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ABSTRACT

Saudi Arabia has undertaken a wide-ranging programme of development planning since
1970, which has exerted influence on almost every aspects of the country. During the 1980s
and 1990s, however, the Saudi government has been subjected to conflicting economic
pressures which have brought about an increased need for more reliable information to
enable the country’s authorities to exercise full accountability concerning the efficient and
effective use of available, scarce resources on the part of those entrusted with
administering public programmes and activities.

In a response to this need and in an effort to promote the efficient and effective use of
public resources, the Saudi General Audit Bureau (GAB), in the late 1980s, widened the
scope of its audit activities to incorporate performance audits, in addition to its traditional
financial audits. This study was undertaken within the context of the GAB’s ambitious

effort to extend its audit activities.

Since the subject of performance auditing is rarely studied within the Saudi context, a
comprehensive description of the nature of performance auditing activities as practised by
the Saudi GAB was felt necessary. In addition, this study addressed itself to assessing the
degree to which these practices have been effectively operationalised. Due to the lack of a
well developed framework which could be utilised to assess the effectiveness of the current
practice of performance auditing in the public sector, the themes which have emerged
from the literature have been used as a foundation to construct an evaluative framework
for the purpose of articulating the main elements to be incorporated in the study.

This study, therefore, can be characterised as a descriptive, analytical and empirical study
of performance auditing in the public sector of a developing country. Despite the
importance of the secondary data employed in this study, a questionnaire survey,
especially designed for the purpose of this study, was the main method of data collection,
however. Questionnaires were sent to two groups closely involved with, and/or affected by,
performance auditing i.e. performance auditors and public sector managers.

The results reported in this study revealed that the Saudi experience in the field of
performance auditing shares, in various instances, a common base with what has been
identified in the literature or reported in the practices of other state audit institutions. The
research also indicated that moderate improvements have been brought into the Saudi
public sector by performance auditing practices. The research, furthermore, identified
various inadequacies inherited in the GAB internal and external, environment which
prevented the full contribution of performance auditing to the public sector from being
realised. External limitations include the vagueness of goals and objectives in public
organisations, the lack of performance measures in the public sector and the lack of sound
financial accounting and internal control systems, while the lack of sufficient audit staff,
the lack of expertise from different disciplines and the lack of sufficient financial resources
represent the major internal limitations.

Based on these results, the study concludes that there is a need for real efforts to minimise
the possible effects of the various inadequacies inherent in the GAB’s internal and
external environment to ensure that advances in performance auditing in the public sector
are not only possible, but can be successful. In this regard, the study proposes some

recommendations to overcome the reported deficiencies.
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Chapter One Introductory Background

1.1. INTRODUCTION

Establishing a genuine government regime requires substantiating clear, solid
accountability relationships. In order to have a well functioning government, there is a
need to introduce various techniques which would enhance its accountability to the
public. Government audit (undertaken by state audit institutions) is a significant tool
capable of ensuring the accountability of government officials entrusted with public

resources to their governing bodies and to the public at large.

Traditionally, when government transactions and activities were limited, the audit
function was simple and concentrated mainly on checking the financial correctness and
legal propriety of these transactions. This situation, however, has changed in the second
half of the twentieth century in which many political, economic and administrative
developments have taken place. For instance, government spending and, hence,
activities have increased dramatically. The continuing increase in demand for these
activities, accompanied by the limited resources available to governments, have
provided an urgent need to improve the effectiveness and efficiency of government
agencies and programmes. Legislative bodies in particular, and the public in general,
have become highly interested in the way in which governments spend public fuqu. In
this respect, they have asked for more sophisticated information that provides
assurances that public resources have been spent for their intended objectives and that
this was done in compliance with laws and regulations imposed on the government and

in an efficient and effective manner.

As far as government auditing is concerned, these circumstances have raised questions
concerning the role that the traditional financial type of government auditing plays. It is

argued that financial and compliance audits of public sector programmes and activities
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Chapter One Introductory Background

do not provide all the information that the public and decision-makers need in an era of
ever-rising costs. These audits, for instance, provide little or no information about the
quality and effectiveness of a particular programme nor about the comparative

efficiency of similar programmes (Brown, et. al., 1982, p. 19).

Accordingly, performance auditing, as an advanced auditing system, incorporating more
sophisticated information concerned with programme objectives and achievements, has
gained popularity in most Western countries and, increasingly, in developing nations
during the second half of the twentieth century (e.g. Bokhari, 1986; Glynn, 1985;
Guthrie and Parker, 1999; Hamburger, 1989; Hatherly and Parker, 1988; Hopwood and
Tomkins, 1984; Leclerc, et. al., 1996; Longdon, 1996; Scott, 1996; Shand and Anand,
1996; ASOSAI 1997, NAO, 1997a; GAO, 1994; Trodden, 1996; Zavelberg, 1996). In
these countries, Supreme Audit Institutions (SAIs) have exerted much effort to
introduce this technique which can provide decision-makers in a complex society with
reliable and valuable information. Saudi Arabia is one of the countries which have been
influenced by this trend and the scope of government audit, as practised by the Saudi
General Audit Bureau (GAB), includes the following: financial and compliance audit
and performance audit which examines the economy, efficiency and effectiyeness
aspects of the government’s operations and programmes (Abdulgader, 1991; GAB,

1982, 1998, 1999).

Against this background, this study intends to examine the subject of performance
auditing in the Saudi public sector. Subsequent sections of this chapter cover the
following issues: the background to the research problem; the objectives of the

research; the research methodology; the significance of the study and its expected
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Chapter One Introductory Background

contribution; the organisation of the research; and, finally, a concluding short

summary.

1.2. BACKGROUND TO THE RESEARCH PROBLEM

Saudi Arabia, which came into existence in 1932, had been one of the poorest nations in
the world. The state economy was mainly dependent on simple agriculture, livestock,
fees from pilgrimages to sacred places, and limited trading with other Arab and Asian
countries. In such a basic environment, there was little need and demand for auditing
practices due to the basic nature of the financial and administrative systems within the
country. Although, at least, some form of state audit was recognised at this time, there
was no detailed Act specifying the authority, responsibilities and duties of state auditors

within the Saudi public sector.

However, in the second half of the twentieth century, particularly in the 1970s, when oil
production and revenue skyrocketed, the situation changed. Substantial developments in
various aspects of the Saudi society (i.e. social, economic and administrative) have
taken place. The huge increase in oil revenues, of which the goverament is the only
recipient, has provided the Saudi government with ample resources for expanding and
improving the functions and services provided to its people. In this respect, the Saudi
government, since the early 1970s, has paid increasing attention to economic
development. Five comprehensive five-year development plans have been implemented
and the sixth is underway (see Chapter 5, Table 5.1). The development plans have
considered all aspects of the country’s economy, such as its infrastructure, agriculture,
industrial and commercial needs, and formulated strategies to achieve defined national

goals and objectives. To meet the requirements of these ambitious plans, the magnitude

Wa»




Chapter One Introductory Background

of government spending since the early 1970s has increased considerably (see Chapter

5, Table 5.2).

These important developments have emphasised the need for clarifying and specifying
the responsibilities and duties of state auditors to enable them to exercise auditing
control over the revenues, expenditures and assets of the state. Consequently, a Royal
Decree (No. 9/M) was sanctioned in 1971, approving the current constitution of the
General Audit Bureau (GAB). The constitution, which consisted of six sections’,
endorsed the GAB as an independent institution reporting directly to the King
(Article 1). The GAB’s responsibilities in exercising post-audit functions, as stated in its
current constitution, include: (1) auditing the revenues and expenditures of the entire
state; (2) exercising auditing control over the state’s movable and fixed assets and
resources; and (3) exercising surveillance over all authorities subject to its audit to
assure the proper use of all the state’s assets and resourcés (Article 7). In addition, the
number of auditees subject to the GAB audit increased remarkably. In this respect, other
entities, such as the Municipalities and the Public Corporations and Companies with
state capital contribution or for which the state offered a guarantee for a minimum profit

were included as being subject to the GAB’s audit (Article 9).

Since the early 1980s, there has been a substantial decline in the state revenues
generated from oil exports, which has resulted in a deficit financing appearing in the
country’s annual budget. Despite this dramatic fall in the state’s income, the resources
requirements have continued to grow. The new circumstances which have risen in the
Saudi public sector have brought about an increased need for more reliable information

to enable the country’s authorities to exercise full accountability concerning the

! Refer to Chapter 6, Section 6.2 for more details on these sections.




Chapter One Introductory Background

efficient and effective use of available, scarce resources on the part of those entrusted

with administering public programmes and activities.

Therefore, the Saudi GAB, in its effort to promote the efficient and effective use of
public resources, has widened the scope of its audit activities to incorporate
performance audits, in addition to its traditional financial audits. In doing so, the GAB
has relied on a broad interpretation of its responsibilities as stated in Article Seven of

the constitution, specifically that relating to “exercising surveillance ... to assure the

proper use of all the state’s assets and resources”.

The first step towards the introduction of performance auditing into the Saudi public
sector was initiated in 1982 when the GAB issued its Comprehensive Auditing
Standards. The comprehensive concept of auditing, as specified in the GAB’s
publication (1982, pp. 1-2), includes: financial compliance auditing; managerial and
economic efficiency auditing; and effectiveness auditing. In addition, a re-organisation
of the GAB took place, in 1986, as a result of the Royal Decree No. 7/507/M. In this
decree, the subject of performance auditing, as one of the GAB’s main responsibilities,

was introduced under a separate department, supervised by the GAB’s Assistant Vice

President.

Following this step, the efforts of the Audit Project, which was created in 1978 by the
U.S.-Saudi Arabian Joint Economic Commission to “help the General Audit Bureau
realise an expanded and higher level of technical expertise and professionalism” (GAB,
1995, p. 1), changed direction towards improving the Bureau’s capability for auditing

and evaluating the Kingdom’s programmes and activities.’

% More detail concerning these efforts is provided in Chapter 6, Section 6.5.
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However, it was the late 1980s which witnessed the GAB’s actual involvement in
performance audit examinations. Performance audit examinations are carried out by two
separate departments concerned with the following two areas: the ministries and

government departments; and the public corporations and companies.

1.3. OBJECTIVES OF THE STUDY

The purpose of this study is twofold. First, since this study, according to the
researcher’s knowledge, is the first of its type to examine the subject of performance
auditing in the Saudi public sector, it is of essential importance to explore the nature of
this subject as practised by the Saudi GAB. Secondly, the study will assess the degree to
which the current system of performance auditing in the Saudi public sector has been
effectively operationalised. In this regard, special emphasis will be given to the possible
limitations impeding the effective operationalisation of the current system as perceived
by the people concerned i.e. the performance auditors of the Saudi GAB and public
sector managers. When the deficiencies of the current system have been determined, the
study aims to provide proposals and recommendations to overcome any deficiencies.

7

Although the study’s primary objectives are clearly not capable of being expressed in
the traditional form of a testable hypothesis, there is a further objective that lendé itself
more readily to this approach. This objective is concerned with the extent to which the
responses of the two participating groups (i.e. performance auditors and public sector

managers) are significantly different.

In particular, the study will emphasise the following specific objectives:

1. To explore the current state of performance auditing in the Saudi public

sector. Several issues are investigated including: the objectives of
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performance auditing; the types of audits to be conducted; the audit approach
to be adopted, the manner in which performance audits are planned,

organised and conducted.

2. To explore the main problems associated with the current system of
performance auditing in Saudi Arabia, as perceived by related parties, and to
discuss the causes of inherited problems. In other words, the study will seek
the perceptions of the research respondents regarding the extent to which the

current system of performance auditing has been effectively operationalised.

3. To test, whenever applicable, the extent to which the responses of the two
participating groups to the different issues raised in the study are significantly

different.

4. To examine the extent to which the Saudi experience in developing and
applying performance auditing is in line with the general findings and

assumptions of the existing literature.

5. To highlight some implications which can be drawn from the Saudi
experience in the field of performance auditing which may benefit other

countries with similar environment.

E4

6. To draw the attention of the authorities and state auditors in Saudi Arabia to
the shortcomings of the current performance auditing system and to provide
recommendations to the GAB, based on research findings, to overcome these

shortcomings.

1.4. THE RESEARCH METHODOLOGY

To achieve the objectives of the research, the research plan consists of two stages. The
first stage was devoted to a review of the literature on performance auditing in the
public sector in developed and developing countries. The purpose of this review is to

identify various important aspects and key issues relating to the subject of performance
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auditing which need to be explored throughout the study. More specifically, this review
is used to develop the questions presented to the research participants during the second

stage.

The second stage is dedicated to the discussion of performance auditing in the Saudi
public sector. For this stage, two research methods were used. The first involved
collecting and examining relevant publications, reports and documents from the GAB.
These documents helped to explore and understand the current state of the performance
auditing system and to highlight the possible deficiencies of this system. In addition,
various documents produced by other sources, such as the Council of Ministers, the
Ministry of Planning and the Ministry of Finance (e.g. government decrees and
development plans) were collected and used mainly to provide background information
relating, in particular, to the nature of the public sector and the accountability and

control systems in Saudi Arabia.

The second method used in this stage was a close-ended questionnaire. This method has
been used, particularly, to elicit data from performance auditors and representatives of
public sector managers regarding their attitudes and perceptions about the nature and
effectiveness of the current system of performance auditing. More elaboration
concerning the utilisation of these methods in this study is presented in Chapter Seven

(Sections 7.2 & 7.3).

1.5. THE SIGNIFICANCE OF THE STUDY
As stated above, this study seeks to explore and understand the subject of performance
auditing in the Saudi public sector. A number of arguments justify the importance of

this study. Firstly, the importance of this technique to the proper functioning of the
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public sector. It has been argued that performance auditing is capable of rendering
substantial benefits to the public sector of countries employing such a system.
Theoretically, well conducted performance audits, it is suggested, will assist the
promotion of good public sector administration by enhancing accountability
relationships and improving the economy, efficiency, effectiveness and performance of
public agencies (e.g. Barzelay, 1996; Hatherly and Parker, 1988; Hill, 1981,
McCandless, 1993; Parker and Guthrie, 1993; Scott, 1996, Audit Commission, 1993,

NAO, 1997a; GAO, 1994, 1998; Trodden, 1996; Zavelberg, 1990).

The literature on performance auditing, however, tends to be preoccupied by a
description of the technical aspects of performance auditing, such as its components,
processes and procedures. It often contains highly competent but lengthy discussions of
how audit investigations should be conducted and reported. There is little empirical
work on the more important issues of performance auditing, such as evaluating the
degree to which individual state audit institutions have effectively operationalised this
technique.

7

Furthermore, most of the literature on this subject has been written by Western writers
with reference to developed countries. Despite the fact that an increasing numbér of
state audit institutions in developing countries are adopting performance auditing into
their work and have made great attempts in this area during the last few years
(e.g. ASOSAI, 1997), performance auditing in these countries has received little
attention in the literature. To the researcher’s knowledge, no study has been
| meaningfully undertaken to provide a comprehensive understanding of performance

auditing in any given developing country.
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This lack of research, however, is not unique to the subject of performance auditing. A
lack of comprehensive studies concerning the accounting and auditing systems, in
general, in developing countries is well acknowledged (e.g. Shaw, 1982, p. 1; Wallace,
1990, p. 44). Wallace (1990), for example, emphasised the need for intensive
accounting research in developing countries by stating that:

There is an urgent need for a deeper understanding of accounting systems in
developing countries. This need can only be fulfilled by intensive research of
those issues peculiar to developing countries. ... The scope of accounting
should not be limited to financial reporting and professional status of
accountants. There is an urgent need for research into public sector accounting
of Third World countries... (p. 44).
As far as auditing in Saudi Arabia is concerned, most of the articles and studies
examining this subject are generally concerned with the accounting profession in the

private sector. Unfortunately, government auditing in Saudi Arabia, as in many other

parts of the world, is a neglected area in the research field.

Against this background, this thesis aims to explore and understand the performance
auditing system being used in the evaluation of the performance of public sector
organisations and projects in the Kingdom of Saudi Arabia. More specifically, this
thesis intends to address the current state of performance auditing and its effectiveness
in the Saudi public sector. It is hoped that an attempt to carry out a research projéct in
performance auditing in the public sector of a developing country might be of particular

importance in filling some of the existing gap identified in the previous literature.

Although the emphasis of this study is to explore and examine this subject with special

reference to the Saudi environment, it is hoped that other developing countries,
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especially the members of the Gulf Co-operation Council (GCC)® which have similar

environments to that of Saudi Arabia, will benefit from the knowledge gained.

A final point as to the significance of this study is the potential contributions that this
study can make, such as the promotion of a better understanding of performance
auditing in the public sector in general, and in developing countries in particular; and
the expected benefits to be gained by state audit institutions both locally and

internationally. These contributions will be discussed in the following section.

1.6. THE EXPECTED CONTRIBUTION OF THE STUDY

As mentioned above, this study is intended to provide an examination of the current
state of performance auditing in the public sector of a developing country, i.e. Saudi
Arabia. To the researcher’s knowledge, this study is the first that addresses the issue of
performance auditing in Saudi Arabia in such a comprehensive way. Accordingly, the
study hopes to fill some of the existing gaps in previous research, in that most of what

has been written concerning the subject of performance auditing has been written with

reference to developed countries.

In addition to the contribution that this study can make to the international literature in
the field of government auditing, the author anticipates that the results of the study will,
hopefully, be useful to state audit institutions both locally and internationally. Firstly,
on the domestic level, the study is of particular interest to the officials and personnel of
the Saudi GAB which is responsible for conducting performance audits in the Saudi
public sector. To the best of the author’s knowledge, the current system of performance

auditing has never been subject for a formal assessment since its introduction.

* The GCC countries are: Bahrain, Kuwait, Oman, Qatar, the Kingdom of Saudi Arabia and United Arab

Emirates.
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Therefore, the comprehensive coverage of performance auditing as applied by the GAB
which the study is intended to provide and an examination of the respondents’
perceptions concerning several issues relating to its effectiveness might be useful (a) as
a basis for the GAB to determine how performance auditing is perceived by the
different groups interested in and affected by this operation; (b) as a means of
discovering any major obstacles that have been emphasised by the research
respondents; and (c) as a possible source for " extracting possible solutions and
recommendations that could be used to overcome any cited shortcomings of the current

system of performance auditing.

On the international level, the study might be of general use to state audit institutions in
other developing countries. More particularly, the study might be useful to countries
with similar environments to that of Saudi Arabia, such as the countries of the Gulf Co-

operation Council (GCC).

The study may also contribute to the research dimension by, hopefully, extracting some
insights from the Saudi experience in the field of performance auditing. Such insights
might be useful to researchers undertaking other research projects with reference to

developing countries in general, and Saudi Arabia in particular.

1.7. THE ORGANISATION OF THE STUDY

This thesis will be divided into five related parts, comprising ten chapters including this
introduction (see Figure 1.1). Part One, which consists of this introductory chapter,
provides a general overview regarding the research problem under investigation. The

introductory chapter discusses various issues, including the background to the research
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problem; research objectives; research methodology; the expected contribution of the

research; and the research structure.

Part Two of the thesis provides a discussion of previous literature regarding
performance auditing issues relevant to the study (Chapters 2, 3 & 4). Chapter Two is
devoted to providing vital information about performance auditing. This information
includes, among other things, the nature, objectives, principles and procedures of
performance auditing. Additionally, the limited literature on the experiences of some
developing countries is reviewed in this chapter. Chapter Three provides a detailed
discussion of the main factors that have been debated in the literature to be influential in
the effective operationalisation of performance auditing systems in the public sector.
The literature review is used as a frame of reference and as a guide to the development
of issues discussed in the fourth part of this thesis. In particular, this review is used to
develop the questions presented in the research questionnaires. In addition, the
discussion surrounding the various factors influencing the effective functioning of
performance auditing in the public sector is used, in Chapter Four, as a foundation for

constructing an evaluative framework of the effectiveness of performance auditing.

Since the main objective of this thesis is concerned with performance auditing systems
as currently practised in the Saudi public sector, it is necessary to give background
information regarding the environment in which the research was undertaken. Thus,
Part Three, which consists of Chapters Five and Six, explores the context in which the
research was undertaken. Chapter Five discusses the accountability and control systems
in the Saudi Arabian public sector. Special emphasis is given to the roles that different
government agencies play in the management of public resources in this country. In

addition, the government accounting and control systems are highlighted.
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Chapter Six provides a general background to government auditing in Saudi Arabia
and the role of the Saudi GAB. This chapter covers various issues, such as the
historical development of government auditing in the Saudi public sector and the

government auditing standards. It also outlines the roles and responsibilities of the

Saudi GAB.

Part Four (Chapters 7, 8 & 9) is devoted completely to the research methodology and
findings. Before reporting the research findings in Chapters Eight and Nine, the
manner by which the data required to achieve the research objectives was collected and
analysed is presented in Chapter Seven. With regard to the data collection methods,
two research techniques are utilised in this thesis: collecting relevant documents from
the GAB and various governmental sources; and distributing questionnaires to
performance auditors and a sample of public sector managers. Data analysis techniques

are discussed in this part of the thesis as well.

The research findings are reported in Chapters Eight and Nine under two main themes:
(2) the nature of performance auditing in the Saudi public sectos, and (b) the
effectiveness of performance auditing in the Saudi public sector, respectively. The

discussion in these two chapters is heavily reliant on the information gathered by the

main research method i.e. the questionnaire.

Chapter Eight is concerned with the nature of performance auditing practices in the
Saudi public sector. Research participants were asked to record their perceptions of
several issues, including, among others: the objectives of the performance auditing
| system utilised in the Saudi public sector; the approaches and procedures followed by

GAB auditors during the course of their duties; the criteria used by the GAB in
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selecting a particular public organisation as the subject of a performance audit
investigation; and the possible sources used by State auditors to extract the information

required to fulfil their duties.

Chapter Nine is concerned with the effectiveness of the performance auditing system in
the Saudi public sector. Research respondents were asked to state their opinions as to
the extent to which performance auditing objectives have been achieved. In addition,
they were asked to record their perceptions concerning several factors that could be seen
as limitations of the current system of performance auditing used in the Saudi public
sector. Several other issues are discussed in this chapter, such as the performance audit
report; the extent to which performance audit recommendations are implemented; the
relationship between state auditors and public sector managers; and the level of

feedback given to the auditees.

The last part, which consists of Chapter Ten only, is a summation of the previous
chapters. This part presents the main contributions of the thesis, introduces the
implications and recommendations of the research, addresses the limitations of this

research and offers some suggestions for future research.

1.8. SUMMARY

During the last three decades, performance auditing in the public sector has received a
great deal of attention in different countries, especially in developed countries. This
study explores the experience of a developing country, namely Saudi Arabia, which

introduced performance auditing to its public sector in the late 1980s,
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This introductory chapter has provided the basis for the thesis and given a brief
introduction to the research problem. In this regard, this chapter has presented a general
background to the research issue in terms of its objectives, methodology, significance
and contribution as well as its organisation. Based on the organisation of the study, this
chapter covers Part One. Since the main subject being explored in this study deals with
performance auditing, the purpose of Part Two is to review various aspects relating to
the nature and effectiveness of performance auditing, such as its definition, nature,
objectives, approaches and procedures (Chapter 2) as well as the main factors

influencing the effective operationalisation of performance auditing in the public sector

(Chapter 3).
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2.1. INTRODUCTION

The main concern of the present study is the performance auditing system as applied in
the Saudi public sector. The subject of performance auditing has gained popularity in
most Western countries and, increasingly, in developing nations during the second half
of the twentieth century. This controversial auditing system has been widely debated.
The debate begins with its definition and incorporates many other related issues e.g. the
nature, objectives, principles and standards, methodologies and procedures of
performance auditing as well as environmental and technical obstacles limiting the

effective operationalisation of this concept.

The purpose of this chapter and the next chapter is to review some of the written
literature relating to the subject of performance auditing. This review is intended to
serve two objectives. The first is to provide background information about public sector
auditing in general, and performance auditing in particular. The second is to lay down
some important aspects relating to the subject of performance auditing and to identify
the key issues which need to be explored throughout the study. In this respect, the
literature review is used as a frame of reference and as a guide to the ’development of
issues explored in this thesis. In particular, this review is used to develop the questions
presented to the research respondents. However, it is worth noting that most of the
existing literature relating to this subject has been written by Western writers with

reference to developed countries.

This chapter covers the following broad topics. First, the general nature of public sector
. auditing is presented in the following section. The third section gives consideration to

the different aspects of performance auditing. Consideration is given to the definition,
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nature, objectives, approaches and procedures of performance auditing. The fourth
section aims to review performance auditing practices within the context of some
developing countries. Finally, the conclusions of the chapter are presented in the last

section,

2.2. THE GENERAL NATURE OF PUBLIC SECTOR AUDITING

In this section, a general description of public sector auditing is presented. The purpose
is to provide a clear, wide picture of this field in order to get a better understanding and

to decide where performance auditing is located within the general framework of

government auditing.

Government auditing includes all audits made by government audit agencies and all
audits of government organisations. In the UK, for example, government audit agencies
include the UK National Auditing Office (NAO) and the Audit Commission. In the case
of the USA, the main government audit agencies are the General Accounting Office
(GAO), the Defence Contract Audit Agency and State Audit Agencies. In Saudi Arabia,
audits of government organisations are the main responsibility of the Saudi General

Audit Bureau (GAB).

Audits of public sector organisations include audits of central and local government
departments made either by government auditors or independent public accountants.
They may also include audits of business enterprises owned wholly or partially by

government and other non-governmental entities, such as museums, art galleries and

sports organisations.
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Traditionally, government auditing has mainly been concerned with investigating the
financial regularity and compliance of an organisation’s accounts with the applicable
laws and regulations. While financial auditing is concerned with reporting past
economic activity, compliance auditing is concerned with past adherence to established
requirements. These two types of audits are an important part of the accountability
process in government organisations since they provide independent opinions
concerning whether an organisation’s financial statements fairly present the results of its
financial operations and whether the organisation has complied with the significant laws
and regulations applicable to its activities (GAO, 1994, p. 10). However, the public
accountability concept, based on this narrow position of government auditing, is mainly
devoted to verifying the honesty and impartiality of government officials. In other
words, the traditional style of audit did not directly make an attempt to uncover waste,
extravagance, and inefficiency, or to discover whether the organisational programmes

were effective.

The last two or three decades of the twentieth century have, however, witnessed an
accelerating increase in the role of governments in the management of scarce public
resources which, in turn, has generated huge pressures for greater accountability,
efficiency and performance in public sector organisations (Tomkins, 1982, p. 189). For
instance, the growth of the public sector in the UK during and immediately after the
Second World War, led to an increase in the scale of public expenditure in absolute
terms, and as a proportion of Gross Domestic Product (GDP). During the 1960s and
1970s, periods of relatively declining economy, much concern was directed at the
efficiency and effectiveness of public sector activities and operations. As a result, the

1979 Thatcher administration favoured both the extension of public sector audit and

@




Chapter Two Performance Auditing: Nature and Aspects

evaluation and the development of new types and modes of public sector audits
(Hopwood and Tomkins, 1984, pp. 217-218). The National Audit Act of 1983 explicitly
represents a significant development in UK government auditing and includes provision
for economy, efficiency and effectiveness (the 3Es) examinations. The expansion in
audit scope, within the UK context, can also be understood by considering the
following statement cited by the NAO in one of its publications entitled “Value for

Money Handbook”:

Our main concern is accountability to Parliament and ultimately the taxpayer— to

assure them that public funds and resources are used properly and to good

effect. We do this by providing Parliament with independent information and

advice about how economically, efficiently and effectively the bodies we examine

have used their resources and by highlighting instances where the proper

conduct of public business may be at risk (NAO, 1997a, p. 17; emphasis added).
In the USA, the substantial changes in social life and economic order after the Second
World War led to mounting demands for new and better public services. In order to
improve the quality of services provided to the people, the number of programmes and
the resources devoted to them increased substantially during the 1960s. The number of
new programmes established during the 1970s was considerably fewer, but the

t4

resources requirements continued to grow. This situation has brought with it an
increased demand for full accountability concerning the efficient and effective use of
available resources on the part of those entrusted with the responsibility of
administering public programmes. Public officials, legislators and the public in general
want and need to know that the money they have entrusted to government managers is
handled appropriately and in compliance with the laws and regulations (financial and

compliance audits). They also want and need to know whether government

organisations, programmes and services are fulfilling their intended goals (effectiveness
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audits) and whether these organisations, programmes, and services are operating

economically and efficiently (GAO, 1994, para. 1.11, p. 8).

Such pressure from the public and legislative departments has resulted in a rapid
expansion of the role of the General Accounting Office (GAO) (Trodden, i996, p. 153)
to include programme evaluation and efficiency auditing. These types of audits are
concerned with improving future performance and focus on management policies,
planning and control systems, and decision-making processes. Performance auditors
must determine that such policies, systems and processes exist and are being complied
with and they must evaluate the quality and the degree to which they contribute
individually and collectively towards achieving the 3Es. This move “reflects the view of

the Comptroller-General as to what information the legislation needed to exercise

appropriate oversight” (Shand and Anand, 1996, p. 58).

According to the US Government Auditing Standards (GAO, 1994), the scope of

government auditing covers both financial audits and performance audits:

7

Financial audits include financial statement and financial related audits.

a. Financial statement audits provide reasonable assurance about whether
the financial statements of an audited entity present fairly the financial
position, results of operations, and cash flows in conformity with
generally accepted accounting principles. Financial statement audits also
include audits of financial statements prepared in conformity with any of
several other bases of accounting discussed in auditing standards issued
by the American Institute of Certified Public Accountants (AICPA).

b. Financial related audits include determining whether (1) financial
information is presented in accordance with established or stated criteria,
(2) the entity has adhered to specific financial compliance requirements,
or (3) the entity's internal control structure over financial reporting and/or
safeguarding assets is suitably designed and implemented to achieve the
control objectives.
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Performance audits include economy and efficiency and program audits.

a. Economy and efficiency audits include determining (1) whether the
entity is acquiring, protecting, and using its resources (such as
personnel, property, and space) economically and efficiently, (2) the
causes of inefficiencies or uneconomical practices, and (3) whether the
entity has complied with laws and regulations on matters of economy
and efficiency.

b. Program audits include determining (1) the extent to which the desired
results or benefits established by the legislature or other authorizing
body are being achieved, (2) the effectiveness of organizations,
programs, activities, or functions, and (3) whether the entity has
complied with significant laws and regulations applicable to the

program (para. 2.4, 2.7, pp. 12-14).

To sum up, we could conclude that the appeal for more information about, and full
accountability of, public sector activities and programmes has widened the scope of
government auditing whose initial function was only concerned with regularity and
compliance aspects. Instead, government auditing today, in addition to its traditional
role, is also concerned with whether government organisations are achieving the
purposes for which the programmes are authorised and funds made available and

whether they are doing so economically and efficiently.

The expansion of the auditing concept within the public sector has placed a clear
obligation upon, and at the same time represents an opportunity for, government
auditors to develop their role from the simple certification of the accounts towards
covering the more sophisticated aspects of economy, efficiency and effectiveness of
public organisations, programmes and services. The new role of auditors represents

what has generally been referred to as “performance auditing”.
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2.3. PERFORMANCE AUDITING: THE EXPANDED SCOPE OF PUBLIC

SECTOR AUDITING

2.3.1. A DEFINITION OF PERFORMANCE AUDITING
The academic and professional literature has not offered a clear definition for this term.
Since this term covers a broad range of activities (Shand & Anand, 1996, p. 59), it has

been found to have different meanings for different people (Grimwood and Tomkins,

1986, p. 252).

The ambiguity about the meaning of performance auditing also applies to other related
audit terms which employ the same key concepts and pursue the same objectives.
Published literature has discussed different concepts, such as operational auditing,
management auditing, value for money auditing and performance auditing which have
often been used interchangeably.! It is generally acknowledged that, as a minimum,
these concepts should include an examination of economy, efficiency and
effectiveness. This overlap has been well recognised in the literature (e.g. Boys, 1984,
p. 118; Guthrie and Parker, 1999, p. 303; Hatherly aﬂd Parker, 1988, p. 22; Hong,
1991, p. 7, Shakansky, 1991, p. 2). Shakansky, for instance, discusse’s these different
concepts and comments that “while some may emphasise the nuances that distinguish
these labels and what they signify, their commonality lies in their concern with judging
the quality of governmental activities, as opposed to the auditor’s classic concern with

financial records” (p. 2). While it is beyond the scope of this study to discuss all the

available definitions of these concepts, the rest of this section will be devoted to

! These concepts have been generally defined with reference to the 3Es: economy, efficiency and
effectiveness. However, because of the lack of explicit goals and objectives in public sector organisations
and programmes, the initial emphasis of these concepts was mainly on economy and efficiency; auditing
effectiveness aspects of public organisations and programmes are still quite limited (see for instance
Pendlebury and Shreim, 1991, pp. 58-59).
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defining the selected term, “performance auditing”, which will be used throughout this

thesis.

The US GAO in its “Government Accounting Standards” (1994 revision) defines

performance audit as:

[Aln objective and systematic examination of evidence for the purpose of
providing an independent assessment of the performance of a government
organisation, programme, activity or function in order to provide information to
improve public accountability and facilitate decision-making by parties with
responsibilities to oversee or initiate corrective action (p. 14).

This definition of performance auditing seems to be the most comprehensive. It

emphasises the primary objective of performance auditing, that is, an independent

evaluation of overall performance of an organisation, programme, activity or function in

order to provide information which will improve public accountability and processes of

decision-making. The key words in this definition are:

Q

Objective -- Which means that the auditor’s conclusions should be independent of,
and uncoloured by, feelings or personal opinions. Objectivity is the mark of a good

r

auditor and a good audit examination.

Systematic — The Advanced Learner Dictionary (1989, p. 1305) defines
systematic as (1) “done or acting according to a system or plan; methodical” and
(2) “a planed in advance and done with malicious thoroughness and exactness”.
This means that performance auditing incorporates logical, structured and
organised steps or procedures, such as proper audit planning and the obtaining of
sufficient evidence. However, it is not a ‘system’ in the sense of a series of
routines applied strictly to guarantee the delivery of valid results. Instead, it is
much more a process to facilitate rather than govern judgements about an

organisation’s performance.
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0 Examination of evidence -- Performance auditing uses objective, systematic

methods and procedures for collecting and examining related evidence.

0 Providing an independent assessment of the performance of a government
organisation, programme, activity or function — This is the essence of
performance auditing, since the primary purpose of performance auditing is to
provide an independent assessment of an activity under audit. This sums up

precisely what performance auditing is supposed to be about.

a To provide information to improve public accountability and facilitate decision-
making — This is the ultimate goal of performance auditing, ie. providing
information about the underlying situation in order to improve public

accountability and decision-making processes.

Q  Parties with responsibility to oversee or initiate corrective action -- Audit reports
will be circulated to those who are responsible (i.e. parliament and public
managers) for taking any corrective action needed to amend the condition found,

so that intended goals will be met. ’

The term “performance auditing” has been chosen as the title for this study for two
reasons. The first is the recognition which this term has received from both the
academics and audit institutions. This term has been widely used in comparison to
other terms. The literature seems to support the “performance auditing” term on the
grounds that it is the most comprehensive and encompasses all the other terms
mentioned above (Kent, Sherer & Turley, 1985, p. 163). In addition, international
organisations, such as the International Organisation of Supreme Audit Institutions

(INTOSALI), the Asian Organisation of Supreme Audit Institutions (ASOSAI) and the
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Organisation for Economic Co-operation and Development (OECD) have supported
the use of the performance auditing term. The International and Asian Organisations of
Supreme Audit Institutions, for example, have adopted “performance audit” in the
different conferences dealing with this subject, as the most appropriate, common term
for audits examining economy, efficiency and effectiveness of operations (INTOSAI,
1977, 1986; ASOSAI, 1997). This term, accordingly, cannot be attributed to any
particular country. Other terms, on the other hand, have been used by various audit
institutions in many developed countries with connotations and associations relating to
the country involved (e.g. VFM in the UK; Comprehensive Auditing in Canada,

Effectiveness Audit in Sweden, etc.).

The second reason is related to the adoption of this term by the Saudi General Auditing
Bureau (GAB), the main research site of this thesis. Hence, it is hoped that this term

will be more understood by the research respondents than other terms.

2.3.2. THE NATURE OF PERFORMANCE AUDITING

As seen above, the concept of performance auditing grows out of the r’ecognition that
the modern government audit must go beyond checking the regularity and compliance
of accounts and encompass a review of the more sophisticated aspects of government
activities. Performance auditing, it is argued, must provide additional control

information on the efficiency and effectiveness of management performance beyond

that which is communicated as a result of the traditional financial audit.

© With this in mind, performance auditing and its equivalents (e.g. VFM, operational

auditing) have often been expressed in terms of the 3Es: economy, efficiency and
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effectiveness (programme audits). In the UK, for example, the NAO states that the main
aim of value for money examinations is to provide Parliament with an independent
assessment of whether public bodies spend taxpayers’ money economically, efficiently
and effectively (NAO, 1997a, p. 4). The UK Local Government Finance Act 1982 also
requires auditors to satisfy themselves, by examination of the accounts, that each
authority has made proper arrangements to secure economy, efficiency and
effectiveness in the use of its resources. In the case of the USA, the concept of
performance auditing, as defined by the General Accounting Office (GAO) in its
revision of Government Auditing Standards (GAO, 1994, p. 14), encompasses
economy, efficiency and programme audits. Each of the three components of

performance auditing will be further defined.

According to Leclerc, et. al. (1996), the office of the Auditor General of Canada (OAG)

in its comprehensive auditing manual has defined the economy concept as follows:

Economy refers to the terms and conditions under which an organization
acquires financial, human, physical, and information resources. Economy means
getting the rlght amount of the right resource, at the right level of quallty, at the
right time, in the right place, at the right cost (p. 119).

This means that economy is concerned with the acquisition of organisational resources
in terms of their quality, quantity, timeliness and cost. According to the Canadian
OAG’s comprehensive auditing manual, a lack of economy in acquiring resources
might lead to some unwanted results. These are “a higher than necessary cost of
products or services, or products or services of inappropriate quantity, quality or

timeliness” (Leclerc, et. al., 1996, p. 119).
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Performance indicators required for economy audits may include factors, such as, unit-
input costs and a comparison of actual input volume to planned levels of input (Smith,
1990, p. 15-16). An economy audit of a hospital building, for example, would
investigate the contract and control procedures of this project in order to decide the
extent to which the building had been constructed according to specifications, on time

and at the lowest achievable cost or within approved cost limits (NAO, no date, p. 7).

Efficiency, on the other hand, as defined by the Canadian OAG (Quoted by Leclerc, et.

al., 1996), is concerned with

[T]he relationship between the quantity and quality of the goods and services
produced (output) and the cost of resources used to produce them at a required
service level to achieve program results (p. 119).

Efficiency, therefore, is concerned with the productive use of acquired resources. An
efficient operation might be obtained either by maximising the quantity of output of a
given quality for any given resource inputs, or minimising inputs used to produce a
given quantity and quality of output (NAO, no date, p. 7). The efficiency ratio is
measured by dividing actual output by actual input. The greater the ratio, the more
output for input, the more efficient the organisation (Jones and Pendlebury, 1996, p. 9).
Performance indicators of efficiency may include, for instance, measures of produc-:tivity
or unit cost. In the case of a public hospital, for instance, an efficiency audit may
include examining the utilisation of hospital wards, beds and equipment; medical and
administrative staff allocations and mix; and management and resources allocation

systems (NAO, no date, p. 7).

The efficiency dimension, however, would normally be judged in a relative sense by

stating, for example, that Unit A is more efficient than Unit B or Unit A is more
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efficient this year than last year (Jones and Pendlebury, 1996, p. 9). In order to improve
efficiency, different methods have been suggested. These include (Jones and

Pendlebury, 1996, p. 9; Prowle, 1999, p. 16):

1. Increasing output for the same input.

2. Increasing output by a greater proportion than the proportionate increase in

input.
3. Decreasing input for the same output.

4. Decreasing input by a greater proportion than the proportionate decrease in

output.

The above definition of efficiency with its emphasis on fechnical or productive
efficiency and input-output relationships, however, seems to be a narrow interpretation
of efficiency. The appropriateness of the output produced as a vital aspect of efficiency
has received little attention. This aspect of efficiency is called the allocative efficiency.

Jackson (1995) states that:

Allocative efficiency requires that managers know something about the output of

their services relative to demand ... If the public service is producing more and

more of a service which users do not want; which is of the wrong mix or quality;

which is targeted on an inappropriate user group; or which has low value placed

on it, then allocative inefficiency exists (p. 23).
The third component of performance auditing is effectiveness auditing. An effectiveness
audit is concerned with evaluating the extent to which programme predetermined
objectives or intended consequences are achieved (e.g. Jones and Pendlebury, 1996, p.
10; Leclerc, et. al., 1996, p. 119). While economy and efficiency audits are concerned
with the acquisition and usage of inputs respectively, an effectiveness audit is concerned

directly with output. It is an ends-oriented rather than a means-oriented approach

(Hatherly and Parker, 1988, p. 23). In a hospital environment, for example, an
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effectiveness audit may include the examination of achieved results in terms of
reductions in patient waiting lists, increases in operations performed, improved
diagnostic and treatment rates, etc (NAO, no date, p. 7). When unintended negative
effects occur, judging effectiveness should be carried out by balancing positive and

negative consequences.

However, limiting the evaluation of effectiveness to the achievement of goals has been
considered by some writers to be insufficient for explaining this term. Bovaird et al.
(1995), for instance, proposed that effectiveness should be evaluated against the impact
of public services on community welfare or the achievement of goals which have a

significant impact on the community. They argued that:

A definition of effectiveness which emphasises its central concern with impact is
preferable: the effectiveness of a public service is the change in community
welfare which it has brought about. An alternative approach would be to retain a
definition of effectiveness based on the achievement of goals, but to stress that
all organisations must have at least one objective which is related to the
achievement of impact on community welfare. It is this need to determine the
end effects of policies and programmes which has prompted other commentators
to propose the concept of ‘efficacy’. However, to limit ‘effectiveness’ to the
achievement of goals would fillet it of all real content (p.124).

E4

In order to explain the relationship between economy, efficiency and effectiveness in a
public sector environment, Barzelay (1996, p. 20) has suggested a process-oriented
scheme that reflects the internal structure and boundaries of organisations involved in
delivering public programmes. In the light of this model, government functioning is “a
chain of production processes (through which inputs are transformed into outputs) and
causal relationships (through which outputs exert influence over outcomes)”. Economy,
according to this model, is concerned with eliminating waste of inputs; efficiency is

concerned with achieving an optimal process for transforming inputs into outputs; and
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effectiveness is concerned with achieving or improving outcomes through the delivery

of outputs (Gray, 1993; cited by Barzely 1996, p. 20).

2.3.3. THE OBJECTIVES OF PERFORMANCE AUDITING

This section aims to review the major objectives of performance auditing addressed in
the auditing literature. In this regard, it is worth noting that different factors may affect
an audit institution’s policy concerning its auditing of the efficiency and effectiveness
of public sector activities and programmes. For instance, the objectives of performance
audit examinations not only vary with the scope of the audit but also depend on the
statutory rights aﬁd duties of the auditors involved. Sloan (1996), for example, claims
that:

The history of individual audit institutions and their legal status will have a direct
bearing on how they view their performance audit role. For those with
Parliamentary systems on the Westminster model the main objectives have been
to provide advice to Parliament on the workings of the executives, and to help
improve value for money. Then there are countries such as USA, where the GAO
has links to Congress and a remit much broader than most Supreme audit
institutions (SAls)... Those countries with Courts of Audit will have legal
dimensions to their work and their role... (p. 139).
In addition, Hamburger (1989), in his study of the Australian Natidnal Audit Office
(ANAO), reports that the objective of performance auditing within the ANAO appeared
to change depending on the personal influence of the particular Auditor-General
heading the institution at various points in time. His study showed that the objective of
performance auditing “began as accountability and moved past value for money review

to something like management consultancy. It then swung back to an uneasy

compromise between accountability and value for money” (p. 19).

The political sensitivity of the potential conclusions of audit investigations also

represents an important element in determining the objectives of performance auditing.
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In most countries, public sector auditors tend, generally, to avoid questioning the merits
of public policy as such an activity is considered to fall within the responsibility of
elected officials and the legislature. A specific example where auditors have stopped
short of questioning the merits of policy can be drawn from the UK public sector where
neither the NAO nor the Audit Commission has undertaken an investigation of the
success of the internal market in the National Health Service (NHS) despite many

requests to do so (Bowerman, 1996, p. 198).

Government auditing, in general, has a great variety of objectives. From a performance
auditing perspective, one or more of the following related objectives can be served by
introducing performance auditing systems into the public sector. First, performance
auditing has been seen as an essential component for strengthening accountability
relationships in the public sector. It is impossible to find a government system
functioning properly without rigorous public accountability. In this respect, public
accountability is concerned with the existence of proper relationships between managers
of public organisations, on the one hand, and their principals (e.g. governing bodies), on
the other, so that the latter can enforce responsibility for performancej onto the former.

The US Comptroller General in a publication entitled “Standards for Audit of

Governmental Organizations, Programs, Activities and Functions” states that:

A fundamental tenet of a democratic society holds that governments and
agencies entrusted with public resources and the authority for applying them
have a responsibility to render a full accounting of their activities. This
accountability is inherent in the governmental process and is not always
specifically identified by legislative provision (Quoted in Jones and
Pendlebury, 1988, p. 249).

In the public sector, however, it is the duty of supreme audit institutions to exercise an

external audit of government activities in order to assure public accountability. By
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statute, audit institutions have considerable access to information about government
activities which enables them to undertake an independent and objective assessment of
the fairness of management representations on performance, or an assessment of
management systems and practices against specified criteria and to report the
conclusions of their assessment to a governing body or others with similar
responsibilities. Audit reports can be used as tools for questioning those who are
responsible for managing public resources and for establishing future priorities and

directions of activities.

Many writers and audit organisations have acknowledged the impact of government
auditing, in general, and performance auditing, in particular, on the accountability issue
in the public sector (e.g. Barzelay, 1996, p. 45; Hill, 1981, p. 87, McCandless, 1993, p.
14-15; Parker and Guthrie, 1993, p. 72; NAO, 1997a, p. 17, GAO, 1994, p. 10, 1998,
p. 2; Zavelberg, 1990, p. 5). McCandless (1993, p. 14-15), for example, considered the
issue of serving accountability relationship between those carrying out responsibilities
and those in oversight roles to be the common and main objective of government audits.
Parker and Guthrie (1993, p. 72) also refer to the significant role ;hat public sector
auditors can play in restoring public confidence in government and public sector
institutions by refocusing management attention on Parliamentary accountability.
Moreover, the GAO (1994, p. 10) claims that performance auditing contributes to public
accountability because “it provides an independent assessment of the performance of a
government organisation, program, activity, or function...”. Along the same lines, the
UK NAO emphasises its main concern as being “accountability to Parliament and

ultimately the taxpayer” by providing Parliament with independent information about
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how economically, efficiently and effectively the audited bodies have used their

resources (NAQ, 1997a, p. 17).

In this respect, however, it is worth noticing that performance auditing is not an aspect
of accountability, and not a substitute for it (OECD, 1996, p. 12). Glynn (1996, p. 129)
states that “Audit is a process superimposed on an accountability relationship. It is not

or should not be a substitute for accountability”.

The next two objectives that have been debated in the performance auditing literature
are: improving the performance of public sector organisations (Barzelay, 1996,
Trodden, 1996); and promoting the economy, efficiency and effectiveness of
government organisations, programmes or activities (e.g. Hatherly and Parker, 1988,
Pollitt, et al., 1999, p. 2; Scott, 1996, Audit Commission, 1993). Since performance
improvement is mainly concerned with achieving desired changes in efficiency and
effectiveness within public sector organisations, these two objectives seem to be
conceptually similar. However, it is worth mentioning that, in conformity with the
written literature, the discussion in this chapter, as in the rest of this st’udy, will consider

these two objectives as separate.

The incontestable contribution that performance auditing may make to performance
improvement in public sector organisations is well recognised. Barzelay (1996), for

instance, reports that:

[Plerformance accountability and improvement are substantially valuable goals
of considerable importance, that performance auditing is an instrument to

achieve...(p.32).
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Trodden (1996) goes further to suggest that the “concept of ‘continuous improvement’
must be a critical objective of performance auditing if performance improvement is to
become a self-sustaining force” (p. 158). When this objective receives a high priority,
the role of an audit institution is generally seen as supporting managerial efforts to
achieve performance improvement (Barzelay, 1996, p. 41) and as helping management

to understand why certain programmes are more productive than others (Trodden, 1996,

p. 158).

Audit institutions, furthermore, can improve the performance of public sector
organisations by raising public expectations about their performances and then by
creating public pressure for these bodies to improve their productivity. This could be
achieved by urging public bodies to make their publications widely available, by
releasing regular performance audit reports and by pointing out dysfunctional aspects of

management systems and activities.

In addition, performance auditors, after identifying major deficiencies in the audited
programme or activity and assessing the consequences and causes of such
shortcomings, should usually provide corrective recommendations which could help to
stimulate improvements in public sector operations and obtain better value for money.

In support of this argument, Scott (1996) states that:

The Auditor-General has obligations, as does any auditor, to his, or her, auditees
and should assist Executive agencies being audited to address administrative
shortcomings or improve procedures. Public sector performance auditing should
not just be fault finding, but also solution finding (p. 216).

Another theme of performance auditing that could improve performance within the

public sector is the adoption of a prospective orientation to performance auditing
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(Barzelay, 1996; Trodden, 1996, p. 158-159). The former states that “A forward-
looking orientation is crucial if performance auditing is to contribute to the managerial
process of improving performance — and avoiding breakdowns and disasters” (p. 43). In
some countries (Denmark, Germany and the USA), audit institutions have already been

asked to consider this approach to performance auditing.

The promotion of the economy, efficiency and effectiveness aspects of government
organisations, programmes or activities as a vital objective of performance auditing has
also received great support in the literature, as indicated above. Scott (1996), for
example, considered the responsibility of the Auditor-General as being “to identify
good practices and efficiencies and recommend ways of improving the performance,
economy and efficiency of the public sector as a whole” (p. 216). This responsibility
has been clearly recognised by the Auditor-General of Australia who states that the

objective of performance audits is:

[T]o provide independent assurance and evaluation to the Parliament, the
Executive, boards, management and the community on the economy, efficiency
and effectiveness of administration of Commonwealth public sector entities by:

» Undertaking, in a cost effective manner, a programnie of audit
designed to evaluate the performance, economy and efficiency of the
activities of Commonwealth public sector entities;

® Identifying good practices and deficiencies and recommending ways
of improving the economy, efficiency and effectiveness of the
administration of Commonwealth public sector entities;

" Encouraging and assisting entities to remedy deficiencies and
practices by improving systems and controls; and

* Identifying and communicating good management principles and
practices that are applicable to the wider public sector (The Auditor-
General, 1994, p. 26; Quoted by Scott, 1996, p. 213).

Along the same lines, Longdon (1996, p. 180) also refers to the Code of Practice which

governs the work of the Audit Commission of England and Wales by which auditors are
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required to formulate an opinion on the authority’s account and to review the existence
of appropriate management arrangements within the organisation for securing economy,

efficiency and effectiveness in the use of its resources.

The auditor’s goal, accordingly, is to ensure that government matters under auditing are
carried out in an economic, efficient and effective way and to determine any lack
associated with the economy, efficiency and effectiveness aspects of these matters and

to recommend practical solutions.

Another objective of performance auditing that seems also to be conceptually associated
with the last two objectives is an improvement in the quality of services provided by
public sector organisations (Sloan, 1996, p. 147). The NAO in its 1997 annual report
(NAO, 1997b) reports that “Many of our recommendations may lead to an improved
quality of service delivered to the public or better standards of corporate governance”
(p. 30). The NAO (1998, p. 13) also states that in the past three years, the office has
produced fifteen reports which have commented on quality of service issues. In
addition, the Audit Commission (1997) indicates that “Promoting value for money —
through financial savings and improved quality of services and management — ... plays
a significant part in its activities” (p. 19). The Audit Commission’s aim has also been
emphasised by Longdon (1996, p. 182) who states that the Commission audit reviews
add value to the services delivered by auditees by:

1. Adopting a constructive focus on how to improve, rather than documenting

what has gone wrong.

2. Telling auditees what they do not know by providing them with benchmark

information and confidential comparative information.
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3. Reporting quickly, in a fair, balanced and targeted way, concentrating on the

priorities and significant issues.

By conducting comparative performance audits in which auditors build databases to
compare cost/performance between similar organisations, and identify and recommend
best practices for improving value for money, the Audit Commission, for example, has
been instrumental in improving service quality in local government and health service
activities (Bowerman, 1996, p. 195). According to Bowerman, this type of audit
“exhibits some features of ‘benchmarking’ such as ‘best in class’ authorities and

benchmark clubs in the form of data and quality exchanges” (p. 195).

Bowerman (1996, p. 204-205) concludes that the quality approach to performance
auditing can affect the quality of public services in two ways. First, auditors may
examine customer perceptions of the service they receive to evaluate successful
performance. The NAO in its 1993 annual report (1993, p. 22; quoted by Bowerman,
1996) reports that “Our studies have to develop particular methods for measuring the
quality of services achieved... Frequently we have carried out our OWN Surveys to find
out what users think of the services and how these might be improved” (p. 204). The
second potential effect would be through the involvement of auditors in the verification
of information provided on quality assurance. This effect can be explained by looking at
the Audit Commission’s discussion document (1992) on its role in quality assurance in
health care. The Commission proposed a variety of ways which could help the quality
assurance process, including the prioritising of the patient perspective and developing
tools, such as questionnaires and analysis software for use by NHS practitioners for

assessing quality (Bowerman, 1996, p. 204).
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In addition, performance auditing can contribute to the enhancement of decision-making
processes in the public sector by providing the bodies concerned with public sector
activities with independent and reliable information about revenue, expenditure and
management of resources (Zavelberg, 1990, p. 5). Performance auditing, furthermore,
might be used as a mechanism for providing decision-makers in the public sector with
valuable information concerning the productivity of public sector organisations. In this
respect, performance auditing reports are an important source of information for

decision-makers in the public sector who otherwise would not be able to obtain the

information easily.

Another objective of performance auditing systems is the emphasis given by these
systems to the need for well-established, attainable objectives for public organisations,
programmes and activities and the help provided by audit institutions to public entities
for developing the organisational objectives, performance measures and criteria needed
for measuring performance against established objectives (INTOSAI, 1992, pp. 15-16;

Price Waterhouse, 1990, p. 10, 70-71; Trodden, 1996). Trodden claims that:

The initial role of performance audits will be to help agency leadership in its
effort to develop the goals, criteria, and performance measurement systems...
Once performance measurement has taken place performance audits have to
address compliance, performance management, reliability of data, organisational
and programme design, programme results, alternatives, and overall mission
accomplishment if they are going to have an impact on improving overall
performance (p. 158).

Along the same lines, Price Waterhouse (1990) emphasises that:

(1]t is the auditor’s duty to press for the development of clear objectives, for the
adoption of suitable performance measures and for the implementation of timely
and reliable statistical and financial management information systems (p. 10).
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In practice, the US GAO and the OAG of Canada have been prominent in drawing
attention to the need for performance measurement and information systems in public

organisations (Shand and Anand, 1996, p. 66).

In addition, performance auditing may contribute to the improvement of information
reporting in the public sector, both in quantity and quality. This can be achieved by
encouraging public sector efforts to introduce reporting procedures designed to bring to
notice the economy, efficiency and effectiveness with which government departments

and agencies meet their responsibilities (Zavelberg, 1990, p. 5).

The literature, however, introduces some opposing arguments concerning the link
between performance auditing and the enhancement of accountability, efficiency,
effectiveness and performance within the public sector. It is argued that the stated
objectives of performance audits may fall in tension. For example, a conflict may arise
between the goals of performance accountability and performance improvement
(Barzelay, 1996, p. 40). While publicising audit reports which contain adverse opinions
may advance public accountability, they may also negatively affect performance
improvement by encouraging managers to adopt a risk averse approach (Shand and
Anand, 1996, p. 69-70). Along the same line of argument, Sloan (1996, p. 147) also
raises some concerns regarding the indirect effects of performance auditing
investigations. He claims that matters, such as unreasonably risk, averse culture or
simply poor quality recommendations, might be the possible unintended negative
effects of performance auditing,. In this respect, additional controls imposed because of
the problems identified by the auditors might lead to a risk averse management rather

than a performance oriented management.
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Moreover, audit procedures designed to encourage auditee commitment to improving
performance can be seen as undercutting the independence of the audit body from the
auditee, creating the perception that its capacity to advance public accountability is

impaired (Shand and Anand, 1996, p. 71).

Taking into consideration both sides of the argument, we conclude that although the
written theoretical literature tends to suggest that well-conducted performance audits
assist the promotion of good public sector administration, by enhancing accountability
relationships and improving the economy, efficiency, effectiveness and performance of
public agencies, it is worth noticing that performance auditing is not likely to be a
panacea for all public sector problems. While it is hard to imagine a well-performing
public sector without performance auditing reviews, it is also dangerous to expect too

much from the undertaking of such investigations.

Before closing this section, it is of value to consider the objectives of performance
auditing within the context of developing countries. Despite the widely supported
argument that performance auditing can serve different objectives within the public
sector, this belief seems to have less support when performance auditing in developing
countries is considered. Different reasons can be introduced to illustrate this situation.
For instance, the institutions and mechanisms which have extended government
auditing and strengthened its role in public accountability in many Western democracies
are almost non-existent in most developing countries. In many developing countries,
Parliament and its committees, if they exist, have less power compared to the
executives, and the media is more closely controlled by the government (Ghartey, 1985,

pp. 153-155). In support of this argument, Khan (1994) states that:
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Performance auditing came into being in the Western societies in response to
increased demand for accountability of the public managers. The demand came
from the legislatures. The public managers demurred to respond to this demand.
The auditors demonstrated their willingness to help the legislature in getting
more information on public funds and value-for money from them. But in a
society where democratic traditions are almost non-existent, such a concept of
auditing is surely going to take much longer to take root (p. 23).
The problems inherited in the structure of the societies of developing countries shed
some light onto the appropriateness and possible success of introducing some aspects of
Western patterns of auditing and accountability into other societies, where many of the

institutions, processes and mechanisms which support and complement these systems of

auditing and accountability are absent.

Accordingly, we could conclude that the achievement of performance auditing
objectives will depend upon the circumstances and environment within which this kind
of audit is conducted. Where, for example, there is no appropriate environment, the
expected benefits of performance auditing are likely to be greatly hindered. More

elaboration of this issue will be presented in the next chapter.

2.3.4. APPROACHES OF PERFORMANCE AUDITING

As stated previously, performance auditing and its equivalents mean different things. to
different people (Grimwood and Tomkins, 1986, p. 252). Accordingly, different
approaches to performance auditing have been suggested in the literature and/or
practised by state audit institutions. These approaches can be discussed in terms of the
following: the general approach to performance auditing (scope of performance
auditing) and approaches followed by performance auditors while they undertake audit

investigations (types of performance investigations).
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With regard to the general approach to performance auditing, the legal and institutional
framework of a given country and the official backing given to state auditors within this
country play a major role in deciding the scope and extent of performance audit
examinations. The USA GAO, for example, has the full backing of legislation to extend
its role beyond efficiency and effectiveness issues to review and question the
government’s objectives and policies. In many other countries, legislation attempts to
draw clear boundaries between effectiveness and policy e.g. the UK NAO is not
allowed to question the merits of policy objectives (NAO, 1997a, p. 7). Moreover,
while many countries give its auditors the right to assess programme effectiveness in
addition to undertaking economy and efficiency reviews (e.g. UK, New Zealand),

others preclude any direct review of effectiveness (e.g. Canada) (Shand and Anand,

1996, p. 61).

The second dimension from which performance auditing approaches can be discussed is
related to the different approaches suggested that auditors may follow while
undertaking performance audit investigations. Taking into account the large size of
p
public sector organisations and programmes and the great amount of resources that each
performance investigation usually needs, it is neither practical nor economically
feasible to undertake performance auditing investigations on every activity, operation,
system, procedure and transaction of a particular government organisation or
programme simultaneously. Such broad audits would be costly, difficult to control and
of doubtful cost-effectiveness. Consequently, if state audit institutions are to utilise their

scarce resources in carrying out effective performance auditing, they must choose their

" areas of investigation with great care. A rationalist approach by which areas which are
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both discrete and appear to offer scope for significant improvement is urgently needed

(Price Waterhouse, 1990, p. 22).

Accordingly, in order to decide the type of performance investigation, state audit
institutions have utilfsed one or more audit approaches based on the particular
circumstances of each audit operation. For instance, The UK NAO in its publication ‘A
Framework for Value for Money Audits’ referred to four broad types of its VFM

investigations:

1. Selective investigations of sign of possible serious waste, extravagance,
inefficiency, ineffectiveness or weaknesses in control.

2. Major broad-based investigations of a whole audited body or of important
activities, projects or programmes.

3. Major reviews of standard managerial operations which tend to follow
common patterns or procedures or established good practice.

4. Smaller-scale investigations (no date, p. 10).
The NAO state that its purpose “is to secure a ‘mixed diet’ of investigations and

reports”(p.10).

Furthermore, Glynn (1985, p. 24) suggests that “the approach of the VFM audit should
be essentially ‘top-down’”. The US GAO has favoured this approach (Tomkins, 1980,
p. 17). The top-down approach includes the review of both the structures and process of
an effective measurement system (Glynn, 1985, p. 136). According to Glynn, this
approach starts with a preliminary investigation of the audited department’s information
systems, which include, among other things, financial statistics and performance
measurement indicators. The auditor’s purpose is to identify the trends and weaknesses

in these systems. When gaps are found in these systems, the auditor is expected to
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undertake an in-depth investigation of the irregularities in order to identify their

sources.

However, these different approaches are not intended to be exhaustive nor do they
imp!y that the auditor must select just one approach. The auditor may select different
approaches for different projects; he may also select some aspects of several approaches
to use within an individual audit project. In his decision to select a particular approach
for a specific audit project, the auditor should consider various factors including, but not
limited to, the nature of the audited organisation or programme (e.g. size, activities,
complexity), the number of auditors allocated and their competence and the auditors’

available resources (e.g. time available to do audit work).

2.3.5. THE PROCEDURES OF PERFORMANCE AUDITING

In performance auditing examinations, there are no specific audit procedures to be
followed in all cases. Standardised audit programmes for this type of auditing are
neither appropriate nor feasible (Morse, 1981, p. 200). Instead, the specific audit
procedures to be followed should be tailored to meet the needs of each situation
examined (Pollitt et al., 1999, p. 16). The auditor, however, is expected to follow the
general approach suggested for all auditing processes. For example, in each audit, the

following steps should be undertaken (Mautz and Sharaf, 1961):

1. Recognition (acceptance) of the composite problem (the audit
assignment).

Observation of facts relevant to the problem.
Subdivision of the composite problem into individual problems.

Determination of available evidence pertinent to each individual problem.

e

Selection of applicable audit techniques and development of appropriate
procedures.

6. Performance of procedures to obtain evidence.

GO
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7. Evaluation of evidence.
a. With respect to pertinence and validity.
b. For indications of any additional problems.
c. With respect to adequacy for judgement formation.

8. Formation of judgement.
a. On individual propositions.
b. On the composite problem (p. 32).

These can be reclassified into five main steps: identifying the problem; observation of
facts related to the problem; selecting appropriate audit techniques; gathering and

evaluating evidence; and formulating audit judgement.

Glynn (1985, pp. 93-104) has suggested an audit approach which is similar, to a large

extent, to that of Mautz and Sharaf. He states that any audit engagement should include

the following stages:

Agreement between an auditor and client on the terms of the engagement.
A brief audit survey in order to plan the audit work.

A field study.

Analysis of the data collected.

A e

Preparation of the final report.

7

At an early stage of the audit project, the auditor is expected to have an initial meeting
with the auditee to reach an agreement concerning the nature and scope of the work and
to obtain the executives’ support. More specifically, subjects that might be discussed in

the meeting should include, among others, the following (Price Waterhouse, 1990):

The scope of the work.
The senior executive’s overall views on his department and its objectives.

The senior executive’s ideas which he may have for improvement.

e =

Arranging for background material to be obtained, where appropriate,
such as costing reports, organisational charts and job specifications.

5. Developing an outline idea of how the department measures its
effectiveness in meeting objectives (p. 50-51).
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The auditor should then identify any problem areas which must be investigated. A
recognition of the problem areas comes from the auditor’s preliminary survey and
review of the organisation or activity being audited. This initial survey is intended to
provide the auditor with sufficient background information regarding legislation and
regulations restricting the organisation being audited, its organisational charts, policy
statements, performance standards and past performance data. Other techniques which
the auditor can use to identify problem areas may include reviewing management
reports, internal audit reports and inspection or consultant reports; conducting physical
inspections and test examinations of operating actions; holding discussions with
officials and employees; interviewing users and customers; and reviewing budget and
other planning documents. Throughout an examination, the auditor must consider any
sign which indicates that there is something wrong, whether it is an obvious error or
merely a suggestion of the unusual (Mautz and Sharaf, 1961, p. 32). For performance
auditing, auditors must take into consideration any potential areas of uneconomic,
inefficient or ineffective operation, where costs can be reduced or programme results

can be improved.

At the end of the initial survey, a detailed audit plan should be prepared. The audit plan
should decide “what is to be audited and how the audit will be conducted” (Leclerc, et.
al., 1996, p. 229). A number of issues should be considered at this stage, including the
audit approach, objective, scope and significance, as well as the type of evidence
needed. The plan should also specify the criteria which will help the auditor to
determine whether a program meets or exceeds expectations (Leclerc, et. al., 1996, p.
229-230). In selecting audit criteria, auditors should use those that are reasonable,

attainable, and relevant to the matters being audited.
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e ——

However, unlike that of financial audit, the performance audit plan must not be too rigid
and should be reasonably designed in general terms. Price Waterhouse (1990) states that
performance audit work “is very much a question of keeping an open mind and being
able to change direction if a more promising area presents itself” (p. 52-53).
Accordingly, as work progresses, performance audit plans are expected to change. Such

changes, with their appropriate reasons, should be added, in writing, to the audit plan.

Identifying the area which needs to be examined and planning the audit work are crucial

steps for effective use of audit resources. Price Waterhouse (1990) states that:

The careful selection and planning of a value for money project is particularly
important in view of the complexity of public sector organisations and the
relatively small budget for carrying out the work. Unless a worthwhile project is
selected, based upon proper reconnaissance and the reading of background
information, time spent in reviewing particular services or departments will be
wasted with little being achieved (p. 37).

Having identified the issue to be examined and having planned his work, it will now be
possible for the auditor to undertake a detailed field study. First, observations should be
made of any pertinent facts relating to the problem. In this respect, the auditor should
review the internal management control system by studying the policies and regulations
established to govern the activities being examined; by testing the effectiveness of
specific operating and administrative procedures and practices followed; and by
identifying all important weaknesses found. This will help the auditor to evaluate the

problem more carefully and to decide the expected level of evidence needed to carry out

the investigation.

- Second, when the above has been accomplished, the auditor should select the

appropriate tools to be used to gather and analyse audit evidence. In selecting audit
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techniques and procedures, the auditor should take into account the applicability,
relevance and cost of these techniques, as well as their suitability for the objectives of
the audit. For performance auditing, auditors have developed additional techniques to be
used in their operations, such as citizen surveys, regression analysis (Glynn, 1985, p.
72-75) and internal and external comparisons. Such techniques are more appropriate for
dealing with more sophisticated issues, such as the evaluation of the efficiency of an

organisation and the effectiveness of its output.

The auditor’s next step is to gather the required evidence. While the auditor collects the
necessary evidence, he should continually be concerned with evaluating its validity and
remain aware of the possibility of additional problems requiring additional evidence
(Mautz and Sharaf, 1961, p. 34). Evidence collected should be sufficient to clarify, for
the auditor, the objectives of the organisation or activity being audited, the extent to
which these objectives are measurable and the achieved outputs in order to decide

whether an organisation or programme is operating efficiently and effectively.

r

Once the auditor believes that he has gathered sufficient evidence, he will be able to
formulate an opinion on the matter under investigation. The auditor should discuss his
findings with the audited management as they may provide constructive views which
could be incorporated into the final report. For instance, they may ask the auditor to add

their views regarding the causes of certain criticisms.

The auditor, finally, is required to exercise his independent judgement to formulate the
.final results of his audit, supported by relevant information, and report them to those

who are responsible for receiving and acting on the auditor’s findings and
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recommendations. Efficiency and effectiveness audit reports are expected to be much

longer than those of financial audits.

2.4. PERFORMANCE AUDITING IN THE DEVELOPING COUNTRIES

2.4.1. INTRODUCTION

This section aims to review performance auditing practices within the context of some
developing countries. This review seems necessary for two reasons. First, such a review
is essential for the systematic development of this thesis since most of the discussion of
the subject has mainly been concerned with performance auditing within the context of
Western developed countries, with little reference to the experiences of developing
countries. A review of the experiences of developing countries would hopefully provide
a more balanced account of how different countries from the other side of the world
(i.e. developing countries) have presented their arguments concerning the need for
performance auditing, the appropriate approach to carry it out and the possible ways to
overcome or reduce the impact of the problems and situations they face. Secondly,
since Saudi Arabia, the main concern of this thesis, is generally considered as a
developing country, the awareness and understanding of the cur’rent state of
performance auditing in other developing countries is particularly important for the
discussion and an analysis of performance auditing practices in this country. In this
respect, it is assumed that some, if not many, of the problems which other developing
countries are facing in the area of performance auditing resemble those confronting

Saudi Arabia; hence, research studies carried out in relation to developing countries and

their conclusions are therefore worthy of consideration.
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The rest of this section is divided into four sub-sections. As a starting point for this
section, the intention in the next sub-section is to discuss what is generally meant by
“Developing Countries”. The third sub-section presents a short review of public
resources management in developing countries. This review is intended to show the
weakness of the management of public resources, in general, in these countries. Sub-
section Four reviews and analyses performance auditing in the context of developing

countries. The efforts made by these countries and the difficulties facing these efforts

are discussed.

2.4.2. CHARACTERISTICS OF DEVELOPING COUNTRIES

As a starting point for this sub-section, it is worth mentioning that there is neither a
precise definition nor definite standards in the literature that can be used to classify a
country as a “developing” nation. In addition to this term, other phrases such as “Less
Developed Countries” and “Third World Nations” are used loosely in connection with
these countries which are “different in terms of GNP, population, cultures, degree of

literacy, economic and political systems” (Wallace, 1990, p. 4).

Despite the fact that developing countries do not form a homogeneous group and differ
in several aspects, such as their political and economic systems, population, culture and
GNP (e.g. Wallace, 1990, p. 3-4), there are some general features which can be used in
an attempt to define these countries. For the purpose of this study, a developing country
might have some, or all, of the following features, at different levels of concentration

(e.g. Al-Rumaihi, 1997, pp. 73-74; Chandler and Holzer, 1984, p. 454; Lawrence, 1996,

p. 196, Scott, 1970, p. 2):

G
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1. These countries have potential for rapid economic growth, and many have

had development programmes for a number of years.

2. The economies of these countries do not have comprehensive or efficient
industrial production sectors, but are thought to be in the process of

transformation.

3. The political system in most of these countries is dominated by a single
party.

4. There is heavy government involvement in the economy.

5. In most of these countries, the level of illiteracy is high.

In the light of the above characteristics, it could be inferred that the feasibility of
adopting particular aspects of Western patterns of accountability and control in
circumstances where many of the institutions, processes and mechanisms which support

and complement these systems of accountability are absent is questionable.

2.4.3. PUBLIC RESOURCES MANAGEMENT IN DEVELOPING

COUNTRIES
The roles and activities of governments in developing countries have grown

considerably during the last three or four decades. For instance, the 1983 Report on
World Development, published by the World Bank, states that the number of public
sector employees in developing countries has increased during the past few years four
or five times faster than that of industrial countries, at a rate two or three times greater

than the population growth rate (International Bank for Reconstruction and

Development, 1983, p. 122).

Despite this fact, developing countries, for various reasons, have not developed
adequate systems to help them manage and monitor their functions and responsibilities

efficiently and effectively. Developing countries, in general, have been described as
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having ineffective government financial and management systems. Sharkas (1985), with
reference to the U.S. General Accounting Office report on training and related efforts

needed to improve financial management in the third world, issued in 1979, states that:

Government accounting in developing countries lacks the integrated financial
information produced in a timely manner. Internal control procedures and post-
transaction auditing practices are minimal or non-existent, and productivity
appraisals are often ineffective. Budget systems are not integrated with
accounting systems, which results in insufficient financial information to
compare with budget items, and comparisons of planned and actual financial
performance cannot be made. Auditing staff and financial managers lack the
specialised technical training essential to manage properly the development

process (p. 127-128).

Kinder (1988) also investigates the issue of resource management in the third world and

states that the basic economics of running developing countries are disturbing. He
concludes that:

Much of the work on institution development in the third world has
concentrated on improving organisational efficiency to the exclusion of issues
relating to institutional effectiveness. Questions about the organisation’s aims
and objectives, its output, its customers and their needs, the quality of the
product/service and the organisation’s responsiveness to changes in its
environment have rarely been posed let alone answered. Even when dealing
with efficiency the emphasis has often been restricted to narrow issues of
labour productivity rather than dealing with how to improve total productivity,
that is the combined effect of improving the performance of people, capital and

material (p. 40).
Kinder (1988, p. 30), moreover, refers to some problems facing the administrative
environment in many developing countries, such as low labour productivity, inadequate
management control systems, inadequate levels of capital productivity, conflicting

objectives and inadequate measures for judging performance. Such obstacles will result

in limited achievements in the area of efficiency in these countries.
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To sum up, public resources management and control systems in developing countries
have received little attention within these countries. As performance auditing represents
an advanced stage of the government process of public resource management, this

review might provide some explanation for the existence of such a small interest in the

area of performance auditing in developing countries.

2.4.4. PERFORMANCE AUDITING IN DEVELOPING COUNTRIES

Government auditing in the public sectors of developing countries is concerned mainly
with the legality of transactions, to determine whether transactions are conducted in
accordance with'applicable laws and regula;tions. The audit scope, in most of these
countries, does not include measurements of efficiency, effectiveness and economy of

governmental operations. Enthoven (1991) states that in developing countries:

Productivity appraisals may not be made at all. Auditing in the government
sector tends to be a highly neglected and outdated procedure (p. 268).

Writers who are concerned with government auditing aqd administration in developing
countries have agreed on the fact that state audit institutions (SAIs) in developing
countries should carry out full and comprehensive auditing in the put:1ic sector of these
countries (e.g. Dahmash, 1982; Hassny, 1990, Kinder, 1988; Njoroge, 1990, Sharkas,
1985). For instance, Dahmash (1982) in an article entitled “Public Auditing
Development in the Arab States: A Comparative Study” discusses the development and
effectiveness of Government Audit Institutions in Sixteen Arab States, including Saudi
Arabia. He points out that the Arab States’ emphasis on implementing comprehensive
national plans to achieve economic development has challenged the national SAIs to

play a more effective role in conducting their audits to ensure the achievement of the

objectives of the national plans and to maximise the quality of government services (p.
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109). This challenge necessitates the need of Arab SAls to modernise the nature and

approach of their audits.

Dahmash (1982, p. 93) states that even though some modifications have been made,
audit institutions and prevailing audit systems, procedures and standards in these
countries are insufficient to meet the required objectives of the audit process. In
addition, most of current audits are still mainly concerned with the financial and

compliance aspects of government transactions and activities, with less attention being

paid to operational or performance auditing (p. 109).

Dahmash concludes his study by giving some suggestions for improving the
effectiveness of the present national audit institutions in the Arab States to enable them
to play a more effective role in the process of auditing and evaluating government units
and development programmes (p. 109-112). One of his recommendations is the
adoption of a comprehensive auditing approach which would cover not only financial
and compliance audits but also economy, efficiency and programme result
(effectiveness) audits. He suggests an approach which is mainly base:i on the generally

accepted auditing standards adopted by the U.S. Government Accounting Office

(GAO).

Sharkas (1985) examines and evaluates the effectiveness of the Supreme Audit
Institution in Kuwait. A similar conclusion to that of Dahmash (1982) is reached. The
Kuwaiti Supreme Audit Institution is basically concerned with legal and financial

compliance audits. Measurements of the economy, efficiency and effectiveness of public

expenditures are not included in the audit scope (p. 141).
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Sharkas (1985, p. 142) finally suggests the following recommendations, among others,
to improve the quality and effectiveness of government auditing in Kuwait. First, the
scope of audit should be expanded to entail the comprehensive audit concept. Second,
the Audit Bureau should use the generally accepted auditing standards of the GAO as a

frame of reference to enhance the audit quality in all government bodies.

As far as government auditing in Pakistan is concerned, the constitutional mandate for
the scope of audit is conceptually unrestrictive (Ilyas, 1986, p. CMI/2). The history of
performance auditing in Pakistan may go back to the 1980 when the Pakistani Audit
Department (PAD) made a start with the performance auditing of projects undertaken by
government departments. Soon after introducing this kind of audit to the public sector,
PAD felt that there was a need to develop a suitable methodology that could serve the
institution in its mission to audit projects with the varied nature found in the various
departments. To accomplish this, technical assistance was obtained from the government
of the Netherlands who financed the appointment of consultants for methodology
development and training in performance auditing. The results of this programme were
very promising and pioneering in the context of developing cour:tries. A series of
guidelines in performance auditing were developed in two areas, general and sectoral
(Bokhari, 1986, p. 15). The general guidelines provide broad instructions concerning the
planning, executing and reporting stages of performance audits. The sectoral guidelines
are concerned with specific areas of interest to auditors, such as construction, education,
water, irrigation, health, road transport, agriculture, power, water and sanitation,

railways and telecommunication. A total of 12 comprehensive volumes on performance

audit methodology.
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The Pakistani efforts to develop a performance auditing methodology and to improve the
efficiency and effectiveness of public sector activities provide an indication of the fact
that some developing countries are quite alive in this area. However, like many other
developing countries, Pakistan lacks the necessary skilled manpower to undertake

performance auditing. Due to the shortage of competent staff, only 1% of the projects of

the public sector has been covered (Bokhari, 1986, p. 16).

In China, the Audit Administration was officially established in 1983. Since that time,
increasing importance has been given to the performance audit in addition to the
financial audit. Among the main tasks which the Audit Administration and Local Audit
Bureaus at various levels undertake, according to the Audit Regulations, are the

following (China Audit Society, 1991):

1. To conduct supervision through audit of revenue, expenditures and relevant
effectiveness, economy and efficiency of enterprises, undertakings and
capital construction units under the ownership of the whole people, and of
the other units receiving state financial appropriations or subsidies, Chinese-
foreign equity joint ventures, Chinese-foreign co-operative ventures,
domestic jointly-run enterprises and any other enterprises with state assets.

2. To conduct supervision through audit of revenue, expenditures and relevant
effectiveness, economy and efficiency of projects involviag borrowed
foreign funds and international aid for the people’s governments under the
ownership of the whole people and other units with state assets (p. 255-256).

Performance audit in China, according to Lio (1993), is similar to management
consultation, operational diagnoses, cost-benefit analysis and internal auditing

functions. He states that, efficiency audits (including economy and effectiveness audits)

aim:

To help enterprises find weaknesses and problems in production, operation and
management and thereby improve efficiency. In other words, efficiency audit
aims to find the causes and factors which lead to falls (or increases) in business
efficiency. Some state audit bureaux’s published reports mention many activities,
including appraising and correcting business decisions, internal control and
managerial systems, cost control, product quality etc and the whole range of
business activities (p. 126).
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Lio (1993, p. 256-258) criticises efficiency audits in China for several reasons. First, the
financial and efficiency audits are always carried out by the same audit department. As
efficiency auditors are engaged in the provision of non-audit services, efficiency audits
may impair the independence of state auditors when they do financial audits. Secondly,
efficiency audits are confused with the function of management. State auditors seem to
take on parts of the function of management, such as finding the causes of increased
production costs and of increased/decreased profitability, cost-benefit analyses, and

even how to make the most routine business decisions (e.g. materials purchasing and

stock control).

In Egypt,? the Central Auditing Organisation (CAO) has claimed to have undertaken
efficiency and effectiveness audits as early as 1981. However, it was the introduction of
the 1988 law of CAO which enhanced the powers and responsibilities of the
organisation. To ensure public accountability, three types of audits are carried out:
financial, performance and legal audits. Performance auditing includes following up on
the implementation of national plans as well as an evaluation of the economy, efficiency

7
and effectiveness of audited entities. It also includes examining resources, information

systems, performance measures and monitoring systems.

As of 1995, the CAO has a staff of approximately 10,000 employees made up of 8,000

auditors and 2,000 support staff’> With the introduction of performance auditing,

professionals from other disciplines have been appointed including engineers, medical

2 All information concerning government auditing in Egypt is extracted from the international Journal of
Government Auditing, “Audit Profile: The Central Audit Organization of Egypt’, July 1995, pp. 16-17,
and “Audit Profile: Central Auditing Organization of Egypt”, Jan 1981, pp. 17,21,
3 These huge numbers were reported by the CAO in the international Journal of Government Auditing,
“Audit Profile: The Central Audit Organization of Egypt”, July 1995, p. 17.
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doctors, economists, statisticians, mathematicians, actuaries, computer specialists and

others.

The CAO consists of twenty-four central departments, eighteen of which are line
departments and six are service departments. Line departments are classified as follows:
thirteen are for financial audits, three are for performance audits and two are for legal
audits. Even though only three departments out of eighteen are concerned with
performance auditing, we could not conclude that this kind of audit has not been taken
seriously. For an objective assessment, more information is needed e.g. the number of

staff in performance auditing departments and their qualifications, the available

resources for these departments, etc.

Kitindi (1992) conducted a survey to test the application of performance auditing in
Tanzanian parastatals.* Despite the fact that performance audits in Tanzanian parastatals
are carried out by the organisations themselves and not by the country’s national audit
institution, the results reveal evidence concerning an increasing awareness of the
importance of undertaking performance auditing in the public sect’ors of developing
countries. Among the 43 organisations which responded to the questionnaire, 29
organisations had conducted performance audits. All of the 29 organisations had done
efficiency audits, 79% had done effectiveness audits and only 34% had done economy

audits. These findings, as stated by Kitindi, indicate that Tanzanian parastatals, on the

average, are interested in the efficient use of their resources and in improving the quality

of their output.

“ Corporations established by specific acts and owned wholly or in part by the government.
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Njoroge (1990), the Controller and Auditor General of Kenya, in a short article
discussing the role, duties, scope and other issues related to the work of his organisation
states that the legislation under which the Kenya Audit Office operates charged the

Controller and Auditor General with the following duties:

¢ Reviewing proposed withdrawals from the Consolidated Fund, and if satisfied
that they are authorised by law, approving the withdrawals.

e Examining disbursements of monies appropriated by Parliament to ensure that
they have been applied to the purposes to which they were appropriated and that
expenditures conform to the authorities that govern them.

e Auditing and reporting on the public accounts of the Government of Kenya, the
accounts of all government officers and authorities, the accounts of all courts
and commissions, the accounts of the Clerk of the National Assembly and the

accounts of the local authorities (p.13).
Although performance auditing was not specifically mentioned as part of the Kenyan
Controller and Auditor General’s duties, the legislation does not limit the scope of
audits that may be carried out by the Audit Office except in the area of policy.
Accordingly, the Office has undertaken value for money related audits in addition to
carrying out compliance and financial audits. However, due to lack of a sufficient, well
trained staff, the ability of the Audit Office to exercise value for money audits is still

limited (Njoroge, 1990, p. 14).

To sum up, the issue of performance auditing in developing countries is still in its
infancy. Although tremendous efforts have been made by many SAIs in these countries
to expand their role to areas of efficiency and effectiveness in the public sector, diverse
limitations and problems® have confronted these institutions and prevented them from

achieving the desired results. Despite these problems, an increasing number of SAIs are

5 For more elaboration on these limitations, see the next chapter.

G




Chapter Two Performance Auditing: Nature and Aspects

including performance auditing in their work. In some countries, constitutional and legal

changes are taking place to expand the traditional scope of audits in the public sector.

2.5. CONCLUSIONS

The intention of this chapter was to provide a general review of the written literature
regarding the different aspects and themes of the subject of performance auditing. Based
on what has been discussed in this chapter, the following conclusions have emerged.
The first is that the second half of the twentieth century has witnessed an accelerating
increase in the role of governments in the management of scarce public resources. This
situation has brought with it an increased demand for full accountability of the efficient
and effective use of available resources by those entrusted with the responsibility for
administering public programmes. The appeal for full accountability of public sector
activities and programmes has, in turn, caused the scope of government auditing to
expand beyond its traditional concern with regularity and compliance aspects to include
the investigation of whether government organisations and programmes are achieving
their objectives and are doing so economically and efficiently. The expanded role of
government auditing towards covering the more sophisticated aspects of economy,
efficiency and effectiveness of public organisations, programmes and services represents

what has been generally referred to as “performance auditing”.

The second conclusion is concerned with the objectives of performance auditing. It is
claimed that the introduction of performance auditing into the public sector may serve a
group of interrelated objectives. The literature reviewed in this chapter suggests that
performance auditing is an essential component for strengthening accountability

relationships in the public sector. Furthermore, performance auditing is seen to have an
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incontestable contribution to performance improvement in public sector organisations.
In addition, performance auditing can be directed towards promoting the economy,
efficiency and effectiveness of government organisations, programmes or activities.
Other objectives of performance auditing include: providing help to public entities to
develop organisational objectives, performance measures and criteria needed for
measuring performance against established objectives; the enhancement of decision-
making processes in the public sector by providing the bodies concerned with public
sector activities with independent and reliable information concerning the productivity
of public sector organisations; the improvement of information systems in the public
sector; and the improvement in the quality of the public sector’s services. These

objectives seem acceptable for both academics and state audit bodies and will be

accepted for the purpose of this study.

The third conclusion deals with the approaches of performance auditing. The country’s
legal and institutional framework and the backing given to state auditors within the
country determine the general approach to performance auditing. In many countries, the
scope and extent of performance audits may involve examining the economy, efficiency
and effectiveness aspects, while in other countries performance auditing is .even
allowed to review and question the government’s objectives and policies. In addition,
the literature suggests the different approaches to be followed by auditors while
undertaking performance audit investigations. These approaches range from major
broad-based investigations of a whole audited body or of important activities, projects
or programmes to smaller-scale investigations. However, these different approaches are
not intended to be exhaustive nor do they imply that the auditor must select just one

approach. Generally, state audit institutions have utilised one or more audit approaches
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based on the particular circumstances of each audit operation. Various factors including
the nature of the audited organisation, the number of auditors allocated and their
competence and the auditors’ available resources should be considered when selecting a

particular approach for a specific audit project.

The fourth conclusion deals with the procedures of performance auditing. In this
respect, it is argued that there are no specific audit procedures to be followed in all
performance audit examinations. It is generally assumed that specific audit procedures
should be tailored to meet the needs of each situation examined. Unlike financial
auditors, performance auditors are granted more freedom to decide on the technical

aspects needed to undertake performance audit examinations.

The last conclusion is concerned with the status of performance auditing practices
within the context of developing countries. The literature reviewed revealed that most of
what has been written concerning performance auditing investigations in developing
countries is limited to descriptive studies regarding general issues such as the
’
importance of this subject to the efficiency and effectiveness of government practices
and the obstacles which limit the ability of audit institutions to carry out performance
audits. More specifically, the review showed that examination of the economy,
efficiency and effectiveness aspects in the public sectors of developing countries is still
in its infancy. In addition, various limitations and problems have confronted state audit
institutions (SAIs) in these countries during their attempts to expand their role.

However, despite these problems, an increasing number of SAIs are adopting

performance auditing in their work.
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Chapter Three Factors Influencing the Effectiveness of Performance Auditing

3.1. INTRODUCTION
It was reported in the introductory chapter that this study aims, as one of its two main

objectives, to assess the effectiveness of performance auditing system in the Saudi
public sector. While Chapter Two presented a general review of the nature of
performance auditing as practised in the public sector and the main aspects underlying
this concept, this chapter is intended to study some of the main factors that have been
debated in the literature to be influential in the effective operationalisation of
performance auditing systems in the public sector. The aim of identifying these factors
is to provide a foundation for constructing an evaluative framework of the effectiveness
of performance auditing (Chapter Four) which, in turn, is used as a guide in assessing

how well performance auditing, as applied by the Saudi GAB, is functioning in the

Saudi public sector (Chapter Nine).

This chapter is organised as follows. The next section attempts to provide a synthesis of
the main factors which could influence the effectiveness of a performance auditing
system in the public sector. The third section discusses briefly the relevance of the

r
reviewed literature of performance auditing to the concern of the study. Finally, the last

section presents the chapter summary.

3.2. FACTORS INFLUENCING PERFORMANCE AUDITING EFFECTIVENESS

3.2.1. INTRODUCTION

There are different factors that may support or restrict the work of State Audit
Institutions (SAIs), in general, and their performance examinations, in particular. If

performance auditing is to achieve its potential benefits, these factors must be eminently
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understood and effort and attention, on the part of both managers and auditors, must be

paid to overcoming any adverse effects caused by these factors.

The debate surrounding these factors is discussed under the following headings: (2.4.2)
the goals and objectives in the public sector; (2.4.3) the accounting systems in the
public sector; (2.4.4) the internal control systems in the public sector, (2.4.5)
performance measurement in the public sector; (2.4.6) support from higher authorities;
(2.4.7) the independence of state audit institutions; (2.4.8) auditors competence and
skills; (2.4.9) the management and executipn of audits; (2.4.10) the auditors’ and
auditees’ relatior.lship and co-operation; and (2.4.11) the implementation of audit

recommendations.

3.2.2. THE GOALS AND OBJECTIVES IN THE PUBLIC SECTOR

As stated in Chapter Two, performance auditing includes the examination of the 3Es:
economy, efficiency and effectiveness. The first two components of performance
auditing, economy and efficiency, are closely linked and fairly unproblematic. It is,
however, the third component, effectiveness audit, that is both ha’rd to define and
difficult to measure (Glynn, 1993, p. 48). In order to undertake effectiveness
examinations, auditors should have pre-determined objectives of an audited
organisation or programme. The identification of organisational objectives would help
performance auditors to clarify the organisation’s or programme’s mission. Glynn
(1993), for example, states that:

The most critical requirement of an effectiveness audit is a clear statement of
the programme objectives for which the level of achievement is to be measured

(p. 118).
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Price Waterhouse (1990, p. 76) in a publication titled “Value for Money Auditing” also
emphasises the importance of having clear objectives for the audited organisation or
activity by identifying three basic questions that can be used as a guide in the evaluation

of effectiveness:

1. Is there a clear identification and ranking of goals?
2. Can progress towards goals be objectively assessed?

3. Is the ‘target’ service level (i.e. how activities contribute to goals) clearly
known?
If all these questions are positively answered, it is assumed that effectiveness
examinations can be carried out in a scientific way. By contrast, if the answers to these
questions, particularly those related to goal identification, were negative, the auditors
would find it extremely difficult to carry out effectiveness auditing at all (Price

Waterhouse, 1990, p. 76).

Organisational goals and objectives in many areas of the public sector, however, have
never been properly defined. According to Smith (1995), this might be attributed to the
fact that “Different stakeholders often hold different expectations with fegard to a public
sector organisation” (p. 170). In other areas, organisational objectives cannot be
quantified. This situation makes it difficult to measure and assess effectiveness directly.
Accordingly, it is unsurprising to find that most performance audits in practice
concentrate upon the economy and efficiency aspects of programmes or activities being
audited, as these two types of performance auditing are easier to measure than

effectiveness.
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3.2.3. THE ACCOUNTING SYSTEM IN THE PUBLIC SECTOR

It is assumed that every organisation, public or private, should have an efficient
accounting system. This system aims to provide necessary, useful and reliable
information for different purposes, such as planning, budgeting, programme analysis,
management efficiency evaluation and internal control. The accounting information is
also necessary for the preparation of financial statements and reports which act as main

indicators of the economic and financial condition of entities.

Traditionally, government accounting is designed to meet the requirements of financial
accountability in government organisations by reporting information about inputs of
operations, data about items of budget and documentation, classification and
interpretation of financial transactions. However, the expanded scope of government
auditing and the introduction of performance auditing has necessitated the need to
develop an adequate accounting system to measure the effectiveness, efficiency and

economy of the management activities (Hosseini and Rezaee, 1990, p. 44).

E4

The report of the American Committee of Concepts of Accounting Applicable to the
Public Sector (1970-1971, p. 80) identified two primary objectives of accounting in
public sector organisations, relating mainly to assessing management control and

enhancing public accountability respectively (Glynn, 1993). These are:

1. To provide the information necessary for faithful, efficient and economical
management of an operation and of the resources entrusted to it.

2. To provide information to enable managers to report on the discharge of
their responsibilities to administer faithfully and effectively the
programmes and use of the resources under their direction; and to permit all
public officials to report to the public on the results of government
operations and the use of public funds (p. 8).
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In addition, the 1979 report of the National Council on Government Accounting
(NCGA), as cited by Glynn (1993, p. 8-9), stated the primary objective of accounting
and financial reporting in government units as providing information useful for making
economic, political and social decisions and demonstrating accountability and
stewardship on the one hand, and evaluating managerial and organisational performance
on the other. More specifically, in assessing managerial and organisational performance,
government accounting and financial reporting is intended to provide information for

(Glynn, 1993):

1. Determining the costs of programmes, functions and activities in a manner
which facilitates analysis and valid comparisons, based on established
criteria, across time periods and with other government units.

2. Evaluating the efficiency and economy of operations of organisational
units, programmes, activities and functions.

3. Evaluating the results of programmes, activities and functions and their
effectiveness in achieving their goals and objectives.

4. Evaluating the equity with which the burden of providing resources for
government operations is imposed (p. 9).

The existence of a sound accounting system is a useful tool for both public auditors and
managers. On the one hand, these systems could help the organisation’s managers and
’
staff to clarify their aims, objectives and targets, enable them to set budgets and then
measure achievement against both the objectives and budgets, with the aim of managing
their resources as effectively as possible. On the other hand, as auditing, either financial
or performance, is heavily dependent on the audited organisation for the data necessary
for the audit investigation, the accounting systems could help the auditor to perform his

duties, to meet the demands made on him by the audit recipients and to render his

services in the most effective manner.
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Despite the apparent importance of establishing adequate accounting systems in the
public sector, government accounting in the public sector of many developing countries
still suffer different shortcomings. With reference to Nigeria, Wallace (1989), for

example, states that:

Government financial reporting is either non-existent or totally inadequate. ...
published financial statements do not present to their readers a comprehensive
picture of government operations expressed in financial terms. Often,
government financial reporting is limited to statements or listings of actual
revenues and expenditures compared to appropriations (p. 19).

Enthoven (1991) also refers to the deficiency of government accounting systems in
developing countries by stating that “accounting procedures [in the government sector]
often reflect such a complicated system of checks and balances that efficacy and
timeliness are hampered” (p. 268). Furthermore, government accounting systems in
many developing countries are mainly concerned with producing information about

what has been consumed or about the amount of money collected or distributed.

The lack of documentation and the reliance on informal procedures and mechanisms in
the practice of the public sector of some developing countries represent another problem
inherited in the government accounting system of these countries. Such practices will
not only undermine accountability but also make conducting an effective audit
problematic (Johnson, 1992, p. 51-52). Government auditors in many developing
countries spend the majority of their time locating and tracing different transactions

while looking for evidence. Chandler and Holzer (1981) stated that:

An organisation with a poor information system requires that auditors spend
most of their time tracing or locating transactions in their quest for evidence.
Thus, instead of performing the functions normally associated with effective
auditing, the auditor in the developing country may be retracing or actually
performing basic system functions in order to produce a financial statement (p.
12).
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In addition, efficiency, effectiveness, and economy aspects of government operations in
developing countries have received no attention (Enthoven, 1977, p. 50). As
performance audits require information about results achieved or output attained in
comparison to planned, predetermined targets and standards, the information produced

by government accounting in most developing countries seems to be of little relevance.

Accordingly, it could be concluded that the absence of adequate and effective
accounting systems in many developing countries represents one of the main problems
faced by many state audit institutions (Abdulgader, 1991; Dahmash, 1982; Hassny,
1990; Tantuico, 1980). The implication of such a situation might be that government
auditors would spend much of their [imited time trying to accumulate and combine the
necessary information in order to conduct their work which, in turn, will leave the audit

institution and its auditors with little or no time to evaluate the performance aspects of

the management’s activities.

3.2.4. THE INTERNAL CONTROL SYSTEM IN THE PUBLIC SECTOR

The role of an effective internal control system in a public sector organisation is very
important for public executives and auditors alike. As most public sector organisations
are large and complex, public managers are heavily dependent on the information
system which provides them with internal reports of the operational and financial
activities of their organisations. Accurate and reliable information gives managers a
clear picture of how different operations and activities carried out at various levels and
at diverse locations in their organisation are implemented. Ensuring the accuracy and

reliability of such information, however, is one of the main objectives of an internal

control system.
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The presence of adequate and effective internal control systems is also of special
importance to government auditors of public sector organisations. Such systems will
make the task and responsibilities of state auditors easier (Geist and Mizrahi, 1991,
p. 41). As Dowsett and Morris (1981, p. 26) stated, the detailed plans and procedures of
verification and tests set by the government auditor depend on the extent and
effectiveness of the internal control system. Sound internal control in public sector
organisations is expected to enable the state audit institution to devote the limited

resources at its disposal to the periodic review of such systems and to the audit of

specific programmes.

With regard to developing countries, weak internal control in government has been
considered a major obstacle facing state audit institutions (Abdulgader, 1991; Dahmash,
1982; Hassny, 1990; Tantuico, 1980). This lack of effective internal control might have
different implications for performance auditing effectiveness. First, as is the case when
public organisations lack sound accounting systems, the lack of an effective internal
control system in the audited organisation will require that aluditors spend a
considerable proportion of their limited time making extensive tests of individual
transactions in their quest for evidence (Chandler and Holzer, 1981, p. 11-12). Again,
the extensive testing of transactions, as a result of the weakness of the internal control
systems, will be at the expense of auditing the performance aspects of the audited
organisations. In support of this argument, Tantuico (1980) reports that:

A poor internal control system necessitates a more detailed examination of

transactions and accounts, thereby leaving the auditors with little or no time to

evaluate the other aspects of management (p. 12).
In addition, deficient internal controls could lead to unreliable documents and to

inaccurate and incomplete records being produced (Chandler and Holzer, 1981, p. 11-
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12). The possible effects of these problems are immense. In the words of Chandler and
Holzer, “the auditor’s tests of transactions may, at best, be extremely difficult and, at

worst, may be impossible for lack of adequate evidence. Thus, the entire audit may be

put in jeopardy” (p. 12).

3.2.5. PERFORMANCE MEASUREMENT IN THE PUBLIC SECTOR

An important factor in performance auditing processes is the use of performance
measurement and/or indicators'. Anand, in his study of ‘Value for money in the UK’
(1988), emphasises the importance of performance measures in the evaluation process

by stating that:

In public sector organisations where benefits are not naturally quantified in
measures of profit or turnover, measures of performance serve a crucial role
both for decision-making and evaluation (p. 263).

Different benefits have been claimed for performance indicators (Smith, 1995)
including:

Clarifying the objectives of the organisation.

Developing agreed measures of activity.

Gaining a greater understanding of the production process.

Facilitating the setting of targets for organisations and managers.

Promoting the accountability of the organisation to its stakeholders (p. 169).

A o

Performance measurement, furthermore, allows auditors and managers alike to compare
the department’s performance with that of similar ones elsewhere in the public sector,
and also to judge the extent to which performance has improved or worsened over time

(Price Waterhouse, 1990, p. 113; Smith, 1995). In this regard, Smith states that:

! The distinction between performance measures and performance indicators is often and usefully made.
In cases where economy, efficiency and effectiveness aspects can be measured precisely and
unambiguously it is usual to talk about performance measures. However, when as is most usually the case
it is not possible to obtain a precise measure it is usual to refer to performance indicators (Price

Waterhouse, 1990, p. 114).
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Only by identifying unambiguous and consistent measures it is possible to
compare the activities and achievements of the organisation, either with its own
performance in previous periods or with that of other organisations in the same
period. These two types of comparison ... are the only realistic methods of
gaining some idea of the production possibilities of the organisation, as there
rarely exist ideal, engineering benchmarks of performance (p. 170).

The possibility of establishing performance measures is largely linked with the clarity of
organisational objectives. More specifically, having clear objectives for the activity,

programme or services to be reviewed represents the first step in deciding what is to be

measured (Price Waterhouse, 1990, p. 115).

However, it is well acknowledged that measuring performance and achievement in the
practices of public sector organisations is usually difficult. Smith (1995), for example,

concludes that:

In practice, many aspects of public sector performance are very difficult to
measure, and the measurement process is often dependent on data provided
directly by ‘front line” workers, the very people whose performance is to be

assessed (p. 170).

Although some advance has been made in defining the desirable properties of

performance indicators, the attempt has faced a number of complications including
(Diamond, 1990):
1. The problem of the time span of the ultimate impact of programmes or
policies as the outcome of many social programmes can only be expected

after a long time lag.
2. The problem of unintended outcomes.

3. The problem of distinguishing the programme’s impact from those of other
forces working in a situation (p. 147).

Other factors such as the absence of profitability, the existence of general objectives and
the use of social acceptability criteria rather than quantified measures of output for

testing organisational success in most government organisations have contributed to this

difficulty (Wilson, 1987, p. 6-7).
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As far as most developing countries are concerned, performance measurement in the
public sector has received little attention. Some writers (e.g. Abdulgader, 1991; Hassny,
1990) have acknowledged the difficulty faced by auditors in identifying performance
measures and indicators of government activities, especially in the social service sectors
where activities cannot be measured quantitatively. The lack of clear objectives and
effective accounting and internal control systems in the public sector of many
developing countries, as discussed above, has contributed directly to the difficulties

facing auditors when measuring the performance of public sector agencies or

programmes.

The absence of clear performance measures and/or indicators in the public sector has
several implications for the effective functioning of a performance auditing system.
First, it is expected that performance auditors will face much difficulty in establishing
agreed targets or criteria with which actual achievements of the audited organisation or
programme can be compared and judged. Secondly, performance auditors, as a result,
will turn to their own subjective judgement to evaluate the performapce of the audited
organisation or activity. The use of the auditor’s subjective judgement in measuring
programme effectiveness may lead to irreconcilable differences between the audit staff
and programme management over the appropriateness of the system used to measure
effectiveness (GAO, 1978, p. 21). Thirdly, the involvement of state audit institutions,
particularly in developing countries, during the process of establishing performance

measurement is essential due to the expected long time needed if this task is left to

public sector organisations.
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3.2.6. SUPPORT FROM HIGHER AUTHORITIES
The potential benefits of performance auditing will not be realised unless competent
auditors have the confidence and support they deserve from higher authorities. In

reference to Kuwait, Nemah (1986) states that:

In order to have an effective OA [Operational Auditing] system capable of

bringing about the intended changes, the KAB [Kuwait Audit Bureau] should

have either the support of government officials in both the executive and

legislative branches, or the backing of a powerful audit act which puts the KAB

and its auditors in an extremely strong position (p. 589).
Performance auditing requires continuous support from higher authorities including,
among others, the establishment of an appropriate organisational status and a practical
independence for the state audit institutions, as well as, the provision of adequate
resources. In addition, performance auditing requires that its reports and corrective
recommendations are recognised and accepted by both legislative and executive
authorities. The support of top government officials plays a key role in the
implementation of performance audit reports (Nemah, 1986, p. 441). In contrast, the
failure of top officials and politicians to appropriately consider performance auditing
reports rendered to them will turn auditors’ and managers’ attitudes into indifference.

Such a situation, when it occurs, makes the conduct of performance auditing

examinations an inevitable waste of time and resources.

As the main concern of state auditors is accountability to the legislatures by providing
them with independent information and advice about how economically, efficiently and
effectively the public organisations examined have used their resources (NAO, 1997a,
p. 17), the legislatures’ support for performance reviews is expected to be commonly
accepted and established. However, asking executives to support performance auditing

can prompt a number of personal concerns. Executives may fear the exposure of
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incompetence, or failure to deliver efficient and effective performance, with
consequential personal risk. As a result, the introduction of performance auditing into
the public sector implies that state audit institutions must take these personal concerns
into account. There are different ways of dealing with these concerns. The first is to
ensure management involvement in the audit process from the early stages of an audit,
by communicating the audit objectives and the method by which it will be carried out.
Secondly, by adopting a view of learning by which performance auditing is
communicated to public managers as a positive learning experience. Any tendency for
state audit institutions to show performance auditing as a punishmeht device for failure
will increase resistance from public executives before it gets off the ground and
undermine its effectiveness. Thirdly, by creating a value for performance reviews. This
can be done by providing useful recommendations that could help drive fundamental

improvements for any problems discovered.

3.2.7. THE INDEPENDENCE OF STATE AUDIT INSTITUTIONS

Independence is the key concept of a successful state audit. For audit findings and
recommendations to be accepted and acted upon, the policy makers, the managers of
audited organisations and the public at large must be convinced that the audit
recommendations are formulated by an independent, objective source. In this respect,
the International Organisation of Supreme Audit Institutions (INTOSALI) in its auditing
standards emphasises that:

Whatever the form of government, the need for independence and objectivity is
vital. An adequate degree of independence from both the legislature and the
executive branch of government is essential to the conduct of audit and to the
credibility of its results (INTOSAI, 1995, p. 24).
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Theoretically, this view was widely accepted from the beginning of the modern state
audit. Despite this fact, there are very few countries in the world where the

independence of the state audit has been totally achieved.

The independence of state audit institutions can be discussed from different aspects
(Geist and Mizrahi, 1991, p. 17-18). First, factors pertaining to the status of the head of
the state audit institution such as the state auditor’s security of tenure, special judicial
status, etc. must be assured in the audit constitution or by specific law. Secondly, the
state audit institutions must be financially independent of the executives. In this regard,
sufficient funds should be guaranteed to enable state audit institutions to carry out their
work effectively. Thirdly, the state audit institution should be given the authority to hire
and fire its personnel, set their conditions of work, etc... In addition, the head of the
state audit institution must have the ability to make his own choices over what to audit
and when, and what not to audit. Finally, the head of the state audit institution must
have the right to publish all audit findings “within acceptable safeguards concerning

national security, foreign policy and privacy of individuals” (Geist and Mizrahi, 1991,

’

p. 18).

Some of these elements, in addition to others, have also been emphasised in the

following statements from Barrett (1996) that:

...one cannot effectively deal with the issue of independence unless one
considers the framework which creates the Auditor-General’s role as a whole.
For example, the appointment and dismissal processes, term and conditions of
appointment, the nature of the audit office and its relationship to the Auditor-
General and the audit mandate, incorporating power to access information
including cabinet documents all impact on the extent of independence which
exists in practice... It is vital that the Auditor-General not only be independent
but is also seen to be independent (p. 7; emphasis originally added).
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There is no real independence where there is denial or restriction of function,
relevance, access, information or resources... [QJualified independence means
limited effectiveness and is likely to result in qualified accountability. Most
would agree this is not a desirable outcome (p. 4).

The auditors’ independence, moreover, can be enhanced by establishing protections

against undue influence and for maintaining professional standards. Barzelay (1996)

argues that:

[T]he credibility of performance audits would be enhanced by audit bodies’
independence from auditees and the political executive. Such independence
from executive government is said to derive from specific institutional
protections against undue influence (such as the power to report and high
barriers for removing top audit officials) and the standards of the auditing

profession (p. 32).

The personal integrity and objectivity of auditors are also essential elements for audit
independence. Auditors should demonstrate high level of confidence rather than
subordinating their audit objectives and professional judgement to the undue influence

of others and they must be unbiased in their evaluation of relevant evidence.

To sum up, there is a common agreement that government auditors should be in a
sufficiently independent position to be able to perform their duties in & manner which
will allow them to exercise professional judgement, express opinions and present
recommendations with impartiality. It is expected that the potential benefits of
performance auditing will not be realised unless competent auditors are allowed to

exercise an independent, professional judgement in all auditing matters.

3.2.8. AUDITORS’ COMPETENCE AND SKILLS
The effectiveness of an auditing system depends substantially on the competence and
skills of its members. However, the expansion of the auditors’ role to include examining

the economy, efficiency and effectiveness of the public sector’s organisations and
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activities has led some writers to question the auditor’s competence to conduct
performance audit reviews (e.g. Boisclair, 1984, p. 29; Pendlebury and Shreim, 1991,
p. 59). In this section, issues related to the quality, training and experience of audit staff

are discussed.

It has been argued that the involvement of people from other disciplines in the conduct
of performance audit investigations is a crucial element for their effectiveness. Since the
expanded scope of auditing is not restricted to financial or fiscal accountability but
covers also managerial and programme accountabilities, auditors must possess a high

level of professional qualifications. Lovell (1996) states that:

[TThere is the likelihood that the future profile of staff within SAIs will begin to
reflect a more eclectic range of disciplinary backgrounds as performance audit
becomes more firmly established as the dominant form of audit within SAIs
and the need for more multidisciplinary audit teams becomes the norm (p. 89).

The composition of audit teams will depend on the scope of audit assignments and may

include specialised expertise from different disciplines including, among others,

accountants, managers, engineers, economists, statisticians, lawyers, computer
7

specialists and actuaries.

However, the shortage of multi-disciplinary personnel to carry out performance audit
investigations is a deficiency facing most countries, both developed and developing
(e.g. Bokhari, 1986; Tantuico, 1980). The lack of such individuals has serious impacts
on the effectiveness of performance auditing for several reasons. Firstly, the conduct of
such audits, particularly in sophisticated areas, cannot be achieved efficiently and
effectively as possible. Secondly, the auditees’ positive attitudes concerning

performance audit investigations might be diminished. Employing specialists within the
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audit team would be seen as a means for building a communications bridge between
auditors and their auditees, furthering the auditors understanding of the technical aspects

of the area under investigation.

The lack of expertise from different disciplines has implications for the recruitment
strategies of state audit institutions. In order to carry out performance audit
examinations as effective as possible, clear employment standards are needed to provide
guidance in the hiring of auditors who have the competence, experience, and personal
traits needed for conducting performance audit examinations. Further, state audit
institutions should make real attempts to diversify their technical staff by recruiting a

wide range of specialists and consultants.

Another aspect that is related to the audit staff’s competence and skills is the role of
training and development programmes. Auditors should be encouraged and enabled to
develop and obtain new skills in all matters pertaining to their work by launching
effective and stimulating continuing education and training programmes. The need for
these programmes cannot be overestimated taking into consideratior: the shortage of
specialised expertise, as stated above, and the continuing changes occurring within the

public sector as well as the auditing environments. These conditions would put more

burdens on performance auditors to acquire new skills.

In addition, other career development policies such as evaluating individual
performance and monitoring career progression of each staff member should be
considered in order to improve the quality of the audit staff. Clear criteria for
advancement within the audit departments should be established and consistently

followed.
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3.2.9. THE MANAGEMENT AND EXECUTION OF AUDITS

The manner by which the performance audit assignment is managed and executed is
very important for ensuring its effectiveness. Since many state audit institutions lack
sufficient power to implement their own suggestions or to impose sanctions in cases of
non-compliance with their recommendations, these institutions rely on the quality of
their audit work to establish their credibility and to assure their usefulness to governing
bodies and public sector managers. Zavelberg (1996) supported this argument in his

discussion of the German experience of performance auditing by stating that:

The FCA [Federal Court of Audit; Germany’s supreme audit institution] has a
far reaching audit mandate but not the power to implement its own suggestions
or to impose sanctions in cases of non-compliance with its reccommendations.
To ensure audit effectiveness it needs to rely on the validity of its findings and
the credibility of its arguments (p. 204).

To this end, state audit institutions must give attention to the following two issues: the
establishment of professional standards and the development of particular techniques to
assure the quality of audit work. The expansion of government auditing scope beyond
the traditional financial aspects to include examining the efficiency and economy of
operations and the effectiveness of government programmes has raised the question of
the need for developing a new set of auditing standards for government and public
sector audits to satisfy the new objectives. Thus, many supreme audit institutions in
many countries have made attempts to develop a new set of government auditing
standards to meet the requirements of the new purposes and objectives of audit. In the
US, for instance, while the generally accepted auditing standards for governmental
auditing (GAASGA) closely follow those issued by the accounting institutes, they
provide separate standards for financial and compliance audits from those for economy

and efficiency audits and program results audits (GAO, 1994).




Chapter Three Factors Influencing the Effectiveness of Performance Auditing

In the UK, on the other hand, the National Audit Office (NAO) issued its own set of
standards called the “Reporting and Operational Standards” to be a guide for all NAO
auditors by providing an outline of essential principles necessary to provide a sound
basis for the audit. The reporting and operational standards are intended to serve all the
parties concerned in the audit. The Comptroller and Auditor General, as quoted by

Goodson (1987), states that:

[TThey [the reporting and operational standards] encapsulate for Parliament,
audited bodies and our own staff the key facts which underpin the quality of
our work. These standards cover all our work including that in the field of
value for money audit and have been endorsed by the Public Accounts

Committee (p. 13).

The establishment of “Generally Accepted Auditing Standards” for performance
auditing offers the most appropriate quality guidelines for the technical conduct of
performance auditing. Such standards are hoped to provide a concrete basis for
supervising and evaluating auditors on the one hand, and reassuring auditees, on the
other, that the audit work is governed by professional rules. Such a situation will have a
direct implication for the auditor-auditee relationship. Auditees’ reactions to
performance auditing are based upon their perceptions of the auditors’ relevance,
responsibility and performance. If auditors are viewed as qualified practitioners
performing a valuable service with integrity and objectivity, auditees will co-operate by
readily providing needed information, by relying on the auditors’ work and by
implementing audit recommendations. If auditors, however, are perceived as
unqualified or as lacking integrity or objectivity, co-operation will decrease or there

may even be a refusal to co-operate.

The mere existence of professional standards, however, does not alone guarantee that

auditors will in fact comply with them (Leclerc, et al, 1996, p. 340). It is the
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compliance with these standards, however, which will help to assure that the potential
benefits of performance auditing are realised. Consequently, to achieve that overall
compliance, audit agencies need an effective, comprehensive quality control to secure
the maintenance of these standards in their audits. Such quality control comprises
several important elements including the preparation and use of audit manuals and the

establishment of genuine review processes (Leclerc, et al., 1996, p. 340).

Good designed audit manuals are necessary both to provide auditors with guidelines to
perform their duties and to obtain managerg’ confidence and trust in auditors’ work.
Audit manuals ugually cover, amongst other things, the steps to be taken, the techniques
to be used in various audit circumstances and advice on issues commonly faced by
auditors (Leclerc, et al., 1996, p. 340). More specifically, audit manuals should provide
auditors with careful thoughts and guidance on how to take a good account of the issue

under investigation in their audit work.

Audit manuals should also consider the manner in which auditors should conduct their
assignments. This issue has a direct effect on the auditees’ co-opera’tion with auditors
which, in turn, influences the effectiveness of performance auditing. A co-operative,
constructive approach by auditors is expected to encourage mutual co-operation, while a
critical, fault-finding attitude, on the other hand, will produce a conflicting relationship
and an inefficient auditing. In this regard, auditors’ reactions to unsatisfactory
conditions encountered during the audit should be carefully controlled in order to avoid

complications resulting from their premature comments on incomplete or perhaps

misleading preliminary findings.
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The second element of the quality control system is the establishment of genuine review
processes (Leclerc, et al, 1996, p. 340-341). One aspect is the requirement of
supervision. Audit supervision may start with the task of assigning auditors to
individual audit assignments to assure that appropriate skills and experience are
matched to the requirements of each audit. This issue is especially important for
performance auditing because the skills required often differ from those required for
financial and compliance auditing. Furthermore, continuing supervision of all decisions
and judgements proposed by audit team members should be established to assure that
the work performed meets established quality standards. Another aspect of the review

processes is the periodic reviews of the audit work by auditors from the same office or

from other offices.

Finally, it is worth noting that the adequate execution and conduct of the audit

assignment can be cultivated through the audit report. The content and language of audit

reports reflect the auditors’ attitudes and can generate positive or negative reactions

from intended readers. Accordingly, audit reports must be clear, objective, reasonable
s

and persuasive (Leclerc, et al., 1996, p. 269). As far as possible, auditors should try to

prepare fair reports, acknowledging good performance beside any deficiencies

uncovered.

3.2.10. THE RELATIONSHIP AND CO-OPERATION BETWEEN AUDITORS
AND AUDITEES

The relationship and co-operation between auditors and their auditees occupies a central

position in performance auditing literature (e.g. Barzelay, 1996; Danon, 1996; Leclerc,

et al., 1996, p. 249; Scott, 1996). Barzelay (1996), for example, emphasises that:
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To pursue the goal of performance improvement — whether through searching
for root causes of performance problems, spotting vulnerabilities that imperil
programme effectiveness, or establishing performance management regimes —
requires a more intimate relation between auditors and managers (p. 45).

Such a co-operative approach is a vital element for ensuring the managers’ acceptance
of an audit’s conclusions which, in turn, leads to a successful audit. Danon (1996) states
that in order to have an audit that is successful in improving the performance of public
services, an explicit willingness on the part of public service managers to take an audit’s
conclusions into account is an essential element. In this regard, Danon suggests that:

An audit is a factor for improving performance only to the extent that it is either
desired or accepted by the people running the department being audited.
Otherwise, an audit’s conclusions will merely gather dust (p. 173).

Scott (1996) outlines the appearance that such a co-operative relationship may take. He

concludes that:

Public sector performance auditing should not just be fault finding, but also
solution finding ... Such a co-operative approach is necessary to ensure the
maximum benefit from performance audits (p. 216).

Accordingly, in order that performance auditing is able to advance all its goals,
performance auditors should seek to build close relationships and mutual understanding
not only with the organisation’s managers, but also with other staff related to the
activities being audited. For instance, performance auditors should try to develop
relationships with internal auditors. Competent work performed by internal auditors will
often result in a reduction of the workload for government auditors. When mutual
reliance between internal and external auditors exists, some audit work may be co-
ordinated among the auditors and result in a co-operative audit effort that is more
efficient and beneficial for both parties. Actions such as the exchange of information

and ideas and the prevention of unnecessary duplication of work are feasible products of

such a relationship.
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Although collaboration between auditors and managers may be the key factor in gaining
management’s acceptance of performance auditing (Trodden, 1996, p. 159), we should
be aware of the fact that some resistance will remain. Performance auditing, by its very
nature as a social activity that involves enormous amount of interaction between those
who perform it (the auditors) and those who are subject to it (the auditees), can lead to

tensions between auditors and their auditees. Trodden (1996) recognises that:

[I]n reality, collaboration to the point where there is complete open and honest
communication may be an unrealistic aspiration. No matter how much we
communicate our common goals there will always be agency managers
conscious of past perceptions that audit can be critical of management and that
these reports are released outside of the organisation (p. 159-160).

In the case when there are fundamental differences between auditors and audited
agencies, performance auditing is less likely to accomplish its objectives. Minimising
the effect of these differences and, consequently, increasing the effectiveness of
performance auditing is dependent, to a large extent, on the willingness of the two
parties to positively and constructively co-operate with each other. Trodden (1996, p.
159) suggests two possible ways that might be used to achieve a more collaborative
relationship between auditors and their auditees and increase managerhent’s acceptance
of performance auditing. First, performance auditors should be concerned with pursuing
a more evaluative role by refocusing the methodology and the purpose of performance
auditing onto producing audit reports concerned with proposing alternatives for
improvement rather than assigning blame for poor management. An audit which focuses
mainly on detailing negative findings may face a broad rejection, while audits which are
more responsive to the needs of management and which bring out the strengths and
areas of potential progress may result in gaining broader support for the concept of
performance auditing. However, as auditors at some point in time may need to refer to

poor management practices as causes of poor performance, the real challenge for

-0




Chapter Three Factors Influencing the Effectiveness of Performance Auditing

performance auditors is to maintain a fair balance between highlighting the ‘poor’
practices within the departments being audited and suggesting ways for improvements.
Such balanced reports have been recognised by the Audit Commission of England and

Wales in its approach to value for money auditing (Longdon, 1996, p. 180).

The second way for improving the relationship between auditors and auditees, as
suggested by Trodden, is the need for auditors to concentrate on the specific
information needs and concerns of agency decision-makers. To accomplish this,
auditors need to conduct an in-depth and honest dialogue with agency decision-makers

to identify the fundamental issues of concern to them.

Another aspect that may affect the relationship between auditors and their auditees is
the level and timing of feedback given to auditees concerning the audit project and its
findings. In this regard, ample opportunity should be given to an auditee to express
his/her opinion on the audit findings at the beginning, during the phase of investigation
and during the final summing-up stage (Geist & Mizrahi, 1991, p. 40). The auditors’
feedback should provide an open channel of communication w’ith the audited
organisations, enabling the management of these organisations to be informed of their

auditors’ progress and findings. Such practice is expected to escalate co-operation and

strengthen the working relationship between the auditors and their auditees.

As far as developing countries are concerned, the formation of a good relationship
between auditors and their auditees within the context of the public sector is certainly an
important issue for three reasons. First, the absence of sound documentation and

reporting systems in the public sector, as stated before, will limit the auditor’s ability to
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obtain the data needed for his mission. Secondly, any lack of support from top officials
will impede the auditor’s success in bringing about desired changes. Under these
circumstances, the auditor’s ability to get the needed information and achieve the
desired changes will be dependent on his capability to establish a good relationship with
audited bodies. Finally, as state audit organisations in many developing countries lack
an explicit mandate for performance audits (ASOSAI, 1997, Comparative Review
Paper, p. 13) and an enforcement power to assure the implementation of their
recommendations, the auditors-auditees relationship seems to be an essential factor for
earning the confidence of management and increasing the possibility that the audit

recommendations will be taken into consideration.

Finally, it is worth mentioning that a close relationship between auditors and auditees

may affect the independent status of auditors. Barzelay (1996), for instance, states that:

The problem for audit body management appears to be two-fold in the event
their institutions becoming committed to performance improvement. The first
challenge is how to eamn the confidence of management so that auditors become
welcome participants in managerial processes intended to improve
performance. The second is how to balance the need to establish and operate a
co-operative relationship with management, on the one hand, against the need
to maintain the reality and perception of audit independence, on the other (p.
46).

Barzelay (1996, p. 46), however, concludes that though such problems do not have neat

solutions, neither do they make for impossible jobs.

3.2.11. THE IMPLEMENTATION OF AUDIT RECOMMENDATIONS
The implementation of performance audit recommendations and corrective actions
has a direct influence on the effectiveness of a performance auditing system. This

influence can be illustrated by taking into consideration the fact that developing
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appropriate audit recommendations is an effort that requires intensive human and
financial resources and such an effort is wasted if these recommendations are not

implemented. The US GAO (1991) states that:

Getting action on audit recommendations has been a persistent problem -one
that, over the years, has limited the effectiveness of audit organizations (p. 8).

The implementation of performance audit reports might be affected by several factors.

Brown, et al. (1991), for example, argue that:

The initial choice of the program or organization to be audited, the interest and
attitudes of legislative and executive officials, and the nature of the audit
findings and recommendations are the key factors influencing implementation
[of audit recommendations] (p. 194).

The same authors, however, argue that though performance auditors do not have the
power to control such factors, they can influence them. Auditors, for instance, may
choose audit topics based on their sensitivity to the needs of the current policymaker.
Furthermore, auditors can work with legislative and executive officials in a
constructive, positive manner, without affecting their objectivity, to enhance the

acceptance and use of the audit report.

Another factor that may affect the implementation of audit reports is the manner by
which auditors conduct their work and communicate its findings to the auditees. To
convince the management and to ensure the proper implementation of the audit
recommendations, the report should be based on sufficient, relevant, reliable evidence,
facts and information which are documented in working papers; and also, it should
clearly set-out the objectives and purpose of the audit. Performance auditors should also
ensure that findings, conclusions and recommendations arising from each performance

audit are communicated promptly to the management.
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3.3. AN EVALUATION OF THE LITERATURE REVIEWED

The writings on performance auditing which were discussed in Chapters Two and Three
can be characterised by the following. First, the realisation that performance auditing is
capable of rendering substantial benefits to countries employing such a system. In this
regard, the written theoretical literature tends to suggest that well conducted
performance audits assist the promotion of good public sector administration by
enhancing accountability relationships and improving the economy, efficiency,
effectiveness and performance of public agencies. Yet, there is little empirical evidence
concerning the real impact of this subject in the public sector. McSweeney and Sherer

(1990, p. 294), for instance, state that there is a virtual absence of studies of VFM

auditing in action.

Secondly, there is a misplaced emphasis in the study of performance auditing. Most of
the written literature on performance auditing tends to display a heavy emphasis upon
the much clearer aspects of performance auditing, such as its components, processes and
procedures. It often contains highly competent but lengthy discussions of how audit
’
investigations should be conducted and reported. The issue that is very important to
performance auditing but which is usually given little attention is the effectiveness of
individual state audit institutions in undertaking performance auditing activities. In

particular, there is no framework that can be used for assessing the effectiveness of a

performance auditing system in the public sector.

The empirical gap and heavy emphasis on the clearer aspects of performance auditing,
accordingly, indicate that much work needs to be done in this area. Writers concerned

with public sector auditing and accountability must conceptually and empirically
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explore the real relationship between performance audit reviews and accountability,
efficiency, effectiveness and other aspects of the public sector to establish a
comprehensive, clear view of the real benefits of performance audits. In other words,
the above two characteristics imply that there is a need to move beyond the technical
description of the performance auditing practices in different nations towards the
examination of the rational underlying the introduction of these practices in specific

countries and the degree to which these countries have effectively operationalised them.

The third characteristic of the writing on performance auditing is the finding that the
subject of performance auditing, as with many complex, advanced systems, is
considerably more advocated and applied in developed countries than in developing
ones. The limited application of performance auditing by developing countries is mainly
due to the practical difficulties facing its application as a result of the shortcomings of
the political and administrative systems of these countries. The Western literature
revealed that initiatives for adopting performance auditing in the public sector were
highly supported by political authorities. This is, however, by no means the case in
’
developing countries where performance auditing systems have been introduced to the
public sector by audit institutions’ own initiatives. In other words, in develioping
countries there has generally been no political pressure for the adoption of performance
auditing systems in their public sector. This, in itself, sheds light on the questionable
feasibility of adopting particular aspects of Western patterns of accountability and
control in circumstances where many of the institutions, processes and mechanisms

which support and complement these systems of accountability are absent.
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The above discussion by no means suggests that performance auditing practices are
completely ignored in developing countries. However, although an increasing number
of state audit institutions in developing countries are adopting performance auditing into
their work and have made great attempts in this area during the last few years,
performance auditing in these countries has received little attention in the literature.
Accordingly, this thesis, by addressing the current state of performance auditing and its
effectiveness in the Saudi public sector, hopes to fill some of the existing gap identified

in the previous literature.

3.4. CONCLUSIONS

Chapters Two and Three of this study provide a detailed study of the nature of
performance auditing and the main factors affecting the effective operationalisation of
this subject within the public sector. The main purpose of the two chapters is to provide
a background against which to explore the nature and practice of performance auditing

in the Saudi public sector and assess its effectiveness.

This chapter examined the main factors which influence the effective bperationalisation
of performance auditing within the public sector. The literature reveals that there are
different factors that might support or impede the work of State Audit Institutions (SAIs)
in the area of performance auditing. These factors include the identification of goals and
objectives in the public sector; the existence of accounting and internal control systems
in the public sector; the existence of performance measurement in the public sector; the
existence of sufficient support from higher authorities; the independence of state audit
institutions; the auditors’ competence and skills; the adequate management and
execution of performance audits; the co-operation of audited bodies; the relationship

between the auditors and auditees; and the implementation of audit recommendations.
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Although most of these problems are common for both developed and developing

countries, their effects in the context of developing countries are more serious.

The chapter, furthermore, highlighted some of the main characteristics of the literature
reviewed. This literature is generally characterised by the existence of an empirical gap
and a heavy emphasis on the application and utilisation of this subject within the
context of developed countries. In addition, the literature reviewed is characterised by
its concentration on a discussion of the clearer aspects of performance auditing, such as
its components, objectives and procedures. The literature, in particular, lacks any
framework that can be used for assessing the effectiveness of performance auditing in
the public sector (the second main objective of the study). Consequently, in the
following chapter, a suitable model for assessing the effectiveness of performance
auditing in the public sector is constructed. In addition, by addressing the current state
of performance auditing and its effectiveness in the Saudi public sector (Chapters Eight
& Nine), the thesis hopes to fill some of the existing empirical gap identified in the

previous literature.
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4.1. INTRODUCTION

It was stated in Chapter Three (Section 3.3) that while most of the written literature on
performance auditing tends to display a heavy emphasis on the much clearer aspects of
performance auditing, such as its components, processes and procedures, only little
consideration has been given to its effectiveness. Such literature would help us shed
light on one of the two main objectives of the thesis which is concerned with exploring
the nature of performance auditing as practised by the Saudi GAB. However, it will
provide us with little guidance in assessing the effectiveness of the Saudi GAB in
undertaking performance auditing activities (the second main objective of the study).
Since the literature reviewed lacks any particular framework that can be utilised for
assessing the effective operationalisation of performance auditing systems in the public
sector, the details provided in Chapter Three will be used, in the present chapter, as a
basis for constructing an evaluative framework for that purpose. Such an evaluative
framework will help us to understand how well performance auditing, as applied by the

Saudi GAB, is functioning in the Saudi public sector (Chapter Nine).

This chapter is organised as follows. Before going into the detail of describing the
structure of the evaluative framework and its components, a brief description of how the
evaluative framework has been derived is provided in Section Two in order to help the
reader understand the process of its structure. The third section presents and illustrates
the main components of the framework. Finally, the last section presents the summary

of the chapter.

TEMP FALAN
L
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4.2. A FRAMEWORK OF PERFORMANCE AUDITING EFFECTIVENESS

4.2.1. INTRODUCTION

As stated above, the literature reviewed lacks any particular framework that can be used
for evaluating the effective operationalisation of performance auditing systems in the
public sector. This situation might be attributed to the fact that evaluating the
effectiveness of state audit encounters several problems which make this task very

difficult to accomplish. Friedberg (1991), in reference to this, states that:

Researchers and experts usually refrain from relating in a clear and
comprehensive manner to the question of the effectiveness of state audit and the
ways in which to evaluate it. The differences in context and frameworks in
which audit institutions operate and the small amount of research in this area,
make the attempt to reach such an evaluation difficult. The scanty consideration
of this issue points to an ambivalent approach to the subject and to doubts and
pessimism on the part of the experts and researchers (p. 267).

Other problems have also contributed to the difficulty of assessing the effectiveness of a
performance auditing system. One of the complications is that it is difficult to define
what is meant by effectiveness itself. In the literature there is no adequate definition of
effectiveness (e.g. Cameron & Whetten, 1983a, p. 7-11; Leclerc, et. al., 1996, p. 124).

7

Leclerc, et. al. (1996), for instance, state that:

...the literature of public administration had not found a concise definition for -
the word effectiveness that was evocative of the entire range of meanings
attributed to it, even though the notion of goal attainment was generally
accepted as central to the notion (p. 124; emphasis originally added).
Another problem is the difficulty in isolating the effects of a performance auditing
system on the functioning of the public sector from other contributions. This might be
true in the evaluation of any system or programme operating in the public sector where

a multi-faceted combination of different decisions, recommendations, legislations, etc.

are interrelated. On these grounds, it will be very difficult to attribute observed changes
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in the efficiency and effectiveness of public sector administration to performance

auditing recommendations in a precise way.

Another factor that has contributed to the difficulty of assessing the effectiveness of a
performance auditing system is the fact that the criteria used in evaluating effectiveness
are not precisely specified (e.g. Cameron & Whetten, 1983a, p. 11-19). Cameron and

Whetten state that:

One reason that the best criteria for assessing effectiveness are unknown is that
organisational effectiveness is inherently subjective, and it is based on the
personal values and preferences of individuals (p.11).

Some writers have referred to the organisational goals and objectives as being the best
criteria for measuring organisational effectiveness. Thus, the success or failure of an
organisation should be assessed by taking into consideration the extent to which an
organisation has achieved its specified goals and objectives. This view is criticised for

ignoring the context in which an organisation or a system is operating.

Taking into account the “wider managerial, organisational and environmental context”
' 4
(Otley, 1980) of the system under investigation is essential in assessing the
effectiveness of that system. In our case, for example, obstacles and limitations within
the public sector may exist rendering the attainment of performance auditing objectives
impossible. If such circumstances exist, it would be fairly pointless to state that the
performance auditing system is ineffective due to the non-achievement of its objectives.
Instead, the question of the system’s effectiveness should be turned into a question of

the capability of the state audit institution to adapt itself to these inadequate

circumstances.
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The above brief discussion illustrates the researcher’s feeling that a definition of
effectiveness based on the final results of the performance auditing system is
inadequate. A researcher should consider a wide set of necessary criteria which s/he
hopes will become a sufficient, though not an ideal, set to characterise this concept.
Such an attitude is supported in the literature of management, particularly that which is
related to organisational effectiveness. Cameron and Whetten (1983b), for example,
advocated the idea of expanding the relevant indicators of organisational effectiveness
to include more than the relatively narrow, but widely used, goal-oriented indicators.
They concluded that:

Because of the complexity of effectiveness, it is inappropriate to rely on
univariate measures and singular rating. Following the axiom that a measuring
device must be as complex as the phenomenon it is measuring, multiple
indicators of effectiveness are essential (p. 268).
The management’s literature has suggested several lists of attributes which could be
used as indicators of an organisation’s effectiveness (e.g. Campbell, 1977; Peters &

Austin, 1985; Peters & Waterman, 1982; Quinn & Rohrbaugh, 1983; for a brief

discussion of these lists, please refers to Leclerc, et. al. 1996, p. 126-128).

[ 4

The selected multivariate criteria must be justified, however. The evaluation purpose
will not be served by selecting multiple indicators of effectiveness randomly just to
make the assessment broader or to increase complexity (Cameron & Whetten, 1983b,
p. 268). The selected criteria should be those that are central to the proper functioning of

the subject under investigation.

Accordingly, for the purpose of this study, an evaluative framework which adapts a
broader view of effectiveness is constructed. The framework is concerned with the

impact of the system as well as the environment in which the system operates. The rest
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of this section is divided into two sub-sections describing the procedures followed in
constructing the effectiveness framework. More specifically, the first sub-section
describes the initial procedures followed to identify and categorise the main factors to
be included in the evaluative framework, while the second illustrates the main

components of the framework.

4.2.2. IDENTIFYING AND CATEGORISING THE MAIN FACTORS

After realising the need to develop an evaluative framework which encompasses a
broader view of effectiveness, the following two initial steps have been undertaken:
identifying the main factors which might influence the effectiveness of performance

auditing; and categorising these factors into groups (see Figure 4.1 for illustration).

The first stage consisted of the identification of the main factors which might influence
the effective operationalisation of performance auditing in the public sector. The
literature reviewed reveals that there are different factors that might support the work of
State Audit Institutions (SAIs) in the area of performance auditing (see Section 3.2).
These factors include the identification and clarity of goals and objectives in the public
sector; the existence of sound accounting and internal control systems in the public
sector; the existence of performance measurement in the public sector; the existence of
sufficient support from higher authorities; the independence of state audit institutions;
the auditors competence and skills; the adequate management and execution of
performance audits; the co-operation of audited bodies; the relationship between the
auditors and auditees; and the implementation of audit recommendations. The absence
of such factors, on the other hand, is expected to impede the functioning of state audit

institutions.
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Hence, if performance auditing is to achieve its potential benefits, these factors must be
eminently understood; and the effort of the managers and auditors should be directed at
overcoming any adverse effects caused by the absence or inadequacy of one or more of

these factors.

The second stage in the process of developing an evaluative framework of performance
auditing effectiveness includes the categorisation of the main factors which have been
identified in the first stage (see Figure 4.1). Some writers have classified the
environmental factors into two main categories: internal (within the state audit’s
influence) and external (outside the state audit’s influence) factors (Friedberg, 1991,
p. 271, Tantuico, 1980). While external factors involve factors related to the
organisational structures and systems of audited agencies as well as the economic and
political environment of the nation as a whole, internal factors “consist primarily of
those involving organisation structure, and are brought about by legal and budgetary
constraints as well as behavioural and technical capabilities” (Tantuico, 1980, p. 10-11),
For the purpose of this study, two further categories are included reflecting the
relationship between auditors and auditees and the degree to ‘which the audit

recommendations have been implemented.

4.2.3. DEVELOPING A GENERAL FRAMEWORK OF EFFECTIVENESS

The discussion of the various factors which influence the effective operationalisation of
this subject within the public sector, as reported in Section 3.2, suggests that the success
of a performance auditing system in achieving its objectives requires a number of
things. These include, among others, setting and maintaining organisational objectives
in the public sector, the capability of the public sector environment to accept the new,

more complex system of auditing, the existence of an adequate organisational and
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operational environment in the audit institution and the commitment of the parties
affected by the new system, mainly the auditees. This conclusion led us to adapt a
broader view of effectiveness which takes into account the impact of the system as well

as the environment in which the system operates.

Based on this background, a general framework, consisting of five criteria, to assess the
effectiveness of a performance auditing system in the public sector was built. The
effectiveness of performance auditing system in the public sector, based on the
proposed framework, is a function of (a) the achievement of performance auditing
objectives; (b) the existence of an adequate public sector environment; (c) the audit
institution’s organisational and technical structure and its functioning; (d) the
relationship between performance auditors and their auditees; and (e) the auditees’
commitment to the audit recommendation and corrective actions. Within each of the
above five criteria, different elements are included. The five criteria and their elements

are set out in Figure 4.2.

F4

The first criterion is concerned with the achievement of performance auditing objectives
(The Impact Criterion). The available literature has identified several objectives that
performance auditing could be used as an instrument to achieve them (see Chapter Two,

Section, 2.3.3). This criterion is judged as follows:

Q There will be an effective performance auditing system when the survey
respondents show a high level of agreement that the system objectives are being

adequately achieved.

O There will be an ineffective performance auditing system when the survey
respondents show a low level of agreement that the system objectives are being

adequately achieved.
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The second criterion is concerned with factors related to the public sector environment
as a whole (The Audit Institution’s External Environment Criterion). It is assumed that
the effectiveness of a performance auditing system is associated with the existence of an
appropriate environment in the public sector. The application of performance auditing
would take place smoothly and successfully if the organisational environment within the
public sector at large proves to be appropriate. Factors, such as financial reporting and
internal control systems in the public sector are essential to the success of performance
auditing (see Section 3.2). The rule used for judging this criterion is that:

0 There will be an effective performance auditing system when the survey
respondents show a high level of agreement that factors relating to the proper
functioning of the public sector, such as the clarity of goals and objectives in
the public sector organisations, the existence of performance measures in the
public sector, and the existence of sound financial reporting and internal control
systems in public organisations are being adequately met within the public

sector work environment.

Q There will be an ineffective performance auditing system when the survey
respondents show a low level of agreement that factors relating to the proper
functioning of the public sector, such as the clarity of goals and objectives in
the public sector organisations, the existence of performance measures in the
public sector, and the existence of sound financial reporting and interhal control
systems in public organisations are being adequately met within the public
sector work environment.

The third criterion includes factors pertaining to the audit institution’s organisational
and technical structure and its functioning (The Audit Institution’s Internal Environment
Criteria). For example, sufficient human and financial resources needed for the proper
functioning of performance audit system have to be guaranteed. Performance auditing
is, by its very nature, a labour-intensive job that needs adequate resources to support it.
A related issue here is the indispensable need for technical expertise on the part of

auditors both to undertake the audit job efficiently and effectively and to gain the
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auditees’ support and confidence (see Section 3.2). The rule used for judging this

criterion is that;

O There will be an effective performance auditing system when the survey
respondents show a high level of agreement that factors pertaining to the
audit institution’s organisational and operational structure, such as the clarity
of performance auditing goals and objectives, the availability of sufficient
financial resources and qualified staff are being adequately met within the

audit institution’s work conditions.

a There will be an ineffective performance auditing system when the survey
respondents show a low level of agreement that factors pertaining to the audit
institution’s organisational and operational structure, such as the clanty of
performance auditing goals and objectives, the availability of sufficient
financial resources and qualified staff are being adequately met within the

audit institution’s work conditions.

The fourth criterion relates to the relationship between performance auditors and their
auditees (The Relationship Criteria). The existence of a hostile or friendly relationship
between auditors and their auditees greatly affects the success of performance auditing.
A good relationship between these two groups could minimise the expected resistance

to this type of auditing and, in turn, might enhance the auditees’ commitment to the

7

recommendations of the performance auditing (see Section 3.2). The rule used for
judging this criterion is that:

O There will be an effective performance auditing system when the survey
respondents show a high level of agreement on the existence of some factors
that might reflect the existence of a good relationship between auditors and
auditees, such as their attitudes towards each other, a willingness to explain their

activities and actions and feedback provided to auditees.

O There will be an ineffective performance auditing system when the survey
respondents show a low level of agreement on the existence of some factors that
might reflect the existence of a good relationship between auditors and auditees,
such as their attitudes towards each other, a willingness to explain their

activities and actions and feedback provided to auditees.
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. ; .

Achievement of Performance Auditing Objectives (The Impact Criterion)
Enhancing organisational accountability
Improving organisational performance
Helping public-organisations to set goals and objectives for their achievement

Ensuring the importance of developing performance measures and/or indicators for public organisations
Helping decision makers in the public sector by providing them with information about the productivity of
public organisations

Helping public organisations to specify their needs in terms of training and development

Providing usefil information for reward and punishment purposes

Improving the quality of public organisations' services

Improving the caring of public organisations towards their customers

" Promoting the economy, efficiency and effectiveness of government organisations, programmes and activities

Public Sector Environment The GAB Internal Environment
(The GAB External " Criteria
‘Environment Criteria) The GAB’s independence
B (Clarity of goals and Clarity of performance
objectives in public sector audits’ goals and objectives
organisations/projects Awailability of qualified staff
®  Availability of performance Availability of specialised
measures and/or indicators in staff from different
the public sector disciplines
% Availability of sound = Availability of financial

Tesources
% The GAB’s power to follow-
up its audit recommendations

O financial reporting system m
the public sector ’
®  Availability of sonnd mtemal

control system in the public s Sufficient training for
sector auditors

®  The support that the GAB = Adequacy of the management
receives from legislative and and the execution of
administrative officials at performance audits
higher levels

. Implementation of audit récummendatiuns

Relatmnships between Audlturs .
: ' (The Implementat:on Crltena)

- and Audlitees ™ ; .
(The Relatmnshlp Cntena) ;

n- Implementanon of audlt recommendauons

“ The feedback provided to audxtees'

L ot 5

Note: The size of the five boxes, as appear in the model, does not necessarily reflect their
importance.

Figure 4.2; An Evaluative Framework of the Effectiveness of Performance Auditing.

111




Chapter Four The Effectiveness of Performance Auditing: An Evaluative Framework

The fifth criterion is concerned with the auditees’ commitment to the audit
recommendation and corrective actions (The Implementation Criteria). This issue has a
direct influence on the effectiveness of the performance auditing system. This influence
can be illustrated by taking into consideration the fact that developing appropriate audit
recommendations is an effort that requires intensive human and financial resources and
such an effort is wasted if these recommendations are not implemented (see Section

3.2). The rule used for judging this criterion is that:

O There will be an effective performance auditing system when the survey
respondents show a high level of agreement that the audit recommendations are

being adequately implemented.

@ There will be an ineffective performance auditing system when the survey
respondents show a low level of agreement that the audit recommendations are

being adequately implemented.

It is clear from pursuing the above list that the different factors that are expected to
influence performance auditing effectiveness are not independent of each other; in fact,
there is a certain interrelationship between these factors. For example, the effective
technical execution of performance audits will depend on the adequacy of the financial
reporting and internal control systems operating in the public sector organisations. If
adequate reporting and control systems exist, one would certainly find that the aﬁditor’s
ability to undertake a successful performance audit is increased. However, though the
existence of adequate financial reporting and internal control systems in the public
sector strengthens the effectiveness of performance auditing, the opposite is true as well.
In other words, inadequate reporting and control systems in the public sector are critical
areas in which performance auditors can make significant contributions. One of the

main focuses of performance auditing reports is to comment on inadequate systems in
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order to enhance their efficiency (see Chapter 8, Section 8.2). This seems to be an

almost inevitable reason for the search to acquire a sufficient set of factors.

Although all the criteria and elements included seem, at least from the researcher’s point
of view, to be important in the evaluation of the effectiveness of a performance auditing
system, it should be noted that we have not built, nor did we intend to build, a
comprehensive model of the effectiveness of performance auditing. Actually, it is
difficult to come up with all the factors that could affect the effectiveness of
performance auditing. The factors considered here are only a set of necessary conditions

which might not be sufficient, let alone an ideal, set.

If the performance auditing system is rated effective in these five areas then one could
conclude that the system is highly effective. The system, however, might be effective on
all five issues or it might be effective on some and poor on others. If the ‘fit’ between
the performance auditing system and these criteria is not entirely good, then the

questions ‘why is this?” and ‘how could we resolve it?” should be asked and answered.

7

Before closing this section, it is worth mentioning, however, that the evaluation of the
performance auditing system can seldom be based upon conclusive evidence of cause-
effect relationships. This realisation will be taken as a starting point in our evaluation of
the performance auditing system in the Saudi public sector. The aim of our study is
more concerned with mapping out how the performance auditing system is working,
than with establishing in-depth evidence on the detailed effects of this system on the

administration and functioning of the public sector.
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4.3. CONCLUSIONS

Chapters Two and Three of this study provided a review of the nature of performance
auditing and the main factors affecting the effective operationalisation of this subject
within the public sector. The main purpose of these chapters was to provide a
background against which to explore the nature and practice of the performance
auditing system in the Saudi public sector and to assess its effectiveness. Due to the lack
of a particular framework that can be used in assessing the effectiveness of performance
auditing in the Saudi public sector, the present chapter is devoted completely to the
construction of an evaluative framework. The proposed framework consists of five
criteria which are hoped to characterise the effectiveness of performance auditing in the
Saudi public sector. These criteria take into account the impact of the system as well as
the environment in which the system operates. Environmental factors influencing the
effectiveness of performance auditing are classified into four main categories: the audit
institution’s external environment, the audit institution’s internal environment, and the
relationship of the auditors and auditees as well as the implementation of performance

audit recommendations.

As part of the research empirical part, the proposed framework will be utilised in
Chapter Nine to assess the effectiveness of the performance auditing system in the
Saudi public sector. However, before moving onto the empirical part of the research, it
is vital to highlight some important issues relating to the site within which the research
took place. Accordingly, some important aspects of the Saudi public sector in general,
and the Saudi General Audit Bureau (GAB), in particular, are presented in Chapter Five

and Chapter Six, respectively.
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Chapter Five Accountability and Control Systems in the Saudi Public Sector

5.1. INTRODUCTION

In the previous three chapters, the theoretical aspects of performance auditing and the
different factors influencing the effective operationalisation of this subject as applied to
the public sector have been discussed. Chapters Two and Three suggest that a
performance auditing system has been considered, both in theory and practice, to be a
vital component of the control and accountability mechanisms in the public sector.
Chapters Three and Four also show that the success of performance auditing requires
the existence of clear organisational objectives, established performance measures and
sound financial and management reporting and control systems in public sector
agencies. In addition, the two chapters emphasise the need for sufficient financial and
human resources for performance auditing in addition to co-operation and co-ordination

of the efforts between the different parties interested in this subject.

While keeping these conditions in mind, it is important, before proceeding to the
empirical part of this study, which intends to explore the current state of performance
auditing in the Saudi public sector (SPS) and to examine its effectivenéss, to explore the
context in which the system under investigation is operating in order to provide some
insights which could help the research processes to assess the functioning of the
performance auditing system in the SPS and to identify any obstacles hindering its

effectiveness.

The purpose of this chapter, accordingly, is to discuss the different aspects of the
accountability and control systems in the SPS including the organisation of power in
Saudi Arabia and the role of the different agencies and systems in the accountability

relationships within the country. The sequence of this chapter will be as follows.
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Following this introduction, Section Two discusses the nature of the SPS. In this regard,
the government’s dominant role in the state’s economy and the various components of
the SPS are highlighted. Section Three discusses public sector accountability and the
roles that different authorities play in managing public resources in Saudi Arabia. The
fourth and fifth sections present the external and internal controls within the SPS,

respectively. Finally, a short summary is presented in the sixth section.

5.2. THE NATURE OF THE SAUDI PUBLIC SECTOR

5.2.1. INTRODUCTION

Since the main objective of this study is to explore the subject of performance auditing
as applied in the Saudi public sector,! it is essential to provide a general idea about the
size, diversity and importance of this sector within the Kingdom. Accordingly, the rest
of this section highlights the dominant role of the Saudi government in the country’s

economy and provides a basic description of the various components of the Saudi public

sector.

5.2.2. THE GOVERNMENT’S ROLE IN THE COUNTRY’S ECONOMY

The role of the Saudi government has dominated many of the country’s economic
activities. The rapid construction of the country after the discovery of oil was led and
continues to be achieved through government spending. Since the early 1970s, the Saudi
government has implemented five comprehensive five-year development plans and the

sixth is underway as shown in Table 5.1.

! For general profile of Saudi Arabia see Appendix A.
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Table 5.1:

Development Plans

Development Plan Time Frame
The First Development Plan 1971-1975
The Second Development Plan 1976-1980
The Third Development Plan 1981-1985
The Fourth Development Plan 1986-1990
The Fifth Development Plan 1991-1995
The Sixth Development Plan 1996-2000

The development plans have considered all aspects of the country’s economy, such as
its infrastructure, agriculture, industrial and commercial needs, and formulated
strategies to achieve defined national goals and objectives. Several objectives and goals
have been used to guide the first six plans, and will continue to provide the framework
for future plans with relatively different concentration. Among these objectives, as

stated by the Sixth Development Plan (1996-2000, pp. 37-43), are the following:

1. Maintaining economic and social stability.

2. Diversifying the economy and reducing dependence on oil.
3. Developing human resources. ’
4. Developing and maintaining the physical infrastructure.

5. Raising living standards and improving the quality of life.

6. Strengthening the role of the private sector in the economy.

In addition to these broad objectives, each plan has had its own specific focus affected
by and connected to (a) the stage of development in the Kingdom and (b) the resources

available to the government at the time.
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Table 5.2 shows the magnitude of government revenues and expenditure for the period
1970 to 1999 and the scale of adjustment needed to reconcile fluctuating revenues with
government commitments. The figures in this table show the vast expansion in
government expenditure and activities combined with the falling revenues from oil
exports, as well as the deficit financing which has appeared in the country’s annual

budget since the early 1980s.

Table 5.2:
Government Revenues and Expenditure
(Millions in Saudi Riyals)

Year Revenues Expenditure Surplus (Shortage) |
1970 7.954 6.293 1,661
1971 11,116 8.130 2,986
1972 15,326 10.158 5.168
1973 40,597 18,595 22,002
1974 100.103 35.039 65,064
1975 103,384 81,784 21,600
1976 135.957 106.737 29,220
1977 132.241 137,110 (4.869)
1978 131,505 146.306 (14.801)
1979 211,196 185,724 25472
1980 348.119 230.416 117,703
1981 368.006 283.258 84,748
1982 246,182 244912 1.270
1983 206,419 230.186 (23,767)
1984 171.509 216,363 (44,854)
1985 131,736 181.500 (49.764)
1986 76,498 137.422 (60.924)
1987 103,811 173.526 (69.715)
1988 84.600 134.850 (50.250)
1989 114,600 149,500 (34,900)
1990 154,721 210.430 (55,709)
1991 161.879 266.370 (104.491)
1992 165,400 232,500 (67.100)
1993 141,500 205.500 (64,000)
1994 129.000 163.800 (34.800)
1995* 135.000 150,000 (15,000)
1996* 131,500 150,000 (18.500)
1997* 164.000 181.000 (23,000)
1998* 178,000 196,000 (18,000)
1999 121.000 165.000 (44.000)
* Budgeted Figures.

Saudi Riyal (SR): $ 1 = SR 3.75.
Source: Achievements of the Development Plans (1970-1997. p 218); Al-Farsy (1992, p. 117);
Presley, J. (1999, p. 11); SAMA (1998, p. 307); Saudi British Bank (1997, p. 29).
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In spite of the decline in oil prices during the 1980s and 1990s, and a corresponding
decline in the country’s revenue, the Saudi government still has ambitious development
plans and still allocates a high proportion of its revenue to new projects. For instance, as
shown in Table 5.3, the last plan (the sixth) has allocated an estimated figure of 472
billion Saudi Riyals towards financing investment activities in the public and private

sectors.

Table 5.3:
Estimated Financial Requirements for Investment by Public and Private Sectors,
and Type of Economic Activity during the Sixth Plan
(Billions of Saudi Riyals in Current Prices)

Sector Total Public Sector | Private Sector

Productive Sectors: 181.0 92.1 88.9
Agriculture, Forestry & Fishing 14.6 4.6 10.0
Mining & Quarrying 4.1 1.9 2.2
Manufacturing 64.7 32.9 31.8
Electricity, Gas & Water 83.1 51.6 31.5
Construction 14.5 1.1 13.4
Services’ Sector: 92.0 15.2 76.8
Trade, Restaurants & Hotels 24.6 0.2 24.4
Transport 32.9 11.0 21.9
Finance, Insurance Real Estate &

Business Services 26.2 2.9 23.3
Community, Social & Personal Services 8.3 1.1 7.2
Government Services 103.4 103.4 0.0
Oil and Natural Gas Sector

“Tatal of O1l and Non-oi) Sect

Source: The Sixth Development Plan (1996-2000, p. 137).

In its effort to improve economic efficiency and to reduce the burden on its budget, the
Saudi government in the Fifth and Sixth Development Plans has emphasised the
importance of privatisation and greater involvement by the private sector in the national
economy. In this regard, various policies for financing, managing or transferring
ownership of some of the government’s existing activities have been suggested. In the
light of the Sixth Development Plan’s objectives, the following policies have been

emphasised:
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1. Adopting new methods of co-operation between the government and the private
sector in financing investment in development projects. such as lease-purchase
agreements and build-operate-transfer arrangements, where the private sector
finances, builds and operates new facilities, collecting revenues for a sufficient
period to earn an adequate return on investment before transferring ownership
to the relevant government agency.

2. Expanding the incorporation of large joint stock companies.

3. Attracting foreign investment in joint ventures or in large capital-intensive
projects which use advanced technology in the Kingdom.

4. Expanding the Offset Programs to include large civilian projects, while ensuring
that projects under these programs make an effective contribution to the transfer
of advanced technology and the development of Saudi manpower.

5. Accelerating the mobilisation of private capital to finance many government
projects.

6. Privatising some government commercial activities (p. 97).
However, the initiated privatisation policy is moving cautiously and very slowly
(Champion, 1999). Hence, the dominance of the public sector will continue into the
foreseeable future as revenues of oil, of which the government is the only recipient, and
the government sector contribution are likely to continue to represent the largest
components of the Country’s GNP (see Table 5.4).

Table 5.4:
Gross Domestic Product by Oil and Non-oil Sectors in Purchasers’ Values
(Millions in Saudi Riyals in Current Prices) -

. Non-oil Sector

Year Oil Sector Government Private Total

Value % Value % Value % Value %
1984 | 132,556 267 | 84,871 285 ] 129998 4335 |214.869 72.0 | 3,973 351,398
1985 | 96,958  22.5 [ 82,092 295 [ 130,981 46.6 [ 213,073 76.1 | 3,910 313,941
1986 | 67461 303 | 76,699 264 | 123686 422 |200385 686 | 3245 271,091
1987 | 70443 268 | 78,590 282 | 122,967 439 |201,557 72.0 | 3,453 275453
1988 | 69,116 298 [ 80,981 26.1 | 126,812 414 [207,793 675 | 8,236 285,145
1989 90,746 292 | 83,289 268 | 130,045 418 |213334 68.6 | 6,740 310,820
1990 | 148,053 333 §97932 249 1139008 398 236940 64.7 | 7,000 391,993
1991 167,525 36.2 } 119,062 255 ) 148450 365 | 267,512 61.9 | 7,000 442,037
1992 | 186,524 377 | 109,409 24.2 | 156,365  36.1 265,774  60.3 | 9,100 461,398
1993 | 158,364 36.5 | 113441 256 | 162,760 359 |276201 61.5 | 9277 443 842
1994 ] 157,722 36.4 J 115616 256 ) 168398  36.1 284014 61.6 | 8289 450,025
1995 | 168488 36.3 | 122,899 254 | 171815 36.1 294714 614 | 7,500 470,702
1996* | 195479 36.3 [ 129,191 251 | 177,787 364 | 306,978 61.5 | 8,875 511,332

Import GNP
Duties

* Provisional Figures
Source: Compiled from the Achievements of the Development Plans (1970-1997, p. 226-7).
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5.2.3. COMPONENTS OF THE SAUDI PUBLIC SECTOR

5.2.3.1. Intreduction

According to Jones and Pendlebury (1996, p. 3), public sector organisations have many
differences. First, they have a variety of social, economic, political and legal
characteristics. Secondly, they display different patterns of accountability and have
different powers and responsibilities. Thirdly, they are financed differently and have
different objectives and organisational structures. Finally, they exhibit a variety of
ownership patterns. Although it is difficult to have a “clean and easy” identification of
the public sector boundaries (Broadbent and Guthrie, 1992, p. 2), the term “public
sector” is generally used to encompass many entities, such as central government and its
departments, local government authorities, public enterprises and other public benefit

agencies, among others.

Within the Saudi context, the public sector is extremely diverse and large comprising:
government ministries and their departments and branches, independent and quasi-
independent government departments and agencies, local governnients and public

enterprises.

5.2.3.2. Government Ministries

Until 1975, the Saudi Cabinet consisted of fourteen ministries. However, the wide
expansion in government activities and roles in the development processes of the
country has necessitated establishing more ministries, departments and governmental
agencies. In 1975, a Royal decree was issued, creating the largest cabinet in the
Kingdom's history encompassing twenty ministers. In 1988, the President of the Saudi

Port Authority, the President of the General Auditing Bureau and the President of the
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Investigation and Control Board became members of the Council of Ministers (Al-
Farsy, 1992, p. 41). The cabinet has been expanded further by adding two other
ministries: the Ministry of Islamic Affairs (1993) and the Ministry of the Civil Service

(1999) (see Figure 5.1).

Al Saloom (1997, p. 38) classified the Saudi ministries, according to their functions,
into three sectors. First, the Sovereign Affairs Sector including the Ministry of Justice,
the Ministry of Foreign Affairs, the Ministry of Defence and Aviation and the Ministry
of the Interior. Secondly, the Services Sector encompassing most of the country’s
ministries. Ministries included in this category are the Ministry of Health, the Ministry
of Education, the Ministry of Transportation, the Ministry of Post, Telephone and
Telegraph, the Ministry of Public Works and Housing, the Ministry of Pilgrimage, the
Ministry of Islamic Affairs, the Ministry of Information, the Ministry of Higher
Education, the Ministry of Labour and Social Affairs, the Ministry of the Civil Service
and the Ministry of Municipal and Rural Affairs. Thirdly, the Development Sector
which consists of the Ministry of Finance, the Ministry of Commercé, the Ministry of
Planning, the Ministry of Industry and Electricity, the Ministry of Oil and Mineral

Resources and the Ministry of Agriculture and Water.

The Saudi ministries have some differences in terms of their organisational structure
(Al-Farsy, 1992; Al-Otaibi, 1995). The description of the Kingdom’s ministries (Al-
Farsy, 1992, pp. 44-73) reveals different patterns of organisational structure within the
ministries. For example, the organisational chart for some of the ministries include posts
for one or more deputy ministers whilst such a post is omitted from other ministries. Al-

Otaibi (1995) states several reasons for these differences, including “the nature of
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activity or work carried out by the ministry and its historical development as well as the
extent of development and modernisation it has undergone” (p. 86). A common feature
of the organisational structures of the ministries, however, is that they have a long chain
of command and extensive centralisation that makes carrying out tasks tedious and time

consuming (Assaf, 1983, pp. 120-122; cited by Kassim, 1993, p. 129).

5.2.3.3. Independent and Quasi-Independent Government Departments

The group discussed in this sub-section comprises institutions that are not dependent on
any ministry. They are normally created to meet a certain objective that the government
specifies and which is difficult to achieve through any of the ministries, because it falls
outside their domain of specialisation. Among the most important of these agencies and
departments are the following: the General Civil Service Bureau?, the General Auditing
Bureau, the Grievance Bureau, the Presidency of the National Guard, the General
Presidency of Youth Welfare, the General Presidency of Girls’ Education and the

Investigation and Control Board (Al-Otaibi, 1995, p. 90; see also Figure 5.1).

These departments and agencies are directly accountable to the Council of Ministers and
the King. They have very specific roles and well-defined objectives. Among the above
mentioned departments, the General Auditing Bureau and the Investigation and Control
Board perform control functions to ensure that the executives are performing at the
optimum level (Al-Otaibi, 1995, p. 90). The control function of these two agencies

within the Saudi public sector will be discussed later in this chapter.

% The General Civil Service Bureau has witnessed several developments since 1934. However, the last
and most important event occurred recently (1999) which changed its status into a ministry.
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Finally, independent and quasi-independent agencies are smaller in size than ministries
and their structure is less centralised. Such features enable them to carry out their tasks

more efficiently.

5.2.3.4. Local Governments

The first attempt to organise the administration of local areas was undertaken in 1939 by
issuing the Emirates (Regions) Act. This act divided the country into eight Emirates,
each headed by an Amir (Governor). The Governor’s status and responsibilities,
however, were not well articulated until the promulgation of the General Personnel Act
of 1944. According to the later act, the Governor was designated as the administrative
governor and the central government representative, reporting directly to the Interior
Minister. The Governor’s functions were basically centred on the maintenance of law
and order and with managing the affairs of the tribes and villages within the boundaries
of his region (Almotairi, 1995, p. 160). In 1963, another provincial regulation was
ratified by Royal Decree No. 12. However, this regulation failed to pass the test of time,

and was never implemented (Aba-Namay, 1993, p. 309; Almotairi, 1995, p. 163).

The last provincial system was issued in the 1992 as part of the 1992 constitutional
package and amended later by Royal Order No. 1/21 of 1994. Although the new
regulations have been considered as a slightly modified version of the previous
Provincial Regulations (Aba-Namay, 1993, p. 309), the new Act did call for the
reorganisation of the local governments around the country, and lays down several
regulations affecting the governorships. Based on the new Provincial Regulations, Saudi
Arabia is loosely divided into thirteen administrative regions, though without defined
geographical boundaries. Administratively, each region consists of a number of
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governorates, districts and centres. This division is based on demographic, geographical,
security and environmental conditions and the means of transportation in each region

(Art. 3).

To sum up, it is clear that the Saudi government over the years has issued laws and
regulations to guarantee the establishment of an orderly local government system that
meets the needs and challenges of the comprehensive development processes taking
place within the country. In particular, the new law of the provinces aims fairly at the
creation of an organisational framework to enhance administrative performance and to

accelerate growth and development all over the country (Al-Otaibi, 1995, p. 89).

5.2.3.5. Public Enterprises

A public enterprise as defined by Boodhoo (1981) is “any commercial, financial,
industrial or promotional undertaking -owned by a public authority either wholly or
through majority shareholding- which is engaged in the production and sale of goods
and services, and whose affairs are capable of being recorded in-a balance sheet and
profit and loss account” (p. 157). In Saudi Arabia, as in most developing countries and
many developed ones, these enterprises are major users of the national resources. They
have become important instruments in nation-building through their significant

contributions to the national capital formation and the acceleration of economic and

social development.

The socio-economic growth which has taken place within the Kingdom during the last
three decades has prompted the Saudi government into assuming new roles in order to

serve the administrative requirement of the unique socio-economic and cultural features
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of the country. Because of a lack of flexibility on the part of government, the ability of
ministerial departments to cope with all of these new challenges might be limited.
Accordingly, the government felt that there was a need to set up specialised public
enterprises that were capable of achieving maximum effectiveness and efficiency in the
performance of their duties and, thereby, of meeting the administrative challenges of

modern Saudi Arabia (Higan, 1995, pp. 129-130).

Public enterprises in Saudi Arabia are normally established by specific acts, and their
policy and regulation are, to a greater or lesser extent, subject to general policy and the
economic direction of the government. However, these enterprises, as stated by Hill et al.
(1989, p. 216), are free to run their own day-to-day activifties in accordance with the laws

and regulations of the particular entity.

Public enterprises in Saudi Arabia can be classified into two categories: public
corporations and companies. The establishment of public agencies as joint stock
companies in partnership with private individuals or entities is a common practice in the
Kingdom. Many large companies in the country’s industrial sector, in particular, engaged
in the production of cement, electricity, maritime and land transportation and oil
refineries are consolidated in this manner. In addition, joint ventures have also been
established with multi-national companies to conduct various activities in the

pharmaceutical, electronics, mining, agricultural and fishing industries (Hill et al., 1989,

p. 213).

The nature, extent and complexity of the different operations and services undertaken

by public enterprises vary considerably. Higan (1995, pp. 129-130) classified public
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enterprises in Saudi Arabia, based on their activities, into four different groups:
economic agencies;, educational, training and consulting agencies; investment and

financial administration agencies; and miscellaneous service agencies.

The management of public corporations in Saudi Arabia is usually undertaken by an
individual or a company specially designated for that purpose and paid a fixed fee or a
specified percentage of the entity’s profit or revenue. Public companies, on the other
hand, are managed either by a board of directors or a board of management. While the
board of directors, chaired normally by a Minister and with members appointed by the
Council of Ministers, is responsible for policy matters, the board of management,
appointed by either the Council of Ministers or the board of directors, is responsible for

the day-to-day functioning of the public company.

Public enterprises normally obtain their finances from a variety of sources. In Saudi
Arabia, as in the majority of developing countries and in many developed ones, the
government generally provides the initial investment capital of public enterprises. In
addition, public enterprises in Saudi Arabia are allowed to accumulate finance through
equity participation with the government or private individuals and/or entities. Public
enterprises are also authorised to borrow funds from domestic and foreign capital

markets and financial institutions.

5.3. ACCOUNTABILITY IN THE SAUDI PUBLIC SECTOR

5.3.1. INTRODUCTION
Politically, Saudi Arabia is governed by an absolute monarchy system. According to

Aba-Namay (1993), the State, since the time of its establishment, “has been governed
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without a written constitution, without an elected system, and without any political
party, organised labour or professional unions, or civic clubs to provide formal
opposition to government policy. Any organisation outside the direct control of the
government is unequivocally prohibited” (p. 296). In addition, the political system in
the Kingdom of Saudi Arabia (KSA) can be characterised by the extensive authority of
the head of the government (i.e. the King) (e.g. Aba-Namay, 1993, pp. 304-308) and the
influence exercised, to a certain extent, by different groups (elites), such as religious
scholars, liberal technocrats and the military (e.g. Aba-Namay, 1993, p. 329; Abir,

1993, pp. 90-95, 114-121; Cordesman, 1997, p 35).

Until 1992, all the legislative, administrative and executive powers had been vested in
the State’s Council of Ministers headed by the King. However, due to major events
which occurred in the 1980s and early 1990s and in response to the increased
sophistication of the Saudi population, the Saudi government recognised the necessity
of developing the administrative structure of the country.'In this respect, King Fahad in
March 1992 announced a package of reforms which he had approved. These reforms
consist of three separate documents: the introduction of a basic §ystem of governing
laws, the formation of the Consultative Council or MAJLIS AL-SHOURA and an

increased autonomy for the country provinces.

Within this general description of the political system in the KSA, the rest of this
section, as well as the next two sections, discuss the roles that different authorities and
government bodies can play in planning, organising, and controlling the general
resources in Saudi Arabia. The roles of the King, Council of Ministers, Consultative

Council as well as other government agencies in the accountability and control
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processes are briefly discussed. This discussion aims mainly to show the accountability
and control framework in the KSA in order to obtain some insights which could help us
in understanding and assessing how effectively the performance auditing system have
been operationalised within the context of the Saudi public sector. Figure 5.2 depicts the

nature of the accountability and control relationships between these bodies.
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Figure 5.2: Accountability and Control Relationships in the Saudi Public Sector.
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5.3.2. THE MONARCH

Prior to the 1992 reforms, the King held virtually all power, and this remains essentially
unchanged. The 1992 basic system of rules, as stated by Aba-Namay (1993), “merely
expresses the existing powers of the King in a written and more formal way” (p. 304).
The King, according to the basic system of rules, still holds the main levers of power:
legislative as well as executive. He may also exercise, in some cases, judicial rule as the
head of the state and has the power of pardon. In this regard, Art. 44 states that:

The authorities of the state consist of the following: the judicial authority;
the executive authority; the regulatory authority. These authorities co-
operate with each other in the performance of their duties, in accordance
with this and other laws. The King shall be the point of reference for all
these authorities.

Within the basic system of rules, massive powers have been vested in the King. The
above passage (Art. 44) indicates that all authorities in the state are answerable to the
King, who is their final point of authority. Further, the King has the power to choose the
Crown prince and dismiss him and name someone else by Royal order (Article 5.c). He
remains the head of the Council of Ministers (Art. 56) and has the right to appoint his
deputies, the ministers, as well as deputy ministers, and may relieve them of office

(Arts. 57.a and 58). He also has the power to dissolve and reorganise the Council of

Ministers (Art. 57.c).

Furthermore, the King is trusted with the implementation of judicial rulings (Art. 50)
and carries out the policy of the nation as well as overseeing the implementation of the

Islamic Shar'iah’, the system of government, the state’s general policies and the

3 Shari’ah is the source of guidance for Islamic precepts. It is the Islamic law of human conduct derived
from the Koran (the Muslim’s Holy Book) and the Sunnah (the deeds and sayings of the Prophet
Mohammed [peace be upon himj).
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protection and defence of the country (Art. 55). In addition, the King is the Commander
in Chief of all the armed forces. He has the right to appoint officers and put an end to
their duties (Art. 60). The King is also entrusted with the right to declare a state of
emergency, general mobilisation and war (Art. 61). International treaties, agreements,

regulations and concessions are approved and amended by the King (Art. 70).

Moreover, the King is granted the right to call the Consultative Council and the
Council of Ministers for a joint meeting and to invite whoever he wishes to attend that
meeting to discuss whatever matters he wishes (Art. 69). The King is exclusively given
the right to change the basic system of rules. Article 83 emphasises that “This law may
only be amended in the same way as it was enacted”. Since the King was the one who

enacted the law, he is the only endorsed authority that can amend it.

The statute of the Consultative Council gives the King the right to select and relieve the
chairman of the Council and its members and to set out their rights, duties and salaries
(Art. 3). The King also is provided with the power to appoint and dismiss local

r
governors and their deputies as stated in the Regional Authorities Decree, Art. 4.

Other dimensions of the tremendous powers of the monarch have been emphasised in

the new statute of the Council of Ministers issued on August 1993. Article 29 of the

statute states that:

The King as Chairman of the Council of Ministers will steer the overall
policy of the state. He will steer, coordinate and ensure the cooperation of
the various government bodies, and ensure harmony. continuity and
uniformity in the work of the Council. He has the authority to supervise the
Council, ministries, and governmental bodies. He will monitor the
implementation of statutes, rules and decrees. All the ministries and other
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governmental bodies have to submit to the chairman of the Council of
Ministers within 90 days of the beginning of every financial year a report on
the achievements they have made in comparison with what had been stated
in the overall development plan during the previous financial year, the
difficulties they had faced and their proposals for improved operations in
them.

As was the case with the basic system of rules, the King alone is granted an exclusive

authority to amend the statute of the Council of Ministers (Art. 32).

To sum up, the King seems to exercise a superior rule over all the three branches of
authority. In this respect, as the head of the state, he controls and oversees the amount of
power that goes into each of the three authorities. However, in exercising his assigned
powers, the King is expected to be influenced and guided by the Islamic provisions. In
this regard, the very first article of the basic system of rules sets out the basic premise
which all other codes rely upon: “The Kingdom of Saudi Arabia is a sovereign Arab
Islamic state with Islam as its religion, God’s Book and the Sunnah of His Prophet,
God’s prayer and peace be upon him, are its constitution...”. Article Seven also
emphasises the Holy Koran and the Prophet’s traditions as being the sole source from
which the Saudi government derives its power. The role of justige, consultation and
equality in accordance with the Islamic Shari'ah in the practice of the Saudi

government has also been established in Article Eight of the basic system of rules.

5.3.3. THE EXECUTIVE AUTHORITIES

The 1992 Basic System of Rules distinguished between two levels of executive
authority in the Kingdom: the national government represented in the Council of
Ministers; and the local governments of the various regions of the Kingdom with their

own regional councils. Although governing the Kingdom’s regions is the direct
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responsibility of the Regional governors, those governors are subordinated to the
national government, and thus tend to be controlled by the power that flows from the

national government.

According to the 1992 Provincial Act, each region has its Governor (Amir) with the
rank of minister. The Governor is appointed by a Royal Decree upon the
recommendation of the Interior Minister and accountable directly to the Interior
Minister (Arts. 4, 5). The Governor’s main responsibilities include, among others, the
following (Art. 7). First, the Governor is expected to run the affairs of the province
according to the government’s general policies and the Provinces Act regulations.
Secondly, he should maintain law and order and take necessary measures to ensure this.
Thirdly, he should implement court judgements, after they have been duly deliberated
according to thé law. Fourthly, the Governor is required to secure the rights and
freedom of individuals within the limits of the law. Fifthly, he is expected to take
actions to develop the province socially and economically. In addition, the Governor
should administer the districts and centres of the province and monitor the efficiency
level of the work and services offered. Furthermore, he is obliged to safeguard
government properties and prevent trespassing upon them. He is responsible for
supervising state agencies and their personnel in the province to ensure that their duties
are conducted with complete honesty and diligence. Finally, the Governor should
establish direct contact with ministers and heads of government departments in order to
discuss the affairs of the region with the aim of promoting the efficiency of the

performance of the government organs attached to them.
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The provincial system also calls for the establishment of a Regional Council for each

province (Art. 15). The Regional Council consists of:

The Province Govemor as a Chairman of the Council.

a.
b. The Vice-Governor of the Province as Deputy Chairman of the Council.

¢. The Deputy Governor of the Province.

d. The Heads of the Government Authorities in the Province named by the

Prime Minister, according to the recommendations of the Interior Minister.

e. A team of at least ten well-qualified and experienced citizens, appointed by
the Prime Minister, according to the recommendations of the Province
Govermnor and pursuant to the approval of the Interior Minister. The
membership will last for a four year renewable term (Art. 16).
The Regional Council is ordained to exercise the following duties (Art. 23). First, the
Province Council should consider every matter that will enhance the offering of better
services in the province. Secondly, the Council can also determine the needs of the
province and suggest their inclusion in the State Development Plan. Thirdly, it can
study and determine useful projects according to their priorities and propose their
approval in the Annual Budget of the State. Fourthly, the Council should also study the
organisational plans of the cities and villages within the province and follow-up their
implementation, after approving them. Finally, the Council can follow-up the

implementation of that which relates to the region from the Development Plan and State

Budget, ensuring evaluation and co-ordination thereof.

The national government, on the other hand, is represented by the Council of Ministers.
The Council of Ministers is the main executive authority in the KSA. It derives its
authority directly from the King who acts as Chairman of the Council and as Prime

Minister. According to the new constitution of the Council of Ministers issued in 1993,

the Council is composed of (see Figure 5.1):
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a. Chairman of the Council.

b. Deputy Chairman of the Council.

¢. Ministers.

d. Ministers of State who are appointed as members of the Council of

Ministers by Royal order.

e. Aduvisers to the King who are appointed as members of the Council of
Ministers by Royal order (Art. 12).

As far as the responsibilities of the Council of Ministers are concerned, the Council,
until the 1992 reforms, functioned as the state’s supreme authority for both the
legislative and executive functions under the direct control of the King. With the
establishment of the state Consultative Council in 1992, the law of the Council of
Ministers was required to be amended in accordance with the basic system of rules
(Article 56 of the basic system of rules). In response to this demand, a new constitution
for the Council of Ministers was issued in August 1993, as mentioned above. The
Council’s responsibilities, as stated in its new statute, are mainly limited to exercising
executive authority. Article 24 states that the council, as the direct executive power, will
have full control over executive and administrative affairs. The Council’s executive

jurisdictions include the following functions:

a. Monitoring the implementation of statutes, rules and decrees.

b. The creation and organisation of public services.

c. Following up the implementation of the overall development plan.

d. Establishing committees that will investigate the progress of the work of

ministries and other governmental bodies or a specific issue (Art. 24).

In addition, the Council’s responsibilities include laying down the policy of the state
with respect to the internal, external, financial, economic, educational and defence
policies and all the public affairs of the state, and overseeing their implementation (Art.

19). The Council is also the final authority and point of reference for financial and
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administrative affairs connected with the various ministries of the state and other central

government agencies (Art. 19).

Taking into consideration the stipulations of the statute of the Consultative Council, the
Council of Ministers is also required to study statutes, international treaties, and
agreements. However, according to the Council’s regulations such treaties and
international agreements require a royal decree to be effective (Art. 20). The Council of
Ministers also has the right to look into the decrees of the Consultative Council (Art.
19) and may disagree with them. Furthermore, Article 21 states that the Council of
Ministers is required to study draft rules and regulations submitted to it and vote on

them in accordance with the measures stipulated in the internal statute of the council.

In addition, the government will not be able to sign a loan (agreement) without the
approval of the Council of Ministers and the issuance of a pertinent Royal Decree (Art.
25). Finally, the Council of Ministers is required, as one of its main responsibilities, to
study the state budget and vote on it chapter by chapter, before its issuance in

£ 4

accordance with a Royal Decree (Art. 26).
To conclude, the Council of Ministers has functioned until very recently as the state’s
supreme authority for both legislative and executive functions under the direct control
of the King. While the executive power of the Council of Ministers remains mainly

intact, the establishment of the Consultative Council as part of the 1992 reforms has had

a major impact on the legislative role of the Council.
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5.3.4. THE MINISTRIES

The ministries make up the cornerstone of the executive government machinery, as they
are vehicles for the implementation of the country’s various policies in the diverse
affairs of life (Al-Otaibi, 1995, p. 85). To perform its assigned duties, each government
ministry is headed by a minister who is regarded as the final authority and the direct
supervisor of the affairs and work of his ministry (Art. 10 of the new constitution of the

Council of Ministers, 1993).

While the minister is essentially responsible for performing policy and political
functions, the day-to-day administration of the ministry is the responsibility of one or
more deputy ministers. The deputies are appointed by the Council of Ministers.
However, below this top authority there are a variety of specialised departments,
agencies and staff divisions, such as finance, planning, internal administration and
inspection. These departments and agencies are responsible for carrying out the role
assigned to the ministry by the government. Additionally, most ministries and
government departments, particularly those responsible for providing services to the
public, have many branches in a number of regions in the Kingdo’m to extend their

services to the citizens of the regions in which they are established.

5.3.5. THE CONSULTATIVE COUNCIL

In his speech, the King made it clear that he considered the new established
Consultative Council to be an extension of the existing system. In March 1992, the King
announced thirty articles governing the Consultative Council which would consists of
sixty one (Art. 3), to be extended later to include ninety one, members including the

Speaker of the Council. These members are drawn from different sectors, including
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religious scholars, military personnel, academics, deputy ministers and members from

the professions. The members of the Consultative Council, however, are to be appointed

and not elected.

According to Article 4 of the statute, a member of the Consultative Council must be:

a. A Saudi national and residing in Saudi Arabia.
b. Known to be good and competent.

c. At least thirty years old.

In August 1993, the King appointed the members of the Consultative Council and the

Speaker. The Council would have a four-year term of office (Art. 13).

The introduction of the Consultative Council entails an adjustment of government
functions and a reduction in the Council of Ministers’ monopoly over the promulgation
of legislation. The impact of this can be seen by looking at the Consultative Council’s
assigned responsibilities. The Council has the right to examine and express opinions on
the general policy of the state, which are referred to it by the Council of Ministers (Art.

15). In particular, the Consultative Council has the following basic roles:

a. Discussing the general plan of economic and social development and
expressing an opinion on it (Art. 15).

b. Studying international laws, charters, treaties and agreements, and
concessions and making appropriate suggestions regarding them (Art.
15). However, they are issued and amended by Royal decree after being
studied by the Consultative Council (Art. 18).

c. Interpreting laws (Art. 15).

In addition, the Council shall act as a watchdog over the government. In this respect, the

Council has been enabled to discuss annual reports submitted by the ministries and

other government bodies and to make appropriate suggestions regarding them (Art. 15).
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It is empowered to disagree with the executive as represented by the Council of
Ministers. Furthermore, Article 22 of the constitution of the Consultative Council gives
the Council members the right to question any government officials, including

ministers (Art. 22).

While the establishment of the Council represents a considerable advance on what was
available before within the Kingdom, the constitutional provisions of the Council,
however, do not allow it to overrule the Council of Ministers without the King’s

consent. Article 17 of the Constitution of the Consultative Council proclaims that:

The decisions of the Shura Council [Consultative Council] will be submitted
to the chairman of the Council of Ministers for deliberation. If the views of
both Councils are concordant, they will be issued following the King’s
consent; if the views are different, the King has the right to decide what he

deems fit.

Although assessing the effectiveness of the Consultative Council is beyond the scope of
this study, the above discussion of the Council seems to imply that a better balance
between the legislative and executive powers in the Kingdom should be established in

order to promote increased efficiency in the conduct of Saudi authorities.

Despite these shortcomings, some writers argue that the composition of the Council

provides some credit for its decisions. Bulloch (1992), for instance, states that:

Given the balance which the king is bound to seek in the composition of the
Council, no ruler would seek to push through laws which had been rejected
by the majlis al-shura [the Consultative Council}, as such legislation would
clearly be opposed by the country at large (p. 4).

In addition, data published on the outcome of the Council during its first two years of

work is very promising and indicates how serious its members are in undertaking their
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roles. During the course of the 1994 and 1995 sessions, the Consultative Council dealt
with a wide range of social and policy issues (Cordesman, 1997, pp. 28-29). During its
first year (1994), for example, the Consultative Council met 29 times, discussed 45
issues and presented 25 recommendations. The Council's General Authority held 21
meetings and reached 23 decisions, and the various committees of the Council held
more than 260 meetings and submitted more than 50 studies and reports. In addition,
during the second year of its first session, the King presented the national budget to the
Consultative Council for the first time. Such an action reflects the intention of the Head

of the State to empower the Council and activate its role.

5.4. EXTERNAL CONTROL IN THE SAUDI PUBLIC SECTOR

5.4.1. INTRODUCTION

This section and the next section are concerned with describing the internal and external
control processes in the Saudi public sector. In this section, the discussion is limited to
the external control that is discharged by particular government agencies, namely the
Ministry of Finance, the General Auditing Bureau and the Investigation and Control
Board, over government bodies. Generally speaking, these agencies are responsible for
verifying that proper measures and procedures are carried out in regard to revenues,
expenditures, adjusting entries, executing projects, controlling stocks and managing the
public movable and real properties. These agencies are also responsible for ensuring
that these measures and procedures are performed in accordance with laws and specified
regulations. Furthermore, these agencies are obligated to measure the extent to which
prescribed objectives and policies are being achieved, and to determine and correct any

deviations that might occur. They also suggest what might be needed to develop
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operational systems and procedures required for fulfilling the activities of government
more efficiently and effectively. In the rest of this section, the roles and functions of the
Ministry of Finance, the General Auditing Bureau and the Investigation and Control

Board in the control processes in the Kingdom of Saudi Arabia are briefly discussed.

5.4.2. THE MINISTRY OF FINANCE

The Ministry of Finance and National Economy is considered to be the most important
player in drawing up and executing the country’s financial policy. The main function of
the Ministry, as stated by Al-Farsy (1992), “is to manage all government finance,
including the budgeting and expenditure of all ministries and government agencies”
(p. 54). The Ministry also exercises control over all government bodies when they are

either receiving revenues or paying expenditures.

In order to enable the Ministry of Finance to achieve its control role within government
ministries and departments, a Royal Decree (No. M/85) was issued in 1960 calling for
the establishment of the Financial Representative (Controller) Administration (FRA) as
a division of the Ministry of Finance and National Economy (Art. 2)."The Royal Decree
requires that “every ministry or department, that is part of the Ruling System and that
has an approved budget, should have a financial representative [financial controller]”

appointed by the Minister of Finance (Art. 1).

Financial Controllers are responsible for performing pre-execution financial control in
government departments. More specifically, Financial Controllers are entrusted to fulfil,
among others, the following responsibilities (Financial Representatives Regulations,

1960, Arts. 6-13):
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1. Monitoring the general budget execution in accordance with approved
financial laws and instructions. The financial controller should pay
particular attention to constraints on payments to ensure that they are made
within the approved expenditures specified for each chapter.

2. Auditing transaction vouchers prior to payments to ensure their legality
and that all necessary procedures have been completed: also to ensure that
payments are not made twice.

3. Auditing the financial accounts of the institution and its branches to
ascertain the validity of the statements that have been given as a
Justification for exceeding the approved spending limits or for exceeding
the approved savings during the last year.

4. Examining loans and deposit-trusts every three months to ensure that the
sums available in these two accounts are justified.

5. Providing the Ministry of Finance and National Economy with a three-
month report on the financial situation in the government department that
he is in charge of. He is also required to provide the department in
question, along with the GAB, with a copy of this report.

6. Supervising the filling of all documents after payment to ensure that they
are properly kept and ready for the GAB inspection at any time.

7. Providing advice to the government department that he financially caateals
with regard to its new budget allocation before sending the budget to the
Ministry of Finance.

8. Helping the government department in the interpretation of laws and
instructions pertaining to financial affairs.

9. Supervising store records to ensure that they are properly kept and to
observe inventory transactions and notify both the Ministry of Finance and
the GAB. :

10. Participating in both the bid committee that is formed to approve tenders
for new projects in the government department and the account-closing
committee.

7
11. Participating in committees formed to investigate accidents that result in
financial losses.

To conclude, it is clear that the role of financial controller, as stated above, is primarily
devoted to procedural aspects. Financial controllers also work as advisors to the
government departments in the interpretation of financial instructions issued by the
Ministry of Finance and National Economy and in the preparation of budget proposals.

However, other important issues, such as the efficient use of the funds allocated to the
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government departments in the general budget, have received no attention in the

financial controller regulations.

5.4.3. THE GENERAL AUDITING BUREAU

The General Audit Bureau (GAB) is a government body entrusted with the
responsibility for auditing public sector organisations and activities. It is legally
affiliated to the Prime Minister. It was first established as a specialised branch of the
Council of Ministers to audit state accounts. During the last decade or so, the Bureau
has moved into a new direction, nowadays its activities are not limited to financial
auditing but also include performance auditing. Since the GAB represents the main
body with which this study is concerned, a fuller discussion of several important aspects
of the Bureau including, among others, its development, role and control responsibilities

is presented in the next chapter.

5.4.4. THE INVESTIGATION AND CONTROL BOARD
The Investigation and Control Board (ICB) derived its authority from the Employees
Disciplinary Law ratified by Royal Decree No. M/7 of 1971. Articlé one of the Law

states that:

In accordance with this law, an independent organisation is to be established
and to be called: The Investigation and Control Board. It is directly
affiliated with the Cabinet’s president.
The Law assigned the Board with a specified role in control and investigation in order
to uncover and follow-up administrative and financial violations in a way that

complements, but does not contradict, the authorisation that is granted to the GAB.

Particularly, according to Article 5, the Board is assigned the following responsibilities.
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The Board is required to execute control so as to uncover administrative and financial
violations. The Board is also obliged to check administrative and financial violation
cqmplaints that are forwarded to it by the ministers concerned or by any authorised
official department. Furthermore, the Board is empowered to investigate administrative
and financial violations that are revealed by the controlling entities, or that are
forwarded to the Board by the ministers concerned or by any authorised official

department. In addition, it is required to follow-up lawsuits forwarded to the Employees

Disciplinary Council.

The Board Internal By-law (issued in 1972) specifies the way in which the Board can
implement its investigation and control its duties. The first Article of the Board’s By-

law emphasises that:

[T]he control is carried out by an order from the Board President in the following
cases:

1. By virtue of an Eminent Order.

2. By virtue of a request from the ministers and the Chairmen of the
public corporations and public entities to which the state
contributes to their administrative and financial activities.

3. By virtue of complaints and information, taking into copsideration
that the initial inspection showed some indications of their
possible trustworthiness.

4. By virtue of a request from the controlling agencies concerned,
and reports from the inspectors of the General Auditing Bureau
and the General Civil Service uncovering some violations.

5. By virtue of the cases that are disclosed for the controlling body
and that require imposing surveillance.

According to the Duties of the Financial Control Department at the Investigation and
Control Board issued by Eminent Order No. R/3/29516 in 1974, the Board can

investigate and determine the reasons for achievement and performance inefficiencies;
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whether these shortcomings are caused by the existence of system deficiencies or

violations which are committed by public servants (p. 12).

With regard to the investigation aspects, the Board’s Internal By-law prohibited the
investigators from exerting pressure, compulsion or duress by any means while
undertaking their duties (Art. 9.a). In addition, the investigators are not allowed to
express their opinion before acquiring sufficient evidence (e.g. interrogating the
employee, listening to witnesses), completing all the elements of the case and closing the
investigation (Art. 13). Finally, at the end of the investigation, the investigators are
required to face the employee who was the subject of questioning with all the evidence
that was found to be against him/her; the employee must be given the opportunity to

respond to each of them separately (Art. 16).

The Board’s need of access to information is emphasised by the Employees Disciplinary

Law. Article 8 of the Law states that:

The government institutions are to make it possible for the investigator to

look into papers and documents that he might need... ,

When the government institution refuses to allow the investigator to investigate or to
inspect necessary documents, the Board’s President has the right to present the whole
issue to the Cabinet’s President [the Prime Minister]. To solve the dispute, the Prime

Minister, on his part, may order whatever he deems necessary (Art. 10).

Finally, in order to ensure that the Board fulfils its role, the Board’s President is obliged

by the Board’s Law to submit a comprehensive report to his immediate authority [the
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Prime Minister]. The report should include the achievements of the Board, observations

and suggestions (Art. 50).

5.5. INTERNAL CONTROL IN THE SAUDI PUBLIC SECTOR

5.5.1. INTRODUCTION

This section presents a brief discussion of various systems concerned with controlling
and monitoring government activities and operations from within the public
organisations themselves. In this discussion, the government accounting, budgetary and
internal control systems are examined. The objective of this section is to explore the
adequacy of these systems and identify the extent to which they can provide the
necessary financial and performance information needed for performance evaluation,

decision making and control.

5.5.2. GOVERNMENT ACCOUNTING SYSTEM

The government accounting system is a basic component of public accountability and
control in the government administrative sector. In both developed and developing
countries, the government accounting system, as an important part ©f the government
information system, is designed to ensure that the regularity, propriety and authority of
each financial transaction have been duly observed; thus ensuring financial

accountability on the part of administrators.

With regard to the government accounting system in Saudi Arabia, a general framework
of accounts which has to be followed by all government bodies has been established
(see Figure 5.3). Each government organisation is required to keep a complete set of

accounting double-entry books, journals and ledgers which are similar to those of other
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government organisations. Ministries and government organisations, as stated by Article
15 of the Financial Instructions (MOFNE, 1992), are not allowed to create new books,
change the current ones or open any account within their books before getting

permission for that purpose.

The main features of the government accounting system in Saudi Arabia can be
summarised as follows. Firstly, the instructions and procedures guiding accounting
practices in the government sector, which were issued in 1954, are obsolete and outdated.
Although the number of government organisations and the size of government activities
have increased substantially since that time, these instructions are still effective today

without any major amendment (Algaber, 1995, p. 116; Al-Rehaily, 1992, p. 290).
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Intermediate (].‘Bunint}\?cgount Budget Accounts Cashier Account Personal
Accounts Books ook (Ministry Books Book Accounts Books
of Finance)
Payments
Transfers Orders Expenses Revenue Deposits Trusts
Account Account Ledger Ledger Ledger Ledger
Book Book

Figure 5.3: Framework of Accounts in Governmental Bodies.

Source: Al-Sultan and Abu Almakarim (1990, p. 685).
This situation gives rise to some criticisms concerning the appropriateness of these
instructions and regulations to the current, complex and huge government activities. Al-

Rehaily (1992), for instance, states that:

[Tlhe government accounting system in Saudi Arabia has not developed
sufficiently to keep pace with the rapid economic development and the
increasing complexity of financial transactions in the public sector (p. 290).
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In addition, these procedures have been characterised as lengthy and complex. Payment
vouchers, for instance, have to go through various departments, to be checked and
rechecked, and the signatures of various officials have to be obtained before the amount
is fully paid. These procedures and their rigid requirements undoubtedly hinder the

development of the accounting system.

Another feature of the government accounting system in the Kingdom is its adherence
to the cash basis. Although there is increasing support for proposals to adopt accruals
accounting in the- Saudi public sector, cash accounting is widely used in many public
sector and non-profit organisations, including central governments (Algaber, 1995,
p. 117). While the outcome of a macro- or micro-economic decision cannot often be
achieved in the same period during which the expenditure was made, cash accounting
merely records the revenues and expenditures in the period during which the money is
received or paid out by the department. As a result, the cash accounting system cannot

provide a clear picture of a department’s performance during a specific period.

Another feature of the government accounting system in Saudi Arabia is its adherence
to the state budgeting system and its estimates. As will be seen, the state annual budget
has to go through many phases before it is finally approved. Furthermore, the elements
of the budget are estimated in a very unsatisfactory fashion in which the future figures
are calculated on the basis of last year’s estimates. Since the state budget represents the
cornerstone for the government accounting system and plays an important role,
particularly as a control instrument for public revenue and expenditure, the next two

sub-sections are completely devoted to discussing the budget process and control in
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Saudi Arabia. The deficiencies and shortcomings of the budgeting and budgetary

control systems in the Saudi public sector are also highlighted.

5.5.2.1. Budget Process

The budget process usually consists of several stages: preparation, review, approval and
execution (see Figure 5.4 for illustration). The budget process begins almost six months
before the end of the current financial year when the General Budget Department
(GBD) at the Ministry of Finance and National Economy (MOFNE) circulates an
advisory directive, known as “the budget call circular”, to each ministry and public
agency with an independent budget. In this circular, each ministry and public agency is
required to prepare its own budget based on a specified format. Each ministry and
agency then calls upon its related departments to prepare and submit their own annual
budgets. After receiving the budget proposals of all departments, the ministry, in turn,
incorporates them into one budget and submits it to the GBD by the date specified in the
advisory directive. All budgets, whether the department budget, the ministry or the
public agency budget, have the same form and contents and the difference is only in the

t4
figures contained therein.

Expenditure in the proposed budget consists of four chapters (Algaber, 1995, p. 113;

Al-Rehaily, 1992, p. 274). They are:

Chapter I contains salaries and allowances, including civil and military

employees, fixed salaries, wages of daily workers, etc.

Chapter II deals with general recurrent expenses, including travel and
transportation expenses. stationary and printing supplies, maintenance

of airports, roads and government installations, etc.
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Chapter I1I includes all aid and subsidies paid by the government for various
organisations, such as athletic and sports clubs. social agencies. and
utility providers such as electricity companies.

Chapter IV includes the non-recurring items which are described as projects

associated with the development of the social and physical infrastructure.

Preparation
> P The King
P Review >
Council of Ministers
Budget — Approval and
Promulgation Ministry of Finance
> Execution
Various Ministries &
Agencies
> Control
GAB

Figure 5.4: Budget Process and Control in Saudi Arabia.

Source: Al-Rehaily (1992, p. 263).
Once the GBD receives the proposed budgets of all ministries and public agencies, it then
commences the review phase of the budgets received. The review is undertaken by a
group consisting of GBD staff as well as representatives from the Ministry of Planning,
the Civil Service Bureau, the General Audit Bureau and the ministries and public agencies
whose budgets are being reviewed. During the budget review, the representatives of

ministries and public agencies are required to justify every item in their proposed budgets.
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After discussion and amendment, the GBD integrates all the proposed budgets together
to produce a consolidated budget, known as the “State Budget”, and submits it to the
Council of Ministers for approval. The Council also reviews the proposed budget “to
ensure that it is prepared in accordance with the general policy of the state, the national
development plan and the government’s financial laws and regulations” (Al-Rehaily,
1992, p. 266). Once the Council of Ministers approves the Budget, it is normally issued
by a royal decree promulgating the annual budget for the next year and incorporating
rules and guidelines to be followed during the budget’s execution. The approved budget
then forms the basis on which the total funding needs of all ministries and public
agencies for the next financial year are determined. In this respect, the MOFNE, the
main body responsible for implementing the budget, sends to each ministry and public
agency its approved budget with a copy of the royal decree which includes instructions

on budget execution (Al-Rehaily, 1992, p. 269).

The general government budget, however, has its own deficiencies. First, in Saudi
Arabia, as in many developing countries, the traditional approach to budgeting in which
budgets are prepared on a line-item basis is followed. Although the Planning,
Programming and Budgeting System (PPBS) was adopted by the Health and Educ_ation
Ministries in the late 1960s (Al Saloom, 1997, p. 302) in response to the
recommendations provided by the Ford Foundation, currently there are no elements of
the Zero-base Budgeting, or Planning, Programming and Budgeting System contained

within the budget process.

Another source of inefficiency is the absence of general rules and regulations to be

followed by government agencies in estimating their expenditure. Although the

154




Chapter Five Accountability and Control Systems in the Saudi Public Sector

MOFNE provides an advisory directive to all ministries and public agencies to help
them in preparing the proposed budgets, there are no clear guiding principles for
estimating expenditure to be included in the budget. Since the estimation of the next
year’s expenditure is normally based on that of the previous year (Al-Rehaily, 1992, p.
264), government units usually rely on their experience of historical budgets to guess
what their expenditure is likely to be. In addition, they tend to propose excessive
estimates in order to balance the likely reductions by the Ministry of Finance. This
conclusion implies that there is a need for a comprehensive budget manual to rationalise
and systematise budgeting preparation in the Kingdom. Government organisations, in
addition, face other factors which limit their ability to prepare their budgets properly,
including the lack of clarified objectives, lack of a sufficient accounting system to
generate feedback information, lack of qualified personnel and rapid changes in the

economic conditions of the country (Alhumaid, 1981, p. 80).

The third deficiency of the budgetary system in Saudi Arabia is the appropriation of the
budget funds in a lump-sum rather than on a continuous basis. The existing method does
not assure that allocated funds are spent exactly by the last day of the financial year; as
a result, one of the following two possibilities happens. Where there is a surplus at the
end of the financial year, people tend to endorse unnecessary and unjustified spending
during the last few weeks of the year to protect their future appropriation from cuts. On
the other hand, a slowing down of the activities of a public organisation occurs when
there is a shortage of funds at the end of the financial year, as budgets have been

exhausted and no new funds are available until the beginning of the next financial year.
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5.5.2.2. The Budget Control

In Saudi Arabia, there are two types of budgetary control i.e. internal budgetary control
and external budgetary control (see Figure 5.4 for illustration). External budgetary
control, as reported in Sections 5.4.2 and 5.4.3, is exercised by the Ministry of Finance
and the National Economy through its Financial Representatives (FRs) in government
organisations and by the General Audit Bureau. Generally speaking, while the former is
concerned with pre-audit functions, the latter carries out post-audit functions (Al-

Rehaily, 1992, pp. 269-270).

Internal budgetary control, on the other hand, depends upon the rules and regulations
accompanying the budget decree issued by the King to approve the budget and is
exercised by ministries and government units with an independent budget through a
series of accountability relationships. In each government organisation, every person
who has authority to collect money as revenue, or spend it as expenditure, is
accountable and responsible to his immediate manager who, in turn, is responsible to his
direct minister. The minister, on his part, is responsible and accountable to the Council
of Ministers. In cases where a government unit with an independént budget is not
attached to a specific ministry, managers of the unit concerned are also responsible for

implementing its budget; but they are accountable directly to the Council of Ministers.

To sum up, one can conclude that budgetary control in Saudi Arabia is concerned
primarily with ensuring that any amount expended for any item of the budget is within
the limits of the allocations made for that item. This type of control clearly emphasises

regularity and compliance aspects and does not direct any attention towards an
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evaluation of the efficient use by the government of its resources or the effectiveness of

the government unit’s programmes.

5.5.3. INTERNAL CONTROL SYSTEM

The purpose of any internal control system may be, among other things, to ensure the
accuracy and reliability of accounting data which, to a large extent, depends on the
efficiency and effectiveness of the system producing them, as well as the competence of
the staff who operate and oversee the accounting system. The internal control system,
moreover, may be aimed at ensuring that operating efficiency and adherence to the

managerial policies and procedures is achieved.

With regard to the internal control and internal auditing systems in Saudi Arabia,

neither extensive or even sufficient academic research nor a wealth of relevant

documentary material exists. Accordingly, the discussion of the adequacy of internal

control and auditing in the Saudi public sector will be somewhat limited. The internal

control system in the Saudi public sector is mainly composed of various regulations and
r

laws that have been issued to control the activities of government organisations and to

specify their responsibilities. These regulations and laws include:

The law of the basic system of governing.

The Consultative Council Act.

The Regional Governments Act.

The Council of Ministers’ Statute.

Civil and Military Service regulations.

Retirement regulations.

Zakat and Tax regulations.

® N R W N

Labour and employment regulations.
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9. Social insurance regulations.
10. Financial instructions for budget and accounts.

11. The government purchasing system and its execution guidelines.

In addition, there are other regulations, particular for each ministry and government

agency, as well as organisational manuals and internal instructions and procedures for

government bodies.

The existence of a sound internal control system seems to be important in all
government units regardless of their size, nature of activity and the complexity of their
operation. The best possible way available to ensure the soundness of the internal
control system in an organisation is to establish an internal audit department to be the
management’s ears and eyes. In Saudi Arabia, internal auditing has been utilised, under
different names (e.g. inspection departments, planning, budgeting and following-up
departments, and auditing departments), as an integral part of the financial structure and
also as a common feature of internal control applied within government organisations.
In a study conducted by Al-Anazy (1991, p. 65), financial managers and external
auditors revealed different perceptions concerning the extent to which effective internal
’

auditing exists. While more than 60% of financial managers agreed on the existence of

sound internal auditing, only 32% of external auditors did.

The internal Auditing system aims to achieve the following three objectives (Nemeh,

1986, p. 130):

1. The evaluation of the internal control system of the organisation.

2. The evaluation of the degree of compliance with management’s policies and

procedures.

3. An assessment of the integrity of the management’s information system.
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According to Al-Sultan (1991, pp. 261-263), the primary responsibilities of internal
audit departments in the Saudi public organisations are the traditional roles of internal
auditing, such as examining and checking financial transactions in government
organisations to prevent errors and fraud and to ensure their correctness and regularity.
The internal auditing system pays no attention to the new and more advanced roles of
internal auditing. For example, there is no examining of the quality of performance or
an auditing of the economy, efficiency and effectiveness aspects of public organisations
(Al-Sultan, 1991, p. 262). In addition, other vital functions of internal auditing,
including the evaluating and reporting on the adequacy of internal control systems in

public organisations, are not addressed by internal auditing departments.

Another issue which reflects the scant attention that internal auditing receives in the
Saudi public sector is the absence of a statutory Act governing internal auditing
functions. There are no specific laws governing and regulating the duties and
responsibilities of internal auditing departments in the Saudi public sector. The
existence of a clear Act defining and regulating the scope and roles of internal auditing
departments, their relationships with other departments in an organisation, the mandate
of internal auditing reports, etc., would be an important step towards increasing the
effectiveness of these departments for the following three reasons. First, such
regulations would help to achieve uniformity in internal auditing functions, reporting
procedures, etc. Second, many of the problems that arise between an internal auditing
department and the other departments of the same organisation would be avoided.
Third, such regulations may also enhance the effectiveness and efficiency of internal
auditing departments by requiring them to concentrate upon their main duties and
prohibiting their involvement in duties outside the scope of their responsibilities.
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Another important factor worth mentioning is the internal auditors’ lack of
independence. With reference to this problem, Al-Sultan (1992, p. 262) concludes that
internal auditors often work under the direct subordination and supervision of chief
financial officers of public organisations. In addition, the internal auditor’s
recommendations are directed to the party under examination and not to the highest

authority within the organisation.

The above discussion indicates the severe shortcomings which the internal auditing
system in the Saudi public sector is facing. Thus, one can conclude that the information
produced by internal auditing departments in the Saudi public sector is expected to have
a limited contribution towards enhancing the proper, economic, efficient and effective

use of public resources.

5.6. CONCLUSIONS

This chapter has discussed the different aspects of the accountability and control
systems in the Saudi public sector (SPS). It has highlighted the organisation of power in
Saudi Arabia and the roles that different agencies and systems play ifi the accountability
processes within the country. The intention is to provide a general background
concerning the context in which the performance auditing system (the subject of this
thesis) is operating in order to provide some insights which could help the research
processes to assess the functioning of the performance auditing system in the SPS and
identify any obstacles hindering its effectiveness. The following conclusions emerged

from the discussion presented in this chapter.
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Firstly, the Saudi government plays a dominant role in many of the country’s economic
activities. It was obvious that the rapid construction of the country after the discovery of
oil was led and continues to be achieved through government spending. In addition, it
was suggested that the dominance of the public sector will continue into the foreseeable
future as revenues of oil, of which the government is the only recipient, and the
government sector contribution are likely to continue to represent the largest

components of the Country’s GNP (see Table 5.4).

Secondly, the political system in the Kingdom of Saudi Arabia (KSA) can be
characterised by the extepsive authority of the head of the government (i.e. the King)
(e.g. Aba-Namay, 1993, pp. 304-308). According to the basic system of rules, the
authorities of the state consist of the judicial, executive, and regulatory authority. The
King, however, seems to exercise a superior rule over all the three branches of

authority.

In addition, it was stated that the Council of Ministers has functioned until very recently
as the state’s supreme legislative and executive authority under the direct control of the
King. The establishment of the Consultative Council in 1992, however, has reduced the
Council of Ministers’ monopoly over the promulgation of legislation. In addition, the
Council shall act as a watchdog over the government through the deliberation of the

annual reports submitted by government bodies and by making appropriate suggestions

regarding them.

The third conclusion is related to the external control in the Saudi public sector that is

discharged by central government agencies i.e. the MOFNE, the GAB and the ICB over
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government bodies. While the role of the GAB will be the subject of the next chapter,
the role of the MOF and ICB in the control process is concerned mainly with verifying
that proper measures and procedures are carried out. These agencies are also responsible
for ensuring that these measures and procedures are performed in accordance with laws
and specified regulations. Other important aspects related to the efficient and effective

use of public money have received little attention.

The last conclusion is related to the control devices instituted within the public
organisations themselves i.e. the accounting, budgetary and internal control systems.
The discussion in this chapter revealed several deficiencies which could impede the
adequacy of these systems in providing the necessary financial and performance
information needed for performance evaluation. The government accounting system, for
instance, has the following characteristics. Firstly, the instructions and procedures
guiding accounting practices in the government sector, which were issued in 1954, are
obsolete and outdated. The substantial increase in the number of government
organisations and the size of government activities gives rise to criticisms concerning
’
the appropriateness of these instructions and regulations to the current, complex and
huge government activities. The second feature of the government accounting system in
the Kingdom is its adherence to the cash basis. It is argued that the cash accounting

system cannot provide a clear picture of a department’s performance during a specific

period.

The budgetary system also has its own deficiencies. First, the general government

budget in Saudi Arabia follows the traditional approach to budgeting in which budgets
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are prepared on a line-item basis. The second deficiency is the absence of general rules
and regulations to be followed by government agencies in estimating their expenditure.
There are no clear guiding principles for estimating expenditure to be included in the
budget. Government units usually rely on their experience of historical budgets to guess
what their expenditure is likely to be. In addition, they tend to propose excessive
estimates in order to balance the likely reductions by the Ministry of Finance. Thirdly,
budgetary control in Saudi Arabia is concerned primarily with ensuring that any amount
expended for any item of the budget is within the limits of the allocations made for that
item. This type of control clearly emphasises the regularity and compliance aspects and
does not direct any attention towards an evaluation of the efficient use by the

government of its resources or the effectiveness of the government unit’s programmes.

The debate in this chapter also indicated that internal auditing receives insufficient
attention in the Saudi public sector. In this respect, there is no statutory law governing
and regulating the duties and responsibilities of intemai auditing departments in the
Saudi public sector. In addition, internal auditors lack independence as they work under
the direct subordination and supervision of chief financial of:ﬁcers of public
organisations. Moreover, internal audit departments in the Saudi public organisations
are concerned with the traditional roles of internal auditing, such as examining and
checking financial transactions in government organisations to prevent errors and fraud
and to ensure their correctness and regularity. Examining the economy, efficiency and

effectiveness aspects of public organisations has received no attention (Al-Sultan, 1991,

pp. 261-263).
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The various shortcomings identified within the Saudi public sector shed some doubt on
the appropriateness and possibility of undertaking performance audit examinations of
public organisations and activities. In particular, it is expected that the capability of the

Saudi GAB in carrying out this type of audit will be restricted.
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6.1. INTRODUCTION

Chapter Five of this study discussed the dominant role of the Saudi government in the
country’s economy and provided a basic description of the various components of the
Saudi public sector which included central government, regional governments and
public enterprises. Subsequent sections of that chapter also discussed the accountability
and control systems in the Saudi public sector. The roles that the different government
agencies play in the management of public resources were emphasised. Among the
agencies which we referred to was the Saudi General Audit Bureau (GAB). The present
chapter extends the discussion of the GAB by examining some important issues related

to its work.

The sequence of this chapter is as follows. After this short introduction, the next section
provides a brief discussion of the historical development of the GAB. The third section
presents its organisational structure. Then, the aims and functions of the GAB are
discussed in the fourth section. The fifth section examines the GAB’s training
programmes. Government auditing standards are highlighted in the sixth section.

Finally, a short conclusion is provided. ,

6.2. AN HISTORICAL DEVELOPMENT OF THE GAB

As stated in Chapter 5 (Section 5.4.3), the state audit in Saudi Arabia is conducted by
the General Audit Bureau (GAB) which is responsible for the external audit of public
sector organisations and activities. The notion of establishing a central organisation for
financial control of state funds and accounts in the Kingdom was associated with the
first law organising the Council of Ministers issued in 1954 (GAB, 1992, p.3; GAB,

1999, p. 11). Article 6 of this law states that “A particular controlling department is to
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be found at the bureau of the Cabinet Presidency”. This department was then called

“The State Accounts Department”.

Based on the 1954 Law, the Council of Ministers was apparently authorised to exercise
control over the State accounts and “the State Accounts Bureau” was an integral part of
the Council of Ministers. At that time, the Bureau’s functional tasks were of limited
nature. It was empowered to perform post- and pre-auditing of the government accounts
to ensure the validity of the accounting entries made by the Ministries and Central
Government Departments. According to Article 6 of the said Law, the responsibilities

of the State Accounts Bureau are:

[A]uditing all State accounts and examining the validity of the State revenues

and expenditures entries at all of the ministries, departments, and agencies, for

which the government assumes all or part of their approved annual budgets, as

well as the additional budgets that the Cabinet might approve throughout the

year.
In 1960, the Financial Representative Administration (FRA) was established as a
division of the Ministry of Finance and National Economy by Royal Decree No. M/85.
The Minister of Finance is required, by the effect of this Decree, to appoint an officer
called the ‘Financial Representative or Controller’ in each government body to perform

pre-audit assignments. The auditing strategy of the State Accounts Bureau, accordingly,

had been limited to the execution of post-audit tasks only.

Although at least some form of state audit has been recognised since 1926, there was no
detailed Act specifying the authority, responsibilities and duties of state auditors within

the Saudi public sector until 1971 when Royal Decree No. 9/M was sanctioned. The
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Decree approved the current Articles of Association for the General Audit Bureau

(GAB) which include the following sections:

1.

The formation of the GAB which emphasises the independent status of the GAB
and stated the way by which the President, Vice President and employees of the

GAB are appointed or dismissed.

The GAB’s jurisdictions which specify its responsibilities and the authorities

which are subject to its control.

The GAB’s assumption of jurisdictions which deals with its access to
information by requiring all authorities subject to its audit to provide all the data
which will allow the GAB to fulfil its roles. Other issues discussed here are the
GAB’s duty to report its findings to the relevant authority and to ask this
authority to take the corrective measures, as well as the action required, should a

dispute arise between the audited authority and the GAB.

A financial and accounting violations section which defines the cases that shall
be considered as financial violations, the actions expected to be taken by the
GAB towards these violations and the conditions under which the GAB’s

President can waive simple financial violations.

An annual report section which determines the timing, content and destination

of the GAB’s annual report.

A general provisions section which deals with issues not included in previous
sections, such as the right of the GAB’s President to determine’the percentage of
the audit work to be executed based on statistical sampling, the right of the
GAB’s President to suggest payments of honorarium to certain GAB employees,
the duty of the GAB’s president to prepare the GAB’s draft budget and the
responsibility of the GAB’s President to prepare the executive regulations

required for the implementation of the GAB constitution.

This Decree endorsed the GAB as an independent institution reporting directly to the

King who also acts as the Prime Minister (Article 1). In addition, the GAB’s

responsibilities in exercising post-audit functions were substantially increased to
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include: (1) auditing the revenues and expenditures of the entire state; (2) exercising
auditing control over the state’s movable and fixed assets and resources; and (3)
exercising surveillance over all authorities subject to its audit to assure the proper use
of all the state’s assets and resources (Article 7). Furthermore, due to the intensive
expansion in the state’s activities, the number of auditees increased remarkably. Other
entities such as the Municipalities, the Water Resources Departments, the Public
Corporations and Companies with state capital contribution or for which the state
offered a guarantee for a minimum profit were added to be subject to the GAB’s audit

(Article 9).

In 1978, the U.S.-Saudi Arabian Joint Economic Commission created the Audit Project
to “help the General Audit Bureau realise an expanded and higher level of technical
expertise and professionalism” (GAB, 1995, p. 1). However, most of the effort of the
Project, during the period between the signing of the agreement in 1978 and 1987,
focused on “providing financial audit training, obtaining U.S-based audit and
computer-related training and modernising the Bureau’s internal management

information systems (MIS)” (GAB, 1995, p. 1).

With regard to performance auditing, the first step towards the introduction of this
subject into the Saudi public sector was initiated in 1982 when the GAB issued its
Comprehensive Auditing Standards. The comprehensive concept of auditing, as

specified in the GAB’s publication (1982), includes the following:

1. Financial compliance auditing — an objective, professional and independent
opinion on the conformity of an entity’s financial reports to the specific
accounting standards which have been consistently applied in the current period
and in comparison with the preceding financial period. In addition, this type of
auditing provides a professional opinion as to compliance with, or deviation
from, the general statutory laws and bylaws governing the auditee.

169




Chapter Six The General Audit Bureau: A Background

2. Managerial and economic efficiency auditing — assessing available economic
resources: assuring that they are managed with reasonable administrative and
economic efficiency; identifying the causes of any waste or excessive spending
or misuse: and recommending ways of improving resource utilisation.

3. Effectiveness auditing — comparing the degree of closeness or diversion of an
establishment’s actual performance to the established objectives and,
consequently, providing management with advice concerning the reasons for
shortcomings (pp. 1-2).

Furthermore, a re-organisation of the GAB commenced, as a result of the Royal
Decree No. 7/507/M in 1986, which introduced the concept of performance auditing as
one of the GAB’s main responsibilities, in addition to traditional financial audits. A
separate department for performance auditing under the supervision of the Assistant
Vice President was established (see Figure 6.1). This step was supported by changing
the direction of the efforts of the Audit Project towards improving the Bureau’s
capability for auditing and evaluating the Kingdom’s programmes and activities in

order to ensure accurate, efficient and effective use of the government’s resources.

More detail concerning these efforts is provided in Section Five.

To sum up this section, we can conclude that the state audit in Saudi Arabia has
experienced some important advances throughout the last three decades. A clear
constitution of the Audit Bureau was introduced. In addition, the scope of the GAB’s
audits has expanded from that of traditional financial audits to include more comple);
and important areas concerned with the efficiency and effectiveness of public sector
activities. The GAB’s authority has also increased to include all public sector

organisations, corporations and companies which receive public funds.
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6.3. ORGANISATION OF THE GAB

The Saudi General Audit Bureau is headquartered in Riyadh. At the top of the
organisational structure is the GAB’s President, who is appointed to a ministerial
position by a Royal Decree for a four years term which can be renewed. The GAB’s
constitution stipulates no educational requirements for the President of the Audit
Bureau but, in practice, all presidents have been college graduates. There is also the
post of Vice President, appointed by a Royal Decree. In addition, there are two
Assistant Vice Presidents, heading the Bureau’s two main sections: the financial
auditing section and the performance auditing section (see Figure 6.1). The main
function of the Vice President and his assistants is to assist the President in organising
and managing the Bureau. The GAB also has an adequate number of auditors and other

assisting staff.

Figure 6.1 shows that each of the two main sections is further divided into different
general departments. Although the activities of the two main sections cover all parts of
the Saudi public sector, the division of the public sector components between general
departments within the two main sections is different. The performpance auditing
section is divided into two general departments with respect to the following two areas:
the ministries and government departments; and the public corporations and
companies. Within the financial auditing section, the responsibility for auditing
ministries and government departments is divided between two separate departments
i.e. the civil and military sectors general audit departments. In addition to the public
corporations and companies general department, another department is established for
revenue auditing bringing the number of the general departments within the financial

auditing section into four.
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Chapter Six The General Audit Bureau: A Background

Each general department, furthermore, encompasses a number of affiliated
departments. These departments are concerned with external auditing in the different
public sector organisations throughout Saudi Arabia. The objectives and tasks of these
departments have been clearly stated in the GAB’s organisational manual (GAB, 1992,

pp. 43-72).

In addition to the six general departments, there are also two other general departments
reporting directly to the Vice President: the Administrative and Finance Affairs
Department and the Information Centre Department (see Figure 6.1). The first of these
two departments is concerned with the day-to-day financial and administrative
activities carried out within the Bureau, while the second is concerned with providing
support services needed by the GAB’s various departments by supplying required

information (GAB, 1992, pp. 24-39).

The GAB’s organisational structure also has a number of advisory and back-up units
reporting directly to the Bureau’s President. These include the office of the President,
the Legal Affairs Department, the Administrative Developmerit Department, the
Follow-up Department, the Auditing Standards Department, the Report Office and the
Public Relations Department (GAB, 1992, pp. 11-21). In addition, the GAB’s
organisational structure refers to four regional branches located in the main regions of

the Kingdom (GAB, 1992, pp. 40-41).

The organisational structure of the GAB has several distinctive characteristics (GAB,
1992, p. 9; GAB, 1999, p.28). First, it provides a clear-cut distinction between the main

departments’ executing functions which directly fulfil the GAB’s objectives (i.e.
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Financial and Performance Audits), and the advisory and the back-up units functionally
designed to offer general services to the GAB’s entire departments. Secondly,
operational activities are assigned to specialised departments based on a clear basis,
namely the even distribution and homogeneity of operational tasks. The structure
provides a direct linkage between the main general departments in each sector and the
Assistant Vice President in charge of that sector and shortens the communication
channels between all organisational levels. Finally, the GAB’s structure contains two
separate departments for performance auditing and financial auditing which provide
and further managerial clarity to the operational activities of the GAB. It is hoped that
the distinction between these two departments would facilitate accountability and
control processes within the GAB and make it easier to identify the objective and

subjective features of the departments’ performance.

6.4. THE AIMS AND FUNCTIONS OF THE GAB

6.4.1. INTRODUCTION

State audit organisations, like other organisations, should have a clearly defined set of
aims, outlining what they are trying to achieve and how they will fu)fil their objectives.
The aims of the Saudi GAB, as specified in Article 7 of its constitution, is to audit all
state revenues and expenditures, movable and immovable state assets, and ensure the
proper use of all the state’s assets and resources. Article 8 states the functional tasks of

the GAB as follows:

1. To ascertain that all state revenues and entitlements such as movable and
immovable assets and services have been recorded and that all its
expenditures have been made in accordance to the provisions of the annual
budget and the administrative and financial regulations in force.

2. To ascertain that all state assets are used for the purposes for which they
were intended by the concerned authority and that such authority has
adopted procedures which guarantee the safety, and proper use of such
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assets, and prevent the misuse of these assets or their use for purposes other
than those for which they were intended.

3. To ascertain that all the authorities subject to the GAB’s control under the
provisions of Article 9, implement the financial and accounting rules and
regulations in accordance with their own by-laws and that their financial
actions are not in contradiction with such rules and regulations.

4. To follow-up the financial and accounting rules and regulations to ascertain
their compatibility, efficiency and adequacy to the new developments in the
public administration in the Kingdom, pointing out the deficiencies therein.
The GAB shall submit proposals for adoption of better procedures or
alterations in existing rules and regulations.

The present constitution does not explicitly empower the GAB to investigate
government activities other than financial ones. However, a broad interpretation of
certain Articles could be used as a justification for the GAB’s initiative to expand the
scope of its audit activities in the 1980s. In particular, the reference to the Bureau’s
role in ensuring the proper use of all state assets and resources in Article 7 may provide

a good basis for the GAB’s move towards examining the efficiency and effectiveness

of government activities and programmes.

To achieve its aims, the GAB has been given the authority to prepare the executive
regulations needed. However, to be effective, such regulations have to be approved by
the Premier (Article 8). In addition, Article 9 of the GAB’s constitution specifies the
authorities subject to the control of the Bureau, which include all ministries,
government departments and their branches; municipalities, the management of water
springs and water departments; public corporations and other departments to which the
government contributes, either by way of subsidy or investment; private establishments
or companies in whose capital the government contributes or guarantees a minimum
profit; and any authority that comes under the control of the GAB by an order from the

Prime Minister or by a decision from the Council of Ministers.
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However, the auditing of private establishments or companies in which the government
contributes capital or guarantees a minimum profit are based on a special system which
determines that the scope of the GAB’s role is compatible with the nature of the
operations of these establishments in order to avoid actions that might impede their
performance (Article 9). This system was prepared by the GAB in 1977 and issued by

the Council of Ministers in its decision No. 390 of 1978.

6.4.2. FINANCIAL AUDIT

The main objective of the financial audit section is to audit the financial and
accounting operations made by the GAB’s auditees in order to validate their adherence
to the established standards, regulations and directives (GAB, 1992, p. 43). So as to
accomplish this objective, every individual department within the financial audit
section is assigned several tasks. Departments concerned with civil and military
sectors, as well as public corporations, seem to have very close operational tasks
(GAB, 1992, pp. 46-50 & 56-57). These departments are required to review the
payment procedures adopted by the auditee to ensure total adherence to the prevailing
rules and regulations, and to the provisions and standards contained in the state’s
budget. In addition, they audit the payment vouchers to ensure their regularity and
propriety and the presence of the required supportive documents. Funhermoré, these
departments must ascertain the appropriateness of the content of the records, the
financial and statistical registers and test their conformity with the established
accounting procedures. These departments are also required to examine the general
conditions of the warehouses, and review the storage and supply order procedures to
ensure their conformity with the government warehouse standards and procedures. In

relation to this task, the accounts of warehouses are audited and inventories checked to
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assess the conformity and propriety elements. These departments must also audit the
contracts sanctioned by the respective auditee with any second party to validate the
regularity of the contractual relationship in the light of government standards and rules
pertaining to procurement, construction and service contracts. This audit function is
based on Article 23 of the 1972 constitution which directs all the public sector
organisations to submit to the GAB upon signature an original copy of any contract
committing the state to certain obligations or entitling it to certain rights of value
exceeding SR 50,000. Moreover, these departments are obligated to examine and
analytically review the final accounts of the respective auditee to ensure the presence

of the precision and regularity elements.

With respect to revenue auditing, the revenue audit departments have to undertake
different tasks including, but not limited to, the following (GAB, 1992, pp. 52-53).
First, they evaluate the internal control systems implemented by the agencies
responsible for the collection of public revenues and they analyse the regulations, rules
and directives pertaining to the collection of state revenues. The purpose of this
examination is to assess the competency and credibility of these systems and
regulations, to identify any inherited shortcomings and, if there are any, to propose
viable corrective action. Further, these departments are required to exercise éontrol
over the collection of public revenues to ensure that the collection strategy conforms
with the regulations, rules and directives in force and to ensure that the collected
amounts have been appropriately entered into the correct accounts. In addition, these
departments have to audit the taxable, but exempted, cases to assure that the exemption

has been correctly applied.
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With respect to private companies to which the state contributes capital or guarantees a
minimum profit return, the GAB’s executive regulations (1972) state that the degree of
auditing control shall vary according to the percentage of the capital share of the state
and the limit of the guarantee offered by the state. For public companies and
enterprises in which the government has a share of not less than 25% in its capital, the
companies accounts audit department is required to review the final accounts of these
entities, examine the external auditors reports on the final accounts and examine
ledgers and financial records and other related documents (Article 2; GAB, 1992, pp.
58-59). The department shall also establish that the company consistently applies the
financial and accounting systems and regulations and assure that there are no actions
that violate these systems and regulations (GAB, 1992, pp. 58-59). Companies in
which the capital share of the state is below 25% are obligated to provide the GAB
with a complete copy of their final accounts and the Board of Directors’ report
concerning their actions and the final position of the entity for the prior fiscal year
(GAB, 1977, Article 5). The role of the GAB is to review and evaluate these reports in
order to assess their credibility and accuracy (GAB, 1992, p. 59). Auditing control over
companies for which the state is the guarantor of a minimum profit is carried out to

ascertain their need for a state subsidy (GAB, 1977, Article 6; GAB, 1992, pp. 59-60).

As seen above, the actual role of the various financial audit departments focuses on the
financial and regularity aspects of the transactions carried out by the agencies subject
to their audit control. An examination of the efficiency and economy of the operations
and an evaluation of the programme results in order to determine whether the desired
results have been achieved are the duties of the performance audit section, to which we

now turn.
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6.4.3. PERFORMANCE AUDIT

The GAB has conducted performance audits since the late 1980s. The aim is to
improve government efficiency and effectiveness through examination of government
programmes and activities. The GAB can carry out performance audits on all
departments and bodies subject to its audit. The role of the performance audit section
and its affiliated departments is laid out in the organisational manual of the GAB
(GAB, 1992, pp. 61-72). The objectives of the performance audit section are concerned
mainly with how economically the GAB’s auditees utilise the allocated funds,
equipment and human resources made available at their disposal and how effectively
the said resources are used to achieve the pre-determined objectives (GAB, 1992, p.

61).

With the exception of the companies performance audit department, the individual
tasks of the other three affiliated departments of performance audits, which are
concerned with the civil and military sectors as well as public corporations, include,
among others, the following (GAB, 1992, pp. 64-70). First, in order to establish
evidence that the work in the audited organisation is implemented in the light of the
pre-determined objectives, costs and time limit, these departments audit the
expenditure of the respective auditee. In addition, they conduct a cost-benefit Vanalysis
for projects executed by the audited organisation in order to assess the appropriateness
of the costs spent compared to the expected achievable objectives. Thirdly, these
departments also conduct an analytical evaluation of the methods employed by the
audited organisation to achieve its objectives. These methods are used as measurable
criteria for identifying the degree of performance efficiency and effectiveness in the

audited organisation. Fourthly, these departments audit the completed projects to
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assure that the parties concerned with these projects have taken the necessary steps to
utilise them properly. In addition, areas of extravagance and wastage are identified and
possible ways to rationalise the expenditure of the respective auditee are suggested.
Sixthly, these departments are required to audit the auditee’s equipment and
instruments and conduct a critical appraisal of manpower in order to ensure that the
auditee is properly using its human and material resources to serve its operational
purposes. Seventhly, these departments should examine any feature of duplication of
effort executed by the different agencies or sources working in the same sector to
achieve a specific work assignment. For such cases, the GAB is expected to submit
suitable proposals to avoid the recurrence of any duplication and to follow-up these
proposals with the parties concerned. Furthermore, an examination of the productivity
efficiency rates is required to ensure the attainment of a progressive increase. When the
performance is well below the standard rates, the GAB proposes' corrective measures.
Finally, these departments are obligated to ensure that the audited organisation applies

sophisticated and effective systems for its internal control purposes.

The Companies’ Performance Audit Department, on the othey hand, has several
operational tasks (GAB, 1992, pp. 71-72). This department has to audit the efficiency
and effectiveness of the managerial and accounting systems of the particular auditee to
ascertain and ensure: a) their capacity to contribute towards management processes
intended to achieve the company’s stated objectives; b) their capacity to determine the
cost of production in order to lay down a reasonable pricing policy; c) the presence of
an effective warehouse control system for the company; and d) that the systems in
question have the required documentation. In addition, the department is required to

assess how efficiently the company’s resources have been utilised and deployed in
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order to serve and achieve the company’s objectives. Further, the department has to
evaluate the effectiveness of the organisational methods and techniques being
implemented by the company to maximise the company’s revenue return. The
company’s planned balance sheet should be examined and compared to the actual
achievements. Inconsistencies, if any, have to be considered and analysed. Finally, the
department is required to ensure the existence of an adequate plan to diminish costs,

rationalise expenditure and avoid extravagance or loss.

6.5. STAFF AND TRAINING IN THE GAB

Having competent auditors available to manage and conduct audits is an issue of great
concern for all audit institutions and firms. One fact that is broadly .recognised is that
auditing practices cannot be mastered solely by obtaining proper academic
qualifications. Although auditors and potential auditors typically have decent academic
credentials, what they actually need to become proficient is appropriate training
designed and tailored specifically for the specific type of audits they are concerned

with.

7

The Saudi authorities seem to give particular attention to the importance of maintaining
high professional and qualified staff within the GAB. In 1978, the U.S.-Saudi Arabian
Joint Economic Commission created the Audit Project (AP). A number of U.S.
professionals (see Table 6.1) have been employed in the Kingdom to help achieve the
following two objectives. First, to develop the skills of the Saudi staff of the Bureau
and train them in the audit techniques and methodologies newly introduced to the

public sector, so that higher quality and more effective audits are obtained. Secondly,
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to foster organisational changes that would promote and sustain Saudiazation of these

new techniques (GAB, 1995, pp. 1-3).

With respect to training, the Project’s approach for developing the skills of the Bureau
professionals consisted of two parts: formal classroom and on-the-job training (GAB,
1999, pp.20-25). Project efforts between 1980 and 1987 focused on providing financial
audit training and obtaining U.S.-based audit and computer-related training. More
specifically, Project advisors offered on-the-job training to Bureau auditors working on
financial compliance audits; developed detailed manuals on contract and financial
auditing; and obtained specialised training in the U.S. and within the Kingdom for

selected bureau staff.

Table 6.1:
U.S. Professional Staff Working with the GAB
Date of Annual Report | Number of Advisors
1980 4
1981 7
1982 8
1983 9
1984 10
1985 10
1986 6
1987 NA 7
1988 2
1989 2
1990 2
1991 4
1992 4
1993 3
1994 2
1995 2
1996 2
1997 2
1998 2

Source: The GAB (1995, pp. 2-3); and Fieldwork data (May-July, 1998).
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Another notable achievement during this period was the Project support given to the
modernisation of the Bureau’s automated management information systems. In 1984,
several Bureau staff were selected for training in this area. The training programme
consisted of various computer programming and computer systems courses given by

the Ministry of Finance’s National Computer Centre, followed by extensive on-the-job

training (GAB, 1995, p. 2).

With the GAB’s decision to widen its traditional focus on financial auditing to include
a broader range of auditing examinations brought by performance auditing, the
Project’s efforts have shifted towards developing new auditing skills in the Bureau and
instituting the means for the Bureau to continue new skills development on its own.
Despite a significant reduction in its resources, the Project managed to accomplish its
goal by quickly training selected Bureau staff to help in the Project’s efforts to teach,
train and implement the new techniques. More precisely, the Project adopted the

following six-step approach (GAB, 1995):

1. Presenting the new audit techniques during formal classroom instructions
using Bureau’s facilities.

2. Providing on-the-job training and advice as the staff applied the classroom
training to ongoing audits.

3. Training the best students and auditors to become instructors of the new -
techniques.

4. Making the transfer self-sustaining by monitoring and guiding the
instructors as they learn to teach.

5. Working closely with Bureau supervisors as they transfer the material
through on-the-job training to their subordinates.

6. Teaching Bureau instructors to train other employees to become instructors
in the new techniques (p. 3).

In 1990, the Audit Project developed a curriculum covering four major parts:

performance and financial auditing, oral and written communication, computer
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auditing and EDP auditing. The different headings given to these parts, however,
neither reflect their importance nor signify a clear distinction between them where the
materials taught in one part have no value to the others. A look at the different courses
taught in these programmes could justify this claim. The subjects include, but are not
limited to, the following: developing audit findings, the. rules of evidence,
comprehensive auditing standards, work paper preparation, effective planning,
interviewing techniques, effective communication, supervision, statistical sampling
methods, statistical auditing methods, questionnaires, word processing, audit report
writing and instructor training. In addition, several courses were concerned mainly with
computer-related skills and applications and data base management. Another area
which the Project focused on was the development of the English Language skills of
the Bureau staff. Efforts in this area have enabled an average of seven employees to
attend short, specialised training programmes in the U.S. each year (GAB, 1995, p. S;

GAB, 1999, pp.21-22).

Table 6.2:
Summary of Courses, Instructors, Participants and Hours of
Training Managed by the Audit Project
(Calendar Years 1990 through 1995)

Year Number of Instructors Staff Training
Courses Bureau Project Trained Hours
1990 3 0 3 34 1,848
1991 13 3 10 81 10,090
1992 24 10 14 162 16,814
1993 41 35 6 186 16,228
1994 70 65 5 240 18,750
1995* 53 48 5 250 17,009
Total 207 161 46 460 89,055

* Estimated figures.
Source: The GAB (1995, p. 5).

Over a six-year period, as shown in Table 6.2, more than 450 Saudi Bureau staff,

representing about two thirds of the Saudi professional staff of the Bureau at that time,
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attended at least one of the different training courses managed by the Audit Project.
Although it is difficult to break this figure down between financial and performance
departments because of a lack of sufficient data, Table 6.2 indicates the advances that
the Project has accomplished in fulfilling its goals, reflected in the six-step approach
above. A relatively high proportion of GAB employees have been on the training
courses and the number is increasing from year to year. In addition, the Project’s
attempt to make such programmes self-sustaining seem to be successful. This can be

seen from the increasing number of Saudi staff participating in the instruction process

of the training programmes.

The training approach adopted by the Audit Project allows the auditor to take the
knowledge obtained in the classroom into the work environment in the form of on-the-
job training (OJT). Less-experienced or newly recruited auditors are attached to the
various audit teams under the supervision of experienced performance auditors to

ensure that they receive practical real-life work experience (GAB, 1996, p. 6).

Table 6.3:
List of External Training Courses P
Year Programme No. of Trainees

1986 | Performance auditing in the oil and gas sector
1990 Performance auditing in the oil and gas sector
1991 Performance auditing

1992 Performance auditing

1994 Performance auditing and measurement strategies
1994 Quality management and performance

1995 Performance auditing and measurement strategies
1996 Performance auditing

1997 Performance auditing

1998 Performance auditing

Total | .:

NI LI TSI B TSI TS TS

Source; Fieldwork data (May-July, 1998), Saudi Arabia.
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In addition to in-house training, some auditors have been given the opportunity to
attend an extensive computer and performance audit training in the U.S (see Table 6.3).
There are also opportunities for post-graduate studies i.e. M.Sc. in Accounting in a

Saudi university or the Institute of Public Administration.

The above discussion reveals that the GAB, through the Audit Project, has made
significant efforts in the training domain. A significant number of courses and
programmes have been introduced using different approaches i.e. formal classroom and
OJT within and outside the Kingdom. By increasing the proficiency of GAB auditors,
these efforts are expected to positively affect the way by which auditors execute their

work which, in turn, will increase the auditees’ acceptance of auditing findings.

6.6. THE GAB AUDITING STANDARDS

Since the early 1980s, the GAB has recognised the importance of establishing auditing
standards for public sector programmes and activities. The GAB, in its comprehensive

auditing standards (GAB, 1982) states that:

The Bureau believes that there is an urgent need for codifying audjting standards
because there are no standards which are generally accepted in the Kingdom

(p. 3).
The GAB’s effort in this respect was pioneering and one of the first steps in developing
the audit profession and standardising auditing practices in Saudi Arabia.! The

Comprehensive Auditing Standards consist of five chapters. The introductory chapter

' The private sector auditing standards were not observed until 1986 when the Ministry of Commerce
issued its report of the accounting development programme. The report consisted of two volumes. While
the first volume presented the objectives and concepts of accounting (Ministry of Commerce, 1986a),
the second was concerned with auditing standards and was classified into three broad categories:
General Standards, Standards of Field Work and Standards of Reporting (Ministry of Commerce,

1986b).
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defines the concept of comprehensive auditing and specifies its scope and objectives.
The comprehensive concept of auditing is defined as including financial compliance

auditing, economic and efficiency auditing and effectiveness auditing (GAB, 1982,

p.-1).

Chapter 2 outlines the comprehensive auditing standards (see Figure B.1, Appendix B).
These standards have been defined as “the criteria or yardstick against which the
quality and effectiveness of auditing is evaluated” (GAB, 1982, p. 7, para 12). This

chapter also discusses the basic postulates of auditing (see Figure B.1, Appendix B)

which include the following (GAB, 1982):

1. Primary responsibility for correctness and sufficiency of the form and
content of the financial reports and other information shall be borne by the

management of the auditee.
2. There should be no conflict of interest between the auditee and the auditor.

Audit evidence should be reasonable and practical, adequate and
convincing, but not absolute in quantity or quality.

4. Consistency in applying accounting standards is a source of and not a
guarantee of faimness.

5. An auditor protects the interest of the government or the auditee and all are
duty-bound to volunteer in assisting him.

6. Auditing services are concerned primarily with guiding and reforming
rather than merely revealing fault and applying punishment {p. 10, para
21).
Chapter 3 covers, with more detail, the general auditing standards which are concerned
with the professional qualifications and characteristics of an auditor or auditing firm.
This set consists of two groups of standards: the standards common to auditors and
auditing firms; and the standards for auditing firms (see Figure B.2, Appendix B). The
first group includes three standards: the standard of professional competence, the

standard of independence and the standard of due professional care. The first standard

requires the auditor and the auditing team to possess appropriate academic knowledge
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and qualifications, reasonable ability to practice and apply such knowledge and the
professional skills and techniques to understand and solve auditing problems (GAB,
1982, p. 24, para 44). In accordance with the independence standard, the auditing and
the auditing firm are required to be fully independent in fact (as judged by the auditor
himself) and in appearance (as can be reasonably and practically perceived by others)
(GAB, 1982, p. 25, para 46). This standard, in addition, requires the auditor or auditing
firm to resist any restriction relating to the application of the Comprehensive Auditing
Standards; the maintenance of financial, managerial and social independence; and the
auditors’ freedom to prepare the audit programme, investigate all documents and report
the audit findings (GAB, 1982, p. 26, para 51). As far as the due professional care
standard is concerned, the GAB acknowledged that there are no comprehensive criteria
for due professional care. However, several guidelines were provided (GAB, 1982, pp.

33-34, para 78) outlining that:

1. The auditor and auditing firm are required to apply the Comprehensive
Auditing Standards.

2. The auditor should acquire a reasonable understanding of the general and
particular circumstances of the auditee.

3. The auditor should determine the nature, scope and timing of auditing
procedures in the light of the cost of auditing procedures, the importance of
the audited items and the risk expected by the auditor.

4. The auditor is required to use methods that increase the degree of
understanding between auditor and auditee and decrease the chances of
misunderstanding between them.

5. The auditor should avoid duplication of effort and use, to a reasonable
degree, the work of previous and current auditors.

6. The auditor is required to obtain a letter from the management of the
auditee acknowledging the auditee’s responsibility for the accuracy and
adequacy of the information provided.

The second group of the general auditing standards is particularly directed at auditing

firms. These standards outline the necessary policies, rules and procedures which

ensure that reasonable practices are followed in the following areas: the employment of
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auditors; the internal and external consultations; the assignment of personnel to
auditing jobs; the audit supervision; and the professional development of auditors

(GAB, 1982, p. 49, para 110).

Chapter 4 explains the field standards which represent the minimum requirements for
the auditor or auditing firm. These standards provide the overall framework for the
purposeful, systematic and balanced steps or actions that auditors are expected to
follow on all the levels of an audit assignment (GAB, 1982, p. 65, para 134) and
consist of five standards as follows (see Figure B.3, Appendix B). First, adequate
auditing evidence that is competent, professional, logical and practical must be
obtained (GAB, 1982, p. 66-67, para 137 & 139). Measuring the sufficiency of
auditing evidence, however, is left to the auditor’s judgement. Secondly, planning and
developing a complete strategy for all auditing steps is required to determine the
nature, extent, timing and requirements of tests needed to form the auditing evidence
(GAB, 1982, p. 73, para 152). In particular, auditors are required to consider the

following:

1. Setting a clear definition of all objectives of an auditing assignment.

2. Identifying, in advance, the problems and obstacles that auditors or
auditing firm may face and developing appropriate solutions for these
obstacles.

3. Specifying all procedures and policies required to realise the objectives of
auditing.

4. Ascertaining the compatibility of procedures and policies included in the
auditing programme to auditing objectives.

5. Ascertaining the balanced distribution of auditing efforts on the important
elements of the audited subjects.

6. The expeditious completion of audit tasks.
7. The proper timing for performing auditing procedures.

8. The efficiency of the auditor’s efforts by assigning adequate and
sufficiently qualified personnel for the audit task, co-ordination among
the auditors within the firm, and between the auditing firm and other
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parties concerned and realising the objectives of training and developing

professionals within the auditing firm (p. 74, para 154).
The third rule of the field standards is to provide “proper supervision over all auditors
and other personnel involved in carrying out tests or procedures needed to form the
auditing evidence” (GAB, 1982, p. 78, para 162). Among the intended aims of audit
supervision are ascertaining the effectiveness and quality of auditing activities,
assuring adherence to the Comprehensive Auditing Standards, facilitating the
completion of the required auditing tests within a reasonable period of time, utilising
the judgement of an experienced auditor in guiding and supervising the work of
beginners, and assigning the proper auditors to the various activities (GAB, 1982, pp.

78-79, para 163).

The fourth rule of field standards deals with two main issues. The first is concerned
with “studying the relevant public laws and bylaws, rules and regulations to determine
the extent of compliance therewith”; and the second is concerned with “evaluating the
relevant internal control system to determine the nature, scope and timing of tests and
procedures required to realize the auditing objectives” (GAB, 1982, p. 80, para 168).
The section which deals with the study of internal control systems is the longest,

covering almost twenty-two pages.

Finally, the field standards contain another standard connected specifically with
financial compliance auditing. With regard to this type of audit, the auditor is required
to study and analyse the financial reports which include the final accounts or
statements and accompanying notes. A thorough analysis of financial reports is

intended to increase the objectivity of the audit opinion (GAB, 1982, p. 104, para 220).
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The last chapter of the GAB’s 1982 Comprehensive Auditing Standards deals with the
basic standards which govern the contents and form of an audit report (see Figure B 4,
Appendix B). The GAB’s reporting standards were divided into four sections: form
standards; common content standards; unique content standards for financial
compliance auditing; and unique content standards for efficiency and effectiveness
auditing (GAB, 1982, pp. 110-111, para 227). The auditor is required to explain the
significance of any restrictions imposed on him?, specify the subject covered in his
report and state his opinion and offer opinions regarding the internal control system
(GAB, 1982, p. 110, para 227). In addition, the unique content standards for efficiency

and effectiveness auditing require the auditor to observe the following:

1. The views of the auditee’s responsible officials should be included in the
audit report.

2. While writing the audit report, a balanced perspective taking into
consideration the points of strengths and weaknesses of the audited entity
should be followed.

3. Suggestions and recommendations should be included in the audit report
(p. 111, para 227).

According to Merei (1985, p. 60), the GAB’s auditing standards are being considered
as models for other countries in the region. In addition, a comparative study of public
sector audit standards conducted by the United Nations has classified the GAB’s

standards to be reasonably complete (Dean, 1988, pp. 233 & 242).

The GAB’s creation of a complete set of auditing standards is a positive step towards
ensuring the effectiveness of auditing practices. These standards are hoped to provide a

concrete basis for supervising auditors on the one hand, and holding them accountable

? Al-Rumaihi (1997, pp. 193-194) described the Saudi society as strongly masculine and at the same
time moderately feminist. However, the auditing profession in Saudi Arabia is completely dominated by
males; women, for religious and cultural reasons, are not allowed to apply for such work. As a result, in
our discussion of the state audit in this country, we used masculine terms only.
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on the other. Further, such standards should provide reassurance for auditees and other
concerned parties that the audit work is governed by professional rules, which, as a

result, should increase their acceptance of the audit conclusions.

Before concluding this section, it is worth mentioning that the GAB during the process
of establishing auditing standards conducted a comparative study of the auditing

standards issued by the following (Merei, 1985):

1. The International Federation of Accountants (IFAC).

2. The Union Europeene des Experts Comptables Economiques et
Financiers (UEC).

The Institute of Chartered Accountants in England and Wales.
The American Institute of Certified Public Accountants.
The U.S. General Accounting Office.

Constitution No. 133 of the Accounting Profession in Egypt issued in
1951, and the provisions of the Accounting and Auditing Constitution
issued by the Egyptian Association of Accountants and Auditors on
August 4, 1958 (p. 58).

oS vokoWw

The strategy followed by the Saudi GAB in developing auditing standards reflects the
fact that the GAB has fairly recognised both the experiences and practices of developed

countries and the guidelines issued by international accounting organisations (Merei,

1985, p. 54). ’

In addition, a close look at these standards reveals that the GAB’s auditing standards
are common for both financial and performance audits. This may reflect the GAB’s
intention to produce comprehensive standards, covering all its audit practices.
However, in certain circumstances where genuine differences do exist between these
two types of audit, separate standards for each were promulgated. A clear example, as
seen above, can be found within the reporting standards. Common standards for

financial and expanded scope audits are widely used. Among the twenty-five SAIs
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surveyed by the United Nations, only the US GAO has separate standards for

performance audits (Dean, 1988, p. 236).

Finally, two issues are worth discussing. The first is that the GAB standards are almost
18 years old and they have experienced no revision at all during this period. Auditing
practices have changed dramatically in the last two decades and such changes, in turn,
have necessitated parallel changes in the way that audit examinations are conducted
and supervised. Accordingly, it is the time for the GAB to launch a project to evaluate
its comprehensive auditing standards. It is suggested that the GAB could approach the
auditors and other parties concerned with 'its work to see how they perceive the

comprehensive auditing standards in order to seek their suggestions for improvements.

The second issue is concerned with the audit quality assurance. The existence of a set
of professional standards does not alone ensure that auditors will in fact comply with
them. Auditors need a scheme for assuring that standards are maintained in their audits.
To this end, as the GAB does not at present have a formal scheme for quality
assurance, it is important that such scheme is established. The introduction of the
performance audit manual in 1998 is a one step in this direction. Other tactics, such as

conducting both peer and independent reviews might be useful tools in this regard.

6.7. CONCLUSIONS

This chapter has discussed various issues relating to the work of the Saudi General
Audit Bureau (GAB). It has provided a brief discussion of the historical development
of the Bureau; its organisational structure; the aims and functions of the GAB; the

GAB’s training programmes; and the government auditing standards.
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As stated above, state audit in Saudi Arabia has experienced various advances
throughout the last three decades. In this respect, a clear constitution for the Audit
Bureau was introduced. In addition, the scope of the GAB’s audits has expanded from
traditional financial audits to include more complex and important areas concerned
with the efficiency and effectiveness of public sector activities. The GAB’s authority
has also increased to include all public sector organisations, corporations and

companies which receive public funds.

The discussion in this chapter also revealed several characteristics of the organisational
structure of the GAB. The first is a clear-cut distinction between the main functions of
audit departments, on one hand, and the advisory and back-up units functionally
designed to offer general services to the GAB’s entire departments, on the other.
Secondly, operational activities are assigned to specialised departments based on a
clear basis aimed at shortening the communication channels between all organisational
levels. Finally, separate departments for performance auditing and financial auditing
were established in order to provide managerial clarity to the operational activities of
the GAB. While the various financial audit departments focus on the financial and
’
regularity aspects of the transactions carried out by the agencies subject to their audit
control, the objectives of the performance audit departments are concerned mainfy with
how economically the GAB’s auditees utilise the allocated funds, equipment and
human resources made available at their disposal and how effectively the said
resources are used to achieve the pre-determined objectives (GAB, 1992, p. 61). It is

suggested that the separation of the financial and performance audit departments would

facilitate accountability and control processes within the GAB.
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As far as training efforts are concerned, the evidence showed that the GAB seems to
give particular attention to the importance of maintaining high professional and
qualified staff. With its decision to widen the scope of audit to include performance
auditing, the GAB has made significant efforts in the training domain. A significant
number of courses and programmes have been introduced using different approaches
i.e. formal classroom and OT]J training within and outside the Kingdom. These efforts
are expected to positively affect the way by which auditors execute their work which,
in turn, will increase the auditees’ acceptance of auditing findings and

recommendations.

Another positive step undertaken by the GAB towards ensuring the effectiveness of
auditing practices was the introduction of a reasonably complete set of government
auditing standards in 1982 (Dean, 1988, pp. 233 & 242). These standards were hoped
to serve various objectives, such as providing a concrete basis for supervising auditors’
work; holding auditors accountable; and reassuring auditees and other parties
concerned that the audit work is governed by professional rules. However, it is worth
noting that the GAB standards are almost 18 years old and they ha\:e experienced no
revision at all during this period. Since the dramatic changes in audit practices in the
last two decades have necessitated parallel changes in the way that audit examinations
are conducted, the GAB should reconsider its comprehensive auditing standards. More
specifically, there is a need for the GAB to initiate a project to evaluate the

appropriateness of these standards for its current activities.
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Chapter Seven Research Methodology and Methods

7.1. INTRODUCTION

This chapter represents a short break between the background material developed and
explored in the previous chapters and the following chapters which are directed towards
a close examination of the Saudi experience in the field of performance auditing as
applied to the public sector. The purpose of this chapter is to describe the manner in
which the research objectives stated in the first chapter are addressed. Following this
brief introduction, the next section discusses the research methodology adopted in this
study. Section three presents the procedures followed in the development and
distribution of the questionnaire, the main research tool used for collecting data. The
fourth section explains the techniques used in analysing the research data. The fifth

section provides some factual information on the research respondents. In the final

section, a short summary is presented.

7.2 RESEARCH METHODOLOGY

In order to gain a better understanding of the subject under investigation and the state
auditors’ and public managers’ perceptions of its nature and effectiveness, it was
important when selecting a particular research methodology to take iPto account the
nature of the study objectives and the sensitive information needed to answer any
related questions. Accordingly, the researcher employed two research methods. The
first involved collecting official documents produced by various government
organisations in Saudi Arabia, such as the Council of Ministers, the Ministry of
Planning, the Ministry of Finance and the GAB. This official data mainly consisted of
government decrees, development plans, as well as the GAB’s documents, audit reports
and other publications. Documents obtained from the GAB were a useful source when

discussing some of the aspects relating to the main concern of the study i.e. the subject
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of performance auditing as applied in the Saudi public sector. These documents helped
to explore and understand the current state of the performance auditing system and to
highlight its possible deficiencies. Documents gathered from other sources, on the other
hand, were mainly used to provide background information relating, in particular, to the

nature of the public sector and the accountability and control systems in Saudi Arabia.

Although secondary data was collected and used when discussing some of the issues
raised in this research, the focus of the study is essentially quantitative rather than
qualitative. Accordingly, the principal method used in this study was a questionnaire
survey. This methéd was used, particularly, to elicit data from performance auditors and
representatives of public sector managers regarding their attitudes and perceptions of
the nature and effectiveness of the current system of performance auditing as applied in
the Saudi public sector. Despite the importance of the secondary data, questionnaires
were the main method of data collection in this study. Accordingly, more elaboration

concerning this tool is presented in the next section.

7.3. QUESTIONNAIRES s

As mentioned above, the principal research method was a questionnaire survey. The
questionnaire survey is one of the most commonly used research methods for collecting
data. This tool is often used to collect data when the issues raised are likely to be
confidential and sensitive. In addition, using a questionnaire as a method for eliciting
data gives respondents more time to consider their answers. Furthermore, the
questionnaire, as stated by Mason and Bramble (1979, p. 301), has the merit of
increasing the generality of the data and ensuring a greater level of veracity in the

respondents’ answers. Other advantages of this method include the following (Moser

199




Chapter Seven Research Methodology and Methods

and Kalton, 1993, p. 255-62; Nachmias and Nachmias, 1996, p. 225-26; Oppenheim,

1992, p. 102):

It is cheaper than the interview.
It covers a large number of samples.

It guarantees respondent anonymity.

Lol A

Each respondent will receive and be exposed to the same questions and
instructions.

(9]

It avoids bias by an interviewer.
6. Itis a quicker way of getting the questionnaire to the respondents.

The questionnaire survey, however, has its limitations (Moser and Kalton, 1993, p. 255-
62; Nachmias and Nachmias, 1996, p. 225-26; Oppenheim, 1992, p. 102). The first
limitation of the questionnaire survey is related to the fact that one cannot be sure who
has completed the questionnaire. A further disadvantage is the possibility of a low
response rate, particularly when respondents have no special interest in the subject of
the questionnaire. This problem was minimised in this research by directing the
questionnaire to individuals who were assumed to have an interest in the subject and by
seeking the support of officials from the organisations participating in the study (see
Section 7.3.3). The success of this strategy is reflected in the relatively high response
rate obtained. Another disadvantage of the questionnaire survey is asso’ciated with the
questionnaire format which carries the danger of restricting the quality and depth of
information provided. The questionnaire also provides no opportunity to clarify
questions or to overcome any unwillingness to answer particular questions. These two
limitations were tackled by adopting various processes in the questionnaire design
stage, including the review of initial questionnaires by experienced academic staff and

by conducting a pilot study (see the next two sub-sections). These steps proved to be

very useful for developing the final versions of the questionnaires.
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7.3.1. THE DESIGN OF THE QUESTIONNAIRES

There are two commonly used types of questionnaires: the closed questionnaire and the
open questionnaire (Moore, 1987, p. 16-17) In a closed questionnaire, the respondent is
provided with a number of alternative responses to select from for each question when
giving his answer. There are various advantages to a closed questionnaire. First, it
produces uniformity among respondents concerning the specific issue under
investigation. Another advantage is that it requires no writing, quantification is
straightforward, and they are quicker and easier to answer, as a result, more questions
can be asked within a limited time (Oppenhiem, 1992, p. 114). Third, a close-ended
questionnaire provides a range of critical answers and, thus, reduces the chance of

overlooking issues of vital importance to the research.

There are some limitations pertinent to this method, however. By providing a number of
answers, closed questionnaires may restrict the respondents and prevent them from
providing valuable information about the underlying question. In addition, some

respondents may ignore questions when they have certain viewpoints that do not fit

within the listed options.

By contrast, in an open questionnaire, the responsibility is placed on the respondent,
who is expected to formulate and record answers in his/her own words. An open
questionnaire can provide quite detailed answers and valuable information on some
issues, especially when opinions or suggestions are needed. It also gives an opportunity
to respondents to express themselves in their own words and to put more emphasis on

what they feel is important about the issues being raised.
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This type of questionnaire, however, has its own limitations. First, an open
questionnaire produces a wide range of answers and a mass of information which are
often very difficult to categorise, and thus, to analyse. Furthermore, it requires more
effort from the respondents. Accordingly, as the questionnaire is less likely to be

completed, the researcher may end up with poor results after the analysis.

Taking into consideration the advantages and disadvantages of both types of
questionnaire, it was decided that the questionnaire chosen for this study would be a
closed one. With the exception of question A4 in the auditors’ questionnaire, the
questions contained in the questionnaires are of one form i.e. close-ended questions
requiring a simple tick in the appropriate box. Nevertheless, to overcome the limitations
of a close questionnaire, the maximum possible options were set for each question, in
addition to an option of “others, please specify” to give respondents the opportunity to
express their own points of view whenever the listed alternatives did not fit them

(Stacey, 1969, p. 76-77).

The researcher constructed the questions on a five-point rating scale (Likert scale)
format. Likert scaling, according to Nachmias and Nachmias (1996, p. 465), is a method
designed to measure people’s attitudes. This type of scale provides reasonable scope for
discrimination without being too sophisticated and helps to increase variation in
possible scores, by coding from “strongly agree” to “strongly disagree” instead of

merely “agree” or “disagree” (Bailey, 1982).

In addition to the demographic data, the questionnaires contained 21 and 16 questions
for the auditors and public sector managers, respectively. They were designed in a

structured manner so that the respondent could not deviate too easily from the purpose
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of the question. More specifically, the author constructed the questions in a format
which was expected to reflect the true nature of the question, be easily understood by
the respondents and to produce answers which could be analysed and interpreted in a
comprehensive manner. To this purpose, the questions were produced in a short, simple
and unambiguous format. It was hoped these structured questions would facilitate the

completion and analysis of the questionnaire.

Another issue worth noting is related to the language of the questionnaires. While the
first draft of the questionnaires was formulated in English, the researcher translated the
two sets of questionnaires into Arabic, the native language of the Saudis (see Appendix
D & E). It was felt that translated questionnaires would be easily understood and
answered by the respondents since most of the respondents would not be familiar

enough with the English language to fully comprehend the questions.

As mentioned above, two different questionnaires were designed: one for performance
auditors and the other for public sector managers. Each of the two questionnaires was
divided into three sections. In the first and second sections, respondents were asked to
make judgements about the nature of performance auditing in thepublic sector and its
effectiveness, respectively. These questions sought to determine respondents’
perceptions concerning the two issues. At the end of the questionnaire, some factual
information was required; the respondents were asked to provide information about
themselves, such as their job titles, educational qualifications, academic majors and
work experiences. The respondents were also asked to write down on the back of the
questionnaire any suggestions or comments relating to the issues raised in the
questionnaire or any other issue relating to the performance auditing system in the Saudi

public sector.
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7.3.2. THE PRE-TEST OF QUESTIONNAIRES

Questionnaire surveys often face difficulties before reaching their final versions.
Oppenheim (1992, p. 47) says: “questionnaires have to be composed and tried out,
improved and then tried out again, often several times over, until it is certain that they
can do the job for which they are needed”. Accordingly, various procedures were
followed to ensure the relevance and comprehensibility of those subject areas included
in the questionnaires. First, following the primary development of the two
questionnaires, they were given to some Saudi Ph.D. students in the UK specialising in
the area of auditing in order to obtain their opinion on the design, sequence and the
wording of the questionnaires. Moreover, both the Arabic and English versions of the
questionnaires were reviewed by various members of the Faculty of the Accounting and
Management Sections in the College of Business and Economics at King Saud
University who had experience in designing questionnaires and conducting research.
This was done to obtain their opinions on the above issues as well as on the translation

of the questionnaires.

Furthermore, to ensure that the questionnaire was free from any difficulties and
E4

ambiguities which could lead to inadequate or misleading responses, a pilot study was

planned for a limited number of performance auditors and public sector managers

(8 and 7 members, respectively). The pilot questionnaires invited comments from

respondents about difficulties in understanding and completing the questionnaires.

These procedures proved to be very useful for developing the final versions of the
questionnaires. Various changes and refinements relating to the size, issues covered,
wording, sequence and translation of the questionnaires have been made based on the

comments received from the piloting process. The importance of these comments can be
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realised from the significant reduction in the size of the initial drafts of the
questionnaires (11 pages) to their current size (8 and 6 pages for the auditors’ and
managers’ questionnaires, respectively). In this regard, a whole section in the initial
questionnaires dealing with the origin and emergence of the performance auditing
system in the Saudi public sector was removed on the ground that the issue of the
emergence of the system is not directly related to the stated objectives of the current
study. In addition, the managers’ questionnaire was reduced further by excluding some
of the questions included in the auditors’ questionnaire (A2, A3, A4, A5 and B3) since
they were considered irrelevant to the public managers. In other cases, the changes were
concerned with thé way by which the questions were presented to the respondents. For
instance, based on the auditors’ comments, question A2 in the auditors’ questionnaire
was modified to take the form of ranking of the approaches provided, instead of a mere

selection of one of these alternatives.

7.3.3. THE DISTRIBUTION OF THE QUESTIONNAIRES

Distribution of the questionnaires took place during the researcher’s visit to Saudi
Arabia between May and July 1998, and consisted of two stages. The first stage was
concerned with distributing questionnaires to performance auditc;rs within the GAB.
The researcher asked GAB officials for permission to distribute the questionnaires to
performance auditors, referring to the prior agreement of the GAB’s President to co-
operate with the researcher. This agreement had been obtained during a previous visit to
the GAB in June 1997. At that time, the researcher visited the GAB, accompanied by a
letter from the Dean of the College of Business and Economics at King Saud University
(see Appendix C) illustrating the nature and importance of the study and asking for help

and co-operation with the researcher. The GAB’s officials, thankfully, agreed to

participate in this study and to co-operate with the researcher.
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As the majority of performance auditors are based in the GAB headquarters in Riyadh,
the capital, and only a limited number are attached to the Jeddah office, the researcher
decided to concentrate on the GAB headquarters. The number of performance auditors
in the GAB headquarters, however, is relatively small, so, the researcher decided to
include all the performance auditors working with the GAB at the time of carrying out
the fieldwork. The performance auditors were divided between two main departments as

shown in Table 7.1.

Table 7.1:

Division of Performance Auditors between
Performance Auditing Departments within the GAB

Department No. of Auditors
Performance Audit General Department for 20
Ministries and Government Departments
Performance Audit General Department for 17
Public Corporations and Companies
Total 37

In addition, the research sample included nine other individuals consisting of the
following: 4 managers from the two performance auditing departments, three GAB
officials, and two American consultants working with the Saudi-American Audit Project
which has contributed significantly to the development of perforr;lance auditing in the
Kingdom. These individuals were selected for either of the following two reasons: their
current involvement in the practice of performance auditing, as in the case of the
managers of performance auditing departments and the American consultants; or their
previous experience with the subject, as in the case of the three officials who had once

been performance auditors.

Two different modes of administration were available to the researcher. One option

involved the distribution of the questionnaires to performance auditors directly by the
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researcher. The other alternative was the distribution and gathering of questionnaires by
the organisation itself. The researcher, however, selected the second option for two
practical reasons. First of all, most of the performance auditors have field audit
investigations and work outside the GAB headquarters. Therefore, it was not easy for
the researcher to reach them. Secondly, the researcher felt that distribution by the GAB
would provide official backing to the questionnaire which, as a result, would increase

the response rate.

A total of 46 questionnaires were distributed together with covering letters explaining
the nature and importance of the study and the vital role played by each respondent in
the successful completion of this thesis. In addition, the general instructions on the first
page of the questionnaire gave an assurance of confidentiality (copies of the English and
Arabic versions of the questionnaire as well as the covering letter are attached, see

appendix D). Of the questionnaires issued, 34 were completed and returned to the

researcher, resulting in a response rate of 73.9%.

The second stage was concerned with distributing the questionnaires to public sector
managers. An important question arose at this point: who shouId be considered as a
possible respondent for this group? This required a decision on an organisational level.
In other words, the researcher had to decide which public sector organisations should be
included in the population from which managers would be chosen i.e. all public sector
organisations or only those organisations which were under actual investigation from
the GAB performance auditors. Due to the relatively recent introduction of the
performance auditing system into the Saudi public sector, the researcher felt that the

inclusion of all public organisations in the population would not serve the objectives of

this study. It was obvious that a quite number of public managers had never dealt
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with the GAB in the area of performance auditing, and, as a result, would not be able to
give an objective assessment of the performance auditing system applied by the GAB.
Therefore, only managers from public organisations who had had experience in this
subject through their dealings with the GAB were considered as possible respondents

for the public managers’ group.

The researcher, accordingly, requested from the GAB a list of public organisations that
were subject to performance audit investigations. The GAB supplied the researcher with
two useful lists: one for investigations which occurred in the Ministries and
Government Departments and the other for investigations which occurred in Public
Corporations and Companies. After careful review of these two lists, a total of 28
public organisations were selected: 13 organisations from the Ministries and
Government Departments list and 15 organisations from the Public Corporations and
Companies list (see Tables 1 and 2, Appendix F). The selection was based on the

following two conditions:
1. The timing of audit investigation. In this regard, audit investigations that were
4-years old or less were selected. Older investigations were excluded as the

individuals who had dealt with them may not have remembered the case very

well or may have moved to another job.

2. The location of the audit examination. Since all government ministries,
government independent bodies and public enterprises, with a few exceptions,
are headquartered in Riyadh City, only public organisations within the capital
were considered. It was hoped that this form of selection would maximise the
coverage of public sector organisations within the time and financial

constraints applicable.

! Although the two lists covered most of the audit missions undertaken by the two departments, they were
not all-inclusive. In particular, performance audits undertaken by the Performance Audit Department for
the Ministries and Government Departments in 1997 were not included.
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As in the case of the auditors’ questionnaire, the researcher advocated the distribution
and gathering of the managers’ questionnaires directly by the participating
organisations. The selection of this method was significantly influenced by the
particular imperatives of the Saudi environment. For instance, whereas in a developed
country a large sample questionnaires can be distributed via the postal service and
follow-up procedures conducted through post, telephone or e-mail services, the
inadequacy of the communications services in Saudi Arabia meant that these methods
were not feasible. As a result, the researcher needed to find an appropriate balance
between efficiency and feasibility and what might be desirable in methodological terms.
Another reason for selecting this particular method was that personal delivery and
follow-up was perceived as likely to generate a higher response rate, particularly in the

context of a developing country such as Saudi Arabia.

To facilitate the distribution of the questionnaire and to encourage the respondents into
answering all questions, the researcher attached, as in the auditors’ case, a covering
letter to each questionnaire. The letter explained the purpose of the survey and stressed
the vital role played by each respondent in the successful completion of the study
(copies of the English and Arabic versions of the questionnaire as well as the covering
letter are attached, see Appendix E). In addition, the author, in the general inétructions
on the first page of the questionnaire assured the respondents that all information given
would be treated confidentially and would only be used for the purpose of this research.
This step was vital to remove any suspicion or fears on the part of respondents about
certain information requested and sensitive issues, such as criticising the deficiencies of
the public sector. To support his position, the researcher attached another letter from the

Dean of the College of Business and Economics, King Saud University (see Appendix
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C). The letter, which was attached to each questionnaire, stated that the author was a
teaching member of the College studying for a Ph.D in Accounting. The letter also

asked the respondents to co-operate with the researcher.

The researcher then visited each of the selected organisations and held discussions with
either the public relations manager, financial officer or internal auditor to gain support
for the study, to explain its nature and to identify the individuals most qualified to
complete the questionnaires. With the exception of three organisations from the public
corporations and companies’ group (see Table 1, Appendix F), all the selected
organisations welcomed participation in the study and co-operated with the researcher.
The questionnaires with the covering letters were given to the selected organisations to
be distributed and collected back directly by them. Again this way of distribution was
used to infer official backing to the questionnaires. A date for collecting completed
questionnaires from participant organisations was agreed at the time 