
other private papers in our national language such as Druk Neytshuel in 2010, Druk
Yoedzer in 2011, Gyalchi Sarshog in 2012 and Druk Melong in 20uring the same
period, a news magazine, Drukpa, and entertainment magazines, Trowa and Yeewong,
were also launched.

18 Twelve Five Year Plan, Volume | (22023). GNHC
"Twelve Five Year Plan, Volume | (22023). GNHC
18 Twelve Five Year Plan, Volume | (22023). GNHC
19 Twelve Five Year Plan, Volume | (22023). GNHC
2 Twelve Five Year Plan, Volume | (22023). GNHC

21 Bhutan: Public Financial Management Performance Report
2212 Five Year Plan (volume Il)
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Governance structure and Political System

Bhutan became a Democratic Constitutional Monarchy with the adoption of the
Constitution of the Kingdom of Bhutan in 2008 where the DrukGyalpo is the Head of
State and the Prime Minister, the Head of the Government. The Constitution of Bhutan
provides for a government consisting of three main branches namely Executive,

Legislature and Judiciary. The country held its first ge neral election for the National

Assembly in 2008. The Constitution created a framework for a multi - party system of
governance that is democratic.

The executive power is vested in the Cabinet, headed by Prime Minister who is the leader
of the party securin g the majority of seats in the National Assembly. The Druk Gyalpo
appoints ministers from the members of the National Assembly on recommendations
of the Prime Minister.

The legislative power is vested in the Parliament, which consist of the Druk Gyalpo an d
two houses: the National Council and the National Assembly. The National assembly
consists of 47 members representing 47 constituencies in 20 Districts. The National
Council consists of 25 non-partisan members representing one member from 20
Districts and 5 members nominated by the Druk Gyalpo. The Parliament consists of 72
members in total and is elected for five years. The Parliamentis held twice a year during
the summer and winter session.

Bhutan has four major parties presently - ¢ € U s UC é u U ricEPar®y (PDF).IDEIA ¢
Phuensum Tshopa(DPT), Druk Namrup Tshogpa (DNT) and Bhutan Kuennyam Party
(BKP). During the first election in 2008, DPT won 45 out of 47 seats which was the
majority of seats won. In 2013, DPT won only 15 seats and PDP won 32 seats anavon
the elections. During the third parliamentary elections in 2018, DNT won the majority of
30 seats and presently the ruling party.

The judiciary authority is vested in the Royal Court of Justice which consists of the
Supreme Court, the High Court, Dzongkhag®*Courts and Drungkhag?* Courts, and any
other Courts and Tribunals that may be established from time to time by the King on the
recommendation of the National Judiciary Commission 2°. The Chief Justice of Bhutan
and the Drangpon of Supreme is appointed by the Druk Gyalpo in consultation with the
National Judiciary Commission. There is an Anti- Corruption Commission, headed by a
Chairperson, which is an independent authority and has the mandate to take necessary
steps to prevent and combat corruption in the Kingdom?,

Power and authority is decentralized and devolved to elected Local Governments to
facilitate the direct participation of the people in the development and management of

their own social, economic and environmental well -being?’. The Local Government Act
2009 establishes local government at two tiers: in each of the twenty Dzongkhags

(districts) and in each 205 gewogs (group of villages).

23 Dzongkhag District

24 Drungkhag Subdistrict

25 The Constittion of the Kingdom of Bhutan, 2008, Article 21, Section 2
26 The Constitution of the Kingdom of Bhutan, 2008, Article 27, Section 1
2’ The Constitution of the Kingdom of Bhutan, Article 22, Sectonl
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PFM Sector in Bhutan and applicable legal framework

The Constitution of the Kingdom of Bhutan 2008 lays down the principles for Public
Financial Management (PFM).The key legislation which is the Public Finance Act, 2007
regulates financial management for the effective and efficient use of public resources,
accountability and fiscal policy and vests the overall responsibility of managing the
public finances with the Council of Ministers 2. The Financial Rules and Regulations
(FRR) 2016 governs the Public Financial Management in Bhutan. The Public Finance Act,
along with the FRR, empowers the Ministry of Finance (MoF) to set the government
accounting standards and determine the financial reporting framework. The Ministry of
Finance (MoF) is responsible for executing public financial management in Bhutan. It
tables before Parliament three key documents: the audited financial statement of the
financial year ended during each summer session, the budget policy and fiscal
framework statement and the budget and appropriation bill 2°. The financial year in
Bhutan is between 1 July and 30 June.

In June 2019, the Ministry of Finance implemented Electronic Public Expenditure
Management System (e- PEMS) and Globallnterchange for Financial Transaction (GIFT)
- an important milestone towards enhancing the Public Financial Manag ement and to
promote cashless and digital payments in the country. The GIFT payment system
launched by the Royal Monetary Authority is a payment platform developed to
complement and support the settlement of interbank transactions for e -PEMS and the
general public. The GIFT payment system supports 3 types of payment services* BITS
(or batched) settlement service, Real - Time Gross Settlement Service (RTGS) and Bulk
Payment Service, BITS (or batched) settlement service. The implementation of e- PEMS
and GIFT myment system is expected to eliminate the use of manual cheques, simplify
bank reconciliation process, improve public service delivery through reduced
turnaround time (TAT), minimize risks of fraud, corruption and rent seeking
opportunities, reporting and consolidation of the Government accounts, support
initiative of moving towards cashless economy and reduce administrative burden .
Further, it will also improve timely reporting and consolidation of the Government
accounts which will help in making inform ed decisions.

In Bhutan, the Financial Rules and Regulations is the financial reporting framework
applied for all government agencies although not aligned to the internationally accepted
accounting standard. The Bhutanese Accounting Standards (BAS) is released by the
Accounting and Auditing Standard Board of Bhutan which is applicable to the
incorporated/registered companies for preparation of accounts as their financial
reporting framework and international auditing standard launched in 2015 applicable for
audits of the incorporated/registered companies.

According to the Public Financial: s UEeeCEYy AAT U vUeCEg 14" | 1Ci
Bhutan has been making steady progress in strengthening public financial management
covering budget preparation, budget exe cution, control, reporting and oversight. There
is increased legislative oversight on budget approval through a Finance Committee and

2 Public Financial Management, Performance Report 2016
2 Public Finance Act 2007, Article 13
30 www.mof.gov.bt/news/epemslaunch22-july-2019/
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of audit reports through a Public Accounts Com[nittee.vAs ir) other Cpuptrie§, thg put‘)lic o
at large has become more demandingi A gUEYVE Cae gEAAEé@éAEUAg AAO

Budget Process and accountability

The public sector in Bhutan comprises the central government (including local
governments- dzongkhag, gewog, thromdes, constitutional bodies and autonomous
institutions) , which form the budgetary agencies.

MoF prepares the budget which is subject to scrutiny by the legislature and sent to the
Parliament for approval. The Ministry of Finance tables the audited financial statement,
the budget policy and fiscal framework st atement and the budget and appropriation bill
before the Parliament. According to the Public Financial Management, Performance
Report 2016 there exists a clear budget calendar and the budget circular is
comprehensive, clear and reflects ministry expenditu re ceilings approved by the
cabinet. Budget Calendar and Guidance on budget preparation gets score of A in the
Public Financial Management Performance Report 2016. In May 2015 Finance Committee
was constituted by the Parliament to review the budget, but th e legislative procedures
for budget reviews are not comprehensive as there was no procedures for negotiation
or public consultations 32

After the end of the financial year the annual financial statement (AFS) is prepared by

MoF and sent to RAA for audit. The Public Financial Management Performance Report
2016 states that the AFS were submitted to RAA within 6 months of the end of the fiscal
year.

The annual audit report is sent to the Parliament during the fourth quarter of the fiscal
year on audits carrie d out during the previous fiscal year which consist of the report on
the audit of the financial statements of the government. The Public Accounts Committee
(PAC) have members representing from both the ruling and opposition party as well as
the National Council. The five member PAC review and report to the Parliament on all
the reports received from the RAA. There is clear evidence of follow -up by RAA on
audits and gets a score of A as per the Public Financial Management, Performance
Report 2016.

Internal Audit

Ministry of Finance is the parent agency for a government wide internal audit function.
An Internal Audit Central Coordinating Agency report to the Secretary, Ministry of
Finance administratively and to a high level Committee of Secretaries in case of any
disrespect or disregard of any internal audit functions and its recommendations 32.The
internal audit is one of the important components in the national internal control
framework along with RAA and the Anti - corruption Commission. The internal audits ar e
functioning in all the twenty dzongkhags, ten ministries and two autonomous bodies.
The International Standards for Professional Practice of Internal Auditing is being
adopted by the Internal Audit Service in Bhutan. The audit engagements have been
limited to only financial compliances securing a score of C in the Public Financial
Management: Performance Report 2016. The report also states that management
provides a partial response for majority of the entities audited.

31 Public Financial Management, Performance Report 2016
32 Bhutan: Public Financial Management Performance Report
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The legal framework for RAA is established in the Constitution of the Kingdom of Bhutan
and the Audit Act 2018. As per Article 25.1 of the Constitution of the Kingdom of Bhutan,
it is responsible to audit and report on the economy, efficiency and effectiveness in the
use of public resources. The RAA follows the Westminster model of Audit and reports
to the Druk Gyalpo, Prime Minister and Parliament.

Article 25.4 of the Constitution provides the mandate for the Auditor General to audit
without fear and favour, or prejudice all departments and offices of the government
including all offices in the Legislature and Judiciary, all public authorities and bodies
administering public funds, the police and defence forces as well as the revenues, public
and other monies received and advances and reserves of Bhutan. The RAA has the
mandate to conduct financial audits, compliance audits, performance audits and any
other form of audit that the Auditor General may consider sig nificant and necessary. The
mandates to carry out these audits are derived from the Section 69, 70, 71, 74 of the
Audit Act, 2018.

RAA undertakes financial audits at two tiers, one at the national level which is the
consolidated financial statements of the Royal Government and submitted to the
Parliament as part of the Annual Audit Report (AAR). The other at the individual entity
level financial audits are carried out by the four regional offices and the division in the
HQ on the financial statements submitted by the individual entities. These audits express
an audit opinion on whether the financial statements are prepared, in all material
respects, in accordance with the applicable financial reporting framework of the
financial operations as presented in t he financial statements for the consolidated
financial statements of the Government as well as for the individual audit reports of the
entities. RAA submits the Annual Audit Report (AAR) which comprises of unresolved
audit findings issued during the calend ar year® in the individual financial and
compliance audit reports to parliament during the summer session (probably in May or
June). The AAR also includes a separate chapter on the financial audit of the
consolidated financial statements of the government.

The performance audit reports are submitted to the Parliament and deliberated during
the winter session.

The Public Accounts Committee appointed by the Parliament reviews the Annual Audit
Report and the Performance Audit Reports separately and accordingl y deliberate in the
Parliament during the summer and winter session respectively. The RAA has access to
information and has the powers to unhindered access to all of the books, accounts and
related records, personnel records, information, performance monit oring and
evaluation reports, records and reports pertaining to internal audits and such other
records 3.

Organizational Structure

The RAA Headquarter (HQ) located in Thimphu is supported by four regional offices
located in different parts of the country na mely: Tsirang, Bumthang, SamdrupJongkhar
AAO séhUAgEeCui Ag: ¢eéeU v figurrelCECAACGCEAY i

33 Calendar yearl January to 31 December
34 Audit Act d Bhutan 2018, Section 61,1
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The RAA HQ audits all Government Ministries, Headquarters of Government Owned
Corporations, Financial Institutions, Autonomous Agencies, Armed Forces, Judiciary,
Non- Government Organizations (NGOs), Civil Society Organizations (CSOs), Religious
Organizations (ROs) and three of the 20 Dzongkhags [8] in Bhutan. The four regional
offices audit the remaining 17 Dzongkhags including the Local Government, branch
offices of Government Owned Corporations and Financial Institutions and Regional
Offices of the Central Government Agencies.

RAA has four departments namely Department of Performance and Commercial Audits,
Department of Follow -up and Regions, Departmen of Sectoral Audits and Directorate
of Services each headed by a Deputy Auditor General. The four regional offices lie under
the Department of Follow -up and Regions each headed by an Assistant Audit General.
Each department is further divided into several functional divisions.

The four regional offices and the three divisions hamely General Governance Division,
Social, Communication & Information Division, Resource, Trade, Industry and Commerce
Division under Department of Sectoral Audit conducts financial audits of the audited
entities under its respective jurisdictions. However, the RAA outsource financial audits
of Government Owned Corporations and Financial institutions to external auditing firms
empaneled by RAA. The financial audits of NGOs, CSOs anROs are also outsourced to
the local audit firms empaneled by RAA.

The Compliance and Outsourced Audit Division under the Department of Performance
and Commercial Audit conducts compliance audits of the Government Owned
Corporations and Financial Institutions since financial audits of these agencies are
carried out by the external auditing firms. This division is also responsible for
arrangement of outsource audits. The four regional offices also carry out entity based
compliance audits for the Government Owned Corporations and Financial Institutions
under their jurisdicti on. Such compliance audits are conducted to assess whether the

Auditor General g %
RA'S!

Dy. Auditor General
Directorate of Services

Professional Administration |

||
HR&
Development Pla:r‘:ri\cynai:gsion and Finance ICT Division International Legal Service
Centre s Section Relations Division
Deoartmant 2{";:‘::;::35:?:; Combanes ‘ Dy. Auditor General Dy. Auditor General
pa Audit P Department of Follow-up and Regions Department of Sectoral Audit
| T Compliance and [ General Resource, Trade, Social,
AP:erODi vls(c :" Theg: fif :nUd“ Outsourced Audit c;:::::;u&:?: o Governance Industries and Communication and
Division Division Commerce Division Information Division
Office of the Assistant Auditor General Office of the Assistant Auditor General Office of the Assistant Auditor General Office of the Assistant Auditor General
Bumthang Phuntsholing Samdrup Jongkhar Tsirang
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activities of the public sector are in accordance with the relevant laws, rules and
regulations and policies governing such activities.

The Performance Audit Division and Thematic Audit Division under the Department of
Performance and Commercial Audits conducts the performance and theme based
audits. Performance audits are conducted to ensure that the government activities and
programmes achieve economy, efficiency and effectiveness and the inte nded objectives
have been met and reports separately to the Parliament on such audits.

Governance Structure

The RAA is headed by the Auditor General. The Auditor General is assisted by an Advisory
Committee consisting of the four Deputy Auditors General in discharging his mandates including
making major policy and executive decisions of the Authority.

The other Governance Committees includes the following:
. Advisory Committee

. Human Resource and Governance Committee

. Audit Committee

. Procurement Committee

. Annual Audit Report Technical Committee

. Follow-up Committee

. Finance Committee

0 N o o0~ WODN P

. Dzongkha Development Committee

These committees formed for specific functions hold regular meeting either as per scheduled
timing or as and when required by nature of their responsibilities and assist on day to day
management and operational issues and make decisions on all activities of auditing and non -
auditing activities

Budget

v rE 1 hOgUg eECI UEE 2CuGCWE geéeU EgAAOAED

as provided in the Budget Manual 2016. The Department of National Budget under the
Ministry of Finance provides the overall guidance and timetable in line with the Budget
Call notifications. The RAA budget of Nu. 312.09 million in 20172018included Nu 136.04
million as capital budget for the construction of Professional Development Centre in
Tsirang funded by the Government of India.

Table 2: Budget of RAA (FY 20162019)

. . Proposed Approved Supplementar :
SI. No. Flr:(zr;crlal Bu%get Eﬁdget IoE&udget Y I?S\Jlis,??nﬁ#g%a
(Nu in million) | (Nu in million) (Nu in million)
1 201617 366.18 311.05 68.79 379.84
2 201718 270.95 257.54 54.55 312.09
3 201819 239.11 198.76 47.87 246.63

Source: AFD, RAA
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Human Resource

During the financial year (FY) 2018 2019, the Authority had 280 employees comprising of
190 male and 90 female representing 67.86 % and 32.14% respectively Out of 22 staff
that was recruited in FY in 2018 2019, 20 staff left the organization indicating net
increase of merely 2 staff. During the FY 20172018 there were in total 277 staff (170 in
the RAA HQ and 107 in the four regional offices) an in FY 202022 there was in total 278

staff (151 in RAA HQ and 127 in the four regional offices.

Table 2: Current Staffs in RAA

RAA HQ Four Regional Offices
Audit Staff 20172018 | 20202021| 20172018 20202021
Deputy Auditor General 2 4 0 0
Assistant AuditoiGeneral 7 8 3 3
Deputy Chief Auditors 16 17 2 9
Audit Officers 56 50 22 28
Auditors 29 28 39 40
On Secondment 4 3 0 0
Total Audit Staff 114 110 66 127
Non-Audit Staff
Accounts/Administration/HR/Planning/IT
& Program Officers 56 41 41 47
Total Non-Audit Staff 56 41 41
Total Audit and Non-Audit Staff 170 151 107 127
Source: Human Resource and International Relations Division
Oversight Accountability Model
téeu v r E f1 UEEi ¢cég hdig _CcCOUu OUeéeilgE geU

Parliament, to implement plans and programmes of the Government. The Government
Executive is responsible and accountable to implement plans and activities and report
to Parliament. The RAA, as an independent body, provides third party opinion on the
accounts and operations of public entities to Parliament. From this relationship, the RAA
draws its roles and responsibilities in promoting accountability.

Through the Model the RAA aims to increase the impact of its audit results through
partnership with its stakeholders. The RAA considers Parliament, which is the
representative of the citizens, as the key stakeholder in determining the effectiveness
of its audit services. The Government and its agencies play a vital role in supporting the
RAA to discharge its Constitutional Mandates. Peer institutions like the ACC, Judiciary
and OAG are enablers for addressing effective accountability issues towards promoting
good governance. For professional growth and collaboration, the RAA seeks to
strengthen its ties with international organizations and bodies like INTOSAI, ASOSAI, IDI
and regional bodies. The engagement of the media, CSOs and citizens is essential to

% RAA HR Report 2028019
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attract the attentio n of our stakeholders on the issue of efficiency and effectiveness of
the public resources accountability system in the country.

i RAAs |
i Stakehold !
ers: :
' Parliament : P
: E 5 5 2 2 T 58
Government ! =52 285 sz 48
. : P == 2223
Citizens | s 25 ECZ gggég
. o H =T 2= U5 5 =
Audit entities s S oE=28 SEEEE
H o o © T = SE 5o
Donors ¢ ~ <g=2%
Internal Peer Provides an

independent views of
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delivery and
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Figure 4: Oversight Accountability Model, Source: RAA Strategic Plai2@B15
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CHAPTER 4: ASSESSMENT OF THE R A ASG?ERFORMANCE

4.1 DOMAIN A: INDEPENDENCE AND LEGAL FRAMEWORK

Domain A covers the independence of the Supreme Audit Institution (SAI) and its legal
mandate. The independence of the SAI has to be clearly defined in the Constitution or a
comparable legal framework in order to ensure and guarantee appropriate and effective
legal position of SAIs within the state.

ISSAI 1 (The Lima Declaration) and ISSAlI 10 (The Mexico Declaration on SAl
Independence) are the main source of best practice of this domain. Section 6 and 7 of
ISSAI 1 also calls for independence of the members and officials and financial
independence of SAIs. ISSAI 10 further reiterates the existence of an appropriate and
effective Constitutional/statutory/legal framework and the independence of SAI heads
and members (of collegial institutions), including security of tenure and legal immunity

in the normal discharge of their duties. It gives SAI the mandate to conduct financial,
compliance and performance audits.

Domain A comprises two indicators. The following table provides an overview of the
dimension and indicator scores. Section 4.1.1 and 4.1.2 provide further details.

Table 3: Domain A

Domain A: Independence and legal Dimensions overal
framework
. - score
Indicator Name I il 1] v
SAIT 1 Independence of the SA 3 2 2 4 3
SAIT 2 Mandate of SAI 4 4 4 4

4.1.1 SAIl -1: Independence of the SAI - Score 3

Narrative

SAI-1 measures the degree of independence enjoyed by the SAI, by assessing the key
aspects of independence set out in the Lima Declaration (ISSAI 1) and the Mexico
Declaration (ISSAI 10).

The indicator consists of four dimensions:
() Appropriate and effective constitutional framework
(i)  Financial Independence/Autonomy
(i) Organizational Independence/Autonomy
(iv) Independence of the Head of SAI and its members

The legal framework for independence for RAA is established in the Constitution of the
Kingdom of Bhutan 2008, and further defined in the Audit Act of Bhutan 2018. The RAA
has full functional independence as it has the power to determine its own rules and
procedures for managing the core audi t function and in fulfilling its mandates enshrined

in both the Constitution and the Audit Act of Bhutan 2018 however limited financial and
organizational independence. The budget of RAA is proposed to the Ministry of Finance
as part of the national budget and approved by the Parliament. There is no right of direct
appeal to the legislature in case it falls short of the budget approved by the Parliament.

The Auditor General is not free to independently decide on all human resource matters,
including appointments of staff and establishment of their terms and conditions. The

oA o2
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Royal Civil Service Commission (RCSC) determines the organizational structure and the
power to regulate appointment, management and dismissal of its staffs in accordance
with the Civil Service Act. As such, RAA is not free from direct interference from the
executive in the organization and management of its office. There is also no legal
EECgUIT gi CA 1J geU zheEUyU -ChEg Ac¢Ai AEg A

Dimension i: Appropriate and effective Constitutional framework

The Constitution of the Kingdom of Bhutan provides legal framework for establishment
and independent functioning of the Royal Audit Authority *¢ (RAA) headed by the Auditor
General.

The Constitution under Article 4 envisages RAA to audit the public resources and giving
mandate to audit all government agencies including Legislature, Judiciary and the
Defence.

As per Section 11 of the Audit Act of Bhutan, the RAA enjoys full functional independence
including planning and programming, investigation and reporting with regard to
auditing. As stated in Section 56 (1) of the Audit Act of Bhutan 2018, the RAA has the
power to determine the objectives, scope, frequency and findings of audits in
accordance with the laws and Generally Accepted Auditing Practices. The RAA has the
power to issue statements on the Generally Accepted Auditing Standards or adopt
international standards and other best practices 3. The Auditor General may re-audit
accounts and operations on any organization or its specific matter and accounts under
its jurisdiction if necessary. The RAA can conduct physical verification of stores, stocks,
assets, services and cash balances or perform site visit to confirm the existence,
conditions, locations, adequacy of assets or infrastructures and may also conduct ad -
hoc check or visit premises of public entity without prior notice to the concerned entity.
The RAA is the final authority to settle or resolve any audit issues.

RAA has wide jurisdiction to carry out pe rformance, financial, compliance, special audits
and any other form of audits that the Auditor General may consider appropriate as per
the Section 69 of the Audit Act of Bhutan 2018. The Druk Gyalpo (His Majesty the King)
can command to audit any entity or activity, and the Parliament, by resolution can direct
that the accounts of such entities be audited by the Auditor General. Existence of such
powers and jurisdiction in the Constitution and the Act ensures a high degree of initiative
and autonomy.

The gpointment, terms and cessation of the Auditor General is guaranteed by the
Constitution®®. The Auditor General is appointed by His Majesty the King for a term of
five years or until attaining the age of sixty - five years, whichever is earlier.

The legal prCg UT gi CA i A T AEU Ca AAJ i AQUE&aUEUAI
adequately provided in the Constitution as it only declares the Supreme Court as the
guardian of the constitution and the final authority on its interpretation .

RAA can report on any matters that affect their ability to perform their work in the
Annual Audit Report (AAR) in line with the Section 113 (10) of the Audit Act of Bhutan
K11 ¢eéu v 841’ JTEiUetd OUEITEiIilUE v A

%6 Article 25.2, 25.1,25.4 and 25.5 of the Constitution of the Kingdom of Bhutan 2008
87 Section 55 (3) of the Audit Act of Bhutan 2018

%8 Article 252 and 25.3 of the Constitution of the Kingdom of Bh2Go8

3 Article 1.11 of the Constitution of the Kingdom of Bhutan 2008
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manpower, competency ¢c Aé° EhEgAi AATiaigd Ca Mzz M: E £
impacting work performance and also in the subsequent Annual Audit Reports.

The RAA has strived to promote, secure and maintain an appropriate and effective
constitutional, statutory/ legal frame work as the Audit Act of Bhutan 2006 was repelled
and Audit Act of Bhutan 2018 came into effect on 18 July 2018. The main purpose of the
new audit act was to make changes in accordance with the Constitution which was
adopted in 2008 later to the enactment of the Audit Act of Bhutan 2006. As the
Constitution guarantees full independence of RAA, it proposed for both financial and
CEcAAi kAgi CAAU i AOUBUAOUATU i A geuU hoi g +1ia
line with the Budget Appropriation Bill p roposed to the Parliament as part of the
National Budget and the management of the human resources being governed by the
Royal Civil Service Commission (RCSC) in line with the Civil Service Act 2010. However,
explicit financial and organizational independe nce being proposed in the Audit Bill was

not approved by the Legislative Committee of the Parliament “°,

Dimension ii: Financial Independence/Autonomy

As per Article 14 of the Constitution, the State shall make adequate financial provisions

for the independent administration of the Authority. It implicitly provides financial
independence that the State shall provide financial provisions for the independent
AOyi Ai EQEAgi CA Ce&e géU hgeCEi gJ: KCWU1 UE"
Parliament as part of the National Budget in line with the Public Finance Act 2007. Since

the RAA follows the government budgeting procedure and request budget through the
Ministry of Finance (MoF) to the Parliament, the RAA in practice cannot be described as

being independent of the MoF-.

According to the Administration and Finance Section, RAA submits the budget proposal
to the MoF at the end of every third quarter of the financial year in line with the budgetary
process of the government as stated in the Budget Manual 2016 of the Ministry. The
budget call for the FY 2019 2020 was issued by the MoF on 258" January 2019. The budget
call notification contains specific instructions on the forms, budget heads and limits that
need to be adhered to by all budgetary agencies. The budgetdiscussion is held between
RAA and the Department of Budget in line with the budget call notification. The budget
ceiling of RAA in FY 20192020 was Nu 62.698 million and Nu. 40 million for current and

T Aei gAu Al gii1igi UE EUE e Wbjeci to further scruting by MeF  + E |
before submission to the Parliament for appropriation. For the past three financial
years, 20162007, 20172018 and 20182019, there has been deduction of the proposed
budgets ranging from 5% to 16%. As such, independenceould be impaired as the budget
is subject to review by the MoF before submission to the Parliament for approval.

In the Finance and Accounting Manual 2016, the RAA has full authority and is entitled to
use the budget allotted under its budget heading (108.01/01) and its own separate letter
of credit accounts for RAA (HQ) and the four regional offices. Once the budget is
approved by the Parliament, the MoF does not control the budget and timely quarterly

releases is ensured with submission of the budget uti lization plan at end of each
qguarter. The quarterly releases are made timely, usually within 10 ™ day of the Quarter.
The supplementary budgets proposed were approved as proposed which indicated that

40 nterview with Sonam Yangchen, Dy. Legal Officer
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RAA in totality received the budget proposed in the beginning of each financial year.
Budget re- appropriations were allowed within the limit and specific budget heads.

There is no laid down procedures to right of direct appeal to the Parliament in case the
funds approved fall short of actual requirements. Section 16 of the Audit Act of Bhutan
2018 provides mechanisms that in case the national budget is delayed, the MoF shall

eECI i OU AA i AgUEiy @«hAOE Weileée iE Ag uUAE[]

During the past three years there has been no undu e interference from the executives

Ji gé& EUGAEO gC v +E ATTUEE ¢gC geéeuU 1 hOgUg

Finance Section instead supplementary budgets proposed by RAA were approved by
MoF which surpassed the budget proposal for the last three ye ars by 3.60% in FY 2016
2017, 13.18 % in FY 202018 and 3.05 % in FY 2018019.

Dimension iii: Organizational Independence/Autonomy

The Audit Act of Bhutan 2018 does not ensure full organizational independence. The
requirement to consult the Royal Civil Service Commission** (RCSC) in determining the
organizational structure and the power to regulate appointment, management and
dismissal of its staff in accordance with the Civil Service Act 2010 limits the flexibility of
creating responsive organization str ucture. However, in the year 2017, the RCSC gave
some autonomy to recruit employees on contract for a period of two years to fill the
human resource gap. Twenty new auditors were recruited by RAA from pool of
graduates in the fields of accounting, financia | management, media, and economics. Five
auditors were recruited on lateral transfer from other government agencies. Engineers
with a background in civil and electrical engineering were also recruited. The
recruitment process is independently carried out b y the recruitment committees of RAA
in line with the Bhutan Civil Service Rules and Regulations (BCSR) 2018.

The RAA enjoys full functional independence in audit planning and programming,
investigation and reporting with regard to auditing in accordance w ith the Act. It has the
power to frame policy, guidelines, rules and regulations required to carry out the audit
functions, duties and responsibilities effectively “2. The RAA is currently drafting the RAA
rules and regulations to ensure effective implementa tion of the Act. However, the
Auditor General cannot independently decide on all human resource matters, including
appointments of staff and establishment of their terms and conditions, as RAA need to
consult RCSC in matter of human resource.

¢ éU v atiolshipBwithithe Legislature and Executive is clearly defined in the
Constitution and the Audit Act of Bhutan 2018.

The Audit Act of Bhutan 2018 ensures accountability and transparency by covering the
Ci UEEicég Ce v r E AT gi 1 isgiridépéndent Gaéditbrs svithE G
appropriate terms of reference for a term not exceeding three years to audit the annual
accounts of RAA and report to the Parliament as a part of the Annual Audit Report .
The accounts and operations of RAA was audited for the financial year 2017 2018 by
Gupta & Co., Kolkatd*. A system of internal audit is conducted annually on the accounts
and operation of RAA and its four regional offices confirming to sound internal audit

41 Section 17 of the Audit Act of Bhutan 2018

42 Section 60 of the Audit Act of Bhutan 2018

43 Section 132 and 134 of the Audit Act of Blu2018
4 Annual Audit Report 2018
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practices. Internal audits on an annual basis are carried out as per the terms of
EUxUEUAT U éECIi OUO 1J geu v +E AhOGig T1Cyy
undertaken on a timely basis. The first peer review was undertaken in 2004 and then in

2010 by the Office of the Comptroller and Auditor General (C&AG) on audit practices and
management system. SAI-PMF assessment was conducted by SAI Norway and IDI in

2014. Further, in 2016 RAA volunteered for assessment on SAl Independence by the

Austrian Court of Audit and Board of Audit, Japan. In order to ensure greater
transparency and accountability, peer review reports and any other reports of RAA are

on our webpage.*®

The RAA has the power to contract professional services in accordance with the policies

and procedures of the government when required to dischar ge its functions under the
Act?. The service of a nutritionist in the performance audit of school feeding programme

was hired in 2017.

Dimension iv: Independence of the Head of SAl and its members

The Constitution specifies the appointment and tenure of th e Auditor General. The
process of appointment of the Auditor General is also clearly stipulated under Section
19 and 20 of the Audit Act of Bhutan 2018. The term of the Auditor General is five years
and is not eligible for reappointment. The first Auditor General under the Constitution
was appointed in 2010 and served for 5 years as per the terms specified in the
Constitution and the Audit Act and the current Auditor General was appointed in July
2015. He is expected to carry out his mandate without fear and prejudice and the term
of five years is deemed sufficient and long enough.

The Auditor General as a Constitutional Post Holder enjoy immunity from normal
discharge of his duties by law and can be removed only by way of impeachment by the
Parliament*’.

TeU 1T hEEUAg hOi gCE GUAUEAG 2AEéC C¢E@&UEi Ag \
within less than two weeks from the completion of the tenure of the former Auditor
General. The Appointment of the Auditor General by His Majesty the King on the
recommendation by the Prime Minister, the Chief Justice of Bhutan, the Speaker, the
Chairperson of the National Council and the Leader of the Opposition Party implies that
the process is independent as each member represents the Executive, Legislature and
the Judiciary and the process can be seen as transparent. The process is transparent
as the nomination of the Auditor General is carried out as per the Audit Act.

During the last three years, there have been no cases of the Auditor General being

removed throughanunlawaeeh t AT g CE i A A WAJ géAg T CyeECY
The Audit Act of Bhutan 2018 requires the employees of RAA to comply with the Oath of

Good Conduct, Ethics and Secrecy of Auditors of the Authority and civil service code of

conduct prescribed by the Civil Service Act. The Code of Conduct, Ethics and Secrecy
ensures that the employees will not be influenced by the audited organizations and not
dependent on such organizations. Every new recruit joining RAA is administered to the

16 Principles of the Oath of Good Conduct, Ethics and Secrecy.

45 Section 139 of the Audit Act of Bhutan 2018

46 Section 55 (6) of the Audit Act of Bhutan 2018

47 Article 33 (1,2,3,4 and 5) of the Constitution of the Kingdom of Bhutan 2008 and Section 28 of the
Audit Act 2018
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Assessment Scores by Dimension

Table 4: Assessment Scores by Dimensisn

Dimension

Score

(i) Appropriate and effective constitutional framework

(iFinancial Independence/Autonomy

(i) Organizationallndependence/Autonomy

(iv) Independence of the Head of SAI and its members

Overall score

WIAINNW

Assessment Findings and Observations

Table 5: Assessment Findings and Observations

Dimension

Findings

Score

(i) Appropriate and
effective

Criteria a, b, ¢, d, f and gare met
9 The Constitution of the Kingdom of Bhutan 2008

3
Criteria a, b and at

Parliament as part of the national budget.

1 Following approval of the budget the RAA has thi
freedom to usehke budget as per the financial rule
and regulations.

1 Budgets have been released on time and
supplementary budgets were approved.

Criteria c, and f are notmet

9 While proposing the budget to the MoF, it is subje
to further scrutiny by MoF before subrmign to the
Parliament.

1 There has been deductions in the proposed budc
thus impairing financial independence of RAA.

9 The RAA does not have laid down procedures to
right of direct appeal to the parliament in case the
fund fall short of actual requiresnts.

constitutional provided the legal framework for the establishme| least 3 of the other
framework and independent functioning of RAA, including th criteria are in place
roles, powers and duties.
Criterion e is not met
1 The legal protection in case of any interference w
its independence is not adequately provided in th
Constitution.

(i) Financial Criteria a, b, d, e and g are met. 2
Independence/ 1 The Audit Act 2018 implicitly provides financial | Criteria a and at
Autonomy independence. least two of the

TThe RAAOs budget i s ap othercriteriain

place

(iif) Organizational
Independence/
Autonomy

Criteria c, e, f, and g are met.

1 The RAA has the power to determine its own rule
and regulations for managing its core audit
functions in accordance with its mandate.

fThe Act covers the ove
thus ensuring accountability and transparency.

1 The RAA can engage external expertise when
necessary.

Criteria a, b and d are not met

1 RAA enjoys limited organiZ&gonal independence a

the HR matters have to be prescribed broadly in

accordance with the Civil Service Act.

2
At Least three of
the criteria are in
place
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9 The RAA is not free from direct interference from
the legislature and executive in the organization «
management of RAA.

9 The RCSC dermines the organizational structure
and the power to regulate appointment, manager
and dismissal of its staffs.

(iv) Independence of| All Criteria are met. 4

the Head of SAI| { Both the Constitution and the Audit Act 2018 All the criteria are
and its members  specifies the conditions of appointment and the | in place
tenure of the Auditor General.

1 The appointment of the Auditor General was don
through and transparent and independent proces

9 The Auditor General is immune fronormal
discharge of his duties by law and can be remove
only by way of impeachment.

4.1.2 SAI- 2: Mandate of SAIl - Score 4

Narrative
SAl-s Yy UAEHREUE v +E AhOig yAAOAgU: {igE ATTU
obligation to report. The indicator consists of three dimensions:
()  Sufficiently Broad Mandate
(i)  Access to information
(i)  Right and Obligation to Report

The RAA has broad mandate to audit all government agencies including all offices in the
Legislature and Judici ary, all public authorities and bodies administering public funds,
the police and defence forces as well as revenue, public and other monies received and
the advances and all the reserves of Bhutan. The RAA has the mandate to carry out
financial, compliance and performance audits, and any form of audits that the Auditor
General may deem appropriate. The Audit Act ensures unrestricted right of access to
records, documents and information and has the right to decide which information is
needed for audit and has established procedures to enforce action to secure access to
the needed information in case information is restricted or denied. RAA has right to
access to premises, office space and other facilities in the audited entities.

The RAA publishes the Annual Audit Report and upload in the webpage upon tabling in
the Parliament. The performance audit reports are also published and uploaded to the
webpage upon tabling in the Parliament.

Dimension i: Sufficiently Broad Mandate

The Constitution broadly defnesgé U y AAOAgU ¢gC AhOi g AAO EUéC
public resources®: EhEgéUE" ig EgAgUE géAg  1WigécChg
the accounts of all departments and offices of government including all offices in the

Legislature and Judiciar y, all public authorities and bodies administering public funds,

the police and the defence forces as well as revenue, public and other monies received

AAO geuU AOI AATUE AAO AuG ¢géU EUEUEI UE C& +¢éh

48 Article 25 (1) of the Constitution of the Kingdom of Bhutan 2008
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The Audit Act of Bhutan 2018 further elaborates the mandate to carry out financial,
compliance and performance audits, and any form of audits that the Auditor General

may consider appropriate 4°. The mandate also covers any private or public engaged in
extracting, processing, trading and mining of natural reso urces of the State, audit the
consolidated financial statement of the Government, taxes, revenue, aid, grants, loans,
public debt, reserves, revolving funds, trust funds, welfare funds of the country. The

mandate covers both the central and the local gover nment including the municipalities.

RAA is free to select the audit subject matter, plan, conduct, report and follow -up of
their audits. There is no evidence during the last three years that RAA had taken any
tasks which may influence the independence of its mandate and instances of
interference in RAA in the selection of its audited entities or subjects.

As mandated by the Act, RAA conduct compliance audits on a wide range of subject
matter providing assurance to the intended users about the evaluation of a subject
matter against suitable criteria *°. Financial audits are conducted, and in these, RAA
expresses an opinion as to whether the financial statements have been prepared in
accordance with applicable financial reporting standards and regulatory framework 5%
The RAA also conducts performance audits and report on the economy, efficiency and
effectiveness in public operations on selected schemes, themes or topics %2

Dimension ii;: Access to Information

The Audit Act ensures unrestricted right of access to records, documents and
information and has the right to decide which information is needed for audits 3. RAA
has established procedures to enforce action in order to secure access to the needed
information in case information is restricted or denied >4 Section 3 and 4 of the Audit Act
2018 clearly stipulates that RAA can enforce or initiate enforcement action to secure
access to needed records, which are not produced and can include law enforcement
agencies to help the RAA in exercising enforcement action s to secure needed access to
records and documents where necessitated. RAA has the right to access to premises,
office space and other facilities in the audited entities *°.An interview with the audit
teams which carried out the assessment of the reports inc luded in our sample stated
that they did not experience any problems in getting information from the Executives.

Dimension iii: Right and Obligation to Report

The Auditor General is mandated by the Constitution and the Audit Act of Bhutan 2018 to
submit an AAR to the Druk Gyalpo, the Prime Minister and Parliament and published in
the first quarter of the financial year °° on the audits carried out during the year. RAA
can publish the AAR and upload it in the webpage upon tabling in the Parliament. The
Public Accounts Committee (PAC) appointed by the Parliament reviews the AARs and
the performance audit reports that are submitted separately twice during the winter

49 Section 69 of the Audit Act 2018

%0 Section 74 (B) of Audit Act 2018

51 Section 73(4) of Audit Act 2018

52 Section 70 of the Audit Act 2018

53 Section 61 (411) of the Audit Act 2018
54 Section 61(®) of the Audit Act 2018
5 Section 61(8) of the Audit Act 2018

%6 Financial Year July to 3¢ June
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and summer session of the Parliament. The performance audit reports are published
and uploaded to the webpage upon tabling in the Parliament.

The audit report can include any significant audit findings during the year °’. Cases of

fraud and corruption, mismanagement, violation of laws, rules and regulation shortfalls,

lapses and deficiencies are also reported. ¢ & U G+ E Ori ECEJ zUE
Occasional Papers are issued on various deficiencies such as strengthening the Internal

Audit in the Government, Construction & Procurement, R eview on Bhutan Schedules of

Rates and its applications by the Government Agencies and Consultancy Services. The

RAA in fulfilling its advisory role periodically undertakes focused studies on specific

issues that are significant, pervasive and cross cutting in nature and merit timely
intervention by the Government for taking n ecessary corrective actions. The reports of

such studies contain analysis of issues, likely impacts, conclusion and

EUT CyyUAOAgi CAE i EEhUO geEChgée géeuU hOi gCE G
The RAA has the right to decide the content of the audit report *°. The audit report is to

be tabled before the joint sitting of Parliament in the manner established for the

purpose.

2hEi A¢ geU eéAEg w JUAEE" geéUEU iE AC UIi OQUA
interfered on the content of the audit report and on the deci sion to report or publish.
Assessment score by Dimension

Table 6: Assessment Scores by Dimensisn
Dimension Score

(i) Sufficiently broad mandate

(i))Access to Information

(iif) Right and Obligation to Report

Overall score

A IDID

Assessment Findings and Observations

Table 7. Assessment Findings and Observations
Dimension Findings Score
(i) Sufficiently All criteria are met. 4
broad mandate  Both the Constitution and the Audit Act 2018 broadly defii All the
the mandate to audit and report on the economy, efficien( criteria in
and effectiveness in the use of public resources. place
1 The RAA is mandated to carry out audit of all central
government activities includindpe audit of the Annual
financial statements of the government.
1 It elaborates the mandate to carry out FA, CA and PA or i
forms of audit deemed appropriate by the Auditor Genera
Criterion b is not applicable
(i) Access to All criteria are met. 4
Information 1 The Audit Act ensures unrestricted right of access to recg All criteria
documents and information and has the right to decide wl are in place
information is needed.
1 It has established procedures in place to enforce and se
access to idrmation.
Criterion d is not applicable

5" Section 111(4) and (6) of the Audit Act 2018
%8 Annual Audit Report 2018
%9 Section 111(11) of the Audit Act 2018
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(i) Right and All criteria are met 4
Obligationto | { Both the Constitution and the Audit Act 2018 mandate the All criteria
Report Auditor General to submit an Annual Audit Report to the | are in place
Druk Gyalpo,the Prime Minister and the Parliament.

4.2 DowmaiN B: INTERNAL GOVERNANCE AND ETHICS

One of the objectives of ISSAI 12 is that SAls should lead by example and be a model
organization. A SAIl should promote transparency and accountability through good
governance and ethical conduct in order to fulfil their mandates. ISSAI 20 states that in
i gE 1 AGECOhT gi CA” 4z ME AEU EUEeCAEil uU g
work and using proper methodologies and standards t o ensure that they promote
accountability and transparency over public activities, meet their legal mandate and

®ehloaei o geUi E EUEeCAEiliaigiUE i A A 1CyeéuuUc

responsibility is taken clearly at the top manageme nt level and is reflected in
governance of the SAl that is consistent throughout the organization.
Longtermandshort-g UEYy @G0 AAAi A¢ i E géeuU |1 AEi E «CE A
plan for the SAI describes the audits the SAI will carry out in a s et period of time. It
EeChauoO 1T Cyead Wige geu z MrE yAAOAgU: ¢eéU
year rolling audit plan.

ISSAI 20, Principle 4 states that SAls must apply hlgh standards of |ntegr|ty and ethics

for staff at all levels. Intern Ad T CAgECuU i E AA CiI UEAET éi /
operations, and is therefore central in most domains in the SAI PMF. To ensure a
practice of high integrity the organization needs to clearly communicate what is
expected from staff and facilitate an environment characterized by functioning internal
control systems and ethical behaviour of staff. Top management should promote these
standards by demonstrating an appropriate tone -at-the top and take initiatives to
encourage high- quality work and a strong culture of internal control.

Domain B seeks to assess whether the RAA manages its own affairs effectively and
through good governance setting as appropriate example to others.

Domain B comprises five indicators. The following table provides an overview o f the
dimension and indicator scores. Section 4.2.1 to 4.2.5 provides further detail.

Table 8: Assessment Findings and Observations

Domain B: Internal Governance and . .
X Dimensions Overall
Ethics Score
Indicator Name i il iii iv
SAI 3 Strategic Plannin@ycle 2 1 2 2 2
SAl 4 Organizational Control 2 1 3 1 2
Environment
SAI 5 Outsourced Audits 4 2 1 2
SAIl 6 Leadership and Internal 4 3 3
Communications
SAI7 Overall Audit Planning 3 3 3

eCE
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4.2.1 SAI 3: Strategic Planning Cycle - Score 2

Narrative

A strategic plan is important to provide organizational direction, and its publication
communicates its intentions to external and internal stakeholders. It should consider
EgA+U&eCUOUEE+ Uiéeul gAgi CAE AAO Uy UEci Aqgt Ei E+
in which the SAIl operates, and where appropriate, measures to strengthen this
environment. The objectives set in the strategic plan should be operationalized in an
annual/operational plan for the SAIL. An SAI should have efficient and effective systems

in place which enable it to plan for both the long term and the short term. It should also

monitor and report on its performance.

This indicator comprises of four dimensions:
(i) Content of Strategic Plan
(i) Content of Annual Plan/Operational Plan
(iif) Organizational Planning Process
(iv) Monitoring and Performance Reporting

SAIl 3 is based on the review of the documents of Strategic Plan, Operational Plan,
Annual Plans, and minutes of meetings, official correspondences and interviews with
RAA management.

The current strategic plan is for the period 2015 - 20 was developed based on a logical
framework. The Performance Indicators have been established to measure the
performance. However, the baseline indicators were not developed for some areas .

The Operational Plan 201520 contains detailed activities under different programmes
identified with Divisions, Sections and officials responsible for implementation and
timeframe for completion of activities. The annual plans are prepared based on the
annual meeting to prioritize activities for implementation during the year. It contains
both the audit and non-audit activities based on the Operational Plan 2015 20. The
Annual Audit Plans also identify thrust areas of financial, performance and compliance
aspects to be focused for detailed review . The annual plans does not contain budget nor
it is linked to the budget.

The RAA assesses the implementation of Annual Plans during Mid Term Review Meeting
and Annual Review. The annual performance report is incl uded in a separate chapter in
the Annual Audit Report. The performance report is limited to activity based rather than
performance based reporting containing summary of activities accomplished during the
year.

The SP 201520 has formulated performance me asurement framework, the
performance of RAA was not assessed on the basis of the indicators developed. Thus,
the activities accomplished do not indicate whether the intended targets have achieved
the goals and outcomes of RAA.

Dimension i: Content of Strategic Plan

The Strategic Plan 201520 was developed based on logical framework showing the
hierarchy of goals. It shows logical linkages of vision, mission, strategic goals and
programmes. It contains SWOT analysis to identify gaps between the current and the
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desired state of the organization ®°. The wide of issues were discerned on various
aspects of organizational systems, institutional systems and professional development
of RAA and gaps were identified. The Policy, Planning & Annual Audit Report Division
(PPAARD) spearheaded the discussions with staff and management in various
workshops and meetings. The comments and suggestions were also solicited through
mails to all officials through official mail accounts. The SP 2015 - 20 was also based on
the SAlI PMFreport published in 2015.

In the Appendix Il: SWOT Analysis in the Strategic Plan, it recognizes that RAA is an
independent constitutional body with strong mandates and having unrestricted to
access to information. It also recognizes that the audit reports are discussed in the
Parliament. Inadequate financial, organizational and human resource independence is
recognized as one of the weaknesses in the institutional arrangements. And also that it
has identified limited engagement of stakeholders as its weakn ess. As a practice, it
recognizes strong support of parliament and increasing media attention and increasing
public expectations as opportunities. The SP intends to engage with the stakeholders
(Parliament and PAC) on continuous basis in presenting and dis cussing audit report.

Aligned with the Strategic Plan, the RAA has developed Operational Plan 2015 2020
The operational plan identifies four programmes containing various activities to be
implemented during five years. The document also establishes linka ges of each
programme to the outcomes. The Plan identifies responsible divisions or officials,
cooperating partners, source of funding and strategies. The implementation matrix is
drawn along with a timeline for implementation.

The areas for Performance Indicators were indicated in the Plan ®. The areas of
performance indicated are audit coverage, implementation of recommendations, audits
conducted as per ISSAIs, stakeholders satisfaction, and leading by example. However,
the baseline indicators were not de veloped for most of the performance areas and
hence, it is difficult to measure the performance of RAA in totality.

While consultations with internal stakeholders have taken in a series of meetings and
workshops ¢, there is no evidence of communication with the external stakeholders to
discern their expectations and factor in risk emerging from external environment.

Dimension ii: Content of Annual/ Operational Plan

The Annual Audit Plan is prepared in line with the programmes formulated in the
Operational Plan. The activities are clearly defined in the form of implementation
schedules for non -audit activities and Annual Audit Schedules for audit activities. The
responsibilities for implementation and timeframe for implementation are specified for
each activity. Annual Audit Plan contains both audit and non-audit activities which have
definite time frame to be completed along with responsible officials/divisions
identified®,

The annual plan does not contain budget nor it is linked to the budget. The RAA follows
government budgeting process and the regular employee cost such as salaries, travel

Owl 1 Qa aGNI G263A0 LXLFY HAwmp
61 Operational Plan 20130
52 Page 13, Performance Measurement Framework of strategic plan2015

8 Presentations made by PPD in annual conferences, and workshops
64 Annual Audit Plans
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and other recurrent costs are proposed based on employee strength and past budgets.
However, the capital budgets such as for infrastructure, facilities and trainings are
proposed based on the activities/programmes.

There is no risk assessment being conducted in connection to achieving the objectives
of the plan.

The plan contains indicators at the outcome and output level. There is no baselines for
current performance and milestones for major indicators.

Dimension iii: Organizational Planning Process

¢teéu hOi gCE GUAUEAGU+E zgAAOi A¢ MAEQGgEhAT g
AeeECI Au Cea& v + E AAAhRAG AhOi g euAA: ¢é
(PPAARD) initiates the development of Annual Audit Plan. The Division solicits specific
agendas from all employees to be discussed prior to organizing planning workshop
amongst the Division Chiefs. The PPAARD solicits proposals from all employees before
the annual planning workshop amongst Division Chiefs is organized. The division
prepares agendas based on the inputs from all employees and is discussed and
deliberated in the meetings. The results of meetings go into formulating strategies for
implementation and are presented to the top management. These are done through mail
sent to all employees by the PPAARD. The draft plan is the outcome of the workshop
which is presented to the top management comprising of Auditor General and executive
members. Auditor General approves the plan. The annual audit plan is communicated to
Atu UyeuaCIJUUE geEChgée geU OUeAEgyUAgE AAO Oi
Since the RAA cannot cover all audited agencies in one year, it has instituted a system

of categorizing agencies for inclusion in its Annual Audit Plans. The categorization of

the entities was done in a meeting with all heads of divisions and regions and used in
preparation of annual audit schedules. The agencies are categorized into five catego ries:

P1, P2, P3, P4 and P5. Agencies under category P1 are audited annually and those under

P2 are audited once in two years and so on. The categorization is mainly based on
parameters such as; regulatory requirements on the frequency/timing of audit by acts

or/and agreements; perception of risk based on experience of the RAA from the recent

years. The audit of agencies under P2, P3, P4 and P5 entails auditing of previous
unaudited years.

i CAE
U scCu

The strategic plan 2015 20 was intended to be put in place by 1st July 2015 right after
the previous plan which ended on 30th June 2015 and also coinciding with the
appointment of new Auditor General. The draft was completed within the expected time
of June 2015. However, on the assumption of office by the new Auditor Gereral towards
the end of July 2015 the top management felt the necessity of factoring in the vision of
new leadership into SP and entailed review of the whole draft consuming substantial
time. In the absence of in- house expertise, the implementation of the SP 201520 was
deferred until the professional guidance was sought from the INTOSAI Development
Initiative in April 2016. The effective date of putting in place the SP 201520 was in fact
delayed by one year.

There are clearly defined responsibilities for planning the annual audit plan® and these
are followed in practice. The PPAARD communicates®® with the auditing divisions to

51 dzZRAGU2NJ DSYSNI £ Qa {GFyRAY3 LyailuaNHzOlAz2y
% Copies of letter sent to Divisions/regions
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propose annual audit schedules as per the categorization of agencies generally in April -
May every year. It also solicits proposal fo r thrust areas based on their experiences in
recent years. The Division Chiefs organize the teams based on the availability of
resources and distribute agencies based on the categorization. The teams prepare the
schedules for assigned agencies and allocate time for each assignment as per the
allotted man-days. It is discussed within the Division and the proposed schedules are
consolidated at the Division Level and are submitted to the PPAARD for review and
approval.

The Annual Audit Schedule for audit activities are fed into the Audit Performance
Evaluation System (APEMS) which is an IT enabled system developed in house for
monitoring and evaluation. The changes in the schedules take place as and when it is
proposed. The changes are proposed by the team through their respective divisions and
approved by the Auditor General. Mid Term review meetings are conducted to review
the status of overall plan implementation (both audit and non -audit services) and any
changes proposed by the Divisions are approved in this meeting.

The annual audit plan identifies teams, members, divisions or regions for
implementation of each audit along with a focal person responsible for coordination.

There is no documentation on any evaluation of the organizational planning process to
provide input to the next.

Dimension iv: Monitoring and Performance Reporting

The RAA assesses the implementation of Annual Plans during Mid Term Review Meeting
and Annual Review. The annual performance report is included in a separate chapter in
the Annual Audit Report. The performance report is limited to activity based rather than
performance based reporting containing summary of activities accomplished during the
year.

The SP 201520 has formulated performance measurement framework, which was not
assessed on the basis of the indicators developed. Thus, the activities accomplished do
not indicate whether the intended targets have achieved the goals and outcomes of RAA.

The RAA had engaged an external consultant to conduct Stakeholders Satisfaction
survey. The report was published, but there is no evidence of RAA using the results of
the survey to formulate new strategies to enhance satisfaction level of stakeholders.

The RAA reports on Audit Recoveries are made and deposited into Government Account
on the basis of its reports representing savings and efficiency gains on government
programmes 7.

¢télU z M s _E EUeCEg Ce ®¢¥:1' AE ehilui EeUO
review on assessment of SAl independence was carried out jointly by SAI Japan and
hEgEIi A A s11": téeuU EUeCEg eAE ACg 1 Ul

i AmCEyAgi CA CA Mzz M AE v r E AROI gi Ag E[
background information, implementation strategies and outcomes.
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Assessment Scores by Dimension

Table 9: Assessment Scores by Dimensisn

Dimension

Score

(i) Content of Strategic Plan 2

(ii) Content of Annual/ Operational Plan

(iif) Organizational Planning Process

(iv) Monitoring and Performance Reporting

Overall Score

NN NP

Assessment findings and observations

Table 10: Assessment Findings and Observations

Dimension

Findings

Score

(i) Content of
Strategic Plan

Criteria a, d, g and f are met.

1 The Strategic Plan 201%) is prepared based on SWO
analysis. It articulates strategic outcomes and goals
linked to vision and mission of the RAA.

9 The Operational Plan is prepared as supplementary
documents outlining the activities to be implemented
unde four Programmes.

9 The Performance Measurement Framework which
contains performance indicators have been developel

Criteria b, ¢ and e not met

1 The performance is assessed on accomplishment of
activities rather than outcome indicator.

1 External stakeholds were not directly involved in the
strategic planning process.

1 Basically, the plan was prepared to address the issue
discerned through internal stakeholders and top
management.

1 The Strategic Plan included amendment of Audit Act ¢
Bhutan 2008 as one tife strategies to influence chang
in the institutional environment of RAA.

2
At least three
of the criteria
are in place

(ii) Content of
Annual/
Operational
Plan

Criteria a and b are me.

9 The annual plan contains all activities (auditing as we
norrauditing) with definite time frame.

9 The responsibility is also assigned to
individuals/divisions to accomplish the activities.

Criteria c, d, e, f and g are not met.

9 The activities includeth the annual plans are drawn
from five year operational plan.

1 There is no clear linkage of annual plans to the strate:
objectives in terms of performance indicators.

1 There is no risk assessment being conducted in
connection to achieving the objectivddite plan. The
risk identified are against the programmes identified ir
the operational plan but there is no clarity on how it
would be mitigated or addressed and neither there is
documentation of monitoring of risks throughout the

Strategic Plan pevd.

1
At least one of
the criteria is
in place




o
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iii) Organizational
Planning
Process

Criteria a, b, d, e and f are met.

MTfThe Auditor General 6s St
procedures for devel opme
annual audit plan.

9 The PPARD initiates the development of Annual Audi
Plan.

9 The Division solicits specific agendas from all employ
to be discussed prior to organizing planning workshoy
amongst the Division Chiefs.

1 There is an ownership of the plan and it is communikce
to all employees.

1 The plan is monitored and revised as needed.

Criteria c, g, h and i are not met

9 There is no evidence of consultation with external
stakeholders as a part of planning process.

fThere is no planning of

1 Therewas no continuity of SP 2012 right after
completion of previous SP 204105.

At least four
criteria in
place

2

(iv) Monitoring
and
Performance
Reporting

Criteria a, e, f, and g are met.
9 The RAA assesses the implementation of Annual Plal
during Mid Term Review Meeting and Annual Review.

1 The annual performance report is included in a separi
chapter in the Annual Audit Report.

1 The performance report is limited to activity based rat
than performance based reporting containing summai
activities accomplished during the year.

1 The RAA reports on Audit Recoveries made and
deposited into Government Account on the basis of it
reports representing savings and efficiency gains on
government programmes .

1 The SAI PMF report of 2015 was published and
upl oaded on RAAO&6s webpag

Criteria b, ¢, and d not met

1 The performance report is limited to activity based rat
than performance bed reporting containing summary ¢
activities accomplished during the year.

9 The SP 20120 has formulated performance
measurement framework, the performance of RAA we
not assessed on the basis of the indicators developec

1 Thus, the activities accomglied do not indicate whethe
the intended targets have achieved the goals and
outcomes of RAA.

At least three
of the criteria
are in place

2

4.2.2 SAIl 4: Organizational Control Environment - Score 2

Narrative

This indicator measures SAls internal control environment and internal control system
instituted to manage its operations economically, efficiently, effectively and in
accordance with laws and regulations. It also measures the systems for quality control

and quality assurance system to ensure quality of SAls works.

This indicator comprises of four dimensions:

i) Internal Control Environment - Ethics, Integrity and Organizational Structure

i) Systems of Internal Control

&
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iii) Quality Control System
iv) Quality Assurance System

teu v r E  nduCtGabd etbies isic@npliant with the ISSAI requirements and
there is sufficient process to ensure that the officials comply as it is monitored as part
of the annual performance appraisal system.

The Financial Management Manual issued by the Ministry of Fhance ensures proper

working systems and procedures including transparent and well defined controls and

checks as part of the financial management and accountability objectives of the
Government. The National Internal Control Framework developed by the Ministry of

Finance also provide a managerial guide to internal control formulation and practice.

However, there is no clearly defined system for identifying, mitigating and monitoring

major operational risks within RAA. The RAA does not include a statement of internal

T CAgECU i A v + E AAAhAG AhROi g EUeCEg: ¢eéeUEU
regional offices who are appointed by the Audit Committee and directly reports to Head

of SAIl or Audit Committee. The Audit Committee reviews and follows up the
iyeaUyUAgAgi CA Ce i AGUEAAU AhOi gCEE+ EUTCyyU
¢teu G+ E zgAAOi A¢ MAEQgEhT gi CAE @EUETEiIi |l UE e
reports and until July 2019, the Research and Quality Assurance Division (RQAD) was
responsible for quality contro | as well as Quality Assurance functions. The RQAD now

has the responsibility of Quality Assurance functions. However, the review was

conducted for only financial audits.

Dimension i: Internal Control Environment i Ethics, Integrity and Organizational
Structure

The Audit Act of Bhutan 2018 addresses the issue of code of conduct®; ¢ & U Gr E zg/
MAEgEhT gi CAE AGEC AOOEUEE ¢géU éeECeaOHRRRIMAG I
6AE OCT hyUAg TAGGUO J1fAgé Cae ¢CCQO:1 GROME ¢F el
out 16 principles of good conduct, including the issues of integrity, independence,
objectivity, confidentiality and competence. The Oath is administered to new employees
who subscribe to the principles by signing a document in a ceremony. | t is published in
the form of pocket size booklet, which is convenient for employees to carry at all times.

O UEUAT U gC v rE 1COU Ca 1TCAOhT g i E yCAig
appraisal of every employee °. The requirement for auditors to decl are compliance with
code of ethics and to declare "no conflict of Interest” is laid down in the Audit Manuals
and Guidelines. It also specifies template for recording the assessment of ethical
geEUAQE AAO Eh¢c¢UEgE AéeéECeéEIi AGphbuck Btled and AE OF :
zUT EUTJ hE heaCAOUO CA v +E DUl AAO éehlai
supervisors oversee the compliances including protection of those who report
suspected wrongdoing. On the basis of the fact that top management reiterating the
importance of professional and ethical conduct to employees in every occasion, the
ethical issues are high on the agenda in the RAA™ There was no evidence of review of

ethical framework being carried out during the last five years.

8/ KI LJASNJ o 2F !'DQa {dFyRAY3a LyailiNHzOiGAz2y 2y LINBTFS
9/ KFLIGSNI n 2F ! DQa {GFyRAY3 LyaluNdziAzy 2y [/ 2YyRd
030% weightage given for assessment of performance as per Bhutan Civil Service Rules and Regulation

1 Auditor General and top management executive orders (Minutes of Meetings)

oA e
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Bhutan Civil Service also prescribes Civil Service Values and Conduct under Chapter 3
Ce +-zvv 611’ -0AhEU w:¥¢:1 Cae +-zvv 811’
and uphold the highest standard of, amongst others, integrity, honesty, fortitude,
selflessness, loyalty, the right attitude, right aptitude, patriotism, professmnahsm and

be apolitical in service of the Tsa-Wa-z h y | : EREgeée UE" -0AREU v

Service Values and Conduct shall form part of the terms of employment for all civil
servants who shall read, understand and sign the commitment to the Civil Service

2 AGhUE AAO -CAOhT g @®CEy AE eUE ECEy w. 1 ]:
The RAA has clear organizational structure approved by the Royal Civil Service
Commission. It is bifurcated into Departments, Divisions and Sections for both auditing
and non- auditing functions along with clear line of reporting including the regional audit
offices. The job responsibilities for different positions for both auditing and non -auditing
works are clearly defined in the Terms of References he t CAOUO i A v - z -
facilitates delegation of responsibiliies at different positions. ¢ & U Gt E 2z
Instructions also defines basic roles and responsibilities for different levels and
positions. For the outsourced audits, the Policy on outsou rcing audit services requires

the contracted firms to comply with the ethical requirements of the RAA. However, there

is no explicit integrity policy adopted. The RAA has not formally assessed its
vulnerability and resilience to integrity violations, throu gh the use of tools such as
INtoSAINT or other similar tools.

Dimension ii: System of Internal Control

> Tk
pd
O

¢eU Ei AAATi Aa _AAAgUyUAg _AAhAu i EEHhUO 1§ gel

Agencies shall be responsible to establish proper working systems an d procedures
including transparent and well-defined controls and checks within the respective
Agencies for achieving, as far as practicable, the financial management and
ATTChAgAT i aigd CioUlTgiitUE Ce géU, GChetdEdy U
Agenmes shall be respon5|ble for ensurlng that a proper system of Internal Control

Uiji EE i A géUi E EUEeUlTgii1 U ¢ UAT i UE

The National Internal Control Framework developed by the Ministry of Finance provide
a managerial guide to internal control formulat ion and practice covering the aspects of
internal control best practices in Financial Management, Property Management,
Procurement, Human Resource Management, Information Technology and internal audit
related internal controls "

The RAA has not established any written policy or procedures regarding how internal

control shall be conducted in RAA. However, some internal control procedures
regarding financial management and procurement are described in the form of ToRs
and list of job responsibilities of staff in Administration and Finance Division. Further,
the RAA has developed procedures for collection and accountal of Audit Recoveries in
the Follow Up Guidelines.

There is no clearly defined system for identifying, mitigating and monitoring major
operational Ei E + E : ceu v OCUE ACg i AT ahoUu A
annual audit report.

[T¢

There is a periodic internal audit of RAA HQ and regional offices. The internal auditors
are appointed by the Audit Committee and directly reports to Head of SAI or Audit

2National Internal Control Framework of Ministry of Finance
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Committee. The Audit Committee reviews and follows up the implementation of internal
AhOi gCEE+ EUI CyyUAOAgi CAE:

Dimension iii: Quality Control System

The RAA has defined processes and responsibilities for both audit and non-audit
functions in pr omoting quality in performing its functions. The audit functions are guided

by various audit guidelines and manuals. For non-audit functions such as Human
Resource, Administration, Information Technology, Procurement, Audit Recoveries etc.

also have defined process through specific rules, regulations, and guidelines. The
reporting line establishes control procedures where every level is given the
responsibilities for the system of quality control. Ultimately the AG assumes the overall
responsibility for qua lity control management. ¢ & U G+ E zgAAOi Ag
prescribes process for quality control of audits and reports. The RAA has put in place
following process for quality control of audits and reports:

F' Level Review: Team Leader

2" Level Review: Division Chief/AAGs of Regional Offices
3 Level Review: Deputy Auditors General (Department)
4™ Level Review: Research and Quality Assurance Division
5" Level Review: Executive Committee

6" Level Review: Auditor General

Review of the sampled (financial, compliance and performance) audit files, the individual
working papers are signed by the respective teams and AAGs. The involvement of
management (AAG and DAG) is visible from the documents maintained for each audit
assignments. The pre-engagement processes are completed with signing by the
supervisors (AAG). The draft report along with necessary documents such as Minutes
of Exit Meeting, financial statements, accountability statements, and Management
Appraisal Reports are submitted to Dep artment Heads (DAGs). The RAA through
Executive Order had bifurcated the Quality Control and Assurance Functions and from
the beginning of July 2019, the RQAD which was involved in vetting of the reports is given
the responsibility of Quality Assurance Fun ctions. Hence, the reports need not be sent
to RQAD for reviews. Before approving the reports, the Department Heads (DAG)
scrutinizes all the issues in the draft reports in relation to the documents submitted and
suggest changes. Once the changes are made,the reports are printed and issued by the
respective Divisions.

The Quality Control by the Division Chiefs, and Department heads can be tracked through
the track changes in MS Word.

The audit reports of significantly larger agencies or if it contains sign ificant issues, is
signed either by the Department Head or Auditor General.

Dimension iv: Quality Assurance System

Until July 2019, the Research and Quality Assurance Division was responsible for quality
control as well as Quality Assurance functions. The RQAD now has the responsibility of
Quality Assurance functions. However, the review was conducted for only financial
audits and not extended to performance audits, compliance audits and range of activities
of RAA owing to lack of manpower.

oA e
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The RAA is currently conducting the Quality assurance reviews for financial audits using
the QA tools developed by the IDI. The RQAD as an independent division, it is assigned
with the QA functions and is currently manned by three experienced (senior) officials
including the legal professional. The RQAD has conducted QA of selected audits spread
over divisions and regional offices mainly comprising of only financial audits. Further,

to see the compliances to the methodologies of ISSAIs after it was adopted in 2017, the
RAA also assigned one of the experienced officials to conduct QA review of audit reports
based on samples from different divisions/regions. The report along with
recommendations of reviewer was communicated to all divisions and teams [10].

The RAA had undegone assessment under SAl PMF in 2014 15.

Assessment Scores by Dimension

Table 11: Assessment Scores by Dimensisn

Dimension Score
i) Internal Control Environmerit Ethics, Integrity and Organizational Structure 2
i) System of internal control 1
iif) Quality Control System 3
iv) Quality Assurance System 1
Overall Score 2
Assessment findings and observations
Table 12 Assessment findings and observations
Dimension Findings Score
() Internal Criteria a, b, d, e, f,g, h, |, andj are met 2
Control fThe Audit Act of Bhut an  Criteriaa,d
Environment Instruction address the issue of code of conduct. The | g and at least
i Ethics, has document call ed, fOat threecriteria
Integrity and secrecy of auditorso. Thi areinplace
Organizationa|  conduct, including the issues ofégrity, independence,
| Structure objectivity, confidentiality and competence.

1 On the basis of the fact that top management reiteratin
importance of professional and ethical conduct to
employees in every occasion, the ethical issues are hic
the agenda irhie RAA.

1 For the outsourced audits, the Policy on outsourcing at
services requires the contracted firms to comply with th
ethical requirements of the RAA.

9 The RAA has established /written policy or procedures
internal control.

9 There is a system afnnual internal audit of RAA HQ anc
regional office carried out by auditors appointed by the
Audit Committee.

Criteria ¢, k and | are not met

9 There was no evidence of review of ethical framework
being carried out during the last five years.

1 The RAA has noformally assessed its vulnerability and
resilience to integrity violations, through the use of tools
such as IntoSAINT or other similar tools.




(ii) System of
internal
control

Criteria b, e, f,g, h, and j, are met

1 The Financial Management Manual issued by the Minis
of Finance requires heads of agencies to ensure prope
system of internal controls in respective agencies.

9 The National Internal Control Framework developed by
the Ministry of Firance provide a managerial guide to
internal control formulation and practice covering the
aspects of internal control best practices in Financial
Management, Property Management, Procurement, Hu
Resource Management, Information Technology and
internal audit related internatontrols.

9 There is a periodic internal audit of RAA HQ and regior
offices.

1 The internal auditors are appointed by the Audit
Committee and directly reports to Head of SAI or Audit
Committee.

9 The Audit Committee reviews and followp the
i mpl ementation of interng:

Criteria a, c, d, and i are not met

9 The RAA has not established any written policy or
procedures regarding how internal control shall be
conducted in RAA except for some internal control
procedues regarding financial management and
procurement are described in the form of ToRs and list
job responsibilities of staff in Administration and Financ
Division.

9 There is no clearly defined system for identifying,
mitigating and monitoring major opdi@nal risks.

1 The RAA does not include a statement of internal contr
in RAAG6s annual audit r e\

1
At least 2
criteria are
in place

(i) Quality
Control
System

Criteria a, b, c, and e are met
9 The RAA has defined process and responsibility for
members, team leaders, supervisor (AAGSs), Departme
Heads (DAGSs), Executive Committee and Auditor Gen
as a quality control process of audits and reports. AG's
standing instructions provides detailed guidance in
ensuring quality of audits.
Criterion d not met
9 There is no system for assessing overall risks to quality
which may arise from performing the audit works.

3
At least four
criteria are
in place

(iv) Quality
Assurance
System

Criteria c, f, g and h are met

9 The Research and Quality Assurance system is respor
for Quality Assurance functions.

1 The review was conducted for only financial audits.

9 The RQAD as an independent division, it is assigned w
the QA functions and is currently manned by three
experenced (senior) officials including the legal
professional.

9 The RQAD has conducted QA of selected audits of
financial audits spread over divisions and regional offic

9 The report along with recommendations of reviewer wa
communicated to all divisions ambelams.

9 The RAA had undergone assessment under SAlI PMF i
201415.

Criteria a, b, d and e are not met

1
The RA/
QA review
system
coversa
sample of
completed
audits and at
least four
criteria in
place
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1 The Quality Assurance Review was conducted only for
financial audits and not extended to range of activities ¢
RAA.

4.2.3 SAI 5: Outsourced audits - Score 2

Narrative
Az MrE G0UGAG &=EAyUNCE=+ yAJ AuucCl =CE ig
with limited capacities to complete their audits in a timely manner, outsourcing some

audit work may be an option for a SAls to fulfil their mandate. However, the SAI still
remains the responsible party.

Similar to other SAls, the Auditor General has the mandate to outsource audits.
However, the Auditor General retains the ultimate responsibility for quality control and
reports are issued under the signatory of the Auditor General.

This indicator comprises of three dimensions:
i) Process for Selection of Contracted Auditor
i) Quality Control of Outsourced Audits

iif) Quality Assurance of Outsourced Audits

The RAA has developed a Policy on Outsourcing of audit works which prescribes the
process of registration and engagement of accounting and auditing firms for the
outsourced audits and ensures mi nimum level of competency and expertise. The firms
are bounded by confidentiality requirements and professional code of ethics.

The RAA assumes full responsibility for the outputs delivered by the contracted firms
and continuously monitors their works from engagement and planning to report. The
reports are published only after approval of the RAA. However, there is no system of
assessing risk to quality of outsourcing works and RAA has not carried out any such
assessment during the period under review.

The Policy of Outsourcing requires RAA to conduct QA review of the audits undertaken
by contracted firms, however, no such reviews had been carried out during the period
under review.

Dimension i; Process for Selection of Contracted Auditor

The RAA has devdoped a Policy on Outsourcing of audit works which prescribes the
process of registration and engagement of accounting and auditing firms for the
outsourced audits. The policy requires the firms to be bound by the confidentiality
requirements and professio nal code of ethics and not to disclose any information
relating to the client during the course of audit that are deemed confidential.

The Policy also specifies eligibility criteria for selection to ensure that the firms selected
for such works have requir ed competency and qualifications. The RAA conducts due
diligence before empanelment to assess the competence of firm in terms of its human
resources and physical resources. The condition of a maximum period of three years of
empanelment ensures that the fi rms are not engaged by the same audited entities for
longer periods. For the assessment, the team reviewed one outsourced audit on
Dagachhu Hydropower Plant which helped to see how the Policy on Outsourcing of audit
work was applied in practice.

(@) -dc*&f:b—

gC



Dimension ii: Quality Control of Outsourced Audits

The RAA assumes full responsibility for the outputs delivered by the contracted firms
and continuously monitors their works from engagement and planning to reporting. The
reports are published only after approval of the RAA. The individual firms have the
responsibility to institute their own quality control and assurance system.

¢téeU ChgECHhETUO AhOigE yhEg 10U TCAOhT guUO
manuals. The RAA oversees the engagement, reviews work plans and audit
programmes and ensures that firms implement quality control procedures.

The RAA does not have system of assessing risk to quality of outsourcing works and
not carried out any such assessment during the period under review. There are no
specific requirements in the policy to hand over the documents to the RAA after the
completion of audits. However, in practice, the contracted firms hand over the working
files to respective Divisions.

There is a defined process of approving reports in the Po licy.

Dimension iii: Quality Assurance of Outsourced Audits

The Policy of Outsourcing requires RAA to conduct QA review of the audits undertaken
by contracted firms, QA reviews have not been conducted during the period under
review. There is no evidence of having conducted the monitoring of system of quality
control during the period under review.

Assessment Scores by Dimension

Table 13 Assessment Scores by Dimensisn

Dimension Score
(i) Process for Selection of Contracted Auditor 4
(i) Quality Control of Outsourced Audits 2
(i) Quality Assurance of Outsourced Audits 1
Overall Score 2
Assessment findings and observations
Table 14: Assessment findings and observations
Dimension Findings Score
(i) Process for | All criteria are met 4
Selection of,  The RAA has developed a Policy on Outsourcing of audit Al criteria
Contracted works which prescribes the process of registration and are in place

Auditor engagement of accounting and auditing firms for the
outsourced audits.

1 The policy requires the firms to be bound by the
confidentiality requirements and professional code of ethi

1 The firms are empanelled as per the eligibility criteria and
RAA conducts due diligence during selection for registrati
to ensure its competey and capabilities
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(i) Quality Criteria a, b, and dare met 2
Control of | 9 The RAA obtains statement of assurance of quality contr¢ Criteria d and
Outsourced signed by managing partners which are validated by RAA at least one

Audits 1 The individualfirms have the responsibility to institute thei| other criteria
own quality control and assurance system. in place
9 The outsourced audits must be conducted in line with the
RAAGs audit guidelines anf(

Criterion c is not met
9 The RAA does not have system of assessing rigjkiadity of
outsourcing works and not carried out any such assessm
during the period under review.
1 The audit working papers are handed over either in hard
soft copies to the RAA, though there is no specific
requirements as per the policy or the agreets.

(iif) Quality Criterion a is met 1
Assurance |  The RAA is currently using the QA tools developed by IDI At least one of
of however no QA reviews were carried out for outsourced | the criterion
Outsourced|  audits. in place
Audits Criteria b, c, d, e, f, and g are not met

9 While the Policy of Outsourcing requires RAA to conduct
QA review of the audits undertaken by contracted firms, C
reviews have not been conducted during the period unde
review.

9 No monitoring of system of quality controlas carried out
during the period.

4.2.4 SAI 6: Leadership and Internal Communication - Score 3

According to ISSAI 20, an SAI should be operating on the foundations of transparency
and accountability. ISSAI 12equally underlines the principle of SAls leading by example.
In practice, it is the Head of the SAI and the leadership team who are responsible for
setting the tone at the top, to promote integrity, but also to enable effective fulfilment of
the mandate of the organization by developing an organizational culture promoting
effectiveness, transparency and accountability. In order for the SAIl to achieve its
objectives, strong leadership and good communication with staff are necessary.

This indicator comprises of two dimensions:
i) Leadership
i) Internal Communications

Leadership competencies and processes are well established and operating at a
satisfactory level; in the RAA. Periodic meeting are held to make important decisions
and are documented and communicated properly. Internal communication is well
established and uses appropriate tools to promote effective internal communication.

Dimension i: Leadership
The meetings are held at various levels;

1. Advisory Committee Meeting - Meeting of Auditor General and Deputy Auditors
General form the highest decision making level. The issue of strategic importance and
sensitive issues concerning RAA and its employees and operations are discussed. The
decisions are conveyed through instructions or executive orders si gned by the Auditor
General. The meeting is held as and when needed.

(@) -dc*&f:b—
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2. Human Resource and Governance Committee Meeting: Include Heads of Departments
and Heads of Divisions. It discusses on day to day HR management and operational
issues and make decisions on all activities of auditing and non - auditing activities. The

Meeting is held every Wednesday and if needed whenever required to give immediate

decisions.

3. Committee Level Meeting: Various committees formed for specific functions hold
regular meeting either as per scheduled timing or as and when required by nature of
their responsibilities. These committees are chaired either by Auditor General or
delegated to one of the Deputy Auditors General.

The key decisions made in the meetings are documented in the form of minutes of
meetings or the Records of Discussion (RoD). The decisions made in the Executive
Committee Meetings are disseminated through Executive Orders signed by the Auditor
General. Minutes of Meetings containing deliberations and decisions of Human
Resource and Governance Committee Meeting are finalized and shared with all staff
through official mails assigned to all employees. Decisions of specific committees are

well documented and are communicated to staff based on relevance and requireme nt.

The core documents of RAA include Annual Audit Reports, Strategic Plans, Operational
Plans, Audit Manuals and Guidance, Policy documents and host of other publications on
specific topics. Most of these documents contain RAA's core values and are easily
accessible on RAA's webpage and are public.

Delegations are basically done as per Job responsibilities of individual job positions
which are developed and prescribed by the Royal Civil Service Commission. The job
performances are reviewed as per the Indi vidual responsibilities and performances are
rated as per the performance of the assigned jobs. The performance ratings are used
for career progressions and or for other incentives and opportunities for further
advancement.

In setting a tone enabling accountability and strengthening the culture of internal
control, evidently the Strategic Plan 2015- 20 identifies one of the goals as "being model
organization" in demonstrating better internal governance within RAA. The strategies
range from subscribing to ele ments of ethics and code of conduct by all employees to
being accountable for its own performance through regular performance reporting to
Parliament and stakeholders. The top management reminds employees on manifesting
integrity and ethical behaviour at a Il times in all kinds of meetings such as regular staff
meetings, and annual conferences. The values of ethics and accountability are also
communicated in informal meetings held by top management with the lower staff. The
elements of ethical behaviour and accountability are modelled by the top management.
For instance, compliances to individuals' asset declaration are ensured throughout and
all employees are made to comply by assigning dedicated official to enforce the
requirement. Accountability and ethica | practices are also enforced through holding
employees accountable for any non- compliance detected during internal audit.

One way of assessing tone at the top in demonstrating these initiatives is total absence
of criticism on RAA's ethical culture in th e social media unlike some agencies. The team
has not come across any issues being pointed to indicate any shortcomings in this front.
The top management demonstrate initiatives for building an ethical culture in the
organization by propounding core values, ethical and professional values, encouraging
ethical values and mechanism to report incidence of non -compliances anonymously
through a suggestion box. The management had also demonstrated disapproval and
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intolerance to any case of misconduct. There had been incidences of investigating
allegations received from outside source on misconduct of staff to establish truth. The
investigation was assigned to one of the Deputy Auditors General. Fortunately,
allegation was proved wrong on both occasions.

For instance, having an open forum during conference to raise concerns or issues that
are sensitive in nature through a written slip and discussing openly in the meeting
provide platform to raise issues and concerns regarding internal controls within the
RAA.

RAA's bid to demonstrate initiatives to establish "an internal culture recognizing that
guality is essential in performing all of its work™ is apparent in all documents meant to
serve as guidance to performance of jobs. These include host of manual and guidelin es,
code of ethics and professional conduct, Quality Assurance Review Policy, Handbooks,
AG's Standing Instructions etc, which delineates processes, as well as responsibility on
individuals, divisions, and departments in ensuring quality of its work. The R AA's
periodic monitoring and reporting ensures holding officials accountable for non -
adherence. Recognition of best performance in terms of producing best audit reports
and observations and selection of best employees in different categories and constant
review of audit process by independent division reflects initiatives to establish internal
culture of quality.

Dimension ii;: Internal Communication

No written or established principles for internal communication. However, different
forms or channel of commu nications are by default are fully functional and operational.
The following are some of the channels for communication:

1. Official emails: These are allotted to every staff of RAA. This is used for dissemination
of information regarding information related to RAA, jobs, decisions, directions and
any other forms of communication related to individuals.

2. Electronic Platforms: Electronic media platforms such as whatsapp, wechat,
Telegram etc, for one to one or group communication at various levels and groups

3. Phones: For direct contact of individuals through mobile phone or fixed line
telephone

4. Video Conferencing for virtual meetings

5. Common Drive for whole employees, specific departments, divisions and groups to
use information in a secured manner.

These channels are found to be used extensively in communicating various information
(decisions, directions, monitoring report, information, discussions, etc). But there is no
written principles for internal communications and monitoring of implementation.

On the basis of hierarchy of committees, the RAA has a two way approach of conducting
committees' business.

1. At the highest decision making level, the Advisory Committee is concerned about
providing strategic decisions. The discussions are initiated basically i n responding to
both external and internal issues. Internal issues emanate from employees concerns,
ideas or initiatives to which decisions need to be taken. Adequate consultations are
made in the process and the decisions are communicated to employees.
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2. HRGC- Since these pertain to decisions regarding HR and internal governance,
agendas are solicited from all employees for discussion in addition to regular
administrative decisions. The participation of relevant employees is also solicited if
required. The minutes are shared through official email to all employees.

3. Annual Audit Conference, Mid Term Reviews and Annual Plan Meetings: These
meetings have larger attendance. The agenda items include all business of RAA.
These meetings are annual feature and provide opportunity to propose agenda by all
employees.

4. Other forms of consultations: Besides the above meetings, consultations and
information sharing happen continuously at all levels,the Department and Divisions
hold their own meetings and information sha ring and consultation process for any
pertinent topics that are needed to be disseminated, consulted and discussed.

All divisions of Head Office and Regional Offices are provided internet connections and
all staff has official mails for communications. Ade quate facilities such as computers,
fax, scanner, are provided for Divisions to facilitate effective internal communication.
Staff can be connected through intercom and fixed telephone. RAA's Newsletters are
published half yearly for dissemination of infor mation about affairs and events
occurring in RAA. The Annual Report on HR Activities is also prepared annually and
disseminates key information on recruitment, selection, promotion, leave,
superannuation etc.

Meetings are conducted between executives, managers, teams and auditors to discuss
issues concerning management and auditing through various channels. For instance,
for auditing departments and divisions, the interactions with the employee or the teams
are throughout the audit process: discussing audit plan and approval, execution, and
reporting. Team prepares audit plans and submits to Division and then to Department
Heads. The plans are reviewed and comments and suggestions are given along with
specific briefings to the teams. Even these are reiterati ve resulting in numerous
meetings and consultations between team, division and department. Same process
follows during execution and reporting. The process for non -auditing department and
divisions is also similar that there is a continuous interaction wit h staff and
management in process of work.

All officials have official emails for communication of official matters and internet
facilities are provided to employees. Other facilities include laptops and computers
provided to employees and designated telephone (fixed) provided to each division. With
these given facilities of communication system, the staff are facilitated in
communicating and sharing information.

Assessment Scores by Dimension

Table 15: Assessment Scores by Dimensisn

Dimension Score
i) Leadership 4
i) Internal Communication 3
Overall Score 3
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Assessment findings and observations

Table 16: Assessment findings and observations

Dimension Findings Score
(i) Leadership | All criteria are met 4
9 The RAA holds Annual Conference, Mid TeReview All criteria

Meeting, Policy, Advisory Committee Meeting, Planning & | in place
Consultative Meeting (PPCM), Human Resource &
Governance Committee (HRGC) Meetings, and specific
committee meetings to discuss specific agendas based on
responsibilities.

1 The RAA actively pomotes and reinforces ethical, professio
and core values. The roles and responsibilities are delegate
various subcommittees.

9 The RAA has instituted a reward system to recognize the g
performance.

9 There is a culture of delegating job to evirgividual through
Annual Work Plan (AWP) on the basis of which the
performance is evaluated at the end of the year.

(i) Internal Criteria b, c, d, e, and f are met. 3
Communic | 1 The RAA has developed Media Policy to providedguice in At least five
ation dissemination of audit reports through mainstream media a| criteria are

social media. in place

9 There is a continuous communication of SAl mandates, vis
core values and strategy to staff through its annual plans ar
official documents.

9 The decisions/resolutions afl meetings are disseminated to
employees through official mails.

Criterion a is not met

9 There is no written or established principles of communicat

developed

4.2.5 SAI-7: Overall Audit Planning. Score: 3

Narrative

The overall audit planning process defines the audits that the SAI plans to conduct in a
given period of time. The overall plan should demonstrate how the SAI plans to fulfil
its mandate and achieve its strategic objectives efficiently and effectively.

ISSAI I* emphasizes that SAls shall audit in accordance with a self -determined
programme. SAIl 7 seeks information on the processes leading to the production of an
overall audit plan for RAA and, what should be in the annual plan. ISSAI 4074 states that
SAls should consider their overall audit plan/control programme, and whether they
have the resources to deliver the range of work to the desired level of quality. To
achieve this, SAls should have a system to prioritize their work in a way that ta kes into
account the need to maintain quality.

These annual plans are additional to individual audit plans as they prowde a
T CyeEUBUAEi 1 U eiTghEU Ce géU z M:rE AT gi i
sub- plans created by the various divisions/ departments of a typical SAI.

3 The Lima Declarin
"41SSAI 40 Quality Control for SAls
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This indicator has two - dimensions:
(i) Overall Audit/Control Planning Process.
(i) Overall Audit/Control Plan Content.

The RAA has a comprehensive overall annual plan and annual audit schedule covering

audit plans for individual audits and divisions featuring financial, performance and

T Cyeui AATU AhOi g KCWJUI UE' UyUE¢i Ag Ei E=+"
constraints to the delivery of the program are not factored into the annual plan. The

overall audit planning for the RAA, the overall score given for this indicator is 3.

Dimension i: Overall Audit/Control Planning Process

This dimension has seven criteria, related to the process for developing and approving

an overall audit plan for the SAI. Criteria probe aspects s uch as responsibilities for
euAAAi Ag" yCAi gCEi A¢ AAO iyeuUyUAgi Ag geéeuU
preparation considers available financial and human resources, and crucially, the
application of a risk - based methodology for the overall audit plann ing process and the
consideration of risk.

¢éeu hOlgCE GUAUEAG+ E zgAAOQi Ag MAEgEhIglCAE
AeeECI Au Ceae v + E AAAhAU AhOig euAA: +U=zCEU
RAA had re-visited holistically on its aud it universe i.e. the total agencies and their

accounts. After determining the audit universe, RAA had embarked on categorization

of agencies which gave basis for preparing the Annual Plan (detailed in section 4.2.1
dimension iii). Notable exercises were ca rried out by RAA during the review prior to

the preparation of annual plan such as re -visiting the strategic intents through

screening the stakeholders, prioritizing topical issues for audit, discussion on audit

strategies, reformulation of targets, ration alizing manpower strength, deployment, and
re-defining audit universe. The process for developing the annual plan identifies the

Y +rE AhOi g EUEeCAEiliuigi UE «ECY i gE yAAOAg

Categorization of agencies in terms of their complexity and size and priority w as
initiated by RAA and is revised and published annually as a separate document which
is used as guidance for preparation annual audit schedules. The categorization of
agencies in terms of size and complexity was made on the basis of size of budget and
expenditure, perceived complexity and nature of operations based on experiences
shared by the Divisions ™. In the parallel line, the priority assigned for agencies is based
broadly on the requirement of legislations (Acts) and agreements in terms of audit
requirements, perceived risks based on past experiences, and any other reasons that
are deemed necessary to be considered for determining priority. Overall audit plan for
RAA which would ensure proper account is taken of risk and materiality at the
instituti onal level. More detailed planning is done at the individual audit level.

There are clearly defined responsibilities for planning the annual plan. In deciding the
annual audit schedule for the division, the division chiefs allocate audits to different
audit teams and each team decide on the timetables for the specific audits assigning
man-days for each audit. The division chiefs coordinate the process, consolidate the
audit schedule submitted by the teams and send the suggested annual audit schedule
for his division to PPAARD for review and consolidations. The PPAARD submits the

5 Annual Plan 20%18
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AAAhRAG AhOig euAA geAg 1CI UEE Auu géeu v
endorsement and uploads in the official website.

The annual plan identifies which division or regi on is responsible for the
implementation of each audit, and also the focal person for the respective audit is
identified. The monitoring of Annual Plan rest with the AAG of respective Divisions. The
status of every audit conducted is updated in APEMS and monitored by the PPAARD.
The status of AAS is reported in the Mid-term review which is an annual exercise. The
progress and overall implementation status of the annual audit plan is presented and
revised in the midterm review meeting held in mid -year of the annual plan period.

Auditing all the agencies within a particular financial year is impractical owing to
limited resources. While preparing the annual plan, RAA takes into account the number
of auditors allocated to each Division. The categorization exe rcise was carried out as
a foundation for prioritizing and rationalizing the audit plan to derive optimum impact
with the available resources and budget.

The annual plan has content on engaging the stakeholders, however, there is no
evidence of havingfactCEUO i A EgA+Ueé CAOUEE:+ Uijéeul gAg
process.

Dimension ii; Overall Audit/Control Plan Content

This dimension has six criteria, which look into the content of the actual overall audit
plan. Criteria include the need for the plan to clearly set out objectives and
responsibilities, to include an implementation schedule for all audits, and to specify
the allocated human and financial resources. The overall audit plan should contain an
assessment of risks and delivery constraints.

v v E A A h A 18 adiciulAtds the namé of the agencies to be audited and type
of audit being planned (Financial, Performance and Compliance audit). The annual plan
consists of audit schedules " for each division and regional offices. Separate lists of
schedules sorted by teams and agencies are also included. The annual audit schedule
includes the start, end and report i ssue date and the name of the focal person for each
audit. In addition to the audit schedules the annual plan delineates audit thrust areas
for the year. The thrust areas have been identified largely by taking into consideration
the audit priorities based on emerging risk and issues in the management and
utilization of public funds as experienced by RAA in the recent past.

The programme profile of the Annual Plan 2017-2018 is broadly derived from the
vUIi EUO v r Ef e U-POR@ It iddicAtes a spécialifocus ‘on the core
mandates of the RAA i.e. auditing and reporting and reinforces the importance of the
secretariat services as a robust collaborator, professionally competent enough to
support the core businesses of the RAA. The RAA reports on audits conducted and
reports issued during the year in the Annual Audit Report demonstrate how RAA is
discharging its mandate over a relevant timeframe in the form of annual audit
schedule.

The annual audit schedule specifies the necessary human and financial resources to
conduct the planned audits. Further, the Annual Plan 2017-18 has highlighted the
budget outlay and the human resource recruitment plan for the year.

76 Annual Audit Schedule 20418
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The annual plan does not contain an assessment of risks and constraints to the

delivery of the audit plan.

Assessment Scores by Dimension

Table 17: Assessment Scores by Dimensisn

Dimension Score
i) Overall Audit/Control Planning Process 3
if) Overall Audit/Control Plan Content 3
Overall Score 3

Assessment Findings and Observations

Table 18 Assessment findings and observations

Dimension

Findings

Score

(i) Overall Audit/Control
Planning Process

Criteria a, b, c, d, e and f are met.

9 The RAA documents the process followed
for developing and approving the overall
audit plan.

1 The processfod evel opi ng t
overall audit plan identifies the audit/contre
responsibilities from its mandate.

1 The audit planning process follows a risk
based methodology. There are clearly
defined responsibilities for planning,
implementing and monitoring the ditiplan.

1 There is evidence that the SAI monitors th
implementation of its audit plan/control
programme.

9 The audit planning process takes into
account the RAAOs e
resources for the period to which the plan
relates.

Criterion g is not met.

fThe RAA does not f a
expectations and emerging risks into audit
plans.

3
Criteriaa, b, ¢
and at least two
criteria are in
place

(ii) Overall Audit
Plan/Control Programme
Content

Criteria a, b, c, and d are met.

1 The audit plan haveefined the objective of
the audit/control at a high level, as well as
who has the responsibility for each audit tc
be carried out.

1 The audit plan includes a schedule for the
implementation of all audits. The annual
plan of RAA takes into account about
discharging its audit/control mandate over
relevant timeframe as scheduled in its plar

1 The RAA's audit plan specifies the necess
human and financial resources to conduct
planned audits.

Criterion e is not met.

1 The overall audit plan of RAA does not

contain an assessment of risks and

constraints to the delivery of the plan.

3
Criteriaaand b
and at least two
criteria in place
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4.3 DowmaiN C: AuDIT QUALITY AND REPORTING

The following table provides an overview of the dimension scores for each indicator.

Domain Cassesses the quality as well as the outputs of the audit work which is the core

I hEi AUEE Ca& v . Mg AGEC i AT ahOUE AA i AOi
geU geEUU OiElTieéeui AUE Ce AhOigE: ¢éU EgBE
disciplines is measured through three indicators structured as foundations (SAI -9, SAF
12 and SAI 15), process (SAILLO, SA113 and SA116) and Results (SAt11, SAI14 and SA}
17).

The following table provides an overview of the dimension scores for each indicator.
Section 4.3.1 to 4.3.10 provide further details.

Table 19: Dimension scores

Domain C: Audit Quality and Reporting Dimensions Overall
Indicator Name [ ii ii iv score
SAIT8 Audit Coverage 2 3 0 2
SAIT9 Financial Audit Standard and Quality 4 4 3 4
Management
SAI-10 Financial Audit Process 3 3 2 3
SAl-11 Financial Audit Results 2 4 3 3
SAI-12 Performance Audit Standard and Quality 4 4 2 3
Management
SAI-13 Performance Audit Process 3 3 3 3
SAI-14 Performance Audit Results 3 4 2 3
SAI-15 Compliance Audit Standard and Quality 1 2 1 1
Management
SAI-16 Compliance Audit Process 1 1 2 1
SAI-17 Compliance Audit Results 1 4 2 3

SAI-18 Jurisdictional Control Audit Standard and Quali N/A | N/A | N/A

Management
SAI-19 JurisdictionalControl Audit Process N/A | N/A | N/A
SAI-20 Results of Jurisdictional Controls N/A | N/A | N/A

4.3.1 SAI-8: Audit Coverage- Score 2

Narrative

This indicator measures audit coverage in each of the three audit disciplines namely
financial audit, compliance audit and performance audit and provides on the extent to
which the SAIl is able to audit the entities within its mandate. The indicator has 3
dimensions:

) Financial Audit Coverage
(i)  Coverage, Selection and Objective of Performance Audit
(i)  Coverage, Selection and Objective of Compliance Audit

The RAA maintains the record in the Annual Audit Plan under audit universe of its actual
audit coverage for FA, CA and the PA Strategic plan for performance audits. The financial
statement of the individual audit entities ar e not received automatically but asked for
during the planning of these audits except for the annual financial statements of the

government. The RAA do not report on non* submission of the financial statements. The
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coverage for financial audits has been quite low due to the huge mandate of the RAA
and its limited audit resources.

Increasing importance has been given to performance audits which focus on areas
where the audit expects to add maximum value in terms of improved accountability,
economy, efficiency and effectiveness. The topics were selected through a strategic
planning process by identifying the risks and problems, prioritizing audit topics using

criteria such as potential impact, financial materiality, risks to good management,

complexity, significance, visibility, coverage, cross sectoral issues and auditability of the
proposed audit topic. There is scope for improving by factoring the stakeholders
expectations and emerging risk while selecting the topics.

The compliance audit coverage was round 13.86 % which are purely entity based and
covers only government owned corporations and financial institution. The RAA gets a
score of 0 as the audit universe for compliance audits does not include the central
government agencies.

Dimension i: Financial Audit Coverage

Financial audits are carried out by three divisions 7" and the four regional offices "8 in the
RAA. However, RAA outsource financial audits of Government Owned Corporations and
Financial institutions to the external auditing firms empanelled by RAA and the financial
audits of NGOs, CSOs and ROs to the local audit firms empanelled by RAA. Té RAA
does not receive the financial statements automatically, although it is required under
its mandate which is clearly stipulated in the Audit Act 2018. However, the financial
statements are sent by the audited entities during the planning stage of an i ndividual
audit when RAA ask for it. The financial statements are received usually when an audit
commences. The RAA does not report publicly on any non- submission of financial
statements. The annual financial statements of the government are received by RAA
within six months of the closure of the financial year as per the legal requirement.

The dimension is scored by taking the total number of financial audits as per the audit
universe and comparing it with the number of financial audits conducted during the
financial year 2017-2018.

The total number of financial audits in the audit universe was 1066for the financial year
20172018.

According to the audit universe, 685 number of audits was conducted during 2017-2018.
The financial audit coverage is calculated at 64.25%.

In addition, the RAA conduct the audit of Annual Financial Statements of the Government
of Bhutan and report to the Parliament as mandated by the Audit Act.

Dimension ii: Coverage, Selection and Objective of Performance Audits

The RAA hadconducted 6 performance audits during the year 2017-2018°. There are two
divisions conducting performance audits or thematic audits . Performance audits are

" General Governance Division, Social, Communication & Information Division, Resource, Trade,
Industry and Commerce Division

8 Office of the Assistant Auditor Geral, Bumthang, Phuntsholing, SamdrupJongkhar and Tsirang

9 Lists of PA conducted during 202018 provided by PPAARD

8 performance & Systems Audit Division and Thematic Audit Division

oA c: 2
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given equal importance as financial and compliance audits as the topics for
performance audits foc us on areas where the audit expects to add maximum value in
terms of improved accountability, economy, efficiency and effectiveness and to ensure
appropriate coverage of programme operations within the limitations of available audit
resources 8

The three sampled performance audits ® indicated that these audits focussed on
whether interventions, programmes and institutions are performing in accordance with
the principles of economy, efficiency and effectiveness and provide recommendations
for future improveme nts.

The topics of performance audits was selected through a strategic planning process
where 27 potential audit topics & were identified by analysing the potential topic and
conducting research to identify the risks and problem as per the performance audit
guidelines. The topics that are identified are prioritized using audit topic prioritization
matrix with criteria such as potential impact, financial materiality, risks to good
management, complexity, significance, visibility, coverage, cross sectoral and
auditability to be covered during the five year period. Under auditability the availability
of human resources and the professional knowledge and skills of the audit teams is
assessed to carry out the proposed audit topics economically, efficiently and eff ectively.

¢téeuU EgEAgUcil euAAAiAg éECIUEE Oi O ACg eh

emerging risk in the plans for the audit topics. During the last five years from 15 May
2015 to 2 November 2019 a total of 27 performance audits were conducted cwering
Education, National Economic Development, Revenue Collection, Health, Infrastructure,
Social Security and Labour Market and others (private sector development and Bank).

Dimension iii: Coverage, Selection and Objective of Compliance Audits

The audit plan 20172018 identifies entities which include only the compliance audits of
government- owned corporation and financial institutions which are conducted by the
Corporations and Financial Institution Division (CFID) in the RAA Headquarter and few
numbers by the four regional audit offices. As such the audit universe for compliance
audits of 238 audits in the FY 20172018 does not include the entities of the central
government agencies although it is mandated by the Audit Act. The compliance audit
coverage was round 13.86 % (33 CA conducted by 238 CA). These CAs are purely entity
based. The entities to be audited for entity based compliance audit are based on the
priority and categorization similar to financial audit. For theme based compliance audits
there is no proper documentation of selection of audit topics.

During the past three years from 2017-2019, RAA conducted one Compliance theme
based audit on Government Procurement after a decision made by the Auditor General.

RAA gets a score of 0 as the audit universe for compliance audits does not include the
central government agencies.

81 performance Audit Strategic Plan 262320

82 Core Banking Solutions Bank of Bhutan, Revenue Collection and Management in Thromdes, Bhuta
Chamber of Commerce and Industries

83 PA Strategic Plan 202920
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Assessment Scores by Dimension

Table 20: Assessment Scores by Dimensisn
Dimension Score
(i) Financial Audit Coverage 2
(i) Coverage, Selection and ObjectiveRdrformance Audit
(iif) Coverage, Selection and Objective of Compliance Audit
Overall score

NOlWw

Assessment Findings and observations

Table 21: Assessment findings and observations

Dimension Findings Score

() Financial Audit The FinanciaAudit Coverage is 64.25% 2
Coverage

(i) Coverage, Selectior Criteria a, b, c, e, f, g, and h are met. 3
and Objective of 1 The Performance Audit is given equal importance ¢ At least six
Performance Audit Financial Audit as is conducted by two divisions in | criteria in

RAA HQ. place
fThe RAAOGs performance 8
broad range of topics and the selection and
prioritization of the topics is well documented in the
PA Strategic Plan 2013020.
Criterion d is not met.
1 Except the expectations of the stakeholders and
emergng risks are not factored during the selection
the topics.

(iif) Coverage, Criteria a and d are met. 0
Selection and 1 The audit plan 20%18 identified 238 compliance During the
Objective of audits of govt. ownedorporations and financial year of review
Compliance Audit institutions no central

1 During the past three years audits included government
government procurement. entities were
Criteria b, and ¢ are not met. subject to CA

9 The audit universe of Compliance audits includes ¢
entities of government owned corporations and
financial institition and does not include the central
government agenciehus,the audit coverage for C/
seems to be quite limited.

4.3.2 SAI-9: Financial Audit Standards and Quality Management - Score 4

Narrative
¢teiE i AOiTAgCE AEEUEEUE géuU v rE AeeéECAT & ¢
standards and guidance, team management and skills and quality control. The indicator
has 3 dimensions:
(0 Financial Audit Standards and Policies.
(i) Financial Audit Team Management and Skills.
(i)  Quality Control in Financial Audit.

The Royal Audit Authority performs well under this indicator. The Financial Manual is
in line with ISSAI 200 Fundamental Principles of Financial Audits. RAA has a strong
system and ensures that the engagement team collectively have the appropriate
competencies and capabilities. There is scope for improvement in the manual, as it
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does not cover the aspect of involving technical experts to deal when difficult of
contentious matter arises and documenting the differences of opinion within the SAI
before a report is issued.

Dimension i: Financial Audit Standards and Policies

The RAA adopted the ISSAIs on financial audits as the authoritative standards in 2017
and the Financial Audit (FA) Manual is closely aligned to the ISSAIs to govern their
financial audit work. The Financial Audit Manual has been used as the basis for the
financial audits, and sets out the policies and procedures for the financial audit works.
The latest version of the manual is dated July 2019.

The Financial Audit Manual also provides additional guidance in terms of snapshots of
each audit process to ensure easy and better understanding of the manual. The manual
has the following chapters:

1. Introduction to Financial Audit and ISSAIs
Financial Auditing Process
Pre-engagement activities

Planning and audit

Conducting an audit

Completion and Review

Audit Reporting

© N o g &~ WD

Quiality Assurance at the engagement level
9. Follow up of audit report

As reflected in the chapter, the financial audit manual adequately incorporates the ISSAI
standards. Also, the manual is written in a clear and accessible manner providing
working paper Templates for each stage of audit with guidance notes. The FA Manual
guides the auditor how he/she should assess whether the preconditions for an audit of
financial statements have been met as per ISSAI 200. One of the sections in the manual
explains the process of assessing the financial reporting framework applied by the
audited entity in pre paring the financial statements and obtaining an agreement of the
management that it acknowledges and understands its responsibility of preparing the
financial statement.

The purpose of performing preliminary engagement activities is to assist an auditor

ensure and have considered any events or circumstances that may adversely affect
their capability to plan and perform the audit engagement as to reduce audit risk to an

acceptably low level 8. The guidance on applying the concept of materiality appropriately
when planning and performing the audit is captured in chapter four of the Financial

Audit (FA) Manual.

The FA Manual clearly elucidates about audit documentation that is sufficient to enable
an experienced auditor, with no previous connection with the a udit, to understand the
nature, timing and extent of the audit procedures and the audit evidence obtained. The
audit documentation should be prepared at all stages of the audit process in different

84 Financial Audit Manual
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folders which includes pre -engagement activities, planning audit, conducting audit,
completion and review and reporting. -------

To promote effective two - way communication between the auditors and those charged
with governance, the FA Manual has a guide on determining appropriate persons within
geUuU UAgi gahceEstrugue Witk Avhom to communicate (which could be
performed at audit entry meeting -before audit commences) and determining the
matters that need to be communicated (i.e. auditors responsibility, planned scope and
timing of the audit, significant find ings from the audit, and auditor independence).

There is a section in the manual which directs how an auditor should agree the terms
of the audit engagement with management or those charged with governance, as
appropriate. The Manual directs the auditor to develop a plan including the scope, timing
and direction of the audit. Moreover, the Manual outlines that the auditor should
properly plan the audit to ensure that it is conducted in an effective and efficient manner.
Chapter four of the Manual explains understanding of the audited entity and its
UAI i ECAYyUAg: 1 AT ahOi Ac hAOUEEgQAAOi A¢ géU UAg
The chapter four under planning an audit explicitly highlights how the auditor should
assess the risks of material misstatement at the financial statement level and at the
assertion level for classes of transactions, account balances, and disclosures to
provide a basis for performing further audit procedures. It also guide show the auditor
should respond appropriately to address the assessed risks of material misstatement.

The Manual guides the auditor in how he/she should design and perform substantive
procedures for each material class of transactions, account balance, and disclosure,
irrespective of the assessed risks of material misstatement. F urthermore, it explains
how the auditor should identify and assess the risks due to fraud and obtain sufficient
appropriate audit evidence and respond appropriately. Additionally, the FA Manual
defines how the auditor should identify the risks due to direc t and material non -
compliance with laws and regulations and obtain sufficient appropriate audit evidence
gC 1T U AlaU gC OEAIN TCATuUhEi CAE CA PVeéile gcC 1
There is a working paper template in the manual explaining how the auditor shoul d
accumulate misstatements identified during the audit and communicate with
management and those charged with governance as appropriate on a timely basis all
misstatements accumulated during the course of the audit. Chapter seven defines how
the opinion should be expressed clearly through a written report and the basis for
forming the audit opinion.

The FA Manual does not cover how an auditor engaged to audit group financial
statements should obtain sufficient appropriate audit evidence regarding the finan cial
information of the components and the consolidation process. This will affect in
expressing an opinion on whether the whole of government financial statements are
prepared, in all material respects, in accordance with the applicable financial reportin g
framework. Further, the FA Manual did not consider the necessity for requirements to
obtain sufficient and appropriate audit evidence in relation to engagement of external
experts and assessing the quality of deliverables.

Dimension ii: Financial Audit Team Management and skills

The dimension assesses whether the SAI supports the implementation of its financial
audit standards by policies in (i) the domain of the composition of the engagement team
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and (ii) in providing the auditors of the engagement team s with materials that facilitate
the implementation of the standards.

The RAA has recognised the importance of its performance on both the aspects. First,
the RAA is managing the composition of the audit teams in such a way that engagement
teams include auditors with sufficient qualifications, knowledge of the entity and
experience with the audit standards . The RAA has a competent cadre of Auditors. The
Division Chief has a clear responsibility in planning audits, managing the teams and
reviewing the work ing papers prepared by the team.

Since 2016, all the field auditors were exposed to ISSAI based audit training in all three
streams of auditing. The RAA has adopted ISSAI as its authoritative standard and has
recognised ISSAI implementation as one of the strategic goals under its Strategic Plan

2015 2020.

The engagement teams have knowledge of relevant industries [sectors] in which the
audited organization operates as the team composition will ensure a balance between
senior and junior auditors. Technical expertise, including expertise in relevant field of
auditing are given due importance at the time of team composition. For instance, for an
audit of IT related industry, the respective supervisor will exercise due diligence on the
competencies of engagement team and include an auditor who has adequate
knowledge in Information and Technology. Audit teams are aware and understand the
importance of quality control at all stages of the financial audit process and there is
sufficient evidence from our review of sampled audit files that quality control is applied.

The financial audit manual set out requirements for developing the audit plan and
identifies and allocates audit procedures to be implemented. There is a section in the
manual on how to evaluate the over all internal control environment of an entity and
assessing the risk of material misstatements at both the financial statement level and
the assertion level. In addition to the financial audit standards set by the Financial Audit
Manual, the RAA has also adopted additional guidance to translate the financial audit
standards into audit implementation. The additional guidance is composed of thirty
three templates and appendices:

1) AWP*® 3.1: Assessing an acceptability of an applicable Financial Reporting
Framework

2) AWP 3.2: Audit Team Competency matrix
3) us w:w’'  AOiGgCE+E OUTGAEAGIi CA g¢ 1 ¢Eyen.
4) AWP 3.4: Declaration of NO Conflict of interest

5) AWP 3.5: Declaration of Conflict of interest

6) AWP 3.6: Assessment of ethical threats and safeguards

7) AWP 3.7: Sample Audit Engagement Letter

8) AWP 4.1: Understanding the Entity and its environment

9) AWP 4.1 A: Understanding the internal Audit Function, including reliance on its work

8Interview with Assistant Auditor General, Office of the Assistant Auditor Gedmagntsholing on
June 23, 2019
8 AWP: Audit Working Paper
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10)AWP 4.1 B: Authorized representative seeking direct assistance of internal auditors

11) ps Yy : 4 - HEiggUA AcCEUUYUAg e&ECYy UAgigJd:+
direct assistance of internal auditors

12)AWP 4.2: Evaluation of control environment

13)AWP 4.3: Process flow to identify Risks of material misstatement in the financial
statement

14)AWP 4.4: Determining Materiality in planning and performing audit
15)AWP 4.5: Risk Assessment

16)AWP 4.6: Risk response

17)AWP 4.7: Overall fund reconciliation

18)AWP 4.8: Audit entry meeting minutes

19)AWP 5.1. Performing audit procedures for testing operating effectiveness of
controls

20)AWP 5.2: Performing substantive audit procedures

21)AWP 5.3: Sample of use of Monetary Unit Sampling workbook

22)AWP 5.4: External confirmation

23)AWP 5.5: Document requisition, document return and joint physical report
24)AWP 6.1: Preliminary Audit Observation

25)AWP 6.2: Evaluation of the effect of uncorrected misstatements on the financial
statements

26)AWP 6.3: Analytical procedures carried out at completion and review stage
27)AWP 6.4: Management representation letter

28)AWP 6.5: Auditcompletion report

29)AWP 6.6: Audit exit meeting minutes

30)AWP 6.7: Audit working paper documentation

31)Appendix 7.1: Auditors report on financial statement of a government entity
prepared in accordance with a Fair Presentation Framework

32)Appendix 7.2: Auditors report on financial statement of a government entity
prepared in accordance with a Compliance Framework

33)Other appendices

Dimension iii: Quality Control in Financial Audit

The last dimension SAI-9 to assess the foundation of financial audit is concerned wi th

the quality control procedures at the engagement level. These procedures should

provide reasonable assurance that the audit complies with professional standards,
AeeuilT Al aU aU¢cAu AAO EUchuAgCEJ EU&hi EUyUA
appropriate in the circumstances.

The Research and Quality Assurance Division (RQAD) looks after both the quality

control and assurance of audits. For quality control, the RAA relies largely on the

hierarchical review of the audit documents (audit plan, working paper s, audit report)

oA c: 3
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by the team leader, Division chief, the Research and Quality Assurance Division (RQAD),
Deputy Auditor General and the Auditor General. The procedures for quality control of
AhOi gE AEU G0Ai O OCWA i A géU E inglnshicioAsi20l®A O
All the audit reports are routed through RQAD and evidence from the sample audit files
suggests that these are applied and implemented in reality. During the financial year
20172018, the RQAD also carried out quality assurance of sven individual financial
audits. The selection of audit files for quality assurance included different divisions in

the Headquarter and the regions.

However, the manual does not substantiate on engaging the technical expert in dealing
when difficult or co ntentious matters arise and documenting such deliberations. There
are no clear procedures given in the FA Manual how differences of opinion within the
SAl are documented and resolved before a report is issued.

The Financial Manual sets out the requirements for a quality control system which
meets the required criteria. The RAA has recognised the importance of engagement of
guality control reviews and procedures are in place for authorizing reports to be
issued.

Assessment Scores by Dimension

Table 22: Assessment Scores by Dimensisn

Dimension Score
() Financial Audit Standards and Policies 4
(if) Financial Audit team management and skills 4
(iii) Quality control in Financial Audit 3
Overall score 4
Assessment Findings and observations
Table 23 Assessment findings and observations
Dimension Findings Score
(i) Financial | Criteriaa, b, c,d, e,f, g,h,i,j, k, I, m,n,0,p, q,s,t,u, v 4
Audit (LIL111) are met. Criteria b, c, p,
Standards | Criteria r and v (IV) not met g and at least
and 1 The RAA has adopted Financial Audit Manual which is sixteen criteria
Policies consistent with ISSAI 200, the Fundamental principles of | are in place.

Financial Audits.

1 The FA Manual lack provisions on how to obtain sufficient
appropriate evidence regarding the financial information of
compaments and the consolidation process to express an
opinion on whether the whole of government financial
statements are prepared, in all material respects, in accor
with the applicable financial reporting framework

1 The FA Manual does not provide expligior implicitly
consider the necessity for requirements to obtain sufficient
appropriate audit evidence in relation to using external exf

(if) Financial | All of the criteria are in place. 4
Audit 1 RAA has established a system to ensure that the engagen All of the
team team collectively possess the required competencies and | criteria are in
manageme  capabilities. place.
nt and 1 RAA provides support to its auditor teams in the form of at
skills manuals and other guddce material, continuous training an

professional development, access to experts and informati
from external sources.

(@) -dc*&f:b—
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(i) Quality Criteria a, d, and e are met. 3
controlin | 9 The RAA has established quality control on financial audit| At least 3
Fina_ncial and all work carried out is subject to independent review. | criteria are in
Audit 1 The RAA has recognized the importance of engagement o place

guality control reviews for their work. Procedures are in plé
for authorizing eports to be issued.
Criteria b, and ¢ are not met.

9 There are no clear procedures to document the engageme
technical experts to deal when difficult or contentious matt
arise.

1 Any differences of opinion within RAA are not clearly
documented ancksolved before a report is issued.

4.3.3 SAI-10: Financial Audit Process - Score 3

This indicator examines how financial audits are carried out in practice. The
assessment of this indicator is based on a review of a sample of seven financial audits
for the year 2017-2018, namely:

1. Audit of the Dzongkhag Administration, Haa
Department of Geologies and Mines

zA1 U géU -éi aOEUA+E EhAO
Royal Court of Justice, Wangduephorang

Audit of the Dzongkhag Administration, Mongar

N e o

Audit of the Dzongkhag Administration, Trashigang
7. Yoeseltse Middle Secondary School, Samtse

The review covered a study of the complete audit working files and interviews with the
respective audit teams who had carried out the audit and with respective Assistan t
Auditors General.

It consists of three dimensions:
0] Planning Financial audits.
(i) Implementing Financial audits.
(i)  Evaluating Audit Evidence, Concluding and Reporting in Financial Audits.

The financial audit process displays many positive elements, such as cl early followed
planning procedures, collection and evaluation of evidence, and a good quality control
system. The financial audit process can benefit from more consistency, both with
respect to implementation and evaluation of audit evidence, concluding an d reporting
in financial audits. There is a notable degree of variation in the studied sample files
such as an explanation as to why all planned audit procedures unperformed were not
retained on the audit file and failing to evaluate the uncorrected missta tements for
materiality, individually or at an aggregate level.

Dimension i: Planning Financial Audits

The assessment has been done on the basis of seven financial audit sample files and
interviews with the audit teams. The review of the sample audit files indicate that the
audit plans contain sufficient information needed to understand the audited entities

oA @
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identification and assessment of audit risks, audit procedures, documentation,
completion and reporting.

For environments that do not have authorized or recognized standard setting
organizations or financial reporting frameworks prescribed by law or reg ulation, the
auditor has carried out the assessment of determining whether the financial reporting
framework is acceptable.

The audit team have sufficiently determined materiality for the financial statements as

a whole, particular classes of transactions , account balances or disclosures and have
EUg géU eUE&eCEYAAT U yAgUEIi Aai gJ: eeECeEi
governance structure were identified through the intimation and audit engagement
letter and there was evidence that the team s had communicated the planned scope and
timing of the audit to the audited entity.

The team had developed an overall audit strategy that included the scope, timing and
direction of the audit. The audit engagement team have obtained an understanding of
the audited entity and its environment, the overall internal control environment and the
understanding of internal control relevant to financial reporting.

All the seven sample files revealed that team have assessed the risks of material
misstatement at the financial statement level, risks of material misstatement of the
financial statements due to fraud, and the risks of material misstatement of the financial
statements due to material non - compliance with laws and regulations. The audit team
have sufficiently observed and complied with the ethical requirements such as integrity,
independence, objectivity, competence, professional behaviour, confidentiality and
transparency.

As far as compliance with FA standards in the financial audit planning process is
concerned, there is a standard practice across all seven sample audit files fulfilling all
the required criteria under dimension (i).. However, no independent assessment (e.g.
guality assurance review, peer or independent review, ICAT subject to independent
ehAui g AEEhEAATU TCAOhT gUO Wigei A geuU
practice has confirmed that the SAI complies with all the level 4 ISSAI requirements
relevant to this dimension.

Dimension ii: Implementing Financial Audits

Implementati on of financial audit standards/manual was evaluated on the basis of the
selected sample files. The audit team have designed the audit procedures as a response
to the assessed risk through substantive procedures and test of controls. The minimum

planned sample sizes were applied in practice in response to materiality and risk

assessment. The audit team has obtained sufficient appropriate audit evidence
regarding the assessed risks of material misstatement due to fraud and responded

appropriately to fraud or suspected fraud identified during the audit. Sufficient
appropriate audit evidence regarding compliance with the laws and regulations that are

generally recognized to have a direct and material effect on the determination of

material amounts and disclosu res in the financial statements were obtained.

The audit team have obtained sufficient and appropriate audit evidence in relation to the
use of external confirmations, analytical procedures, using the work of internal auditor
and engaging external experts. Auditors engaged to audit whole of government financial
statements have obtained sufficient appropriate audit evidence regarding the financial
information of all components and the consolidation process to express an opinion. The

(@) -dc*&f;b—
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engagement team have applied the audit procedures to obtain sufficient a ppropriate
AhOi g UIi OUATU ¢gC OEAI 1T CATUhEi CAE CA AhOi g¢
Implementation of financial audits, as evaluated on the basis of the selected audit
sample reveals compliance to Financial Audit Manual except few shortcomings
observed for some criteria. As all planned audit procedures were not performed and
UijeuaAAAgi CA AE gC NéJ igrE ACg eUE&@CEyUO WNUE
been approved by those responsible for the audit. Of the seven audit files evaluated,

four files did not meet t his criterion and all other criteria under the dimensions were
met.

Dimension iii: Evaluating Audit Evidence, Concluding and Reporting in Financial
Audits

Despite many strong elements of the financial audit process with respect to the
finalisation proce ss of audit reports, there is still some room for improvement. The
assessment has been done on the basis of seven financial audit sample files and
interviews with the audit team and the assessment has been compiled. The table
indicates for each criterion o f the SAI-PMF methodology whether the audit file
demonstrates that the criterion is met ( &) or not met (X). Observation of compliance
with FA standards in evaluation of audit evidence, concluding and reporting in the
financial audit across seven sample aud it files are illustrated below;

Table 24: Compliance with FA standards

SAl PMF Criteria Sample Audit File Overall
1 |2 |3 |4 |5 6 |7
a) AThe auditor shoulda |& |&a |&a |a a |a | Met

that is sufficient to enable an experienced audi
with no priorknowledge of the audit, to
understand the nature, timing and extent of the
audit procedures perf
and the audit evidenc
b) The SAl &s documentaa |a |a |a |a a |a | Met
foll owed regarding: fi
audit documentation; the form, content and ex
of documentation; (é&)
audit file. o
c) AThe auditor shoulda |& |&a |&a |a&a a |a | Met
contact person(s) wit
governance structure and communicate with th
regar danyggnificégnf i ndi ngs ¢
misstatements recorded during the course of t
audit. o
d) AThe SAl b&6ds audit fija |&a |a |a |a a |a | Met
procedures of comments and recommendatior
[or observations] to discussions and response:
from the audited ent.i
e) AUncorrected misstaa |& (& |4 X a4 |a | Notmet
for materiality, i ndi
f) AThe auditor should form an opinion bas
evidence obtained, as to whether the financial statements as a whole are prepared in accordar
the applicable financi al reporting framewo
.LA(é) An unmodified c¢ca |&a a |a a | Met
that the financial statements are prepared, in ¢
material respects, in accordance with the
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applicable financial
use of Emphasis of Matter Paragraphs)

Otherwise anodified opinion which can be in
three forms:

N.alé) A qualified opi
auditor concludes that misstatements [are]
material, but not pervasive to the financial
statements; or (2) the auditor was unable to
obtain sufficient appropriate audit evidence on
which to base &apossiplé n
effects (é) could be

Met

. €) An adverse opin
concludes that misstas
materi al and pervasi Vv

Met

V. A(é) Disclaim an
unable to obtain sufficient appropriate audit
evidence on which to base the opinion, the
audi tor concludes thas
both material and per

Met

g) AThe auditorbs

repo

wr

. AA titleé

Met

II.  An addressee as required by the
circumstances of the engagement.

an|an| =

Qe | an

Qe | an

Qe | an

an|an

| |

Met

lll. Anintroductory paragraptiat (1) identifies
whose financial statements have been audited

(e),

an

Qan

Qan

an

an

an

Met

I V. A section w h
it r

Met

it t h
responsi bil y fo t h
VA section with the |
Responsibilityd, stat
the auditor is to express an opinion based on t
audit of the financi 8

Qan

Qan

Qan

Qan

an

an

Met

VL. A section with the

Met

VI.L. The auditords sign

Met

VIIl. The date on which the auditor obtained
sufficient appropriate evidence on which to ba
the auditords opinion

(e).

an| an|an

Q| QO Qn

Q| QO Qn

Q| QO Qn

Q| QO Qn

an| an|an

an| an|an

Met

IX. The location in the jurisdiction where the
audi tor practices. 0

Met

h) AReports

should be
vagueness and ambiguity and complete. They
should be objective and fair, only including
information which is supported by sufficient an
appropriate audit evidence and ensuring that
findingsare putintp er specti ve

Met

i) Any audit observations and recommendations

written clearly and concisely, and are directed
those responsible for ensuring they are
implemented.

Met

j)Whererelevanti | f t he (é) co

acceptance of the financial reporting framewor
are not met, the auditor should evaluate the ef
of the misleading nature of the financial

statements on the aucg

Met
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opinion, and consider the need to imfiothe
|l egi sl ature about t he

k) Whererelevant A The auditoré¢a a (& a |'a a |a | Met
purpose financial statements, the report shoul
describe the purpose for which the financial
statements are prepar
include an Emphasis of Matter paragraph alert
users to the fact that the financial statements |
been prepared in accordance with a special
purpose framework (¢€)

Audit documentation, for the most part, appears complete and includes communication
with the auditee, information on the assessment process, draft reports, audit working
papers and extensive supporting evidence. In most studied audit files, this
documentation was well -referenced and sequenced. All formal requirements on
documentation were met.

In all reviewed financial audits, communication to the audited entity was addressed to
the head of the institution or organisation through written form of communica tion over
AhOig CIEUEI Agi CA: hOi guUr E EUEeCAEUE
were documented in all cases, and there was a clear procedure on noting and clearing
responses on the content of the final audit report #.

The uncorrected misstatements were evaluated for materiality, individually or in

aggregate to determine what effect they may have on the opinion to be given in the
Ah Oi g CE+ Bl tHe BanIE Gudit files met the criteria under the dimension,

however, in one of the audit files, the overall evaluation of uncorrected misstatements

and basis of forming an audit opinion was not expressed or concluded.

The assessment team did not encounter any instances or conditions where the financial
reporting framework were deemed unacceptable. For that matter, the criteria were not
applicable for assessment.

The audit reports followed the same structure, which covered all requirements and
topics of ISSAI-200. There were clearly expressed audit opinions, five were unmodified
and two qualified. The reports are written in a clear and objective way, and observations
and findings are presented in a factual manner.

Assessment Scores by Dimension

Table 25: Assessment Scores by Dimensisn

Dimension Score
(i) Planning Financial audits 3
(ii) Implementing Financial audits 3
(i) Evaluating Audit Evidence, Concluding and Reporting in Financial At 2
Overall score 3
Assessment Findings and observations
Table 26: Assessment findings and observations
' Dimension | Findings | Score

87 Interview with audit team on 10.07.2019
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(i) Planning All of the criteria are met. 3
Financial 1 However, no independent assessment (e.g. quality assura All the
audits review, peer or independent review, iCAT subject to Criteria are in

independent quality assurance, conducted within the past | place
years) of the RAA'§inancial audit practice has confirmed th
the SAI complies with all the level 4 ISSAI requirements
relevant to this dimension.

(if) Implementing | Criteria a, b, c, d ,e ,f are met 3
Financial 1 The auditor have designétke audit procedures to respond t¢ Criteria a), f)
audits the assessed risks through substantive procedures and te{ and at least

controls. three of the

9 Audit procedures were performed to obtain sufficient other criteria
appropriate audit evidence to draw conclusions to base th( are in place.
audit opinion.

Criterion g is nhot met
9 An explanation as to why all planned audit procedures not
performed were not retained on the audit file and this has
approved by those responsible for the audit.

(iif) Evaluating Criteriaa, b, c,d, f, g, h, I, j, kare met 2
Audit 1 The audit opinion is formed based on an evaluation of the | Criteria f) and
Evidence, conclusions drawn from the audit evidence obtained, as to at least four of
Concluding whether the financial statements as a whole are prepared | the other above
and accordance with the applicable financial reporting framewq criteria are in
Reporting in | Criterion e is not met place
Financial 1 In one of the sample files, uncorrected misstatements was
Audits evaluated for materiality, individually or in aggregate to for

an audit opinion.

4.3.4 SAI-11: Financial Audit Results - Score 3

SAki 1+ AEEUEEUE g¢géU giyUud Ehlyi EEi CA AAO e
audit work and how such results are followed up. The indicator has 3 dimensions:

() Timely submission of Financial Audit results.

(i)  Timely publication of Financial Audit results.

(iif) Follow-up on the Implementation of Financial Audit Observations and
Recommendations.

There is no legal requirement for entities other than the Annual financial Statement of
the Royal Government of Bhutan to be submitted to RAA. 40.71% of the financial audit
reports examined were issued within the agreed timeframe which we consider the plan
report issue date and the actual report issue date in the audit schedules. The annual
audit report of RAA is published well within the legal time frame. RAA has a well-
established internal follow -up system and has developed guidelines on follow -up of
Ah Oi g EUeé CE ¢upprceduresalloseiiie @dehties to provide information on
corrective action taken and why corrective actions were not take n through Action Taken
Report (ATR).

Dimension i: Timely Submission of Financial Audit Results

There is no legal or agreed timeframe as to when RAA shall report to the appropriate
authority for individual entity, except for the audit of Annual Financial St atements (AFS),

(@) -dc*&f:b—
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where the Auditor General shall express an audit opinion within three months of receipt
of the Annual Financial Statements of the Government. &

Since there is no legal requirement for entities other than the Annual Financial
Statement of the Royal Government of Bhutan to be submitted to RAA not later than six
months from the end of the financial year,the agreed timeframe as per the Annual Audit
Schedule 20172018 was used as basis for scoring on the timeliness of submission of
financial audit result. The assessment team reviewed the report issue date agreed by
the audit team as per AAS 201718 and actual report issue date as per APEMS were
used for comparison.

Out of 624 financial audit reports, 254 audit reports were issued within the agree d
timeframe as per AAS 2017-2018. This corresponds to 40.71% of the financial audit
reports were issued within the agreed timeframe, which gives a score of 2.

Dimension ii: Timely Publication of Financial Audit Results

The Auditor General shall submit th e Annual Audit Report to the Druk Gyalpo, the Prime
Minister and the Parliament during the fourth quarter of the financial year on the audit
carried out for the financial year ended #. The Annual Audit Report should be published
between T April to 30™ June. The Annual Audit Report 2018 was tabled to the parliament
on 21.6.2019 and published in RAA websité.

The Royal Audit Authority has published the Annual Audit Report through appropriate
means within the legal timeframe for publication.

Dimension iii: Follow-up on the Implementation of Financial Audit Observations
and Recommendations

Royal Audit Authority has a Follow -up and Clearance Division (FUCD) responsible for
following up on unresolved audit observations and reporting on the status. The RAA
applies various measures in making sure that the audited entities properly address their
observations and recommendations. The Royal Audit Authority has developed a
Guideline on Follow- up of Audit Report. The Guidelines provides guidance for conducting
the follow-up of audit reports and recommendations in a systematic way. The guideline
primarily outlines the processes and methodologies for the follow -up of audit reports
and recommendations including the Management Appraisal Report (MAR) as
necessary®:

The concerned audited agencies and other concerned authority is responsible to take
timely follow up actions on audit reports issued % v + Eup pe@édaréslallow the
audited entity to provide information on corrective action taken and why corrective
actions were not taken through Action Taken Report (ATR). ATR pertaining to financial
audits contains the details on actions taken by the audited entity against the audit
observations. The Management or those charged with governance submits ATR within
three months after the issuance of the report. If the ATR is not received within three
months after issuing the audit report, a reminder is served to the management or those
charged with governance in keeping with the provision of the Audit Act of Bhutan 2018.

88 Public Finance Act of Bhutan 2007

89 Audit Act of Bhutan 2018

9 www.bhutanaudit.gov.bt

91 Guidelines on Followp of Audit Report
92 Audit Act of Bhutan 2018
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In the event of not receiving ATR even after two weeks from the ATR reminder, the
reviewer will apprise Follow -up Committee who shall exercise as per the Audit Act of
Bhutan 2018.

On receipt of ATR, the FUCD and Followup Sections conducts review and evaluation of
response submitted. Wherever possible, evidence of action taken is obtained and
reviewed to assess the adequacy and effectiveness of actions taken. When the evidence
of the corrective actions undertaken is not satisfactory, the reviewer will seek furthe r
clarification with the appropriate officials from the audited entity.

As a first step, the engagement team meets the audited entity in an audit exit meeting

gC Oi EThEE géU OEAe&eg ei AOi AcE AAO géeuU UAg|i

report is submitted to the entity including unresolved issues. The agency has to fix
accountability against employee responsible for the lapses including the supervisory
accountability and against contractor/consultants where deemed necessary and
submits signed accountability statement to RAA. In addition to the Audit report, the
unresolved issues are recorded in Audit Information Management System (AIMS) with
individual Audit Identification Number (AIN) along with accountability.

The Public Accounts Committee (PAC) plays an active role in the review and follow - up
of the audit reports tabled in the Parliament. Hence, there are two levels of follow -up
of audit findings and recommendations, i.e., one at the SAl level and another at the PAC
level. The RAA tables review report of Annual Audit Report to the Parliament biannually
(status as on 31t March and status as on 30" September®). The review report submitted
by RAA is reviewed by the Public Accounts Committee. The RAA follows the
recommendation made by the PAC. As per the review report of AAR 2017 as at 30.9.2018,
the RAA has resolved irregularities of Nu. 66.244 million (1.51%}y* of the total
irregularities reported in AAR 2017. RAA receives directives from the Parliament to
carry out reviews of all past pe nding audit reports. The implementation of Parliamentary
recommendations and directives based on the AAR is systematically monitored by the
Planning Policy and Annual Audit Report Division (PPAARD) in consultation with AAG,
FUCD and supervised by Deputy Aulitor General, Department of Follow - Up, Regions and
Human Resources Management (DFR&HRM). The status of AAR recommendations is
presented to Follow - up Committee biannually for further guidance and direction.

The Follow- up Division identifies the extent to which audited entities have implemented
changes in response to audit observations and recommendations and determines the
impact which can be attributed to the audits. Based on Action Taken Report received,
desk review is carried out by FUCD and Follow-up Sections in Regional offices. Specific
field review is carried out by auditors if required for confirmation and validation; one
auditor from the audit team who carried out the particular audit is included in the follow -
up audit to render it effective and im pactful *°.

Follow-up audit is also undertaken based on the significance of audit report or results
of desk review. The follow-up audit is conducted as and when the analysis of audit
reports for common and persistent audit issues are necessitated.

%8 Rules of Procedure of the Public Accounts Committee 2015
% Review Report AAR 2017
%Interview with AAG, FUCD ofi duly 2019
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The RAAdoes not have an established practice for evaluating materiality in order to
determine when a follow - up requires new additional investigations/audits. Field review
or audit is carried out when there are following elements;

a) Issues and recommendations that are likely to have national significance;

b) Existence of fraudulent practices is comparatively high and pervasive;

c) Risks of material misstatement in financial statement are high; and

d) Issues raised are cross -sectoral, and/or likely to have a huge impact on the
performance of the audited entity °.

The RAA publishes the follow-up reports on its official website and information is
communicated to the general public.

Assessment Scores by Dimension

Table 27: Assessment Scores by Dimensisn

Dimension Score
(i) Timely Submission of Financial Audit Results 2
(i) Timely Publication of Financial Audit Results 4
(iif) SAI Follow-up on Implementation of Financial Audit Observations and 3
Recommendations
Overall score 3
Assessment Findings and observations
Table 28 Assessment findings and observations
Dimension Findings Score
(i) Timely Submission of 9 40.71% of the financial audit reports examined were 2
Financial Audit issued within the agreed timeframe.
Results
(if) Timely Publication of | 9 The annual audit report of RAA is published well 4
Financial Audit within the legal timeframe.
Results
(iii) SAI Follow-up on Criteria a, b, d, e and f are met 3
Implementation of 1 RAA has a followup and Clearance Division (FUCD)| Five of the
Financial Audit which ensures that the audited entities properly addr criteria
Observations and their observations and recommendations. above are in
Recommendations 1 Follow-up considers whether the issues raised place.

previously in their reports have been adequately
addressed bthe audited agency.

1 The follow-up mechanism of RAA allows audited
agency to endow information on the corrective cours
of action taken through ATR.

1 RAA submits Review Report of Annual Audit Report
parliament biannually.

1 The RAA publishes the followp reports on its
website.

Criterion c is not met
1 RAA does not apply materiality to decide on the nee|

for follow-up/investigation audit.

%Guidelines on Followp of Audit Report.
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4.3.5 SAI-12: Performance Audit Standards and Quality Management- Score 3

Narrative

This indicator examines the general principles of performance auditing in terms of
overall standard and guidance for this type of auditing, as well as how it measures the
audit team management and skills and quality control are implemented at th e audit
engagement level. (The quality of these functions at the organization level is assessed
in SAI-4).

The indicator consists of three dimensions:

(i) Performance Audit Standards and Policies

(i) Performance Audit Team Management and Skills
(iif) Quality Control in Performance Audits

The RAA performs well under this indicator as the performance audit guidelines are
consistent and closely aligned with the ISSAI 300 and ISSAI 3000. The audit teams
possess prior experiences in performance audits and h ave the requisite knowledge,
skill and competence to carry out audits. The continuous professional development
policy also ensures that the auditors are trained on a regular basis.

Dimension i; Performance Audits Standards and Policies

teu v + E ce AUHiBEQI8elinAsR2019 covers the main aspects of ISSAI 300. The
guidelines refer explicitly to ISSAI 300 and ISSAI 3000 and cover the general principles,
selecting audit topics, planning, execution, reporting, follow -up and audit
documentation.

The RAA adopted ISSAIs as the authoritative standards and accordingly the
Performance Audit Guidelines of 2011 was revised and launched in 2019 taking into
consideration of ISSAI 300 and ISSAI 3000. The auditors were trained extensively on the
ISSAls aspEg Cae géuU Mzz M iyeuUyUAgAgi CA eECQC
Standing Instructions available on the RAA webpage ensures that the guidelines and
standards are followed religiously. The PAG also provides relevant audit tools for each
chapter. The manual has the following Chapters:

. Introduction to performance auditing

. Selection of performance audit topics
. Planning individual performance audit
. Conducting performance audit

. Reporting

oo o1 A WDN P

. Follow-up
7. Documentation and maintaining audit workin g papers

The PAG adequately makes references to applicable ISSAI standards in each chapter.
Also, the manual is written in a clear and lucid manner. The PA guidelines clearly define
the need to identify the auditor, responsible party, intended users, subj ect matter and
criteria for each performance audit. It also emphasizes setting clear audit objectives
that relate to the principles of economy, efficiency and effectiveness. In order to
determine the nature of the examination, the guidelines stresses on th e need to choose
an audit approach namely system- oriented, result - oriented and problem - oriented

(@) -dc*&fab—
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approaches. The guidelines also state the need to manage risk, anticipating possible or
know risks, developing audit approaches to address the risks, documenti ng how these
risks will be handled and also considering whether the audit teams have the
competence to conduct the PA and have adequate access to accurate, reliable and
relevant information.

The PAG outlines the need to maintain effective, proper and continuous communication
with the audited entities and relevant stakeholders. It also outlines the need for the
audit teams to have the necessary competence as the quality of PA is directly related
to the requisite knowledge of the subject, experience, technica | skills and the auditing
proficiency. The competencies of the auditors are assessed by using audit tool 3.2 in the
PA. In case the PA needs the help of a specialist and technical expert for a particular
audit, the guideline clearly spells out the procedur es to do so.

The need to exercise professional; judgment and professional scepticism throughout
the audit is emphasized in Chapter 1, section 1.27. Also the need to consider materiality
at all stages of the audit process in given in section 1.30 and 1.31Chapter 3 of the PAG
outline the objective of planning an audit and the prerequisites. The audit plan is a key
document that sets the road map for the individual performance audit of any entity or
activity which focuses directly on issues and areas relati ng to the subject matter in
detail. The audit plan is based on a sound understanding of the subject matter. The
following steps are covered in planning the audit:

1. Understanding the subject matter
Conduct Stakeholder Analysis

Identify the key areas or lines of enquiry
Carry out risk assessment

Defining audit objective and scope
Defining audit approach

Designing Audit Program

Job Distribution

© ©® N o o b~ D

Presentation and Approval of Audit Plan

The need to document the audit is outlined in Chapter 7 to enable auditors having no

previous connections to understand the audit findings, conclusion and recommendation.

The purpose of the audit documentation is to:

A zUE1 U AE Ui i OUATU Ce geU AhOi gCE+E 1CyeéeniA,
Assist in planning, conducting and report ing the audit;

-CA=i Ey AAO EhéeeCEg geU AhOi gCE+E 1 CATUhEI
Serve as a source of information for preparing reports or answering any enquiries
from the audited entity or from any other party;

> > >

Facilitate effective management;
Assist in t he supervision and review of the audit work;

Record evidence resulting from audit work performed to support the audit work;

> > > >

Must be adequate and defensible basis for the conclusions and recommendations;

oA &
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A It enables auditors to explain audit findings better to the legislature;
A It provides an effective link between successive audits; and

A Any changes to the draft audit report, or reasons for making changes, are
documented.

In addition to the PA guidelines, the RAA has developed more specific guidelines such
as Environmental Auditing Guidelines.

Dimension ii: Performance Audit Team Management and Skills

The sample audit reviewed indicates that most of the team leaders and members
possess prior experience with Performance Audits and many of them have participated
in training outside the country as well as in -house training. During the planning of
audits, the competence and qualification of auditors comprising of subject matter,
experiences, technical skills and the auditing proficiency are assessed by using
competency matrix, which is an audit tool to assess professional qualifications as well
as experiences of auditing similar entities and subjects in the past. All the three sample
audit files indicates that the competency and the skills of the audit team are asses sed.
The matrix concludes that whether the professional qualification and experience of the
auditors for the particular performance audits is appropriate and that the engagement
team collectively has the appropriate capabilities, competencies and time to p erform
the audit. In case of audits where teams do not possess the necessary knowledge and
skills, RAA can engage experts especially when the subject is generally complex and
technical.

The teams have sound knowledge of auditing, research design, social science methods
and investigation or evaluation techniques as their educational background gives some
indications. The two divisions namely Performance & Systems Audit Division and
Thematic Audit Division have 19 auditors having academic degrees, five havirg a
yAEgQUE. E OUGEUU AAO ¢géUuU EUy Xiwith twlle oféhdm vith A
Post Graduate Certificate in Financial Management. Most of them have degrees in
Finance, Information Technology, and the rest have in Economics, Environmental
Management. The Divisions have auditors with relevant academic degrees in social
science methods. Among them, there are auditors who have studied research design,
ECii Aa ETiUATU yuUgeCOE AAO UIAahAgi CA gU
programme which has t o a great extent helped in analyzing audit evidence.

The audit teams have good communication, writing and analytical skills as the audit
reports have complied with the guidelines and standards of writing a good audit report.
The teams have also used the reporting templates for performance audits and these
reports have already been tabled and discussed by the Parliament generating much
debate and impact. The PA reports are written in a comprehensive, convincing, timely,
reader friendly and balanced manner. The PAG clearly outlines how to develop
recommendations and the recommendation development process that adds value and
address the root causes. There are clear reporting lines and allocation of
responsibilities within the team, as evidenced by the audit pl ans of the sampled audits.

The RAA has Continuous Professional Development Policy (CPDP) to ensure that there
is a regular capacity development courses to enhance the professional capacity of
auditors. During the FY 20172018, auditing from a gender perspective and ISSAIs on

9 RAA HR Information maintained by HRIRD
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Performance audits were conducted for the auditors from PSAD and TAD. However, the

RAA has not yet defined the competencies required by performance auditors and,
consequently is not able to provide the specific trainings needed to support the
OUIUucCeyUAg Ce géU eUEx=CEyAAT U AnhOigCE+E =+A
competency based framework of auditors in the three disciplines of audits in the

process of development, is expected to determine the required competencies and

facilitate human resource development interventions to enhance their knowledge, skills

and abilities to carry out effective performance audits.

Dimension iii: Quality Control in Performance Audit

The PerformA AT U hdi g Ghi OUuai AUE AAO geU Gr E z
guality control should be carried out at different stages of the performance audit. The

quality control is carried out as a line function and the RAA relies largely on the
hierarchical r eview of the audit documents (audit plan, working papers, audit report)

by, respectively, the Team Leader, Division Chief (AAG), Deputy Auditor General and the

Auditor General. The Assistant Auditor General (AAGs) of Performance & Systems

Audit Division and Thematic Audit Division reviews the audit plan and audit reports. The
comments on the three sample files indicated that the AAG reviewed the draft audit

plan and audit report. The comments on the draft audit report by the Deputy Auditor

General, Department of Performance and Commercial Audits was also documented in

the files. The final approval is confirmed after Auditor General signs the transmittal

letter of the report to be sent to the responsible agency. (all three sample PA reports

contained the final report signed by the Auditor General).

KCUUI UE" geuU Gt E zgAAOi A¢ MAEgEhT gi CAE AAO
spell out how to deal with difficult or contentious matters, if they arise. Moreover, these

documents do not indicate anything about how to address and resolve any differences

of opinions within the SAI before a report is issued. The sample files also do not clearly

show any documentation in case such issues have arisen or any actions taken to

resolve it.

Assessment Scores by Dimension

Table 29: Assessment Scores by Dimensisn

Dimension Score
(i) Performance Audit Standards and policies 4
(ii) Performance Audit Team Management and Skills 4
(i) Quality Control in Performance Audits 2
Overall score 3
Assessment Findings and observations
Table 30: Assessment findings and observations
Dimension Findings Score
(i) Performance| Criteria a, b ,c,d, e,f, g,h,j, k,l, m,n,0,p,q,r, s,t, and u are 4
Audit met Criteria
Standards | Criteria i is not met b,d,m,s and

and Policies | { The RAA has adopted the Performance Audit Guidelines w fifteen criteria
is consistent with ISSAI 300, the Fundamental principles of| are in place
Performance Audits.

1 The standards do not include the need for auditors to apply
procedures to safeguard quality, ensuring that thecanbé
requirements are met
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(ii) Performance| All Criteria are met 4
Audit Team | The audit teams have the necessary knowledge and skills t All criteria are
Managemeni  carry out performance audits. in place
and Skills 1l Also external expertise is hired where necessary.

(i) Quality Criteria a, b, e, and f are met. 2
Control in 1 The quality control is carried out as a line function and the | At least three
Performance  RAA relies largely on the hierarchical review of the audit | criteria are in
Audits documents (audit plan, working papers, audit report) by, place

respectively, the Team Leader, Division Chief (AAG) Deput
Auditor General anthe Auditor General.

Criteria ¢) and d) not met

1 In practice, there are no documents indicating how difficult
contentious matters are resolved within the SAI before a re
is issued.

4.3.6 SAIl-13: Performance Audit Process -Score-3

Narrative

This indicator examines the Performance audit process and examines the planning,
implementation and reporting process. The assessment is primarily based on the
information from the review of the three sample per formance audit files namely:

1. Performance Audit of Bhutan Chamber of Commerce and Industry (BCCI)
2. Performance Audit of Revenue Collection and Management in Thromdes
3. IT Audit Report on Core Banking Solution of Bank of Bhutan

The review covered a study of the complete audit working files and interviews with the
respective audit teams who had done the audit and with the Assistant Auditors General.

The indicator consists of three dimensions:
(i) Planning Performance Audits

(if) Implementation of Performance Audits
(i) Reporting on Performance Audits

In general, the audit plans of the sampled audits provide a good basis for conducting the
audit and the teams set a clearly - defined audit objective that relates to the principles of
economy, efficiency and effectiveness. When planning the audit, the auditors have
designed appropriate audit procedures to be used for gathering sufficient and relevant
audit evidences.

The auditors have obtained sufficient appropriate audit evidence to establish findings,

reach conclusions in response to the audit objectives and questions and issued
recommendations. Effective and proper communication was maintained with the

audited entities and relevant stakeholders throughout the audit process. There is no

adequate documentation on how auditors have actively managed audit risk.

The RAA uss standard format for the structure and presentation of its performance
audit reports. The audit reports are comprehensive, convincing, reader friendly and
balanced.

(@) -dc*&fab—



Dimension i: Planning Performance Audits

Review of the three sampled audit files *® indicate that the audit plans contain sufficient
information needed to understand the audited entities identification and assessment of
audit risks, audit procedures, sources of evidence. In one sample audit (PA of Bhutan
Chamber of Commerce and Industry) a pre-study was carried out as the audit was
carried out based on the instruction of the Auditor General which was as per the PA
Guidelines under Topic Selection Process where it stipulates the need to conduct a pre -
study. The other two sample audits wer e selected under the general issues of topic
selection process which do not require conducting a pre-study. The PA strategic plan
2018 2020 outline the two potential performance audit topics through a process as given
in the Performance Audit Guidelines t o focus on areas where the audit expects to add
maximum value in terms of improved accountability, economy, efficiency and
effectiveness and to ensure appropriate coverage of programme operations within the
limitations of available audit resources °.The rationale for the selection of the topics was
based on materiality, public interest, auditability, possible impact, risk to SAl,
Improvement, timeliness and high political sensitivity.

The audit team have sufficiently considered materiality at all stages of t he audit process.
In case of PA of revenue collection and management, financial materiality was
considered due to huge collection of revenue and the risk associated with revenue
mismanagement and no accountability of misuse of huge revenues. Also qualitati ve
aspects were considered for PA on Core Banking Solution in the Bank of Bhutan as it
was a new system. The audit objectives were clearly defined relating to the principles
of economy, efficiency and effectiveness and broken down into audit questions and sub
guestions evidenced from the audit design matrix of the three sample audit files. The
audit plans also clearly explain the type of audit approaches adopted for each audits.
Suitable audit criteria were derived from laws, rules & regulation and best pr actices
relating to the audit questions and were also discussed with the entity during the audit
entry meeting through a presentation. However, there were few instances where some
audit criteria did not correspond to the audit questions.

The teams have designed audit procedures in detail (refer audit design matrix) to be
used for gathering audit evidence and considered risk of fraud throughout the process.
In the three sample audits, all the audit plans were approved by the Deputy Auditor
General, Department of Performance and Commercial Audits. The audit criteria of the
audits were discussed and agreed with the management during the audit entry meetings
conducted with the audited entities before the start of the audits. The Audit plan of the
sample PA audit on Revenue Collection and Management in Thromde considers the
estimated cost for the audit (including travels, pay & allowances) infrastructure, laptop,
stationeries, number of people and vehicle along with tentative schedule to ensure that
high quality audit is carried out in an economical, efficient, effective and timely manner.
The audit files indicated that the competency matrix evaluated the areas whether
external expertise is required or not. The Declaration of conflicts of interest and
compliance to code of ethics ensures that at the audit engagement level, the auditors

% PA of BCCI, PAGbre Banking Solution, Bank of Bhutan and PA of Revenue Collection and
Management in Thromdes

9 Strategic Plan 2028020 Topic Selection Matrix
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There has been no independent assessment such as Quality Assurance reviews or a
peer or independent review conducted within the past three years. Except as part of the

ISSAI implementation programme in 2016, Quality Assurance Reviews were conducted
for two pilot Performance Audit Reports.

Dimension ii: Implementing Performance Audits

The audit teams have sufficiently and appropriately obtained and evaluated the audit
evidences in response to the audit objectives, questions and issue recommendations as
can be clearly seen and comprehended in the audit design matr ix prepared by all the
teams of the samples three performance audits. For example in the PA of Revenue

Collection and Management the audit finding,+ v U1 UAAU GUA<+AcU AE EU

administration: Encroachment of government land in Phuentsholing and Thimphu
Thromde. Theaudit team have sufficiently obtained and analysed the audit evidences in
Table 3 Total revenues forgone on account of lease rent not collected for one year
amounting to Nu. 12.97 nillion. The details of the table are attached in annexure | and Il
iA geU AhOig EUeCEg: ¢eéeU AhOig Ui i OUAT UE
Ei E+ yAAA¢UYyUAg  ¢Ci UEAAAT U AAO TCAgECUE
and the audit respopAEU IJAE- + EU géuU i OUAgi & UO E
complete?

In all the three sampled audits, different information are obtained from different sources
such as the government agencies comprising of both financial as well as non -financial
data. Examples of methods and data used include document review, observations,
physical verifications, testimonies, survey data and quantitative secondary data. The
auditors seemed to have exercised professional judgment in reaching a conclusion as
indicated by the evaluations of evidence, audit findings and conclusions addressing the
audit objectives and questions.

All three sample audits indicated that the audit evidence are placed in context,
considering the pros and cons and different perspectives before the aud it findings are
finalized. Both positive and negative findings are reported with sufficient evidence with
sufficient arguments under each finding. For example in the PA Report of Revenue
Collection and Management, Chapter 3 Part | contains initiative and p ositive
developments by Thromdes to improve revenue collection and management processes
and Part Il contains shortcomings and deficiencies in the revenue collection and
management which require further improvement. Also, proper conclusions are drawn
to be incorporated in the audit reports. The draft reports also undergo a series of quality
controls process by the Assistant Auditors General, Department Head and the Auditor
General

The audit teams of the sample audits have also used analytical procedures for the data
that were obtained through document reviews, physical observations, survey data and
guantitative secondary data. For example, in PA of Revenue Collection and Management,
the audit team have used IDEA:Data extraction and analysis software for land inventory
system and also IDEA was used for the audit of Core banking solution in Bank of Bhutan
in analysing different loans and deposits. The sample audits indicates that the audit
teams have considered materiality throughout the audit process as it ca n be seen
clearly at the topic selection stage, risk identification and assessment, design matrix,
evaluating evidence, drafting findings and recommendations.
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The audit teams have maintained effective and proper communication with the relevant
audited entities throughout the audit process. The audited entities are notified through
an intimation letter detailing subject matter, objective of the audits in accordance with
the mandate derived from the Constitution and Audit Act along with the team
composition. During the audit entry meeting, the audit team makes a presentation on
the audit objectives, scope, audit criteria, team composition and schedule of audit. The
sample audit also indicate that responses are sought from the audited entities on the
draft audit report by sending it to the audited entities for actual confirmation and
comments and written responses on the audit findings within a given time frame and
accordingly incorporated in the report. The audit teams also prepared submission notes
for press r elease to media and made a presentation to the Public Accounts Committee
of Parliament. The audit event diaries maintained by the teams also indicate that there
is contact between the audit teams and the audited entities and there is evidence that
RAA receives the information from the audited entities as per the document requisition.

The audit plans are documented properly with sources in much detail and is approved
by the Department Head. The audit files are maintained in both hard and soft copies as
curre nt file and permanent file. The documentation consists of important information on
the detailed audit design matrix outlining the audit procedures in detail, data collection
methods, analysis of data, references to audit evidences and sources, findings,
conclusions and the final report. But all the reports could benefit with proper cross
referencing, and common naming of folders for all the teams which can actually benefit
any reviewers or audit teams for future reference.

There is no document which clearly implies that auditors have actively managed audit
risk, which is the risk of obtaining incorrect or incomplete conclusions, providing
unbalanced information or failing to add value for users and mitigation measures.

Dimension iii. Reporting on Performance Audits

The PA on Bhutan Chamber of Commerce and Industries (BCCI) reports on the economy,
efficiency and effectiveness in the use of the resources of the BCCI and also on the
implementation of projects for private sector development and its impact. Ital so covers
policies issues seeing the sufficiency of the legal framework of the office and its
establishment. The PA of Core Banking in the Bank of Bhutan covers mainly on the
efficiency of the new banking system known as Core Banking. It also covers user a ccess
management policies, security awareness, adequacies of controls and policies on
related party transactions. The PA on the Revenue Collection and Management in the
Thromdes reports on the economy and efficiency in the collection and management of
revenue from the four municipalities. Besides, it also reported policy issues on
outsourcing, revenue forecasting, revenue enhancement strategy, revenue manual,
clear line of reporting and performance tracking.

In a nutshell, the sampled audit reports are com prehensive and contain sufficient
information to address the audit objectives and the questions in detail to provide an

understanding of the subject matters, audit findings and conclusions. The audit
methodology is presented clearly in detail the audit rep orts, however there is no
discussion of the limitations of the data. The sampled audit reports are also logically
structured and provide a clear relationship between audit objective, audit criteria, audit

findings, recommendations and conclusions. All the sample audit reports follow same
structure as below: (example from the PA of Revenue Collection Management in
Thromdes)
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Executive Summary

Chapter 1: About the Audit

1.1 Mandate

1. Standards

1.3 Audit Objectives

1.4 Audit Scope

1.5 Limitations

1.6 AuditMethodology

Chapter 2 Introduction

Chapter 3: Findings

Part I: Initiatives and Positive Developments
Part II: Shortcomings and deficiencies
Chapter4: Recommendations
Chapter 5: Conclusions

Annexure

The audit reports are clear, concise and written in unambi guous language and one
report although quite technical in nature is easy to read. The reports extensively use
tables, graphs, pictures and in one report case studies have been included making the
reports more reader friendly.

The audit reports are clear, concise and written in unambiguous language and one
report although quite technical in nature is easy to read. In all the sample performance
audit reports, the audit teams have used use tables, graphs, pictures to present the
audit evidence clearly to support the audit findings. The details of the tables and graphs
were given as annexure at the end of the audit reports. The PA on Revenue Collection
and Management in Thromdes have used case studies to support their audit findings to
get a clear understanding of the audit issue making the report more reader friendly.

The audit reports are balanced in content as well as in tone. All the reports clearly
highlights the achievements/positive achievements of the audited entities or the
particular programme along wit h the lapses/deficiencies observed by the teams which
indicates that the evidences are presented in an unbiased manner. There is no evidence
to show that materiality was considered in the reporting phase except the PA on
Revenue Collection and Management n Thromdes where both qualitative and
quantitative aspects were considered during the drafting of the audit findings and only
material/significant findings were reported.

For all the three sampled audit reports audit criteria and their sources are listed ¢ learly

in the audit design matrix in the appendix, but not in the audit report. However, the
Oi ET UAi yUE ACg Uithe audit kap basedten thp&Erkeya detérmined in the
audit p/an and program prepared by the RAA and the ﬂnd/ngs are based on the
i AeCEyAgi CA AAO OCTI hyUAgE y AOU BhehduditfiddingsU
have clearly stated audit criteria that are relevant and sufficient to the audit findings.
The reports include conclusions in response to the audit objectives and quest ions and
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explain how the overall performance is hampered and making it easier for readers to
put the findings in perspective.

The sample audit reports give recommendations that are clear, constructive and linked
to the findings. One recommendation addressing more than one audit finding can be
clearly seen from the audit reports and links to the audit objectives. Furthermore, it is
likely that the recommendations will lead to some positive impact and changes if it is
implemented by the concerned agencies.

The two sample reports make reference to the ISSAI 3000 on Performance Auditing and

geu v + E sUE&CEYy AAT U hoOigi A¢g Ghi OUui AUE i A
About Audit under Audit Standard. Except one audit report did not make reference in

the AhOi g EUeCEg I1hg yAOU EUz=UEUATU gC geéeu M
Guidelines in the disclaimer note.

The RAA sends the draft report to the audited entities for comments to ensure that facts

and figures are correct in the audit findings, conclusion and acceptability of
recommendations. One month timeframe is given to respond to the draft audit report

and the responses are received in writing.

The two sample audit reports document the changes made to the draft report in the final
report and it incor porates the summary of the responses of the audited agencies in the
report which clearly indicates its acceptance by correcting any factual errors or any
disagreement to the responses. The full responses sent by the audited entities are
annexed to the final report. However, in one audit report the summary of the responses
are not written the report and was difficult to see that changes being made to the final
report were in agreement or disagreement to the responses by the audited entities.

Assessment Scores by Dimension

Table 31: Assessment Scores by Dimensisn

Dimension Score
() Planning Performance Audits 3
(i) Implementing Performance Audits 3
(i) Reporting on Performance Audits 3
Overall score 3
Assessment Findings and observations
Table 32 Assessment findings and observations
Dimension Findings Score
() Planning Criteriaa, b, c, d, e, f, h, i, ], k, I, and m are met 3
Performance | { In general, the audit plans of the sampled audits provide At least 10
Audits good basis for conducting the audit. criteria are in
1 Theauditors considered materiality at all stages of the al place

process

9 Auditors set a clearbgdefined audit objective that relates tc
the principles of economy, efficiency and effectiveness

1 The auditors chose a resujproblem or systemoriented
approach, pa combination thereof, to facilitate the
soundness of audit design.

1 The criteria were discussed with the audited entities whe
planning the audit, the auditor designed the audit proced
to be used for gathering sufficient appropriate audit
evidence.

Criterion g not met
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In one of the audit samples few criteria did not correspond 1
the audit questions

(ii)implementing| Criteria a, b, ¢, d, e, f, g, i, j, and k are met 3
Performance | 1 The auditors have obtainedfficient appropriate audit At least eight
Audits evidence to establish findings, reach conclusions in resp criteria are in

to the audit objectives and questions and [when appropr, place
issued recommendations

9 The auditors have evaluated the evidence to obtain audi
findings.

9 Based on the findings, the auditors have exercised
professional judgement to reach conclusion

1 Materiality was considered at all stages of the audit proc

1 Effective and proper communication was maintained witl
the audited entities and relevant stakehalderoughout the
audit process

Criterion g is not met

1 There was no sufficient evidence to see how auditors ha
actively managed audit risk, which is the risk of obtaining
incorrect or incomplete conclusions, providing unbalance
information or failing © add value for users.

(iReporting on| Criteria a, b, c, d, e, g, h, i, and k are met 3
Performance { In performance audit reports their findings on the econor At least nine
Audits and efficiency (of the use of resources) andefifiectiveness criteria are in

with which objectives are met. place

9 The audit reports are comprehensive and convincing, re;
friendly and balanced.

1 The reports include conclusions in response to the audit
objective and questions.

Criteria f, j and | are not met

1 The reports dmot include information about the audit
criteria and their sources.

1 In one sample audit report it did not declare which stand
they applied when conducting audits.

4.3.7 SAIl -14: Performance Audit Results- Score 3

This indicator examines the performance audit outputs - the timely submission and
publication of performance audit reports and the follow -up on audit results.

The review covered a study of all the performance audit reports issued during 2017 -2018
and interviews with the respective audit teams who had carried out the audit and with
the Assistant Auditors General.

The indicator consists of three dimensions:

i) Timely Submission of Performance Audit Report
i) Timely Publication of Performance Audit Report

i) SAI-Follow-up Implementation of Performance Audit Observations and
Recommendations

The performance audit reports were all submitted to the audited entities and relevant
stakeholders and published on the day of tabling the reports to the parliament.

There is effective follow - up mechanisms see whether follow up previous audit findings
and recommendations were implemented. The follow -up procedures allow the audited
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entities to provide information on corrective measures taken and why corrective
measures are not taken. The follow-up reports should include an analysis of different
audits, possibly highlighting common trends, themes across a number of reporting
areas and the impact from these corrective actions in the future.

Dimension i: Timely Submission of Performance Audit Report

There is no legal stipulated timeframe for when performance audit results shall be
reported for individual audited agency. The agreed timeframe as per the Annual Audit
Schedule 20172018 was used as basis for scoring on the timeliness of submission of
performance audit result. RAA submitted all six performance audit reports during the
Fy2017s ¢+ gC géeuU AROigud UAgigi UE WNige A
Secretariat, Speaker of the National Assembly, The Chairperson of the National Council,
the Chairperson of the Public Accounts Committee and the Opposition Leader within 30
days from the plan report issue date which is the agreed time frame in the Annual Audit
Schedule 20172018. The performance audit reports are submitted throughout the year
when they are completed.

Dimension ii: Timely Publication of Performance Audit Reports

Out of the six PA reports issued during 2017-2018, three PA reports were tabled on 5
December 2019 (winter session) and three PA reports were table d on 28 January 2019
(winter session) and were published in the RAA webpage and conducted press
conference/release on the same day of tabling to the Parliament. The Performance audit
reports were reported in the national newspaper Kuensel in atleast 12 isswes from
January 2017 December 2019

Dimension iii: SAlI-Follow-up Implementation of Performance Audit Observations
and Recommendations

The Follow- up and Clearance Division (FUCD) carry out follow up of audit findings and
recommendations wherever appropriate for all the PA reports issued on a regular
basis. The follow- up is not restricted to the implementation of the recommendations but
also focuses on whether the audited entities have adequately addressed the problem
and remedied the underlying situation.

The audited entity need to submit the Management Action Plan within 90 days from the
issue of the reports. The MAP gives time frame for the implementation of the findings &
recommendation and fix accountability on the audit recommendations. The FUCD
accordingly assess the reasonableness of time frame for the implementation of the
recommendations and segregate accordingly to the time frame given by the audited
entities and follow -up on a regular basis. The follow-up procedures allow the audited
entities to provide information on corrective measures taken and why corrective
measures are not taken. However, there is no practice to see whether the audited entity
has adequately addressed the problems and remedied the underlying situation after a
reasonable period of time.

The review report of the follow -up is submitted to the Parliament during the month of
March and September every year. The follow- up report is submitted individually to the

audited entities and as a consolidated report to the Parliament. However, s uch reports
do not include an analysis of different audits, possibly highlighting common trends and

themes across a number of reporting areas.
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The follow-up reports as stated earlier include the conclusion of the corrective
measures being taken or not but does not include the impact from these corrective
actions. RAA has not yet established a practice for evaluating materiality and the
importance of the identified problems in order to determine if a follow -up requires a
new additional audit.

Assessment Scores by Dimension

Table 33 Assessment Scores by Dimensisn

Dimension Score
(i) Timely Submission of Performance Audit Report 3
(i) Timely Publication of Performance Audit Reports 4
(iii) SAl-Follow-up Implementation of Performance Audit Observati@rRecommendations 2
Overall score 3
Assessment Findings and observations
Table 34: Assessment findings and observations
Indicator score:
Dimension Findings Score
(i) Timely 1 The RAA submitted 100% the PA reports during the FY 3
Submission of 20172018 to the legislature within 30 days as per the ple
Performance Audil  report issue date and actual issue date, which is the agre
Report time frame and Submits to the audited entity, His Majest
Prime Minister, Speake€hairperson of the National
Council, Opposition Leader, Chair and members of the
Public Accounts Committee on the day the report is issu
(iTimely 1 The RAA publishes all its performance audit reports on t 4
Publication of same day the reports are tabled to the Parliament All criteria
Performance Audil are in place
Reports
(iif) SAI-Follow-up Criteria a, d, e,and are met. 2

Implementation of | § The Followup and Clearance Division (FUCD) follow up | Three of the

Performance Audil  previous audit findings and recommendations wherever | criteria are

Observations and appropriate for all the reports issued on a regular basis. | in place

Recommendations § The follow-up procedures allow the audited entities to
provide information o corrective measures taken and wh
corrective measures are not taken.

Criteria b, c, f and g are not met

1 Reports do not include an analysis of different audits,
possibly highlighting common trends and themes across
number of reporting areas.

1 The follon-up reports include the conclusion of the
corrective measures being taken but not the impact from
these corrective actions.

1 RAA has not established a practice for evaluating
materiality and the importance of the identified problems
order to determind & follow-up requires a new additional
audit.

4.3.8 SAIl 15: Compliance audit standards and quality management- Score 1

Narrative

This indicator is specific to the fundamental principles of compliance auditing. SAI -15
looks at the foundations for compliance audit practice, including audit standards and
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indicators on quality control in SAI -4 and staff recruitment and training in relevant audit

disciplines in SAI-22 and SAF 23.

The indicator consists of three dimensio ns:

i) Compliance Audit Standards and policies

i) Compliance Audit Team Management and Skills
iii) Quality Control in Compliance Audits

The RAA has adopted ISSAI as its authoritative standards in 2017°°. While RAA has
adopted ISSAI 4000 for compliance audits, the RAA is still in the process of finalizing its
Compliance Audit Guidelines. Updated versions of the draft were issued to auditors to
use it as guidance in conducting compliance audits. The assessment was done on the
basis of draft Compliance Audit Guidelines and the existing system of conducting
compliance audits with specific reference to two audit samples chosen for review. The
RAA conducts either entity - based or theme based compliance audits.

There is a system to assess the competency of auditors to conduct compliance audits.
The templates to assess team competency is validated by the supervisor.

The RAA has strong quality control procedures for conducting compliance audits. The
audit plans containing risk assessment, understanding the entity, assessment of
internal controls and assessment of ethical threats are approved by the supervisor. The

reports go through a thorough review by the supervisor and department head. However,

improvements can be made as there is no quality assurance reviews were conducted
for CA and how to document difference in opinion and resolutions arrived at before the

report is finalized.

Dimension i: Compliance Audit Standards and Policies

ISSAI 4000 provides strong foundation for conducting compliance audits. The
Compliance Audit Guidelines’®has not been finalized. The draft Guidelines is developed

broadly in line with the ISSAI 4000 with some templates for audit documentations

OUEi ¢AUO gC Ehig v + Eof doriphagde dudits foundatibonsAiere U E E § U
done on the basis of the draft Compliance Audit Guidelines as well as on the basis of

existing systems in the practice of conducting compliance audits with specific reference

to two sample compliance audits taken for review.

The RAA has put in place its "draft Compliance Audit Guidelines" to be used as guidance
for undertaking compliance audits. The draft guideline requires the auditors to identify
applicable authorities, subject matter, and level of assurance to be provided. On
assurance and engagement, the guidelines prescribes "direct reporting and reasonable
assurance” to be given by auditors. At the practice level, the subject matter is discussed
in a separate para in the audit plans of the sample audits. The applicable authorities are
identified under para on audit criteria. It lists out applicable Acts, Rules, Guidelines and
other relevant notifications and circulars governing the subject matter.

10%Executive Order issued by Head of SAI

101 Draft Compliance Audit Guidelines
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The draft CA guideline requires considering audit risk throughout the audit process. The
audit team document the understanding and assessment of entity's control environment
and internal control and list the risk in the Risk Register which forms as a part of audit
plan. This register is updated continuously during execut ion. The review of sample audit
files showed that the teams have documented communications such as intimation letter,
letter of engagement, document requisitions, presentations made during audit entry and
exit meeting, sharing of preliminary observations a nd responses with management and
also communication between the manager in submitting the plans, reviews and
comments, finalization of reports etc. The teams have documented the identification of
subject matter in the plan document. The audit procedures de signed as a part of audit
plan contain exhaustive list of criteria against each audit risk identified and assessed.
The Guidelines requires the auditors to determine scope which is included in the Audit
plan as a separate paragraph. It identifies areas, ex tent and time period covered for a
given subject matter. The understanding of the entity or a subject matter is documented
as a part of Audit Plan along with process charts as Annexures.

The working file contains list of evidences which were collected by p erforming audit
procedures and are used for concluding on the audit objectives. The audit evidences are
assessed and reviewed by the managers in finalizing its opinion/ audit report. The teams
have performed the audit procedures developed against each risk . The evidences are
assessed against its sufficiency and appropriateness and are used to form audit
conclusions. These are done at the level of team level and then at Division level which
is documented in the Audit Finding Matrix.

The team submits the preliminary audit conclusions along with evidences to the
manager, who reviews and improves based on the evidences. If the evidences are found
not complete and appropriate, it is discussed with the team. If there are additional
evidences need to be collected, the team is directed to do so. Accordingly, preliminary
conclusions are made. These are shared formally with the management for their
responses. Exit meetings are held between audit team after obtaining management
responses and further discussions take pla ce during the meeting. The audit manager
(division chief) along with team attends the meeting and the management is usually
attended by top management of agency along with relevant officials. The proceedings
and decisions are minuted. The final report is i ssued based on the decisions of the exit
meeting. The reports are issued usually as per the Annual Audit Schedule.

However, the materiality aspect is a mere theoretical description of qualitative and
guantitative materiality rather than setting specific ma teriality and using throughout
audit process. The audit teams have maintained documents both in the form of hard and
soft copies. However, the documentation is not complete in terms of assessment of
control environment and internal control and evaluation o f evidences to arrive at
conclusion. The teams have documented the assessment of control environment and
internal controls as a part of Audit Plan. But the assessment is not complete as there
is no conclusion drawn on adequacy of internal control. The audit teams have
documented the risk assessment and the audit procedures are designed based on the
risk assessed. The assessment of control environment and internal control are not
complete, and the risk assessment was not adequate.

The consideration of Risks of Fraud is included in the draft Guidelines. The review
showed that assessment of fraud risk was not done sufficiently.

The audit plan documents basically contain both the elements of audit strategy and audit
plan which are prepared by the teams and revie wed and approved by audit managers.
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These are prepared in accordance with the formats prescribed as templates and
annexures. However, in view of inadequate assessment of controls and risk, this
requirement is not adequate.

The draft Guidelines requires the auditors to determine materiality through professional

judgment and to be determined by value, nature and context to be determined.
Determination of materiality is included in the audit plan as a separate paragraph.

However, there is no clarity of materia lity (both qualitative and quantitative) determined
in the Audit Plan. As such, the extent to which professional judgment was exercised
cannot be ascertained. The documentation with respect to sample audits were found
incomplete in many respects from unde rstanding the entity and its environment,
internal control and risk assessment.

The audit procedures developed to collect the audit evidence are based on the assessed
risk and materiality. The team have also determined sample size in response to
materiali ty, risk assessments and assurance level. But it is difficult to relate the extent
to which considerations of materiality and assurance levels were considered in
evaluating the evidences through the working files maintained by the audit teams of
both the sample files.

All criteria were assessed as met considering that ISSAI 4000 are being used as
guidance for compliance audits.

Dimension ii: Compliance Audit Team Management and Skills

The review of sample audit files showed that the competency of auditors a re assessed
and validated by the supervisor. A template to assess the competency in the form of
Competency Matrix is prescribed. The specific competencies were assessed in terms of
knowledge of audit approach and process, past experience, knowledge of enti ty, basic
knowledge of financial statements and IT skills. The auditors for sample audit had
necessary skills, competence and skills to conduct the audits. The auditors also sign the
document indicating understanding of roles and responsibilities but there are no
specific roles and responsibilities divided amongst individuals.

The Audit Plans contain identified authorities governing the audited agencies. Audit plan
is prepared containing the elements of subject matter, level of assurance, type of
engagement, authorities and criteria, audit objectives, scope, materiality and detailed
audit procedures. The templates for key elements of understanding the entity and
assessment of internal control and risks are prescribed. As a standard practice, the
process flow s are drawn to understand the business processes and control activities.
The risks are identified after assessment of internal controls. One of the elements under
understanding the entity is understanding about legal framework which includes
identifying authorities governing the audited agencies. This document is validated by the
supervisor. Criteria are identified during development of audit procedures for specific
risks. The criteria are also referred in the Audit Finding Matrix against which specific
conclusions are drawn based by comparing actual conditions with identified criteria.
However, though these templates were documented, there were no proper evaluation
of internal controls as no conclusive conclusions were drawn from the assessment so
as to identify risk and develop appropriate audit procedures which is assessed in SAI
16.

The Competency Matrix shows the required and available competency and gaps. It
shows whether there is a need for engaging external experts if there are any gaps. In
the sample audits, though the competency matrix indicated requirement of engaging
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external experts, the RAA has not engaged any external experts. Further, there is no
process to evaluate necessary competence, capability and objectivity of external
experts.

The review of sample audits showed that there were gaps in conducting assessment of
control environment, internal control and risk assessment. There were no clear
linkages as to the conclusions from assessment of internal controls and overall risk
identification and assessment. These have direct effect on developing audit procedures
and extent of collecting and evaluating audit evidences.
Dimension iii: Quality Control in Compliance Audits
Gt E zgAAOi A¢ MAEgQENRT gi CAE EeéeUT i asvelsB2 & h AU

Team Leader

Division Chief/ Assistant Auditor General

Department Heads

Research & Quality Assurance Division

v +rE 8ijUThgit U -Cyyigguu

6. Auditor General

a b 0w nE

The process of supervision and monitoring by different levelsare Eé UT i a&i UO i
Standing Instructions 1%, This entails roles and responsibilities of different levels for
supervision and monitoring throughout the audit process. Audit Plans are approved by

the supervisor (Division Chief or AAGs) and some of the temp lates forming part of audit
documentation are signed and validated by the supervisor.

It cannot be traced from the documents that there had been continuous and regular
monitoring by supervisors. One of the elements under specific competency is to indicate
requirement to engage experts. It cannot be ascertained that experts were used in the
sample audits. Issues included in the final report are based on reviews by supervisors
and department heads. But it is difficult to trace through audit files in absence o f clear
documentation. No requirement stipulated for engagement of quality control reviews.

There is no requirement stipulated for engagement of quality assurance reviews. The
RQAD as an independent Divisionis responsible for QA review but has not conduc ted
QA review of Compliance Audit during the period.

Assessment Scores by Dimension

Table 35 Assessment Scores by Dimensisn

Dimension Score
(i) Compliance Audit Standards and Policies 1
(i) Compliance Audit Team Management and Skills
(iif) Quality Control in Compliance Audits

Overall score

RN

102/ K} LJGSNJ ¢c dm 2 FuctiodBQa {dFyRAYy3 Lya
08/ K} LJGSNI odo 2F ' DQa {dGFyRAYy3I LyadNHzOGA2yaA

(@) -dc*&f:b—

—_—

o

gé



Assessment Findings and observations

Table 36: Assessment findings and observations

Dimension

Findings

Score

(i) Compliance
Audit Standards
and Policies

Criteria a, b, e, f, g, h, m, n and o are met
1 Theelements of CA like applicable authority, subjeci
matter, intended users and level of assurance are
identified by the auditors in the audit plan.
1 There were effective communications throughout thy
audit process and documented properly.
1 The audit plans iddify criteria and scope of audit anc
auditors understand entity in the light of governing
authorities.
1 The auditors collect and evaluate audit evidences tc
form audit conclusions.
1 Auditors prepare written reports based on the princij
of completeness pectivity, timeliness and a
contradictory process.
Criteriac, d, I, j, k, I, p, g and r are not met
9 Determination of materiality is not clear and appear
mere theoretical description of qualitative and
guantitative materiality rather than setting specif
materiality and using throughout audit process
9 The documentation is not complete in terms of
assessment of control environment and internal con
and evaluation of evidences to arrive at conclusion.

1
Criterion (b) and
least three of the
other criteria
above are in place.

RQAD. Then it is signed by the Auditor General or
authorized official.
Criteria a, b, c, d, and e are not met

9 The process followed in subjecting the work to
continuougeviews and documenting the processwa:
not adequately documented, and also that QA revie'
was not conducted for Compliance Audit.

1 One of the elements under specific competency is t(
indicate requirement to engage experts. It cannot be
ascertained that egps were used in the sample audi

1 No requirement stipulated for engagement of quality
control reviews.

(i) Compliance Crteriaa, b, c,d,e)h, I, j, k, m, n, p, g, and r are met. 2
Audit Team 1 The RAA has a system to assess the competency o Criteria a, eand at
Management auditors to conduct compliance audits. The template least six criteria
and Skills assess teagpmpetency is validated by the supervis¢ are in place
1 The auditors prepare Audit Plans containing the
elements of subject matter, authorities and criteria,
scope, risk assessment and detailed audit procedur:
Criteria f, g, | and o are not met
1 There is no adequattocumentation of audit strategy |
both the sample audits.
(iii) Quality Criterion f is met. 1
Control in 1 Roles and responsibilities for review and approval o, At least one of the
Compliance reports are in plac&he draft reports are reviewed by criteria is in place
Audits the division chief and also independently reviewed &
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4.3.9 SAl 16: Compliance audit process - Score 1

SAI 16 seeks information on how compliance audits are done in practice at the planning,
implementation and reporting stages of audit cycle. This indicator has three dimensions:

i) Planning Compliance Audits
i) Implementing Compliance Audits
iii) Evaluating Audit Evidence, Concluding and Reporting of Compliance Audits

The review of samples showed that there are standardized processes for conducting
compliance audits. The Audit Plans specify subject matters, authorities, consideration
of materiality, level of assurance to be provided, scope and areas to be covered. The
plan is further supported by standardized templates which the auditors use for
documenting understanding of entity, assessment of internal controls and risks and
detailed audit procedures designed to address the identified risks. However, there are
also scopes for improving as far as completing the templates are concerned.

The execution stage is generally concerned about performing audit procedures against
the identified risks and collecting and evaluating evidence. The issues of non -
compliances included in th e report are supported by relevant evidence. These evidences
are stated to be verified by supervisor at the time of review of reports 1% However,
verification of evidence by the supervisor cannot be traced through audit
documentation. The documentation of risk assessment and internal control are not clear
as there is no sufficient details of linkages.

Dimension i: Planning Compliance Audits

The Audit Plan includes elements of audit strategies including the identified subject
matter, authorities, level of assurances to be provided, scope and materiality. The plan
is supported by completed templates prescribed for understanding the entity,
assessment of internal controls and risks, ethical requirements and competency of
auditors. The detailed audit procedures are designed for specific risks identified. The
templates for assessing compliance to code of ethics were signed by all auditors and
validated by supervisor and documented. It covers the aspects of integrity,
independence, conflict of interest, confident iality, professional competency and due care
which the auditors need to comply with.

The templates for assessment of ethical threats containing the elements of self -
interest, self -review, advocacy, familiarity and intimidation threats have been duly
completed. The supervisor validates that necessary safeguards are put in place to
address these threats.

The plan is approved by the supervisor including the templates for assessments and
detailed audit procedures.

The auditors have maintained regular and effective communication throughout the audit
process. These are evident from the intimation letter, engagement letter, and
submission of preliminary audit observations to management, and obtaining written

responses from management. Besides, there had been regular meetings such as entry
meeting to communicate audit plans and exit meeting to discuss audit findings before

104 |Interview with Team Leaders
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the report is finalized. The audit findings are based on comparison of observed
conditions with applicable criteria and evaluated against ev idence obtained.

The templates for assessment of internal controls and risk assessment were not done
comprehensively to provide clear conclusion on adequacies and possible risks. There
is no systematic approach of linking risks and control assessments. It appeared that
auditors use perceived risk based on the understanding of business process and past
experiences of individual auditors. This shortcoming also applies to assessment of fraud
risk. There were no specific considerations of risks related to fraud in both the sample
files.

Dimension ii: Implementing Compliance Audits

The auditors perform audit procedures developed in the audit plan. The nature, timing
and extent of compliance audit procedures is as per the detailed audit procedures
approved by the supervisor. This document contains audit objectives, audit risks and
criteria and sources of criteria. It also specifies evidence gathering techniques and audit
procedures determining the nature, timing and extent of procedures to be performed.

On issue of handling fraud, there were no instances of fraud being detected in the two
EAyeuaU AhOi gE: G+ E zgAAOi A¢ MAEQGEhART gi CA
prima facie evidence of existence of fraud, corruption and embezzlement, the audit team
shall recommend for appropriate action as per the laws of the land 1.

E

The audit files contain evidences to support findings included in the audit reports. These
findings were based on non-compliances to the applicable authorities governing the
audited agencies. The conclusions were drawn based on the evidences collected and
AeeECeEiIi AgU EUT CyyUAOAgi CAE IJUEU eECiIi OUO
and recommendations.

The findings in the audit finding matrix confirmed that the all planned audit procedures

were performed and evidences were obtained for each audit observations. While there

were extensive documentations maintained for both the sample audits, the filing was
haphazardly maintained and could be made more logical in terms of sequence to as to
provide better understanding of overall audit process.

Dimension iii: Evaluating Audit Evidence, Concluding and Reporting of
Compliance Audits

The Audit Plan includes aspects of audit strategy including identification of subject
matter, criteria along with sour ces and scope of audit. The documentation of risk
assessment and internal control are not clear as there is no sufficient detail of linkages.
The risks were identified.

The documents are maintained both in hard and soft copies properly secured under the
custody of CFID. The information are maintained in prescribed templates in the
guidelines.

The Audit Finding Matrix shows that conclusions are based on the evidence for each
finding.

There were continuous communications throughout audit process. Record of i ntimation,
audit engagement, minutes of exit meeting, communication of draft observations,

05/ f 1 dzaS odnodmo 2F ! DQa {dFYyRAY3d LyadNHzOGA2y&D
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responses obtained from audited agencies etc., show that communication was effective

and continuous

Audit observations were shared with management and responses were obtained from
the management. The Exit Meeting discussed all observations. The reports were issued
only after discussing and responding to the draft audit observations by the management.

Evidences were verified by the manager, conclusions reviewed in ligh t of evidences and
management's views were reflected and considered in the audit observations

Assessment Scores by Dimension

Table 37: Assessment Scores by Dimensisn

Dimension

Score

(i) Planning Compliance Audits

(i) Implementing Compliance Audits

(iif) Implementing Compliance Audits

Overall score

RN

Assessment Findings and observations

Table 38 Assessment findings and observations

Dimension

Findings

Score

(i) Planning
Compliance
Audits

Criteria d, e, f, and k are met

1 It contains elements of audit strategies such as identificatio
subject matter, level of assurances, authorities governing
subject matter, scope and determination of materiality.

1 The sample files showed that there is an effective and
continuous communation throughout the audit process and
the audit criteria is agreed with the responsible party throug
presentation in the entry meeting.

Criteria a, b, c, g, h, i and jare not met.

fThe auditorsodé understandin
assessment of internal controls were not documented prop:

fThere were no clear docume
of audit risk throughout the audit process and hence, not at
understandhe extent to which audit procedures were
developed based on audit risk.

9 Fraud risk were not considered in the sample audits

9 There were gaps documenting audit strategy and audit plar
in respect of completing the templates of understanding the
entity, assessment of internal control and risk assessments.

1
Criteria at
least two are
in place

i) Implementing
Compliance
Audits

Criterion d is met.

9 The evidences are collected and assessed of sufficiency ar
appropriateness and audit conclusions drawmas in the
Audit Finding Matrix in both the sample audits.

Criteria a, b, c and e areare not met

1 In view of the inadequacy in assessment of control environi
and internal controls, the risk assessment is found to be
incomplete.

9 There were no cases of fraud that have been dealt with dur
audit in both the audits.

1 No experts were found used in both the audits

9 There were no explanation retained on the audit file for not
performing audit procedures

1
At least one
criteria in
place




. e
(i) Evaluating Criteria d, e, f, g h and I are met 2
Audit 1 The preliminary audit findings are shared with audited ager; Criteria e
Evidence, and response are obtained and it is discussed during exit and at least
Concluding meeting. four criteria
and Reporting |  The reports were based on principles of completeness, are in place
of Compliance|  objectivity, timeliness and contradictory.
Audits 1 The information is maintained in prescribed templates in the
guidelines.

9 The conclusions were drawn based on the evidences and ¢
effect analysis of audabservations.

9 Evidences were verified by the manager, conclusions revie
in light of evidences and management's views were reflecte
and considered in the audit observations.

9 There is a continuous communication with the audited ager
in terms of comrmunicating audit results and soliciting views ¢
the management.

1 The report is structured well in compliance to the ISSAIs. It
easy to understand and contain only those information whic
supported by sufficient and appropriate audit evidence.

Criteri aa, b and ¢ are not met

9 The documentation of risk assessment and internal control
not clear as there is no sufficient detail of linkages.

1 The consideration of materiality in not clear as it is not
determined specifically.

J is not applicable.

1 The drdt CA guideline prescribes direct reporting reasonabl

assurance.

4.3.10 SAIl 17: Compliance audit results i Score 3

SAIl 17 assesses how efficiently the SAI ensure submission and publication of reports. It
seeks information on how compliance audits are done in practice at the planning,
implementation and reporting stages of the audit cycle. This indicator has three
dimensions:

i)  Timely submission of Compliance Audit Results
i) Timely publication of Compliance Audit Results

iii) SAl follow up on implementation of Compliance Audit Observations and
Recommendations.

There is no legal stipulated timeframe for when compliance audit results shall be
reported by RAA. The reports are issued usually as per the schedule d rawn in the
Annual Audit Plan which is similar to the practice of issuing financial audit reports.
Similar to the financial audit reports, the compliance audit reports issued during the
year are compiled and included in the Annual Audit Report which is sub mitted to the
Parliament. 20% of the compliance audit reports examined were issued within the
agreed timeframe or within the maximum timeframe of 51 days allotted through
executive order. The annual audit report of RAA is published well within the legal
timeframe. RAA has a well- established internal follow -up system and has developed
guidelinesonfollow-h & Ceae Ah Oi g E Uagtareduras allow the agedries: C 1J
to provide information on corrective action taken and why corrective actions were not
taken through Action Taken Report (ATR). However, RAA does not report publicly on
individual compliance audit reports and the concept of materiality is not considered for
deciding on the need for follow - up audit.
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Dimension i: Timely Submission of Compliance Audit Results

There is no legal stipulated timeframe for when compliance audit results shall be
reported for individual audited agency. The agreed timeframe as per the Annual Audit
Schedule 20172018 was used as basis for scoring on the timeliness of submission of
compliance audit result. The maximum number of days within which the reports are to
be issued is 51 days after the completion of the field audit.®The assessment team
reviewed the report issue date agreed by the audit team as per AAS 2017-18 and actual
report issue date as per APEMS for comparison on the timeliness of compliance audit
results.

Of the 30 compliance audits conducted in 2017 18, 6 reports were issued within 51 days
(maximum days) after the completion of audit. This corresponds to 20 % of the
compliance audit reports being issued within the agreed timeframe, which gives a score
of 2.

Dimension ii: Timely Publication of Compliance Audit Results

The Auditor General shall submit the Annual Audit Report to the Druk Gyalpo, the Prime
Minister and the Parliament during the fourth quarter of the financial year on the audit
carried out for the financial year ended °. The Annual Audit Report should be published
between T April to 30™ June. The Annual Audit Report 2018 was tabled to the paliament
on 21.6.2019 and published in the official website of RAA®

The Royal Audit Authority has published the Annual Audit Report through appropriate
means within the legal timeframe for publication.

Dimension iii: Follow-up on the Implementation of Compliance Audit
Observations and Recommendations

Royal Audit Authority has a follow -up and Clearance Division (FUCD) responsible for
following up on unresolved audit observations and ascertaining the progress of
settlement. The RAA applies various steps in making sure that the audited entities
properly address their observations and recommendations. The Royal Audit Authority
has developed a Guideline on Follow-up of Audit Report. The Guidelines provides
guidance for conducting the follow -up of audit reports and recommendations in a
systematic way. The guideline primarily outlines the processes and methodologies for
the follow-up of audit reports and recommendations including the Management
Appraisal Report (MAR) as necessary'® The Follow up Division ensures that the audit
recommendations and observations are addressed as well as to ensure that
parliamentary directives on audit observations are addressed by the audited agencies.

The Management or those charged with governance submits Action Taken Report (ATR)
within three months after the issuance of the report. If the ATR is not received within
three months after issuing the audit report, a reminder is served to the management or
those charged with governance in keeping with the provision of the Audit Act of B hutan
2018. In the event of not receiving ATR even after two weeks from the ATR reminder, the
reviewer will apprise Follow -up Committee who shall exercise as per the Audit Act of

106 Executive order on timeline for issue of audit reports
107 Audit Act of Bhutan 2018

108 www.bhutanaudit.gov.bt

109 Guidelines on Followp of Audit Report
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Bhutan 2018. On receipt of ATR, the FUCD and Followp Sections conducts review and
evaluation of response submitted. Wherever possible, evidence of action taken is
obtained and reviewed to assess the adequacy and effectiveness of actions taken. When
the evidence of the corrective actions undertaken are not satisfactory, the revie wer will
seek further clarification with the appropriate officials from the audited entity.

The concerned audited agencies and other concerned authority is responsible to take
timely follow up actions on audit reports issued ¢ v + Eup g@rGeédirésJallow
the audited entity to provide information on corrective action taken and why corrective
actions were not taken through Action Taken Report (ATR).

The Public Accounts Committee (PAC) plays an active role for the review and follow - up
of the audit reports tabled in the Parliament. There are two levels of follow -up of audit
findings and recommendations, i.e., one at the SAI level and another at the PAC level.
The RAA tables review report of Annual Audit Report to the Parliament biannually
(Position as on 3F March and 30" September!t}. The review report submitted by RAA
is reviewed by the Public Accounts Committee. The RAA follows the recommendation
made by the PAC. The implementation of Parliamentary recommendations and
directives based on the AAR is systematically monitored by the Planning Policy and
Annual Audit Report Division (PPAARD) in consultation with AAG, FUCD. The status of
AAR recommendations is presented to Follow -up Committee biannually for further
guidance and direction.

The RAA does notreport publicly on individual reports, the compliance audit reports are
reported as a part of Annual Audit Report. The RAA does not have a system of evaluating
materiality in order to determine when a follow -up requires new additional
investigations.

Assessment Scores by Dimension

Table 39: Assessment Scores by Dimensisn

Dimension Score
() Timely Submission of Compliance Audit Results 1
(ii) Timely Publication of Compliance Audit Results 4
(iif) SAl Follow-up on Implementation of Compliance Au@ibservations and 2
Recommendations
Overall score 3

Assessment Findings and observations

Table 40: Assessment findings and observations

Dimension Findings Score
i) Timely Submission | 20 % of the compliance audit repogisamined were issued 1
of Compliance Audit  within the agreed timeframe within maximum days of 51 as
Results Executive Order.

ii) Timely Publication | ¢ The annual audit report of RAA is published well within the 4
of Compliance Audit  legal timeframe.
Results

110 Aydit Act of Bhutan 2018
11 Rules of Procedure of the Public Accounts Committee 2015
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