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INTRODUCTION

The Peer Review of the Royal Audit Authority (RAA) of Bhutan was conducted
by a team deputed bjpe¢ Comptroller and Auditor General
India. The reviewfocused orthe following areas: adequacy
and compliance to standards and manuals, reporting processes
and systems for maintaining quality of reporting, training,
quality control systems for auditirgactices, Organisation and
Managementpractices and auditing techniques. The team
comprising of Ms. Suman Saxena, Principal Accountant
General and Mr. Purshottam TiwarySenior Deputy
Accountant Generalalso examined the status of the
implementation of th opportunities for improvement
suggested in the previous Peer Review conducted in Z0@4review was conducted in two
phases during November and December 2010.

Methodology adopted The teaminteracted with the Auditor General aheld extensive
discussbns with the Division Chiefs and other officers in the RAA, visited the sections and
the divisions and examined the files, manuals, standards, action taken notes as well as t
Audit Management System. The team also held entry and exit conferences vwstmite
management of RAA and the views of the RAA on our observations have been taken int
account in this report.

Background

The Royal Audit Authority (RAA), which is th
supreme audit institution of the Kingdom of Bhutgn
has undergone a series of argational and
structural changes since its inception as a m _ :
Committee of Accounts and Audit in 1961 to “ Y. 7
Department in 1974 and a fully autonomous body| i [, s b
1985 with constitutional status in December 2005.

The Royal Audit Authority (RAA) derives its
mardates from the Article 25.1 of the Constitution of the Klngdom of Bhutan, whiclsstate
that , AThere shall be a Royal Audit Aut hc
and effectiveness in the use opropubtes rk
Royal Audit Authority shall,without fear, favour, or prejudice, audlte accounts of all
departmentand offices of the Government including all offices in the Legislaturetlaad
Judiciary, all public authorities and bodies administgrpublic funds, the police and the
defence forces as well as the revenues, public and other monies received and the advan
and reserves of Bhutan.o I n keeping with
to enhance accountability and propeifisation of public resourcesni June 2006, the 85
sessiorof the National Assembly of Bhutan passed the Audit Act of Bhutan, 2006, providing
RAA with full organizational and functional independence with authority to determine and
administer its owrorganizational structure, budget and personnel developribet Audit

Act reiterateghatthere shall be a Royal Audit Authority to audit and report on the economy,




efficiency and effectiveness in the use of public resoukes consequence, from its rtwt
of "A clean public servicaation's pride”, RAA is now moving forward with a pure vision
and clear mission.

Vision: "A premier audit institution that promotes value for money in government operations
and contributes towards good governance".

Mission: "To audit without fear iofavour or prejudice on the prudent and effective use of
public resources and report to the Parliament and stakeholders for enhancing transparen
and accountability in the governmént

In its initial evolutionary stage, RAA has chedt out its development and growth trajectory
with a wellconceived Strategic Ple200813, which, after a miderm review, has been
upgraded to Strategic PE201015 (submitted in December 2010). The latter has, with
candid clarity and foresight, idengfl RAA's strengths, weaknesses, perceived threats and
opportunities. Besides, reiterating its vision and mission statements, the Strategl0Rlan

15, identifies six program goals and outlines specific action plans and strategies to achie\
the desiredesults.

Functions of the Royal Audit Authority

The functions of the Authoritgtreto:

(1) Carry out financial, propriety, compliance, special audits and any other form of
audits that the Auditor General may consider significant and necessary;

(2) ConductPerformance audit to ascertain and report on the economy, efficiency and
effectiveness of the operations of agencies audited;

3) Conduct in depth audit of any aspects of the accounts, operations, systems an
management practices of the agencies;

(4) Conduct the audit of assessment, collection and accounting of revenues and taxes
(5) Conduct the audit of aid, grants and public debt of the Nation;

(6) Certify the Consolidated Annual Financial Statements of the Royal Government;
(7)  Report its findings ancecommendations to the relevant authorities; and

(8) Follow-up on the compliances of the Audit Reports.

Audit jurisdiction

The Audit Act of Bhutan 2006 provides thaetauthority shall conduct without fear, favour
or prejudicethe audits of the following

(1) Government or any of its instrumentalities which include, Ministries,
Departments, Divisiag) Units, Dzongkhags, Gewogs, Thromdues, autonomous
bodies, foreigrassisted or special projects of the Royal Government;

(2)  Zhung Dratshang, Rabdeys andralhted institutions;
3) Judiciary and Judicial Bodies;

(4)  Legislature and related institutions;

(5) Constitutional bodies;

(6) Defence and Security Services;



(7)  All corporations, Financial Institutions including the Central Bank and their
subsidiariegestablished under the laws of the Kingdom in which the Government
has an ownership interest;

(8) All entities including norgovernmental organisations, foundations, trusts,
charities and civil societies fully or partly funded by the Government; whose
loansare approved or guaranteed by the Government; and those receiving funds
grants and subsidies directly or through the Government and collections ano
contributions from people and fund raised through lottery.

(9)  Any entity or activity upon Command of tiruk Gyalpo.

Notwithstanding the provisions of any laws relating to the accounts and audit of any public
authority, the Parliament, if satisfied that the public interexi requires,
shall direct that the accounts of such authority be audited by theoAG#neral.

Scope of Auditby Royal Audit Authority :

The Audit Act mandates that th&uthority shall audit the following matters to ascertain
whether:

(1) The amount appropriated have been expended for the specified programs an
tasks within the approveditiget limits;

(2)  The financial transactions comply with the existing laws and the evidence relating
to items of income and expenditure are sufficient;

(3) The accounts have been maintained in the prescribed forms and such accoun
fairly represent the pdagon of the transactions;

(4)  The program implementations are adequately monitored to avoid incidences of
cost and time overruns;

(5) The inventory of public properties is accurate andtaigate, and custody,
control, management and physical safeguardsmees instituted are adequate;

(6) Physical assets and infrastructures reported actually exist and confirm to the
required specifications and standards;

(7)  The available resources including human, financial and other assets are properl
utilised

(8) Theaccounting and related system of controls, financial or otherwise including
the arrangements for internal audit and internal control of cash, kind and other
public property against any loss, damage and abuse are agequate

(9)  The accounts of revenue, taxether incomes and deposits are accurate and the
systems relating to assessment, realisation, recording and methods of reporting a
adequate;

(10) The debts, liabilities and specific purpose funds are recorded accurately anc
managed properly;



(11) The ICT and other technological systems developed are appropriate and adequat
controls and security measures are instituted to prevent unauthorised access to tt
system; and

(12) The implementation of programs and activities are as plannedhandtended
objectives achieved.

We acknowledge the cooperation provided by the officers and staff of RAA for their valuable
insights during the elaborate discussions and timely production of remudd®pliesvhich
facilitated timely completion of the work.
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Adequacyand compliance withstandards/manuals

Standards

Auditing standards/ manuals prescribe the principles and practices which the auditors at
expected to follow in conduct of audit. They provide minimum standard giedemnthe
auditors in determining the scope of audit, the audit procedures and the parameters agai
which the quality of audit results can be evaluated.

Article 45 (b) of theAudit Act 2006 empowers RAA to issustatements on the generally
accepted autihg standards and principles and related guidelinescld 56 and 57 of the

Act lay down that the Authority shall establish and pubbsfuiting and reporting standards
and practices that meet the highest stand@us.of the main objectives of the &#&gic Plan
(200813) was to develop auditing standards and manuals for effective auditing and
reporting. In line with the Adit Act and the Strategic Plan and based on INTOSAI Auditing
Standardghe Authority developedn-housethe RAA Auditing Standards (AS), formally
adopted inAugust 2009 Prior to its adoption the draft standards were circulated to various
stake holders by the Executive Committee of the RAA. The AS has four chapters containin
Basic postulateszeneralStandardsField Standards ané&eporting Standards. Chapter three

on Field Standards establishes the framework for detailed guidance of the auditors during
actual audit. It provides the standards and guidelines for planning, understanding the entit
examining internal controls, assessing audit risk, materiality, development of audit
programme ascertainingcompliance with applicable laws and regulatioolstaining audit
evidence, documentation, supervision and review and analysis of financial statérhents.
Standards are comprehensivel gmovide broad guidelines to determine the extent, steps and
procedures that could be applied during audie observed thathe standards are being
complied with and form the cornerstone for other standards and manuals prepared by tf
Authority. Its pratical application was seen in the Performance and Financial Audits
conducted by the Authority.

Section 42 (a) of the Audit Act 2006 stipulates that the Authority may develop rules,
procedures anduidelines to carry out audiiconomically, efficiently anéffectively. In line

with this, RAA has prepared thAu di t or General 6s &t omdly ng
adopted in July 2010. These instructions
Awhat they are not s upp o prefassianal duties. & is aimed ath e
maintaining uniformity and consistency in audit work, promote greater accountability and
professionalismuphold the principles of integrity, objectivity and independeasewell as

to ensure compliance with the RAA @iing Standards, Guidelines and manuals in
achieving quality audits in the most economical, efficient and effective manner. It also aims
to provide directions to new recruits and forms the basis for measuring audit performance
The Standinglnstructions bs seven chapters covering audit execution, conduct, behaviour
and ethics, audit reporting and documentation, quality control and job responsibitiies.
effort of the Authority is laudable. It provides guidelines for the conduct of auditors from the
pre departure formalities till the completion of audit and issuance of the Audit Report.
Conmpliance to the instructions wasidenced in the working files of the Audit Reports.

Service Standards of the RAA The RAA has issued and adopted a form of a citctenter
outlining its time bound commitments for different types of services like Audit Clearance,
Audit Reports, Follow up Reports and payment of bills. This has enhanced transparency in i




functioning and identified responsibility centres for such fimmst We observed that the
service standards prescribed by the Authority are being complied with.

Manuals

The RAA as mandated by the Constitution and the Audit Act of Bhutan 2006 certifies the
financial statements of the budgetary operations of the Royave@ment

and its instrumentalities, externally funded projects, Corporations and Financial institutions
where the Government has financial interest, foundation and trust funds, NGOs, Civil
societies and the religious bodies. The Authority has prepaedertancial Audit Manual
(adopted and officially released during thé"¥hnual Audit Conference held in July 2010)

to ensure that thaudits off i nanci al Sstatements are conoc
Auditing Standards (RAS) and International Staddaon Audit (ISA). This manual is
applicable to alaudit offinancial statements conducted by RAA. The manual is exhaustive
and covers the objectives, principles and responsibilities, the types of Financial Statements
be audited, the Financial Audit ddess containing pre planning activities, detailed audit
planning, the execution, completion and review and finally the reporting. It also has
supplementary chapters containing guidelines for materiality assessment, assessment
internal controls, considation of fraud, relying on the work of internal auditors, using the
work of others, consideration of related party transactions, audit documentation and qualit
control. The manual also has standardized formats and check lists for the auditors in tf
appendices. This manual would facilitate in enhancing consistency in financial reporting by
the audited entities, ensure that the auditors comply with professional standards an
applicable legal and regulatory requirements while carrying out audit and raqditers to
follow specific and adequate audit procedures to maintain the quality of Wueleffort of

RAA in bringing out a detailed Financial Audit Manual is commendable.

Opportu nities for improvement
For incorporation in the Financial Audit Manual

1 Concept of Materiality-Apart from materiality by value and natur
the manual can also consider incorporatingteriality by context. In this type @
materiality the question which isaddr essed i S 0i s
because of i ts i mplicati on for ot
if due to a misstatement, the financial statements indicate that a departmg
savings when it has, in fact, exceeded its budget, it béitome 'materiality
by context'.

1 The concept of materiality can be used both at the planning stage and the re
stage. Planning materiality is mainly concerned with materiality by value.
materiality of errors by nature and context is to be camsil specifically at the en
of audit.Reporting materialitypplies at the end of audit when all errors are evalu
and viewed in relation to their known effects on the financial statements. At this
the auditor has to consider the audit findingsvalue, by nature and by context a
errors and omissions may be considered material which otherwise by value wol
However, as a precaution the planning materiality may be taken as a lower figul
reporting materiality.




We examined the file on GFATMCddrtorjcelcti m S
(MOH) for the period T January to 31 December 2009 conducted in July/August 20840

the adoption of the manualWWe observed that the audit exercise did not conform to the
manual. The Financial audit was conducted in the same maengas conducted prior to
adoption of the manual.

Apart from the above manual, the Authority has prepared draft manuals on
11 specific audit areas (Appendix 2) but these await formal adoption.
Besides, 11 other manuals/guidelines are under preparatipnthe Authority
(Appendix 2). This effort of the Authority to systematize the audit work in specific areas/
techniques of audit is a notable achievement.

Handbooks and guidelines
The Authority has prepared and adopted four handbooks.

x Handbook on Audit Working Papers In order to streamline the ownership,
custody and documentation of the audit working papers, the Authority prepared
and formally adopted the handbook in July 2008. It outlines the form and contents
of the working papers and the documentatibrthese in the form of Permanent
File and Current File. It also provides guidelines on how to document the working
papers including their indexingand referencing, methods of filing and
documentation, their ownership, retention and custody. The Handbo®k ha
specified standard forms for requisition of documents, return of documents and
audit working papers documentatiae observed that the documentation of the
audit working papers conformed to the instructions in the handbook.

X Handbook on Audit Quality Assurance Review Process

In line with section 56 of the Audit Act of Bhutan and the RAA Auditing
Standards the Authority has brought out the Handbook on Audit Quality
Assurance  Review Process formally adopted in August 2009.
This handbook provides necasg guidance and the wherewithal

to implement a comprehensive quality assurance review process particularly a
institutional and financial audit level in the RAA.
The handbook provides detailed guidelines for planning the QA review,
conducting the reviewreporting the findings and recommendations and the
follow up. This effort is commendable as it would aid in providing reasonable
assurance that actual control procedures, service deliveries etc. in RAA are ir
compliance to standards and yardsticks.

Opportunities for improv ement

9 The Authority may consider preparing a similar handbook for condug
QA Review for Performance and other types of audit.

x Handbook on Audit Criteria

In orderto impart greater clarity to the auditors on the issue of audit criteria, the
Authority prepared and adopted the Handbook on Audit Criteria in July 2008. It
elaborates on how to determine the criteria, write the authtia, characteristics

of good criteria and the sources of audit criteria with suitable examples. We
observed that the current Performance Audits have utilized the guidelines while
framing the audit criteria.

7
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X Policy on disclosure of RAA information

In its continued effort to enhance transparency and accountability, the RAA
brought out a policy on Disclosure of Information in August 2009.
It sets out the policy on disclosure of information held or obtained by the RAA
during the course of auditing and @lsto provide information

on how it operates and what it does with the exception of information listed as
confidential.

Opportunities for improvement

1 To further enhance transparency, the Authority may consider prescribing
limits for the furnshing of information belonging to various categories lis
in the policy document.

V Apart from the four handbooks, the Authoritgs also preparedHandbook on Oath

of Good Conduct, Ethics and secrecy of Auditdrgontains an oath to subscribe to

16 principles essential for good conduct, ethics and secrecy essential for an ide:
auditor. As per extant instructions this handbook is to be carried in person by eacl
auditor during audit. We were informed by the Aad General during the entry
conference that the auditors carry the handbook with them during field audit. These
principles amply reflect the quote of H.M. the King Jigme Khesar Namgyel
Wangchuk, AEvery individual mu sudls st r i
positions of responsibility must even

V Apart from the Annual Audit Reports and the follow up Reports, the RAA has issued
Audi tor Gener altdhghlightsighifcant issuesStieat impgast on the
economy, efficiency and fefctiveness in the use of Government resources. The last
such paper was the AGOs advisory ser.i
The paper highlighted some major implementation issues relating to huge
Government spending on construction and pratient and gave recommendations
for the Government to take appropriate decisions. The basis of the paper was th
review of past Audit Reports and the plans, policies and programmes. This initiative
by the Authority is commendable as it draws the attentibrihe Government
specificallyto significant issues. The Authority may consider issuing such papers on
other pressing issues which have significant bearing on Government resources.

Opportunities for improvement

1 The Authority may consider bringing out handbooks on evidence gathe
analysis and evaluation techniques for various types of audit.
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Reporting processes and systems for maintaining @ity of reporting

Annual Audit Report

Article 25.5 of the Constitution of the Kingdom of Bhutan and Sections 69 to 73 of the Audit
Act of Bhutan 2006 require RAA to prepased submitthe Annual Audit Report (AAR).

The AAR is a consolidated summary of thgnificant unresolved audit findings of the
Authority. Section 72 of the Act states that the Auditor General (AG) shall submit the AAR
to the Druk Gyalpo, the Prime Minister and the Parliament while Section 73 rethaitdse

AG shall endorse copies dhe AAR to the concerned Head of the audited entity, the
Chairperson of the AntiCorruption Commission and the Chairperson of the Public Accounts
Committee.

We studied the AAR of 2009 which is compiled from 609 audit reports issued during the
year. The money value for the audit findings to be included in the AAR is
fixed currently at Nu. 30,000 while there is no monetary limit for findings
which involve cases of fraud and corruption. The AAR has 6 chapters including
the Auditor Gentebadindieg. per spective i

0 Chapter 1 contains the state of the governance of the RAA for the period.

0 Chapter 2 contains a summary of audit findings.

0 Chapter 3 is dedicated to report on the certification of the Annual Financial
Statements of the Royal Government for the year.

o] Chapter 4 contains detailed findings of the regular audits.

0 Chapter 5 is confined to findings of Special Audits conducted

o] Chapter 6 contains a summary of the Performance and Thematic Audits.

The Annual Audit Report 2009 contains unresolved signifiocaagularities involving Nu.
348.34 million with about 6% of the total irregularities categorized under fraud, corruption
and embezzlement. In 2009 the RAA forwarded 11 reports containing significant cases ©
fraud and corruption to the Anti Corruption i@mission for further investigation.

Section 69 of the Audit Act requires that the Auditor General shall submit the AAR during
the fourth quarter of the fiscal year on the audits carried out during the prégimalyear.
Further, Section 74 of the Actasés that the Auditor General shall publish its AAR every
fourth quarter of the fiscal year on the activities carried out during the previous fiscal year
However, we observed that the AAR 2009 contained significant audit observations till
December 2009 wie as per the Act the AAR should have confined itself to the previous
fiscal year.The work schedule for drafting and finalisation of the AAR 2@l provides

for incorporation of all the audit reports #hd ofDecember 2010.



Process for preparation of Annual Audit Report

Types of Audit Reports

issued by RAA
(Financial Audit Reports

Certification Audit Reports

Performance & Thematic Audit
reports

Special Audit Reports)
(Jan-Dec)

C

PPAARD will receive copy of
audit reports

C

Submission of AAR b His
Majesty, Prime Minister &
Parliament (April /May)

Review of all Audit Reports
by PPAARD and inclusion of
audit observation based on
threshold (Nov-Dec)

3

Finalization of AAR PPD
and printing of AAR
(March)

Verification by Follow up
Division

3

Finalization of draft ARR &
submission of AAR
committee

Update the draft AAR based
on FUCD verification &
circulate to agencies for

comments & feedback
(2" week of Jan)

3

Incorporation of comments
of Agencies
(3" week of Feb)

10
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Process of drafting and finalisation of the Annual Audit Report

The drafting of the AAR is done by the Policy, Planning and Annual Audit Report
Division (PPAARD) between October to December. This involves incorporation of
the audit reports issued till thaskof December.

The draft report is then sent to the Follow up Division for verification of stittise
individual observations in the Audit Information Management System (AIMS).

The audit findings are then forwarded (January) to the respectiveiegdar their
responses within one month of the issue of the draft by the Authority (Section 75c of
the Act).

After the receipt of replies from the agencies, the draft report is submitted (February)
to the Annual Audit Report Committee to review andhlise the audit findings. The
draft findings are reviewed by this committee by the first week of March.

The AAR is then finalised by the PPAARD (March) and submitted to the
Auditor Generafor review. Subsequently it is presented to a group of offiehish
includes the Division Chiefs, HODs and other senior officers.

The final report is then translated in the local language (Dzongkha) and sent for prin
(first week of April).

Final submission of the AAR to the Druk Gyalpo, PM and the Parliament
isin April/May.

o] Section 75 (b) of the Act provides three months time to the agenc

o] The schedule of submission and pubhghof the AAR should be in

Opportunities for improvement

response to agency specific audit reports while the work schedul
drafting and finalisation of the AAR to include reports issued till the en
December does not facilitate thisne to the agencies for their respon
The current schedule only gives one month time to respond to the
AAR. Thus, the Authority may consider revisiting the schedule for draf
and finalisation of the AAR.

compliance to Section 69 and 74 of the Audit Act. If the Autho
considers the current practice useful for the purpose of topic
appropriate amendment in the Audit Act may be propo&édrnatively,

RAA may consider subission of the AAR to the Parliament durin
the winter session of the Parliamdghovember December) as then th
benefit of RAAs opinion and analysis of the fiscal status, budgef
allocation and utilisationof the previous fiscal year would benefit tl
Government in preparation of the Budget for the next financial year.
is not possible at present because the RAA presents theiliAtkik month
of April/May while the Budget is laid in Juna the ParliamentFor
achieving this, the RAA may consid&r pre pore the work of preparatior
of the AAR immediately after the close of the financial yéastead of
starting in OctobeMovember.

11



| Secton 700f the Audit Actrequires that the AAR shall contain the res
of the audit of the Annual Financial Statements of the Government
overall financial condition and recommendations to improve the econ
efficiency and effectiveness of the Goveenh Chapter 3 of the AAR
contains the report of the AG on the certification of the Annual Fiaht
StatementsHowever, the chapter only contains statistical information
budget, resources, fiscal deficit, budgetary deficit and debt & eq
portfolio and sovereign guarantees without any analysis. The RAA
consider widening the scope of this chapter to amply reflect the o\
financial condition of the Government. The following important iss
with appropriate analyses may be considered.

a Analysis of revenue receipts and expenditure, reve
deficit/surplus and its implication

a Capital Expenditure and the quality of expendiushortfall/
increase and its implication for asset creation by the Governr
Quality of expenditure may be analysed ore¢haspectsadequacy
of the expenditure, efficiency of expetdie use and the
effectivenessof expenditure (assessment of outlagutcome
relationships for selected services).

Cash balances and investment of cash balances

Debt sustainability the changen the debiGSDP ratio over 3
period of time, whether the rise in fiscal deficit matches with
increase in capacity to service the debt.

a Fiscal imbalancesrevenue, fiscal and primary deficit, way
which the deficit is financed and resources are agplie
ua Assets and Liabilitiesgrowth and composition, fiscal liabilities

status of guaranteesontingent liabilities, borrowings by Publi
Sector entities.

ua Analysis of Government expenditure and investmetatus of
completion of projects, investments aneturns, loans an(
advances.

ua Section 41(a) of the Audit Act lays down that the Authority s
audit to ascertain whether the amount appropriated have
expended for the specified programmes and tasks within
approved budget limits. The Authority mapnsider including 3
comment in the AAR with respect to budget grants of
Government. It should also analyse and comment whethe
expenditure so incurred is in conformity with the law, relev
rules, regulations and instructions.

u The Authority mayalso consider commenting on the non rece
and delay in furnishing of Utilisation Certificates by the agen
receiving grants.

u Arrangements to be made with the Government for furnisl
information on mis appropriation, frauds

a The Authority may watchhie adjustment of &ailed Contingent
Bills (Advances) against the Astract Contingent Bills
(Adjustments)ko as to ensure that every Nu is accounted for.

12
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Audit/Inspection Report

Sectiors 62 to 64 of the Audit Agt2006 prescribe the contents of the Audit Report while
Sectiors 65 to 67 specify the authorities to whaime Audit Report shall be addressed,
including the reports where serious offences requiring urgent action are reported. Section €
states that the concerned agency shall immediately take action on audit observations a
ensure that any fund or propertysrspent, misused or wasted is recovered without undue
delay. Section 75 (a,b) prescribes the time limit within which the audited entities must
respond to the Audit Reports. The agencies must respond to the initial audit observatior
within one month of thessue of field audit memos while they must respond within three
months of the issue of agency specific audit reports. Further, Section 77 of the Act mention
that the RAA shall issue reminders on reports not being acted upon and if there be furthe
non canpliance, a defaulting auditee must be questioned and required to submit explanatior
Chapter 4 of the RAA Auditing Standards prescribe the reporting standards while
Chapter 5 of AGO s standing instructions
documetation.

The RAA has devised 6 categories of observations for systematic reporting.
The categories are :

1. Fraud and corruption

2. Embezzlement

3 Mismanagement

4. Violation of laws and rules

5. Shortfalls, lapses and deficiencies
6. Opinions on statutory audit reports

These observation categories have several sub categories to facilitate precise and unifor
reporting. A monthly report on the despatch of Audit reports is submitted to the AG. The
Audit Reports are spiral bound and contain on an average 20 to 30 pages.

We exanined the current Audit Reports issued by the Authofibe layout, presentation and
documentationis excellent. The Audi t Reports contain th
Financial Statements, title sheet, disclaimer note, receipts and payment statewmints,
findings and annexures containing background information on the entity, audit objectives
methods adopted for auditing, job description of the team members, field attendance she
and accountability statement. The section on audit findings is alabahich includes the
audit observation, auditee reply, RAA further comments and the official who is accountable
(both direct and supervisory accountability).

13



Opportunities for improvement

1 The Audit Reports contain audit objectives and methodology in 1
annexure but not the audit criteria. It is recommended that the
observations should contain the criteria against which the findings
been compared, conclusions drawn and recommendations r8adb.
criteria. must be mentioned in the annexure to the Audit Report sg
there is agreement with the agency on the parameters to
performance. There is a handbook on audit criteria issued by the Aut

for greater clarity on determining AuditG t er i a . Chapt
standing instructions emphasizes on the necessity of mentioning the
criteria.

1 The Act provides for 30 days to an agency to reply to the initial g
memos.During discussion, it emerged that the audit memere isued
after the completion of audit. Thus, the field audit party receives re
while conducting another audit. The team leader is required to then d
time to these replies, attend the exit conference alongwith Divisional ¢
and draft the report.his draft AR is then submitted to the Division Ch
and to the QAU before finally printing the report after obtaining AIN fr
the AIMS. The entire process affects the quality and the time schedy
the subsequent audit. In order to streamline the psooé audit, it is
suggested that audit memos should be issued during the conduct o
and not at the end of audit as is in practice at pre$astexit conference
may be held at the conclusion of audit itself where the unreplied m
may also be dusse. The audit team may finalise the report and seng
advance copy electronically to the Division Chief. The hard copy ang
working papers should also be despatched from the biedfidre taking up)
the next audit.This will help the team leader anide team in focusing ol
the subsequent audit as he will not have to divert his time and attent
finalisation of the previous audit. It will also make available more 1
days to RAA to meet its growing mandate.

Follow up

According to Audit Act 2006, Chapter 4 (8 it is RAA's responsitlity to carry out follow

up on the compliance of Audit RepgarEollow-up Division was set up unddre Chief Audit
Officer (CAQ) in July 2005 Presently hie CAO is assisted by about 10 officials of whom
two are mainly deployed on examining tiesponses received from the audited agencies. The
rest are required to enter tAedit inspection reports once they have been issued by the team
leaders as per the prescribed format under the various catégdriestegoriesn the Audit
Information Mangement System and also to update the status as and when the issues a
resolved. From January 2010, twerk of follow up on the IRs has been decentralized. The
follow-up division at the RAA headquarteursues the IRs issued by the divisions at
Thimphu, except those issued by the PerformanceifandThematic Auditdivisions. The
regional offices are responsible for pursuing the IRs issued by them. For this purpose, th
Head of the Regional Office is assisted by one official who enters the IRs in the aud
management systeas well as pursues responses of the agérey guidelines on follow up

of audit reports first published in 2009 have been revised keeping in view the decentralize
functions. All audited agencies are required to respond and submittioa Taken Report

14
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(ATR) on the AuditinspectionReportsto the RAAwithin three months from the date of
issue. The followup division is responsible for issuing reminders if the replies are not
received within the ATR date. Follow up is also done thhosigpbsequdraudits by the audit
teams. A Follow Up Audit @mmittee, consisting of three Deputy Auditors General, with
Chief of the followup and Clearance Division as the member secretary, has also been set u
at the headquarters to review and evaluaerdisponses given in the ATRs on complex and
significant issues. The follow up division not only pursues the unresolved issues of the
outstanding inspection reports butaisoresponsible for pursuing the observations taken in
the Annual Audit Reports AARS). The Parliament and theublic Accounts Committee
(PAC) have ensured vigorous follow up of Audit Reports through their directov&sAA.

The Audit Committee, set up under the Public Finance Act, 2007, with the AG and
representatives of the Finance @dament as its members, is also responsiblegtmsuing

the unresolved issues.

Opportunities for improvement

o] Section 77 of the Act mentions that the RAA shall issue reminder
reports not being acted upon and if there be further non complian
defaulting auditee must be questioned and required to submit explan
It has been seen that pursuance of gy the first reminder issued is n
automaticallysupported by the AIMS and depends uploa efficiency of
the individual official Though a feature exists in the AIMS for generat
status reports on the outstanding audit reports and p@eyascy/ sub
agencywise, categoryise, t is not being usedor generating reports
which can be sent to the agency heads for pursuance. To §
compliance by the officials working on AIMS, it is suggested that R
may consider incorporating this in the guidelines follow up. Its

enforcement will help in timely pursuem of unresolved issues of th&$,

alsothose which do not figure in the AARs.

O«

The review report of pending audit reports up to 2006 (status &
2/11/2010Q prepared by the Authority in comptiee to the directives of th
Parliamentshows that in some cases unresolved audit observations
been pending since 1987. For improving audit effectiveness, it is sugg
that RAA may consider getting audit committees set up for all the au
agences which may comprise of senior level management officeesitf
Departments of the agencies, senior representative of RAA
representative of the Finance Department. These committees shoulg
regularly, at least every quarter for pursuing the urvedoissues of tha
agency. Suaudit committees may be set up for agencies having a nu
of field units for better coordinated pursuance.

1 Section 75 of the Audit Ac006 provides one month time to the ager
for responding to the field auditemos ad three months time to resporj
to the Audit Reporfrom the date of issue.hE& Authority may conside
revising the time schedule for receiving response to the Audit report t
month so as toensue prompt and expeditiousorrective action by the
agencis. This is also necessary in view of the time bound sche
followed by RAA in issue of audit clearance certificates.
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CHAPTER T IV

TRAINING

To achieve its primary mission to ensure "prudent and effective use of public resources ar
for enhancing transparency aadcountability in the government” RAA has been striving to
develop the technological skills and managerial talent of its small cadre of dedicated sta
and officers.

Article 45 (f) of theAudit Act of Bhutan 2006 empowers the Auditor General to devatap
implement training programmes to improve and maintain the competency of auditors in
carrying out their duties. The RAA strategic plan 2A38specifically stresses on the need to
enhance the professional development of auditors to keep abreast witthahging
environment.Besides, Chapter 2.3.3 of the RAA Auditing Standards states that the RAA
shall develop and implement training programsnvehich ensure that audit sta#mairs
competent to carry out their duties in accordance with the prevailindestinand practices.

Based on the INTOSAI auditing standgrdthe RAA brought out in June 2008,

a Continuing Professional Development PoligyPDP) which aims towards achieving the
vision and mission of RAA through promotion of high professional standaquddity audit

and reporting.Under this policy it is mandatory for all the auditors to accumulate 40 hours
of continuing professional development every year and in aykear term accumulation of

160 hours of training is required. Howeyéne hours ca be accumulated also through
participation in Annual Audit Conference, meetings, Symposium, Workshops, conference
and Seminar. These points are to be considered as an eligibility criterion for promotions
Individual Auditors are responsibler documentig their CPD houts

For training abroadhe RAA is required to comply with the Bhutan Civil Service Rules and
Regulations (BCR) 2006 and Human Resource Officers Manual of the Royal Civil Service
Commission till the RAA Service Rules come into effecte Human Resource Master Plan,
approved in 2008, by the Royal Civil Service Commisgie@SC)for the Tenth FiveYear

Plan, 200813, is for human resource developmémtough training abroad in developed
countries (DCs), SoutRast Asia and South Asia. THdan specifies the field of study,
number of slots under each field of study, budget required, group and the work area/locatio
from where the trainee can be sponsored. The required budget is mobilized by RAA throug
foreign donorsUNDP, ADB, World Bank DANIDA etc) and/or through the Gross National
Happiness Commission (GNHC). The Master Plan is subject taemid review by RCSC

for re-prioritization in view of constraints of budget, number of trainees for each course/slot
keeping in view the overall nds of RAA. Funds from abroad have been a major source of
capacity building in RAA. At present, ADB, United Nations Development Programme,
Multi-Year Agreement under the Netherlands Fellowship Programme -KNFIC),

World Bank, Government of India, and Bhao Trust Fund for Environment Conservation
(BTFEC)are the major done/partners.

Under the CPDP, the Human Resource and International Relations Division (HRIRD) is
responsible for conducting and coordinating all the professional development of the RAA
cadre. The International Relations Division is mainly responsible for garnering resources
from foreign agencies through the GNHC. Once the funding is committed, it is required to
ensure that the activities are implemented as per the requirements of thagkmmes, their
reporting and monitoring policies, keeping in view the national polidye CPD policy
focused on irhouse training courses and fiequirements for the auditors at all lev@dgcept
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support staff at operational level and elementary)stafthe CPDP some mandatory courses
hawe been identified for differengosition titles

The inhouse training programmes apdanned and organised by an officer of the
International Relation Division. CPDP lays down that while the RAA shall continue to
support and encourage auditors to avail all types of trainingouse, in country andx-
country, 90 per cerdctive workforce (excluding support staff) shall be maintained in RAA
at any point of timeDuring 200809 and 200910, RAA ensured thaat no time its active
work force was less than approximately@# centas stipulated in CPDP.

RAA is also concentrating acreation of its own infrastructure in the shape of a sibtbe-
art training institute at Tsirang, which in the years to come is exgdot emerge as the
centre of learning excellence in the South Asian and Seash Asian Region.

Status of Training Programmes
In_house

During the years 20089 and 200910, 15 and 28 Hhouse training programmesere
conducted with 245 and 24farticiparts respectivelyfor all levels of auditorsThe courses
held were largelyegardingIDEA, Revenue AudjtCash BookAudit, Environment Audit
Stores and Stock AudiPerformance AudjtBudgetary and Accounting, quality assurance,
Audit criteria Pension Aud and Dzongkha correspondencelowever, during 20141,
training programmes on Risk Basedn&ndal Audit planned for October and November
2010 could not be held due to non appointmehta consultant for designinipe training
material for the coursdnstead training on tools for effective communication in the work
place and effective writing skillwas imparted to 32 participar(®ipport staif

Three Training Programmes éwdit of Hydro power Projects (2008), RiskaBed Financial
Audit (2009) and Aui of Public Debts (2010) with 25, 38 and 31 participants respectively
were also organized under the IndBhutan Training Programme.We observed that
consolidated dta on hours of trainingpgged by each Auditors not available withthe
HumanResourceOfficer.

Training abroad

During the last three yeaB2 planned and 98 ad hoc training programmes were organized in
which 128 officials participatedn IT, IDEA, Environment Audit, Financial Management,
IAFD, Budgeting and public expenditure managementlityuassurance in financial audit,
project managementaudit of public sector enterprisesetc. at various levels viz.
Ph.D'Specialisatiori¥asters, B DiplomalCertificateandBachelors/Diploma.

17



Opportunities for improvement

Training need analysis Training need analysi6TNA) is the first and
most impotant step for management of training of personnelis {tital
that divisional heads artkads of regional offices are intensively involy
in building a trained cadrét presentt is confined to ad hoc preparatid
of the inhouse training calendar ftine following year by the Internationa
Relations Division through consultation with divisional chiefs/te
leaders. TNA should startideally in the respective divisions/region
offices keeping in view the assignmenggesent and futureand then
firmed up by the Training DivisionA consolidated data base of trainif
needs of each and every personnel of RAA should be created and req
updated in consultation with division heads/regional he#&tipacity
building will then bein specialized areas, wieer there is a felt neexhd
will help RAA in meeting its present and future challenges.

Chapter 1.7 and 2.1 of the CPDP exteelsi dealwith the criteria for
selection and responsibility of instructor/facilitator. Chayité mentions
the documents anfbrms to be used by the instructors, participants
others for the conduct and evaluation of the trgnimparted and the
participant.Creation of separate Training Division is necessary to fU
the requirements of ensuring design of proper cuurmou design and
development of training material for focused programme delivery
envisaged in the CPDP.

The Authority may consider setting up of a Human Resource Comm
responsible for the validation of the content oftaél inhouse mandatory
coures as required under CPDP mantakparation of the draft trainin
manual, draft participant manual in the form of guidelines would hel
bringing about uniformity and ensure quality in thehwuse training
programmes.

The onus ofreporting back to théraining Division on the impact o
training in the field work and on the quality of reports placed
divisional/regional heads is required to be enforced through a monit
report.

Deployment of trained personnel by divisional/regional heads sheuilal
sync with the training in specific managerial and technical skills
optimum utilizationof the critical human resource.

While the HRO maintains a data base of all personnel trained abrg
data base for Hmouse training has to be created.
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CHAPTER T V

QUALITY CONTROL SYSTEMS FOR AUDITING PRACTICES

Audit Planning
Selection of agencies to be audited

Chapter 3.2 of the RAA Auditing Standard states that the auditor should obtain sufficient
knowledge of the entity to enable him to identify and understand the pagjans, events,
transactions and practices that may have significant effect on the audit results.

As per the Annual Audit Plan 2012011, there are 897 agencies which are to be audited
annually. It was further mentioned that the Authority would carryaoulit of 698 agencies
which includes 536 normal audits, 10 Performance Audits, 131 certification audits and 21
statutory audits. The peer Review Team was informed that the audit agencies are categoriz
into A, B and C depending upon the size of the agsn@xpenditure). The category A units
are to be audited annually, category B to be audited once in every two years and category
agencies are to be audited once in three years. We were informed that the Authority does r
have a comprehensive databakthe agencies under the audit jurisdiction of RAA. The PPD
(responsible for policy and planning) maintains an inventory of the total audit agencies bu
the inventory does not capture the details of the agencies which would aid in selection of th
auditeeon the basis of risk assessment. We were informed that a detailed risk assessment
not carried out at the planning stage for selection of agencies for audit and the exercise
mostly carried out on the basis of the judgment of the functional divisitthshe regional
offices.

Opportunities for improvement

i The Authority may consider preparing a database profile of the agenc
under its audit jurisdiction to select tagencies for annual audit from the
universe of the entities under its audit jurisdiction. This may include:

x Expenditure of the agency during the last three yeatablishment
and non establishment expenditure (for trend analysis)

x Mandate, legal statusrganizational set up, complexity of operations
purpose of the organisation, plans and programmes etc.

Adequacy of internal controls in the agency
Instances of fraud, embezzlement, ongoing ACC investigations
Media reports

Level of computerization, availdity of information Management
system in the agency.

x Past audit experience
This database may be updated after every audit in the proposed ARM

X X X X

The degree of audit planning on the basis of risk assessment is elaborate in the case of
entity after it is selected for audit. This is also documented in the Audit Report working file
which is agood practice.
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Database of financial sanctions accorded by Government

At present the audit team ascertains the projects being executed and expenditure incurred
the auditee agency only when the audit is taken up. The Divisions in RAA Headquarters d
not have a comprehensive database of projects and related expenditure sanctioned |
government departments.

Opportunities for Improvement

0 It is considered necessary that government departments must e
copes of all sanctions. These can be entered in a database. RAA mz:
up the issue with the Finance Department to institute arsyathereby the
sanctions of the departments are endorsed to the Finance Depal
These sanctions may be put up on the website of the Finance Depa
for easy access by audit.

0 Also the Divisions can scrutinise the sanction order to see if itusdsty
the competent authority and whether there is any prime facie objecti
the order. If the sanction order is defective, the matter can be taken u
the Secretary tthe Government at once.

0 Sanctions to expenditure that need to be probectal &udit can be

identified and given to the audit team when the audit is programmed fq
the concerned agency.

Statistical sampling

We observed from the working files of Compliance, Regularity and Performance audits tha
the authory has not been using scientific statistical sampling techniques in field audit.
Although the quantum of checks as per risk analysis has been decided in the planning pape
for individual audits, it is not clear how this was worked out in actual auditeXxample,

60% audit check was prescribed for medium risk category audit areas, but how these 60
transactions were selected is not clear. The Financial Audit manual has detailed guidelines ¢
the use of scientific statistical techniques. This needs to jplennented in actual field audits.

Opportunities for improvement
1 The Authority may consider oducing pilot audit using scientific samplin
techniques to ascertain transparency (obviate bias) and fectieé
extrapolation

Audit Quality Assurance

The Audit Act of Bhutan 2006 states thaetAuthority shall establish auditing, reporting
standards and practices that will meet the highediting and reporting stdards The RAA

has recognized the need fffective quality assurance to ensure high standard of audit work
by improving audit performance and results. Chapter 2, Section 2.6.1 to 2.6.5 of the RA/
Auditing Standards contain the standards on quality asseit@nd quality controls. Chapter 6

of the AG6s Standing Instructions provid:é

develop professionalism in its auditing has a quality chain into its audit throughout the audi

process by way of review, supesvi o n , consultation and adyv
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Quality Management System is comprised of the Team Leader, Division Chief, Departmen
Heads, Quality Assurance Unit, RAA Executive Committee and the AG. For ensuring audit
effectiveness, the instructisiprovide that the QAR steps should be performed to determine
whether the audit working papers contain documentation required by the audit programm
and other evidence required to determine that the RAA process has been followed.

A Quality Assurance Unit as set up in the RAA in 2007 which is manned by an official
with legal back ground. This unit conducted QA revigpased on the drafiandbook on

Audit Quality Assurance Review Processon three audit reports from three different
functional divisions on t basis of which thélandbook was finalised and then formally
adopted in théAnnual Audit Conference of 200%he objective of this review was to assess
the adequacy of the quality controls at the financial audit level and assess their linkage to tt
institutional level framework so as to suggest strategies for improvement. The methodolog
of the review was as per the Handbook. The findings of this review were discussed with th
concerned audit team leaders and amicable cause effect relationships wertodaggest
recommendations. The review was done with due diligence and suggested various quali
improvements. Thélandbook on Audit Quality Assurance Review Proaas#ains details

on quality assurance function to ensure institutional level qualityrasser andFinancid

Audit level quality assurance. The Qénit has devised templates ftine Management
Appraisal Report and its forwardinetter and another template for balanced reporting in the
AR and its transmittal letteihis unit also conducted view onthe working papers of the

AR which was presented to the Annual Audit Conference held in 2008. Instructions were
issued inAugust 2010to all divisions and regional chiefs to ensure that every draft final
report is submitted to the unit for review he further reviewed by the AG for uniformity and
consistencyHowever, we observed that this was not being done.

Para5.1.1df AGO6s standing instructions prescr
leaders and the Department heads before finadizatf the AR so thathe QAUcan ensure

the compliance of the reports with the RAA standards for uniformity and consistency. We
observed that some divisions have been sending reports to the unit and instructions have be
issued on a few reports regardiolgservance of provisions of Aiihg Standards andGo s
Standinglnstuctions These instructions were issued by the AG for following the templates
and timely issue of audit reports.

We observed that thactual manning profilef the QAUIs differert from the competency
provided for the QA staff in section 3.6.2 of the Handbook. Section 3.6.3 of the Handbook
contains the functions of the QA team. We noticed that in some cases shortcomings notice
in the drafting of the AR and delays in issue of the reperevgot intimated to the Team
Leaders/ AAGs of regional offices with copies to other concerned officers of RAA at the
level of the AG. However, after the August 2010 instructions, the current function of the
QAU is confined to editing of the reports to ens uniformity and consistency and adherence
to templates. We also observed that Wherkshop on institutional level quality assurance
process and Financial Audit level assurartbeugh planned for April/May 201thas not

been held.

The Annual Audit Plar20132011 envisages strengthening the QAU putting in key control
processes such as the AAudit Techni cal R
des kb, ALanguage & Presentation Review de
facilitate the asimilation of QA in other divisions.

21



1

Opportunities for improvement

Quality Control - The role of review in quality control is set out in ISA 2
Quality Cont r ol for Audits of Histor.i
Quality Assurance Handbook (Section 5: Financial Audit Level Qu{
Assurance Process). We observed that no Quality Assurance Review h3
conducted in respect of the 52 Financial &aidonducted between 1 July 20
to 30 September 2010.1t is suggested that such Quality Assurance Rev
conducted every quarter to ensure that the work has been perforni
accordance with professional standards and regulatory and legal require
It would also assure whether the work performed supports the concld
reached and is appropriately documented; the evidence obtained is sul
and appropriate to support the auditors report and finally whethel
objectives of the engagement process have been achieved.

Strengthen the QAU in view of théstructionsfor competency and th
functions expected of the QA staff in thamtlbook A multi disciplinary team
may be constituted with officials having wide experience in different type
audt and managerial expertise. The Authority may also consider ropir
experts.

Conduct a pilot quality assurance review from the planning to the repg
stage of one audi’The INTOSAI Auditing Standasibeing followed by RAA
require audit organizationsto implement quality control policies an
procedures designed to ensure that all audits are conducted in accordan
ISA or relevant national standards or practices.

The steps being taken by RAA to strengthen its Quality Assurdindeis

appreciableHowever quality management involves a system composed ¢
audit organization, the auditors and the audit process, all working toget
produce outputs that fulfill the requirements of the stakeholders ang
general public. The process of managingliaquality aims at ensuring thd
audit is planned efficiently, executed effectively and that the audit prd
meets the benchmarks of the audit organization. These aspects have to
into the audit cycle at all stages aatall levelswhich hels in the quality
control of the individual audit product and to one of continuous qu
assurance. While the quality assurance unit can bring out measures reqy
ensure quality control and assurance in autfits has to be read an
supplemented bywuditing standards, existing audit manuals, guidelines
instructions to have a complete and exhaustive description of aud
principles, processes and practices followed in different streams of audit
RAA. Hence toensurequality audit servicesit is imperative that quality
should embrace alll |l evel s of the
Quality Management System ®&déspechvd
divisions, therefore, need to formulate internal instructions in accordarite
the principles of quality control and assurance and consistent with the ay
standards and the relevant existing audit guidelines and be responsible fq
implementation. The quality assurance unit through a review mechanisi
ensure that the uglity management policies and procedures that pro
guality assurance are in place.
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CHAPTER T VI

ORGANISATION AND MANAGEMENT PRACTICES

RAA Structure
The Organogram of Royal Audit Authority is given as under:

The RAA has three Departmenwith 10 furtional divisions and four Regional offices

headed by Assistant Auditor Generals.
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The Office of the AssistanAuditor General, Phuntsholing was set up in 2@@d initially
housed in the RAA HQ buildindt has beemelocated to Phuntsholing from NovemR2&09.

The RAA instituteda Research & Quality Assurance UPAU) in 2007.Earlierthe RAA

had aTechnical Audit Support Division where the Engineers werstqu With RA
policy of integration of professionals with multidisciplinary backgrounds, tigrieers were
distributed to divisiongonductingconstruction audit. However, other divisions which do not
have Engineersan alsaequisitionthemfor their expertise on need lims

Staff

The total staff strength of the Authority280which include D elementary personnahd 12
drivers determined by the number of vehiclébee weret wo vacanci es af
level. For recruitmentof Diplomaholders in Financial Managemaeattthe level of Auditor Il
requisition isto be submitted to the Royalivit Service Commission as per the approved
staffing plan, andfor Diploma holders in Information Management has to be submitted to the
Department of Information Technology, Mstry of Infaomation & Communication.At the
officers level the recruitment one through common exanaiion conducted by the RCSC
depending onthe availability of vacancies.

Staff Requirement

Staff requirement is basically prepaamuad i
audit schedule andubmitted to the RCSC for pmval. Following gradesof staffing are
existingin RAA:

Auditor 11l (being phased out) at Gdell

Auditor Il (entry level) at Grad&0

Auditor | at Grade)9

Sr. Auditor at Gradé®8

Assistant Audit Officer (entry for officer level) at &te08
Audit Officer

Sr. Audit Officer

Dy. Chief Audit Officer

Chief Audit Officer/Assistant Auditor General

Dy. Auditor General/Audit Specialist

The Position Classification Systdaunchedn 2005resulted in stagnation at auditors grade.
RAA introduced the Sr. Autbr level position in grade &tprovide promotional avenues to
auditors in grade 9, not having the bachelors degree, which is the basic requirement f
promotion to the officers level atsAistant Audit Officer Similarly, in order to facilitate
career enhanogent positionof Audit Analyst andAudit Specialistequivalent taChief Audit
Officer andDeputy Auditor Generatespectively havéeen introducedThe advantage of
theseposs is that theyare not to be filled through open comiition like the equivalent
management positisrwhich are filled through competition amongst eligible candidates of
other Departments as well.

The Royal Audit Authority disbanded the Special Audit and Investigation Audit Division in
2006 afterthe formation of Anticorruption Commission (Commission) Since then audit

24
|



findings regardingcomplaints and investigations are handed over to Gbenmission
However, if requested by theommissionconcernedofficials from the RAA are deputed
along with the Commissiod s I n v eteamiwhesever tben source of information
regarding the corruption casefrom audit reports or assignments

Opportunities for improvement

1 The Authority may cosider augmenting the staff at Division
Headquarters to assist the Division Chiefs in finalization of the Al
Reports.

1 RAA may consider strengthening the staff strength of the Perform
Audit and Thematic Audit Division at Headquarters so as to ermampt
action on responses from the agencies and further pursuance.

Motivation

Until June 2009, the employees of the RAA used to get an allowance at 30 percent of th
basic pay as His Majestyligsel Soelra(Special incentive)The special allowancewas
stoppedafter thecivil service pay revision from July 2009However, from Janug 2010
employees of the RAA haveeen approved 20 percent of the basic pay as allowance as a
strategy to motivate and retaifficials in RAA.

Chapter2.3.4 of RAA Auting Standardsenvisages that the Authority should encourage its
personnel to become members of a professional body relevant to their field of work and t
participate in those bodiesd activities.

Opportunities for improvement
1 Rule 6.4 of the revised promotioRules and Regulations of Butan Civil
Service Rules 2006 states thataining period beyond 18 months of a
single training, and any other form of leave exceeding three months at §
shall not be counted as partaiftive service for promotiorhis serves as {
disincentive for officials willing to undergo training on approved couf
beyond 18 months or availing study leave. The RAA may cons
recommending to appropriate authorities to revisit this rule in tleeeist of
skill upgradation and motivation of the officials.
1 The Deputy Auditor General level officers be provided with vehicles §
housing facilities at par with their counter parts in the Government.

Awards

In order to encourage excellence in audit repand day to day functioningRAA
awards;

1 Three cash prizes of Nu 20000, Nu 16000, Nu 14000 for the best Financial Audit
repors

1 One cash prize of Nu 20000 for the best Performance Audit report
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1 Awardto aDivision for outstanding work.
1 Best Performing Team for the year
1 Two Cash awards for significant Audit Observation

Some othefGood Management Priamesthat have been implemented are

1. Selecting theauditors for embassy audhased onecognition oftheir gad service

2. Granting of Meritorious/fast track promoh on the basis of outstanding
performance;

3. Introduction of Continuous Professional Development Pdbcycompulsory training
every yeatr,;

4, Introduction of Retreat Workshojer middle management officg

5. Adoption of Auditor General déds Standing

6. Introduction of Online clearance servicesensure speedy issue of audit clearance
certificates

7. Creation of Quality Assurance Unit;

8. Issueof laptops to each team to increase work output and eféigien

9. Appointmentof Counsellors to provide advice to office personnel having personal

problems however, #ected/distressed persons magsitate to unburden themselves
to a person, who pursues the dual duties of a colleague, present/future boss ar
counselor.

Monitoring

The Policy and Planning section of tRelicy Planning and Annual Audit Report Division
(PPAARD) is responsible for monitoring all the activities of RAAIl the divisions and the
regionaloffices are required to subminonthly progresseportsby the 10" of the following
month giving the status of the audits planned and actually conductgzbrts planned and
issued and whetherany significant issuavas noticed.A weekly planis alsorequired to be
submittedoy Thursday of the currentegkwhich gives information on the activities planned
for the next weekThesereports are supposed to be compéed submitted to the AG.

There is a Policy Planning, Programming and Coordination Committee Meeting (PPPCCM)
chaired by AGrequired to be éld once a month to discuss the various Audit related matters
However, we were informed that whenever there is any significant issue/ agenda, thes
meetingsareheld. PPCCM has generallpeenmeeting every quarter. The details of the last
few PPPCCM meeings held is given in the table below.

Sl. No. | Policy, Planning and Date of the Endorsement Date of Issue Date of the
Consultative Meeting the Draft Minutes Approved Minutes
Meetings
1. 44" PPCM 27 May 2008 29 October 2008 31 October 2008
2. 45" PPCM 10 September 200§ 29 October, 2008 31 October, 2008
3. 46" PPCM 29 October, 2008 | 12 January, 2009 15 January, 2009

26




Sl. No. | Policy, Planning and Date of the Endorsement Date of Issue Date of the
Consultative Meeting the Draft Minutes Approved Minutes
Meetings
4, 47" PPCM 12 January2009 | 29 May, 2009 9 June, 2009
5. 48" PPCM 28 May, 2009 17 July, 2009 30 July, 2009
6. 49" PPCM 17 July, 2009 NA NA
7. 50" PPCM 28 & 29 January, | 2 July, 2010 To be issued
2010
8. 51" PPCM 2 July, 2010 30 September, 2010 To be issued
9. 52" PPCM 30 September, To be endorsed during | Yet to be issued
2010 forth coming PPCM
(10-12 January, 2011)

Monitoring andevaluation is also done through the mid term review which is normally done
in January and finally at the end of the financial year along with the Annual Audit
Conference in July/ August. The mid term review is used for any mid term corrections
required inthe annual audit plan and the audit schedule. The final audit plan and the annue
audit report along with other important planning policy issues are taken up during the annuz
audit conference.

Opportunities for improvement

1 PPPCCM is an important decision making forum. A®EM meetings arg

held after a gap of three to four months the important decisiong

communicated late as the minutes of the earlier PPPCCM are appro

the subsequent PPPCCM. RAA may consider a system whereby the m

may be got separately appravand the decisions taken communicated
timely action.

1 The timely and regular submission of the monthly reports by the divig
and the regional offices needs to be reinforced. Also all the offices m3
encouraged to submit the reports online so @sfacilitate systematiq
compilation and recording.

91 During mid term reviews when audit plans and schedules are reviewe
mid course corrections and during Annual Audit Conferences wher
proposed Annual Audit Plan is discussed, there can also be si@ty
whereby audit teams may review and discuss audit practices being ad
required to be adopted in respect of audit issues noticed in various ag
based on their experience in the field to further hone audit technique|
also for better deployant of scarce audit resources. This will provide
opportunity for a kind of self evaluation on the basis of lessons learnt d
the course of audit and is an important quality assurance process th
post audit discussion.
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Internal Audit

A Division of the RAA or one of its regional offices conducts Internal AGIRAA every
year, and submits its report to the Auditor General.

Opportunities for improvement
1 Internal audit needs to be made more meaningful as envisaged if
2.6.3 of Auditing Standards as it is a management tool to draw assu
regarding sound functioning of the organisation.

1 In the light of RAA's growing mandate, to strengtltiea internal control
system a standing committee of senior officials may be setup to stud
review every function of RAA, encompassing areas such as int
administration, strengthening of headquarters staff deployment, colle
deposit and recom@tion of audit recoveries etc. to recommend che
and balances in the RAA control mechanism as agadmg process an(
oversee the implementation of its recommendations.

Annual audit Conference

Annual Audit Conference is held in July every year fae¢hdays in which all officers of
Royal Audit Authority participate. There is a theme for each conference

Annual Audit Conference Year Theme

IX"™ Annual Audit Conference 2006 | Inroads to Performance Audit

Xth Annual Audit Conference 2007 | RAA andits roleas a
constitutional body

Xlth Annual Audit Conference 2008 | The roleof RAA in promoting
Good Gvernance

Xllth Annual Audit Conference 2009 | RAA approach towards balance
reporting

XIII Annual Audit Conference 2010 | Risk based approach to auditing

Overview of the status of the resolutions

Annual Audit No. of Balance No. resolved Balance
Conference Resolutions reported during &
passed during after MYRM

MYRM

(2010)
SEVENTH (2004) 27 1 1 0
NINTH (2006) 20 2 0 2
TENTH (2007) 34 1 0 1
ELEVENTH (2008) 27 5 4 1
Twelfth (2009) 29 19 15 4
Total 137 28 19 4
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These conferences are funded by an external agency. The purpose of the conference is
create a forum for better interaction among the auditors, to build betterspeanand
understand each eghmore. The conference is ugurated by a dignitaryAt the end of the
Conference a resolution is adopted, highlighting the program of action for the nexthear.
idea of the Annual Audit conference is laudaltegives an opportunity to the Auditor
General to interact with his officials and share with them his plans for the RAA to effectively
discharge its duties. New management practices are discussed and adopted.

The Annual Audit Plan and Annual Audit Report are discussed in the confelidngeas a
good practiceand it gives an opportunity to the officers to interact, share their experiences
and express their opinions.

Monitoring of action on communications received

The Divisions of RAA receive a large number of communications from various gogatn
agencies in response to Audit Inspection Reports, Audit Recoveried,etters are also
received from Financial Institution regarding loans given to staff of RAA, and from the
Department of Budget and Accounts regarding monthly account$Vet@bseved that no
mechanism existed to monitor the timely disposal of the communications received in the
office. No returns are prescribed to the higher authorities at regular intervals for suct
monitoring.

Opportunities for improvement
The Authority may consider putting in place a system to monitor the receip
timely disposal of communications received in the RAA. The same system m
replicated in the regional offices. The communications received
be categorized on the basis of their significance and monitored appropriat
various levels.

Audit Clearance

The Audt Act, 2006,Chapter 5, 42(e) empowers RAA to adopt procedures for the issue of
audit clearance certificateBhutan Civil Service Rules and RegulatipB806 stipulate that

all civil servants and public officials obtaidudit ClearanceCertificates(ACC) from the
RAA. The objective of thistipulationis to foster a sense of responsibility and accountability
through specification of clear roles and responsibilities at all levels. Civil servants, ministers
corporations, constitutional post holders, Gupsl qublic officials need to take uAlit
Clearance Certificate from RAA for promotion, training, study tour, higher studies,
workshop/seminar, retirement benefit, and extensioh contracts/service, service
regularization for processing of secondment, electiod reelection. ACC is given by RAA,
certifying that an official does not have any adverse, unresolved audit observatiorth@s on
date of issue of thACC as per the records of RAA. Thshandled by two officials, under

the Chief of Followmup and Céarance Division(FU& CD). From January 2010, the
application and issue of Audit Clearance Certificate has been mdateon
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Verification process for on line issue of Audit Clearance Certificate.

Audit clearance certificate is issued electronically

W

Level 1
Operator
(organisatiorto which the applicat belongs)

(If there are no outstanding
E objections against the applicant)

Level 2
Accounts Verifier
(organisation to which the appliddoelongs)

(If there are no outstanding
E objections against the applicant)

Level 3
Administration and Finance Verifier
(organisation to which the applicant belongs)

(If there are no outstanding
E objections against the applicant)

Level 4
RAA
A Follow up Verifier (FU &CD)
(Checks fron AIMS about audit issues)

urebe saldde
ay pue pajoalal si uonealddy

Yes3

>

(If there are no outstanding
E objections against the applicant)

Level 5
RAA
Final approver (Dy. AG/AG)

AIMS provides for the generation ofishcertificate. Para V of the Audit clearance guidelines
stipulate the processing time for issof the certificate. Para VI stipulates that the Audit
Clearance Certificate shall be valid for the purpose and duration for which it was issued.

The number otlearance certificatedor various purposes$sued since January 20i® 15
December 2016 as below:

Sl. No. Purpose Total
(1) (2)
1 Training 2377
2 Promotion 6341
3 Resignation from Service 806
4 Contract Extension 954
5 Service Regularization 37
6 Secondment 43
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Sl. No. Purpose Total
Further Studies 805
Workshop 140

9 Study Tour 640
10 | Seminar 77
11 | Reelection 1
12 | Superannuation 144
13 | Election 9
14 | Service Conversion 26
15 Interview 85

Total: 12485

Audit Clearance Guidelinealso provide for isse of Audit Clearance Certificates on the
basis of arundertakinggiven by an individual. This undertaking is to be treated as a bond of
trust between the RAA and the applicant, who gives his/her assurance/commitment in a lett
committing that the audit ises against his/her name would be resolved within a specific
time agreed to. Based on this assurance letter, the officials in the respective organizatiol
responsible for processing the case for ACC for onwardrtriasgon to RAA are required to
ensure thathe unresolved audit issues should fall under the following categories:

U For those observations that are not directly accountable but to follow up on
observations other than fraud, corruption and embezzlement;

U For accountability and responsibility fixedrfthe failure on the part of tax payers to
clear the dues despite several reminders and other recourses;

U For accountability fixed for the on going deposit works and imprest advances (where
the settlement of accounts is not due);

U For accountability wrongljixed on the officials by the agencies; and
U For those officials permitted to pay on installment basis.

This commitment letter is valid for three months only as per the ACC guidelines.
The concerad official processing the ACE required to remind the diividual official in
case the observations are not resolved within the stipulated time frame of three months.
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From January 2010, 130 Audit Clearance Certificates, based on undertakings, have be
issued by RAA.

No. of Audit Clearance Certificatesissued from 1st January 2010 to 15th
December 2010 on undertaking basis
Sl. No. Purpose Total
1 Training 33
2 Promotion 61
Resignation from
3 Service !
4 Contract Extension 0
5 Service Regularization| 0
6 Secondment 3
7 Further Studies 6
8 Workshop 5
9 Study Tour 13
10 Seminar 0
11 Re-election 0
12 Superannuation 1
13 Election 0
14 Service Conversion 0
15 Interview 1
Total: 130

The Audit Clearance Certificate can also be denied on various grounds by the RAA. The
grounds are specified in Para VII of the Audit Clearance Guidelines, which stipulate that
ACC shall be denied and deferred:

A If there is any unresolved audisueagainst the individual
A Official is under suspension by the agency #redAnti-Corruption Commission

A Is reflected inhe negativédoy the RCSC and

A Any other adverse report.

We were informed that for complicated cases decisions regarding issue of the Audi
Clearance Certificate are taken by the DAG or even by the AG.

It was observed that while the AIMS shows that a clearance certificate has been given on tt
basis of undertaking, the software is not being used for monitoring fdoll@~-up action.

The official handling the cases of certificates issued on the basis of undertakings maintains
file manually. During discussions with RAA officials, it emerged that he/she has to keep
checking manually. Review of a statemggnerated by the IT Section (Ma91D) to check

on the status obutstanding clearances given on basis of undertakingshowed that they
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were pending since June 11, 20089e were informed that these statements were generated
on the directions of the AG.

Opportunities for improvement

1 Since the Authority does not have facilities for safe keeping of the
received on account of Audit Clearances from the Government officials,
may consider issuing instructions to the effect that the casttcount of audit
clearances may be deposited by the officials directly in the designated
(Audit recovery account) after the clearance is given from FU& &@id
furnish a copy of the challanelectronic receiptin the Authority
(electronically) for fnal approval This arrangement would take care of {
cumbersome responsibility of receiving cash daily in the office and depof
it the samenhext day in the bank. The Authority may enter the details of
challan in a cash book and reconcile the badanith the bank on a monthl
basis.This arrangement would also ensure that the official need not vis
Authority personally to deposit cash for the Audit Clearance Certificate.

1 In view of the significance of the Audit Clearance Certificate,
respnsibility and accountability of the officials of the respective organizat
processing the cases for transmission to RAA should be enforced so tha
are not rejected/ returned on grounds of being incomplete.

1 As a measure of internal control, themitoring of certificates given on th
basis of undertakings should be made weekly at the level dbithsional
Chief, fortnightly at the level of departmental head and monthly at the leV
the AG

i To strengthen the monitoring of compliance by thigcialls, where ACChas
been issued on the basis of undertakings, the RAA may consider involvs
of controlling officials of the respective organizations facilitate prompt
compliance.

Suggestion® and 3 have been made to ensure that dilution of thgoitance of
the Audit Clearance Certificate does not take place due to the facilif
undertakings which has been made available.

Administration and Finance Division

Till June 2010, w were informed that the accounts were being maintained in the Budget
and Accourg System (BAS) of RAA. This was an accounting software operated by
individual organizations on stand alone basi®@nfduly 2010 RAA has shifted to Public
Expenditure Minagement System (PEMS) at thmtiative of the Ministry of Finance
PEMS: s anonline system for payment of salarythe bankand expendituréetailsagainst
allotment can be viewed by theifistry of Financeonline. Deductions such as PF, Group
Insurance, House rent, Income Tax, health contributionhetwever,go to the respective
agencies through chequ&¥e found that theystem is working efficiently
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Outstanding advances

1 Outstanding advancésalary and travel advances) is also being maintained in PEMS,
but monitoring of adjustmens still watched through a register maintained by the
DeputyCAO (Finance).

Opportunities for improvement

192
=

i Prior to releasing new advances, the PEMS may be checked for pr
outstanding advances for better control.

1 The Authority should consider keeping the cash on account of audit rego
securelyin a cash chest with double lock for safe custody in view of he
cash collection. It may also consider securing indemnity bond from
custodian of cash as an additional security measure.

1%

Expenditure of RAA

The value of RAA as an impartial institution would be erd&l if recoveries are assessed in
relation to the expenditure incurred on the Authority as also committed in the Strategic Plan
201015.

The position of total expenditure and the audit recoveries made by the Authority for the las
three years is given hmk:

Year Total expenditure (Nu) Net Recoveries (Nu) Percentage of
recovery
200708 52191955 87670503 1.68
200809 61747992 44494488 0.72
200910 80281841 66441120 0.83

For every one Nu spent by the Authority during the last three ydersecovery naged
between 1.68u to 0.72 Nu. We observed that whilee monetary value dhe significant
audit observations featuring in the Audit Repdrés been increasing over these years, the
recoveries have been showing a declining trend.

Recoveries and refund

We observed that though the audit recoveries have been increasing over the last two years:
rate of increase of refunds has outpaced the growth in recoveries.

Year Total recoveries Refunds
200809 44,761,245.90 266,757.15
20092010 67,582,872.27 1,141,752.61

Opportunities for improvement

Y In line with the resolutions of XIfl Annual Audit Conference, thi
Authority may idemfy areas where cost cutting can be made to req
the cost of audit.

1 The amount of recoveries reported in the audit observations should b¢
with due care and diligence in view of the increasing trend of refunds.
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We analysed the trend of recoveries and observed that remittadceot beemone on a
guarterly basis till 2009.0. However, 1 was observed that from July 20itQvas being done

on a quarterly basis. We observed that despite a notecommmendation issued by the
Deputy AG, DFRHRM (dated 2/12/2008) to the regional offices for expeditious remittance
of the audit recoveries by the 28&f every month, there were delays in remittance to the
RAA Hq. Perusal of the Report on the Audit reate® account for the month of September
2010 revealed that there were instances of recoveries not received in the Finance Division b
updated in AIMS as well as instances where less amount was depbarteitiat mentioned

in AIMS (Annexure D and E of theonthly accounts)

Opportunities for improvement

1 There is a need to tighten the system to ensure that the audit cle
system is backed by timely and correct data of audit recovery.
exception reprts attached with the monthly accounts submitted by
Administrative and Finance Division need to be used to streamling
system.

Audit of the Accounts of RAA by Chartered Accountants

Section83 of the Audit Act, 2006 provides for ensuring the accountability of the Authority
through  independent auditors appointed by the Parliament to audit
the annual acamts of the Authority. With a view to promote greater accountability amongst
auditors and improving the RAAO6s own hou
Chartered Accountants conducts the audit of the accounts of RAA. The last audit wa
conductedoy SRI Associates (Kolkatta) in May 2010 for the year 2009. In this report no
material and adverse findings were reported.

House keeping practices

House keeping is the responsibility of the Administration section. Guidelines for
housekeeping issued garlare not in vogue. Sanitation and security has been out sourced.

Opportunities for improvement

9 Surprise checks by rotation for monitoring the performance of the s¢

provider may be introduced.

1 In view of the significance of gendesensitivity, the Authority may

consider revisiting the existing facilities including the rest rooms.

1 In view of the visit of the officials for obtaining the Audit Clearar

certificates, appropriate arrangements may be made for visitors
differently eled people.

Record Keeping

We observed thahe current yeds files were stored systematically on racks in the division,
butthe older record and files stored in the record room were statkeshdles (tied in cloth)
and not storeth order, largely due to space constraifhis would hinder quick retrieval of
records for follow up.The proposal for proper indexing in the neiudit Resources
Management SysterARMS) is commendable.
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Opportunities for improvement
1 The Authority may consider determining a policy for the retention
disposal age of various types of documents atingrto their significance
This would facilitate easy retrieval and also free up valuable office spg

1 The RAA may archive the records/ data electronically after ARMS is
implemented.

1 The Authority may consider storing the old records/files in compsator
record rooms with appropriate indexing for easy retrieval and saving u
space.

AssetRecords
Procurement of Bsetfequipmentss mainlythrough thedonors andanaintained donor wise.

Pursuant to shortcomings pointed out by the Chartered Accouimdns report on the
accounts of 20008 regardingdocumentation of fixed assets, tAeditor General issued
instructions in September 2009 for entry of stock, carry forward of balances, proper anc
complete documentation in the Asset Management System (AMS). However, we observe
that these instructions are yet to be complied with. Duriegudsion it was informed that
AMS had become defunctThe systemafter development could not be uskd want of
proper trainingand understanding

Opportunities for improvement
1 Theofficials handling the work may be provided with suitable train
for upkeep of the relevant records/software.

1 Complete documentation and annual physical verification
stock/assets needs to be ensured.

1 Good Practice RAA has issueq2010)detailed terms and conditions for issue
custodyand maintenancef laptopsto ensure responsibility and accountability of
the official to whom the laptop is issued

Web site of RAA

The web site of the Authority is well conceived and provides relevant information to the
user s. The on i ne audi tal elre &r aing e a ami
The web site may be updated to include the approved manuals while some redundant pa
like old forms for Audit Clearance may be removed as audit clearances are now on line
Besides, the Authority may consider inclusion oinistry wise/ Dzongkha wise search
facility in Chapter 4 of the Annual Audit Report.
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CHAPTER 1 VII

AUDITING TECHNIQUES

7.1 Scope of Audit

Article 25 (4) of the Constitution of the Kingdom of Bhutan (2005) lays down that the RAA
shall, audit the accountsf all departments and offices of the Government including all
offices under the Legislature and the Judiciary, all public authorities and bodies
administering public funds, the police and the defence forces as well as the revenues, pub
and other monieseceived and the advances and reserves of Bhutan.

Chapter 4 of the Audit Act of Bhutan 2006 defines tha¢ Authority shall audit the
following matters to ascertaimhether:

(@ The amount appropriated have been expended fospkeified programs and
tasks within the approvdalidget limits;

(b)  The financial transactions comply with the existiags and the evidencelating
to items of income anelxpenditure are sufficient;

(c) The accounts have been maintained in the prescfirats and such accats
fairly represent the positioof the transactions;

(d)  The program implementations are adequatebnitored to avoid incidences of
cost and timeverruns;

(e)  The inventory of public properties is accurate and gatie, and custody, control,
managerant andohysical safeguard measures instituted are adequate;

() Physical assets and infrastructures reported acteailst and confirm to the
required specifications arsandards;

()  The available resources including human, finanaral other assetre properly
utilized.

(h)  The accountin@gnd related system of controlsancial or otherwise including
the arrangements famternal audit and internal control of cash, kind attter
public property against any loss, damage @mase are adequate

0) The accounts of revenue, taxes, other incomeslapdsits are accurate and the
systems relating tassessment, realization, recording and method=spofting
are adequate;

(), The debts, liabilities and specific purpose fundsracerded accuraieand
managed properly;

(K) The ICT and other technological systems devel@edppropriate and adequate

controls and securitjneasures are instituted to prevent unauthoroedss to the
system; and

() The implementation of programs and activities asplanned and the intended
objectives achieved.
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7.2 Types of Audit

The Authority is mandated to carry diibancial, propriety, compliance arsgecial audits
along with performare audit. It can conduct in depth audit of any aspect
of the accounts operations, systems and management practices of the agencies
It also conducts revenue audit, audit of aid, grants and public debt and certifies the
Consolidated Annual Financial Statements of the Royal Government. The RAA has beel
empowered to carry owany form of audit that the Auditor General may consider significant
and necessary.

7.3 Focus Areas

Financial Audit

The RAA as mandated by the Constitution and
Audit Act of Bhutan certifies the financial stateme
of the budgetary operations of tReyal Governmen
and its instrumentalities, externally funded proje:
Corporations and Financial institutions where

Government has financial interest, foundation
trust funds, NGOs, Civil societies and the religic
bodies. The Authority has preaga the Financia
Audit Manual (adopted and officially released duri
the 13" Annual Audit Conference held in July 201
to ensure that the audit of the financial statemen
conducted i n accordan

Standards and International Sdands on Audit
(ISA). This manual is applicable to all financial

statements audit conducted by RAA. The manual is exhaustive and covers the objective
principles and responsibilities, the types of Financial Statements to be atltkté&dhancial

Audit Process containing pre planning activities, detailed audit planning, the execution,
completion and review and finally the reporting. It also has supplementary chapters
containing guidelines for materiality assessment, assessment ahalnteontrols,
consideration of fraud, relying on the work of internal auditors, using the work of others,
consideration of related party transactions, audit documentation and quality control. The
manual also has standardized formats and check listsef@uititors in the appendices. This
manual would facilitate in enhancing consistency in financial reporting of the audited
entities, ensure that the auditors comply with professional standards and applicable legal al
regulatory requirements while carryingt audit ancensure that the auditors follow specific
and adequate audit procedures to maintain the quality of Wbik.endeavour of RAA is
commendable

We examined the files relating to the Financial Audits conducted prior to adoption of the
manual toappreciate the quality improvements made after the manual was adopted. The fil
on the audit of accounts and operations of Thimphu City Corporation for the fiscal®year
July 2008 to 36 June 2009 (conducted in August 2009) was examined. We observéuetha
procedure followed was not very different from the compliance audits conducted by RAA.
The working file contained the audit plan, the conflict of interest declaration, audit intimation
letter, audit memos and replies and the draft Audit Report. d¢teoa on planning contained

risk analysis, thrust area, job distribution and time allotment. The assessment of risk wa
mostly based on past experience while the quantum of record verification was not based c
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statistical sampling method. This was far oceted from the systematic audit process
enumerated in the manual. We observed that this audit did not have any reference |
determination of materiality levels and the associated audit mMésisher was there any
documentation on understanding the entityg IT systems and the accounting and internal
controls. We did not see any documentation on the test of controls, audit sampling and tf
application of substantive analytical procedures.

We examined the file on GFATM Rmrmjlectn ABS
(MOH) for the period T January to 31 December 2009 conducted in July/August 2840

the adoption of the manualVe observed that the audit exercise did not conform to the
manual. The Financial audit was conducted in the same manmesasonducted prior to
adoption of the manual.

Opportunities for Improvement

O«

Pilot Financial Audit i we suggest that the Authority conduct a pi
Financial Audit strily as per the provisions of the manual to assess
competence level of the staff as well as to determine the time tak
complete such audit as per the manual. It would provide an opport
to make corrections in future audits and ensure applicadd the
procedures of the Manual by the field auditors. This experience ca
shared amongst the staff of the concerned division.

Revenue Audit

Chapter 4 of the Audit Act states that the Authority would conduct the audit
of assessment, collection and accounting of revenues and taxes. It further statésy {Chap
(41) ()] that the Authority shall audit revenue, taxes, other incomes and deposits to ascerta
whether the accounts are accurate and systems relating to assessment, realization,
recording and methods of reporting are adequate. Thus, the Abtegneonduct of
transaction as well as performance reviews under revenue abditauthority conducts
revenue audit along with the regular expenditure audit. There are no earmarked audit tear
for revenue auditThe Authority has prepared a draft Reveduelit Manual in 2007 but it
awaits formal adoption. The draft manual has some illustrative sections on the audit approac
to be adopted for Personal Income Tax, Business Income Tax, Corporate Income Tax, Sal
Tax and Import Duty.

The tax revenue constitg Direct taxes (Corporate, Business, Personal Income Tax, Motor
Vehicle Tax, Royalties etc).and Indirect taxes (Sales Tax, Excise Tax, Import duty). The nor
tax revenue comprises mainly of administration fees and charges, dividends, revenue frol
governmeh departments, capital revenue, transfer of profits and interest on loans from
corporations. Tax revenue forms 46.1% of the total revenue. Direct tax constitutes 66.8% c
the total tax revenue and 30.8% of the total revenue. The major increase in gdeedida
been mainly in Corporate Income Tax which constitutes 16.7% of the total revenue.
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Opportunities for Improvement

| Strengthening Revenue Audit

The evenue, current expenditure and taka of the RGoB is shown below.

Nu in million
Source of revenue 200405 200506 200607 200%08 200809
Tax Revenue 3382.37 4124.68 4266.91 5238.36 6482.41
Non tax revenue 2683.73 2778.23 5815.25 7107.63 7566.63
Total revenue 6066.1 6902.91 10082.16 | 12345.99 | 14049.04
Current expenditure 6170.61 6672.38 7636.23 9718.50 11061.43
GDP 33390.79 | 37959.12 | 44901.51 | 51765.77 | 57981.15
Revenue as % of current | 98.31 103.45 132.03 127.04 117.95
expenditure
Total Revenue as % of GD| 18.17 18.19 22.45 23.85 24.23

National Revenue Report 2008 (Department of revenue & Customs, Ministry of Finance).

The actual collection of revenue has grown by more thae ttimes over the lag
10 years. It has increased from 6066.10 million Nu in 20040 14049.04 million
Nu in 200809 (131.6%). Besidedh¢ fiscalpolicy of RGoB requires that domest|
revenue should cover the recurrent expenditure of the royal government. Duri
last four years, domestic revenue has not only met the recurrent expenditure
also exceded the recurrent expenditure. Given the manifold increase in re
collection and the fact that the revenue expenditure is matched by the re
collection, the Authority may consider to conduct independent revenue &
through dedicated revenue audeams.This audit would cover the agencis
responsible for assessment and collection of revenue and the audit may be |
by a suitable risk assessment of the agencies. The possible criteria of su
assessment may be;

1 The revenue collected by thgency over the last three years

The number of refund cases

Existence of internal controls

Category of taxpayeservice, manufacturing, trading, construction
Units filing returns visa vis number of estimated assessments
The extent of computerization

Inherent and control risk factors

= =4 4 A8 —Aa -1

The above criteria may be modified for different heads of revenue. It mg
prudent to develop an auditee database profile of the units at the Headquarte
which can be updated through a standardized format by eaemuewvteam
conducting audit.
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After the units are selected for audit as per the availability of audit resourcs
audit check list may be developddr each domain of tax to be audite
Simultaneously the Revenue Audit Manual may incorporate the samp
assessments to be audited for each revenue head. It would be worthw
conduct cross verification of records relating to Income tax, Sale€tsxoms and
Excise, wherever possible, to detect cases of evasion, suppression of sales/
non/short accountal etc. After the system of revenue audit is stabilizeg
Authority may consider conducting Performance audit and IT audit of 9
applicaions for further assurance on the efficacy of the systems. It is
suggested that the Annual Audit Report may contain a separate chapter
significant audit observations arising out of such revenue audit.

IT Audit

Article 41 (k) of the Audit Act states that the Authority shall conduct audit to ascertain
whether the Irdrmation, Communication and Technology (ICT) and other technological
systems developed are appropriate and adequate controls and security measures are institl
to prevent unauthorized access to the system. There is no separate IT audit division in ti
Authority. The IT Audit section is under the Thematic Audit Division, established in
2007.The Authority has conducted 6 IT Audits from July 2007 to June 2010. The Authority
has prepared a draft IT Audit Manual which is under revision and awaits formalaadopti

The IT section does not have a database of the computer applications implemented in vario
government agencies and the topics for IT Audit are selected on the basis of scores obtain
in the performance audit selection criteria. The Authority is usiegaudit software IDEA
(Interactive Data Extraction & Analysis). We reviewed the IT Audit reports on the audit of
electricity billing and collection system of Bhutan Power Corporation Ltd. (conducted
between August 2008 to November 2008) and audit ofgBu@dnd Accounting system
(conducted between December 2008 to May 2009). The former IT Audit was included in the
Annual Audit Report of 2009 while the latter was directly submitted to the Parliament.

The IT Audit Reports have an executive summary whichudes the justification for
carrying out the study, audit findings and the recommendations. Section 2 of the report give
an introduction of the agency, its operations and the IT applications. Section 3 contains th
audit findings highlighting the deficieres in the application controls while Section 4
contains the recommendations for improvemdtie IT Audit report also has an appendix
which defines the scope and methodology of audit and a glossary of terms. The workin
papers are well documented and #ghority has devoted adequate time to plan the audit
(one third of the audit period has been devoted to planning). The IT Audit section has
submitted an audit plan and programme for the audit which contains background informatiol
about the entity, the vimus applications, audit objectives and scope, sources of audit criteria,
audit methodology and an appraisal of the cost of such audit. This detailed planning exercis
is commendable. The IT audit section has also designed a detailed audit procedul
including risk analysis which is documented meticulously. Before start of actual
audit, the Authority has sought the consent of the agency on the audit criteria
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which is commendable. The layout and presentation of the IT Audit reports
is excellent. The aulit reports are balanced and mention the positive aspects
of the applications and the benefits which have been derived after adoption of the
applications.

Opportunities for Improvement

1 IT Audit may be a part of the various types of audit conducted by
Authority (Financial Audit, Performance audit, Regularity Audit) and
necessarily a distinct entity. For effective IT Audit, apart from the
officers, the audit team should havegmnel having domain knowledge
the agency, nature of its operations and the controls.

1 The Authority may consider preparing a survey questionnaire
IT applications, send it by-mail to the various agencies which ha
computerized their applicationsr to the Department of IT, Ministry o
Information and Communications and get their responses on the ite
the questionnaire. This survey can be an effective databank to select
Audits to be taken up during the year.

i The Bhutan Information, Comummications and Media Act 2006 seeks
promote electronic Governan¢e Governance)in the form of an interne
based system for providing the public with access to Governi
information and services. The RGoB has identified some G2C (Govern
to Citizen services which would help provide every Bhutanese access
variety of services within one
50-70 per cent. Some services like security clearancérestry, on line
tax filing, labour net system,- dankingand audit clearance are alrea
available on line. It is suggested that the Authority may plan to tak
audit of e Governance in future. For such audit,

X the criteria for selection of an e Governance project may
coverage of critical citizen servicésoft benefit focus) rather thal
expenditure or technology related aspects.

X evaluation of quality of service may be the most important a
objective, and

X end user/ citizen satisfaction may be the most important criteri
measuring performance of sugfojects.

The Authority may use CoBITControl objectives for Information and relatg
Technology) as a structured framework to audit e governapegects and
BS 7799/ 1SO 27799 in the audit of information secufltye Authority may alsd
impress upon th&overnment to involve RAA during the system developm
phases of e Governance projects, especially in those where substantial b
process re engineering is involvéds a matter of abundant caution, there is a n
for balanced reporting in the atidif e Governance projects. An overtly critig
report may mar citizen confidence in the project and undermine Goverr
initiative.
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Performance Audit

Article 25.1 of the Constitution of the Kingdoni Bhutan and Chapter 1, section 3 of the
Audi t Act of Bhutan specifically mention
audit and report on the economy, efficien
This mandate is further elalzded in section 38 (b) and 41 (d) of the Act of 2006. In
pursuance with this important constitutional responsibithg, RAA is required to examine
whether the Government agencies are doing the right things in the right and least expensit
way. The RAA ha prepared and adopted the Performance Audit Guidelines in 2005 which
derives its mandate from the Royal Decrees (Kashos) and the provisions in the Gener
Auditing Rules and Regulations of Bhutan 1989 (GARR).These guidelines were issued prio
to enactmentof the Audit Act of Bhutan 2006 and are currently under revision. The
Performance Audit Division was established in 2000.

In order to facilitate the conduct of performance Audit, the RAA has formed two divisions,
Performance and System Audit Division aflgematic Audit Division under the department

of Performance and Thematic Audit. The Thematic Audit Division has two sections
Environment Audit section and IT Audit section. The RAA has issued 26 Performance anc
Theme based audit reports from January 206Qkine 2010.

We examined the working paper files and
Performance Audit Report of Chukha Dzongkh:
9" Plan Review issued in April 2009 and t
Performance Audit of Farm Road®9™ Plan
Review issued in February 201
These two reports were extensiveleliberated in
the Parliament. The Audit Reports cont:
5 Chapters and appendices.

V The forwarding letter mentions the notal
achievements as well as the shortcomings
lapses. The report contains the title sheet wi
mentions the executing agenayame of the
auditee officials, the period covered by aui
the audit schedule and name of the a
officials.
V The Executive summary has three parts: Why RAA did the study (which sets out the
rationale for such study), What RAA founf{which also includes the notable
achievements and good practices of the eraityl What RAA recommends.

V Chapter 2 has the Introduction (background information of the entity);

V Chapter 3 contains the common audit findings on the planning, executiongrimgnand
evaluation, financial reporting while Chapter 4 contains the specific audit findings.

V Chapter 5 contains the recommendations. The appendix has audit objectives, scop
criteria, sources of audit criteria and the audit methodology. The PA repatdins
photographs as audit evidence and the audit methodology includes extensive use ¢
guestionnaires and interviews, information from knowledgeable persons both inside an
outside the entity as well as physical observation.
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