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D.O. No. 199 — Audit (AP)/16-2008

Office of the Comptroller and Auditor General of India
9, Deen Dayal Upadhyay Marg, New Delhi - 110124

B.B. Pandit
Director General (Audit) _

Date June 30, 2009
Dear

As you are aware, presently the end product of audit process is an
audit inspection report which is based on DDO-centric audit which
contain a variety of audit observations that focus on individual cases of
irregularity or non compliance and some performance related matters;
some of which may, in terms of materiality or impact, merit inclusion in
the C&AG's Audit Reports. In parallel, perfformance audits of specific
organizations or schemes or programmes are also taken up. These
reports typically aim at evaluating the performance of a scheme or project
against a predefined criteria. The audit output under both approaches
does not necessarily translate into an assurance on the veracity of
financial information or of the projected performance.

2. While the paragraph type reporting system based on DDO-
centric audit has stood the test of time and serves useful purpose in
highlighting impertant cases of malpractice and in enforcing
accountability, it represents mostly exceptional deviations from the norm
and is statistically insignificant for drawing systemic conclusions on the
functioning of a department or arganization; and hence it does not serve
as a tool to assist decision makers. There is, therefore, a need for
filling this gap in audit reporting by reorienting the manner in which
audits are planned and conducted.

3. There have been attempts in the past to address some part of
this need. A chief controlling officer (CCO) based audit approach was
attempted in Jammu and Kashmir. The XXl Accountants General
Conference held in 2005 decided to carry this experiment forward. The
matter was examined by a task force under the chairmanship of the
then ADAI (RS). The report of the task force was subsequently reviewed
by a Committee of DAls/ADAIls which felt that the existing DDO-centric
audit process was not entirely without merit and, hence, the new
approach to audit should focus both on the CCO and the DDO and that
that two should be integrated for optimal effectiveness of audit. Following
this, pilot studies were conducted in Andhra Pradesh, Uttar Pradesh,
Tripura and Nagaland.
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4, The issues involved have been carefully considered at the
Headquarters. Ithas been re_cognized that the depariment-centric audit
approach fills an important gap in our existing audit process along with
the-existing audit approach. The key consideration is that for drawing
department wise conclusions, all the units of a department need not
necessarily be covered. [nstead, a fair number of existing auditable
units in a department will be taken up for audit in an integrated manner
with a department wise perspective and a degree of selectivity
depending upon the criticality of the unit to the outcomes expected of a

- demand for grants sanctioned for a department as well as the materiality
of resources placed at its disposal. An audit process based ona
scientific sampling plan will thus enable the auditor to draw valid audit
conclusions. Given this premise, it will be possible to aim at having a
judicious mix of the two audit approaches to address different audit
needs. It has, therefore, been decided that ab initio all civil audit offices
in the States will introduce the departiment-centric audit or CCO appreach
in addition to the present DDO-centric audit.

5. To begin with, only one or two departments like works, forest,
commercial taxes, that have dedicated audit staff may be brought under
the new audit approach. In respect of such selected departments, the
audit planning, implementation and reporting will be department-centric.
As stated above, in the context of a department wise risk assessment,
an appropriate sample of individual DDOs will be selected for an
integrated audit. Another set of DDOs in the same department may be
selected in the next audit cycle of such depariments.

8. The introduction of the new audit appreach should not be
delayed further. However, since the work for the Audit Report 2008-09
is already under way in the States, it may not be possible to effect
major changes in the current audit plan. Therefore, the remaining period
of the current year should be utilized in doing the necessary groundwork
for CCO based audit. Accordingly, these instructions should be
implemented with the audit plan for the next year, i.e., 2010-2011.

7. For the current year, the States that have already opted for
integrated audit of selected departments in place of the internal control
review for chapter V, should follow these instructions as far as possible.
Those States that have chosen to continue with the internal controls
review for chapter V should switch over to the new approach in the next
audit cycle, i.e., 2010-11.

8. Annex-A to this letter contains a set of administrative
instructions that explain the background, the concept, the cbjectives,
methodology, and reporting issues connected with the new approach.
Annex-B contains a set of FAQs. on the new approach.
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9. A review of the effectiveness of the department-centric audit
approach will be conducted after one year and course corrections
undertaken, as and if necessary. You are, therefore, requested {o send
the suggestions for the improvements in this approach after assessing
the outcome of audits during the year 2010-2011.

Yours sincerely,
Encl. As above.

(B.B. Pandit)
To
All Principal Accountants General (Audit)/Directors General {Audit)/

Accountants General {Audit)/Principal Directors (Audit)

Copy to:

1. All DAIs/ADAIs
2. All DGs/PDs/Directors at Headquarters

3. Secretary to C&AG
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Annex-A
Instructions on introduction of Department-centric Audit
I. Background, concept and objectives

1. At present, the audit approach of the Department is DDO
centric. The auditable units are categorized into A, B and C categories,
in order of their decreasing risk profile and assigned a cycle time (e.g.,
1, 2, 3 years) in which they would be audited. In the audit plan made
out every year by the State AsG before the commencement of audit,
requirements are matched against resources available in terms of
manpower and time. Major impediments in the implementation of the
audit plan mainly include shortage of staff and an increasingly large
number of all India performance audits which the AsG have to complete
even at the cost of sacrificing the approved audit plan. This results in
arrears in local audit (the gap between the number of units planned
and the units actually audited) accumulating over the years, especially
with respect to category 'B' and 'C’ units,

2. The audit findings under DDO centric audit are reported in the
form of individual paragraphs in the inspection reports or the C&AG's
Audit Report. An oft repeated criticism of this audif approach has been
that the audit cutcome provides a disjointed and random view of the
functioning of the department at a micro (DDO) level and does not
facilitate a department wise view of its functioning. The audit findings
therefore run the risk of being dismissed as frivial or random without
any systemic implications and thus deserving no attention at the higher
administrative levels. Though such reasoning may many times be only
an excuse to escape criticism, audit will not have a strong argument
because the reporting is based on an isolated event. On the contrary, if
the reporting is based on findings from a scientifically selected sample
in the department, it will find better acceptance. To illustrate, a single
case of reported stores mismanagement in a PWD division may not
receive the same level of attention as several cases of stores
mismanagement reported from a sample of PWD divisions selected
according to a systematic sampling plan and highlighting systemic
issues. '

3. The central concept of the Department-centric audit is that the
focus of the audit should be on the Depariment as a whole; if the
Department is too large, focus of audit should, at least, be on cne or
more Chief Controlling Officers (CCOs) within that Department. Thus
the planning, organizing and reporting of the audit should be Department-
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centric and not DDO-centric as at present. This, however, does not
mean that the DDO based audit will be dispensed with altogether.
Indeed, the DDO will continue fo remain the basic unit of audit, inasmuch
as it corresponds with the basic unit of expenditure. The basic difference
in the new approach will be that the basic units of audit-the DDOs- will
be selected in such a manner that they constitute a representative
sample and the audit findings can be generalized to present the overall
picture of the Department's/CCO’s functioning. The transition to the
Department/CCO-centric audit is basically a change in the manner in
which we look at the audit planning, execution and reporting. The DDO
will continue to remain the basic unit of audit. Thus, the existing
approach of cyclical audit of the DDOs, based on the risk perception,
will remain, though in a modified form.

4, The term CCO is synonymous with the Secretary of the
Department, and the CCC based audit will essentially have a department
wise connotation. Thus the terms CCO based audit and Department-
centric audit have been used interchangeably in these instructions.

5. The key difference in both the approaches will therefore be in
selecting the DDOs under a Department/CCO according to a plan based
on scientific sample design and reporting the findings accordingly.
Needless to say, in such a situation the focus of reporting would shift to
systems and processes as evidenced by the audit findings from the
sample DDOs. The individual cases of material irregularities can be
reported as standalone paragraphs, if they are not part of a larger pattern
found in more than a few DDOs/Units. Detailed guidance in this regard
- is_contained in instruction 25 below. ‘

6. The Department/CCO-centric audit, therefare, addresses many
of the shortcomings of the DDO based audit and, if adopted on a scale
permitted by the resources available in the individual office, it will add
value to the audit process. [n particular, Department/CCO-centric audit
would facilitate a comprehensive appraisal of a Department’s
functioning, identify systemic issues that need to be addressed at the
appropriate higher levels and facilitate issue of one audit repcrt for the
whole department that would be fashioned as a Management Letter
and focus on risks that impact on the internal controls and the
achievement of objectives for which the Department has been set up /
demands for grant were sanctioned by the legislature.
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Il. Risk Evaluation and selection of CCOs/ DDO units

7. Based on the audit capacity of the office, the number of
departments and the auditable units, an audit cycle for all departments
may be determined. For example, audit offices may consider it necessary
to cover some departments every year in view of their materiality and
risk profile and find other departments suitable for an audit cycle of 2 to
5 years. Thus it may also be possible o categorize the departments
into different risk categories (A, B, C, from maximum to minimum risk)
and stipulate different audit cycles for each category. Forthis purpose,
risk mapping of the various Departments may be done.,

8. In recent years, many audit offices have already introduced a
system of risk assessment for audit planning, categorizing the auditable
units into A, B and C categories, depending on their risk profile, Usually
A category units are audited annually, B category every 2 years and C
category every 3-5 years. Presuming that all ‘A’ category units have to
be audited every year, an important part of planning a Department-
centric audit will be to select the B and C category units in such a
manner that they constitute a representative sample of that CCO in the
selected year of study.

9. To iliustrate, if the Public Works Department (PWD) has 25 A
units, 100 B units and 250 C units, with audit cyclicality of 1, 2 and 5
years, then the number of units to be audited in any given year will be
25 A units, 50 B units, and 50 C units. Normally, this sample size should
be sufficient for drawing department wise conclusions. However, more
units may be selected if so warranted by the sampling requirements.
For example, in the above illustration, the sampling technique may
require selection of 25 A units, 60 B units and 75 C units in order to
make the sample size representative. For the departments that have
multi layer structures, at state, district and block levels, the auditable
units at each level should be enumerated in a stratified manner and

sampling techniguéé applied to select the‘regresén_tative sample from
each level. i :

Htustrative Risk Indicafors

10. The illustrative risk indicators are indicated in Appendix to
Annex-A. It should be remembered that these are purely illustrative
and not exhaustive. In the context of of implementation of programmes
executed by a Department, the relevant provisions of the Performance
Auditing Guidelines should also be kept in view. Depending upon the

12
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experience gained, the risk Indicators may be revised in course of time.
Each office is expected to draw up an index of risk indicators appropriate
to the auditable entities assigned to it and based on its own experience
of auditing such entities. In analysing risks, following considerations
should be kept in view:

- - What can go wrong?
[ - What is the probability of it going wrong?
[ - What are the consequences?
1. After the audit of a Departmerit (CCO) in the above manner

has been completed in a year, according to an appropriate sampling
plan, the remaining auditable units may be covered in the next audit
cycle. This should remove a commaon misconception that Department-
centric audit will lead to audit holiday in the departments selected for
such audit in the subsequent years.

12. In the initial years the time taken and the resources required
for the Department-centric audit will have to be carefully assessed by
the individual offices. In the absence of such information at present, it
is not possible te conclude whether the extension of Department-centric
audit to all the departments of the Government may be feasible in a 3-
5 years' cycle.

lll. Planning for Department-centric audit

13. Based on the total number of departments and the auditable
units in a state, as well as the audit capacity available, a plan should be
prepared containing the number of CCOs and DDOs to be covered in a
particular year.

14, For example, in a state having 30 Departments/ CCOs with
1100 auditable units (DDOs) and the audit office having manpower
sufficient to audit only 200 units, the AG* may decide to select for
Department-centric audit only 4 departments comprising a collective
sample size of 100 units. The AG may decide to utilize the remaining
manpower for the conventional DDO based audit, as inclusion of more
departments for Department-centric audit may upset the designed
cyclicality of 1, 2 and 3-5 years for the A, B and C category units.

! The term AG here is used in a generic sense and includes all heads of
depantments of audit offices including AG, PAG, DG, etc.
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15. It is important that the resources required for the Department-
centric audit are carefully worked out since the audit coverage in this
kind of audit will be much wider than the DDO based audit. In the
conventional DDO based audit the focus is essentially on regularity
and compliance issues, while the Department-centric audit by its very
nature will have a much wider focus and may include efficiency, economy
and effectiveness aspects of performance.

16. The field offices may begin with one or two Departments and
make an assessment of the resources requirement as they go along.

IV. Executing the Department-centric Audit

17. The full advantage of the Department-centric audit will be
achieved only when all important aspects of the functioning of a
Department/CCO are examined in audit. These will include financial
management, planning and project management, monitoring, internal
controls, human resources management, etc., apart from the regularity
and compliance issues.

Broad Parameters

18. Some of the parameters to be looked into (only illustrative) can
be summed up as follows:

n  Whether the department had a perspective plan for achieving
its mandate and whether the plan had been broken down into
_actionable schemes/ programmes to be completed in a given
time frame

n  Whether the department had comprehensive database, based
on comprehensive and credible survey/ data gathering exercise
regarding the drinking water needs of the state’s population,
right down to the village level

m  Whetherthe requirement of resources to meet the departmental
mandate had been worked out in detail and phased in a
prioritized manner

m  Whether annual plans of works were according to the
perspective plan and conformed to the target set.

n  Whether target set are location specific or in quantitative term
only.

{2) Financial Management: The following attributes may be analyzed:

s Whether Budgeting was realistic and based on reliable
information and need assessment from the field offices.

6
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Whether fund flow was regular and adequately/evenly spread
over throughout the year.

Whether the excess or sévings in expenditure were analyzed
and anticipated in advance and timely action for surrender or
supplementary demand was initiated.

Whether accounting of expenditure was proper and submission
of report and returns to this effect was regular.

Whether the accounting arrangements were appropriate and
adequate

Whether the management of cash and the cash book was in
accordance with rules and norms

(3) Operations/ Project Management

* Whether targeted works are taken up in time and completed

as scheduled without any cost and time overrun.

Whether tendering process and other pre-execution formalities
were completed within the prescribed pericd, by following the
due process and without adversely affecting the cost/purpose
of the work.

Whether completed projects are being maintained and run
efficiently without abnormal interruption.

Whether quality control issues, especially those affecting public
health are being addressed adequately

(4) Materials/ Stores Management: In the departments handling
sizeable amounts of stores the materials management process may be
looked into. Some illustrative aspects that may be examined are:

The process of assessment, purchase and distribution of stores
and the instances of inefficiencies, if any -

Whether the purchase procedures, including tendering,
evaluation and contracting are streamlined and full advantages
of competitive bidding are being taken

* Whether modern inventory control methods are being applied

Whether systems are in place to prevent wastages, thefts and
pilferages, etc
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(5) Monitoring

Whether the department has adequate infrastructure (systems,
manpower) fo effectively monitor the projects.

Whether the system is operating efficiently and efiectively.

Whether as a result of monitoring, effective and timely
interventions are made at appropriate levels to bring the project
on course

Whether the system has adequate incentives/ disincentives to

_ensure fimely completion of the projects

(6) Internal controls: The usual framework and guidelines approved
by the Headquarters for the internal control chapter of the state report
and the Internal Controls Evaluation Manual may be followed. Some
broad parameters of such evaluation would be:

Whether the internal controls are adequate and working
effectively—these will include financial and operational controls.

" Whether internal controls are subject to periodic review to

ensure that they remain adequate and appropriate

{(7) Human Resource Management: Some important aspects to be
looked into are as follows:

Whether staffing requirements are reviewed and assessed at ‘
regular intervals, giving due consideration to the departmental
activities.

Whether the present staff strength is adequate to meet the
requirements of the department as assessed

Whether qualification standards have been laid down and are

followed in staffing for different positions

Whether adequate staffing policies exist and periodic training
and skill upgrading are an integral part of the staffing policies

Whether the staff strength is distributédracross the state in
conformity with the work requirement, especially with regard
to the needs of the remote and inaccessible areas

{8) Vulnerability to fraud and corruption: The Standing Order on audit
of fraud and corruption circulated in September 2006 by Headquarters
may be kept in mind. The following aspects may be seen in particular:

20
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® The system of contracting; compliance to the laid down
procedures

m  Award of work without open tenders

n  Whether specifications and quality standards are periodically
reviewed, upgraded and adhered to in purchases and works

m Fraud and corruption issues in relation to stores and stock

m Handling of departmental revenues; whether there were
loopholes in ensuring that all receipts were deposited in time
and in full

~ (9) Regularity issues
These may be looked info as per the existing audit procedures.
Supervision and audit conclusions

19. "Since the Department-centric audit seeks to draw Department
wise audit conclusions, it is important that it receives higher level
supervision, especially at the group officer level, at all stages of planning
and execution.

20. The audit conclusions will be arrived at on the basis of findings
from the audit of selected units (sampled DDOs). A high level of
objectivity will have to be exercised in drawing conclusions from the
observations coming out of the audit of the sampled units (DDOs}. For
example, there could be findings like the following:

m “There was poor expenditure control in the Department. Out of
50 DDOs audited, 35 exceeded their budgets by 20 to 25%,
without the excesses having been noticed by the Headquarters
or action taken to prevent overspending.”

a ‘Inordinate delay in processing the NITs led to delays in
finalization of tenders, cost and time overruns and in many
cases retendering of the work several times. In the 20 divisions
audited, 350 of the 450 NITs were not processed within the
stipulated time, the delays ranging from 20 to 48 days, which
led to cancellation/ retendering of the work and subsequent
cost escalation.”

s "There was no system of periodic monitoring of the ongoing
works. There was no centralized register of the ongoing
projects, with important milestones, in the CE’s office. The CE
did not conduct any review meetings/ conducted only 4
meetings in last 3 years, without any appreciable follow up
action.”

22
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= “There was dearth of qualified staff in the divisions. OCut of 48
divisions test checked, 38 did not have qualified staff in 5 out
of 7 cadres/ categories. The problem was especially acute in
the remote areas where qualified staff was either not posted or
was frequently transferred out, to the detriment of work.”

m “Scant aftention was paid to the quality of water supplied. In
20 of the 29 divisions test checked, there was no system in
place for chemical analysis of water or any such quality control”

21. The above examples are illustrative only, to give a flavour of
the kind of findings that could be featured in the final report. Each finding
should be supported by valid audit evidence collected from the sampled
units. An appropriate stratified sampling plan should be applied, which
should take account of high value items, specialtkey items and other
items. Advice from the Department's Nodal Group Officer for Statisticat
Sampling and/or Statistical Advisor at Headquarters should be obtained
in case of any difficulty. The findings from the sampled units should be
generalized to get an overall view of the department’s functioning. This
was not the case earlier, where findings were limited to the unit audited
and therefore could not be generalized.

Reporting

22, The following broad points may be kept in view while preparing
the report on Department-centric audit:

m Each report may start with an overview of the department, its
mandate, the number of DDOs/ auditable units, the number of
units audited, the sampling procedure followed and the broad
findings.

m  This may be followed by specific findings under different heads
(financial management, expenditure contro!, project
management, human resource management, internal contrels
in the department etc.} illustrated by specific cases (akin to
shortened version of draft paragraphs).

m If there are any autonomous bodies or PSUs under a
department, a broad reference may be made relating to the
expenditure audit (e.g., the equity contribution made to the PSU
or the broad financial results of the PSUs with their impact on
the functioning of the department during the year, etc.) and the
attention of the reader drawn to the relevant chapter of the
Audit Report where audit findings relating to autonomous bodies
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and commercial undertakings are discussed in detail. If any
projects or schemes under the Department/CCO have been
taken up for performance audit, a reference should be made to
the appropriate section of the Audit Report where such
performance audif has been discussed.

Broadly, the report rriay be structured as follows:

m Introduction: general facts about the department, its mandate,
activities and broad overview of the audit review

= Organisation Structure

m Financial Position: funding and expenditure, trends in
expenditure/revenue

mn OCutstanding observations of previous year(s)
m  Audit Objective

m  Audit Methodology and Coverage: including the sampling
procedure

»  Audit Observations

o Financial Management: including budgeting,
expenditure control, cash management, etc.

o Planning and Programme Management
0 Monitaring
o] Human Resources Management
o] Stores/material management and c.ontrol
o Internal Controls
0 Accountability issues
o] Vulnerability to fraud and corruption
0 Other points relating to regularity audit
w Conclusion and Recommendations

m Limitations to Audit; like any information/records not produced
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24, The reporting of the Department-centric audit may be done
under Chapter V.

25. The introduction of the Department/CCO based audit is not
intended to substitute the paragraph type audit output. While the findings
from the sampled DDOs under a Department/CCO wiil be used to make
general conclusions about the processes and systems, instances of
significant and material irregularities under a DDO will continue to be
processed as standalone paragraphs for Chapter 3 of the Audit Report,
with suitable cross references in the chapter V featuring the Department-
centric audit. For this purpose, the flow chart given at the end of these
instructions may be consulted to decide how to report an irregularity
found during the course of Department/CCO-centric audit.

Change management

26. The allocation of resources between the two kinds of audit
may be decided by the AG in consultation with the Headquarters, at the
time of finalization of audit plan. Obviously it would have to he a fine
balancing act. 1t is reiterated_that coverage of all the units under a
Department/CCO is not a requirement of the Department-centric audit,
as credible audit conclusions can be drawn on the basis of findings

from_a sample based on scientific sampling technigues.

28

W A



WaTE T

faam/St 1 3 - D=d orETTET
T IR IS TS A

1

ks
AT
g3

afrafirgar
SUERICRUR

A g Y U e
I AT 27

R fpy o
& ATEIHT

{ 3 ME N BY

P = AT AART-

T Qe I Ae F || # feweft

1 % 79 A || mv S
R Vi e fouoh &
Ifara S &R e @@
i W B M |t g
3T 101 & i & w1 &
kil s

29




Flow Chart

Irregularity found during
Department/DDC-centric Audit
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found in more than a few
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Appendix to Annex-A

Suggested Risk Indicators

1. Financial
Materiality/
Financial Aspects

Budget allocations

Expenditure trends, indicative of
erratic patterns of expenditure

Volume of funds involved, especially on
other than salaries to permanent staff

Purchases/Projects/Programmes of large
magnitude

2. Crificality to Good
Governance

1 Political or managerial sensitivity of

activities

Public visibility of operations

Importance of the functions carried out by
the Department

3. Complexity/ Novelty
f Uniqueness of
Operations

Delivery under programmes not being
suscepfible to verification.

Giving grants to State/Local Governments,
State/District Level implementing agencies
autonomous bodies, PSUs, NGOs, etc.

Large number of beneficiaries/individual
payments involved

Any formation of new offices, branches,
locations, etc. during the pericd under
audit

Any new activities undertaken during the
period under audit

Any re-organisation of the office /
department during the period under audit

Complexity of accounting involved

Complexity of operations and underiying
regulations/ regulatory environment

Nature of transactions—their mix and size

Number and location of field formations/
branch offices, implementing agencies,
etc.

Transfers to Personal Ledger Accounts.

Use of special purpose vehicles for
financing arrangements
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4. Extent of Discretion -
available to Executive
Officers at the cutting
edge level

Whether any judgment/discretion is
invoived in operations, programme
implementation, selection of beneficiaries,
etc. :

5. Susceptibility/
Vulnerability to Errors/
Fraud

Any changes in [T Systems (hardware and
software) / computerization during the
period under audit

Any financial problems like shortage of
funds, liquidity crunch, ete.

Dependence on few suppliers/contractors,
etc.

Extent of muster roll payments

Scope for leakages/diversion of funds

Susceptibility of assets to material fraud/
misappropriation :

Any changes in IT Systems (hardware and
software) / computerization during the
period under audit

The degree fo which the management may
be motivated to misstate the performance
records

6. Adequacy of Internal
Controls

Effectiveness of internal controls and
management’s past response to any
weaknesses in internal controls

Effectiveness of monitoring mechanism

Persistent and unexplained excess
drawals.

Unadjusted account bills

7. Public / Media
Perception

Any complaints about
the Department/CCO

Any newspaper/other media infoermation
about the Department/CCO in last one
year

8. Previous Audit
Experience

Earlier requests for audit/special audit

Previous Audit Observations (accounts
audit as well as transaction audit) with
amounts involved and extent of
compliance ‘

The earlier track record in complying with
requests for production of records to audit

The earlier track record in follow-up on
audit findings/reports
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9. Miscellaneous

Changes in key management personnel in
last 3 years, with reasons for change

Other Risk Indicators like:

Pending litigation and contingent liahilities

Staffing of personnel—number and
competence

Any changes in applicable account heads,
accounting policies, accounting standards,
etc.
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Annex-B

Frequently Asked Questions

1. What is a Department-centric Audit?

Department-centric Audit is a Department/Chief Controlling Officer
(CCO) based approach to audit covering a scientifically selected sample
of the Drawing and Disbursing Officers (DDO} under that Department/
CCO. The results of the audit will be collated in such a manner that a
single Inspection Report can be issued to the Department/CCO and
department wise audit conclusions can be reached based on the audit
findings from the sample units.

2. How the Department/CCO-centric audit different from our
traditional audit? '

The basic difference in the Department-centric approach will be that
the basic units of audit, the DDOs, will be selected in such a manner
that they constitute a representative sample and the audit findings can
be generalized to present the overall picture of the Department's/CCO’s
functioning.

3. How does the Department-centric audit differ from the
Performance Audit review?

In a Performance Audit review, the assessment is limited to a particular
scheme/programme. In a Department (CCO) based audit, all the
important aspects of the functioning of the Department (CCO) will be
examined. The approach is to assess the performance of the department
with reference to its mandate and goals.

4. Does Department-centric audit mean grant based audit?

No. The Department-centric audit is checking of the records of the
Department/CCO and coming down vertically to scientifically selected
sample of DDOs, irrespective of the number of grants involved in the
particular Department/CCO, whereas grant based audit is auditing a
particular grant irrespective of the number of CCOs under that grant.

5. What are the benefits of a Department-centric audit?

The auditfindings in a DDO centric audit run the risk of being categorized
as isolated cases without any systemic implication and thus not meriting
higher level attention. The outcome of Department-centric audit, being
based on findings from a scientifically selected sample of DDOs in the
department, can be generalized for department wise conclusions and
are expected to find better acceptance.
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6.  How do we deal wifh individual cases of significant
irregularities coming out of DDQ audit?

The individual cases of material irregularities shall continue to be
reported as standalone paragraphs in the C&AG's Audit Reports as is
being done now.

7. Does the Department-centric audit mean that DDOs will
not be audited anymore?

No. The DDO will remain the basic unit of audit as this corresponds
with the basic unit of expenditure. Besides, we will be taking up only a
few Department-centric audits in a year depending upon the manpower
availability in the field office. The remaining manpower shall still be
used for DDO-centric audit.

8. ‘What shall be the bhasis for selection of units in a
Department-centric audit?

The auditable units shall be categorized in the same manner as before
into A, B and C categories, depending on their risk profile. While all the
A category units under a Department/CCO shall be audited, B and C
category units shall be selected in such a manner that they constitute a
representative sample of the Department/CCO selected for study.

9. Does the selection of a department mean an audit holiday
for that department until the next cycle?

No. The units left un-covered under a Department/CCO after selection
of sample units in the Department-centric audit, shall be covered in the
next audit cycle as is being done now. There will not be any audit holiday
for the department.

10.  What about the human resource requirement for shifting
to Department-centric audit?

In the initial years, the time taken and resources required for the
Department-centric audit will have to be carefully assessed by the
individual offices. It is suggested that the field offices may begin with
one or two departments and make an assessment of the resources
requirement as they go along.

11. "To whom and how do we issue the Inspection Report?

A single Inspection Report in the fbrmat suggested in the guidelines
should be issued to the Department/CCO. :

12. How should the manpower be allocated for Department-
centric audit?
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Based on the total number of departments and the auditable units in a
State, as well as the audit capacity available, a Plan should be prepared
containing the number of Departments/CCOs and DDOs to be covered
in a particular year. The AG may begin with one or two departments
and make an assessment of the resources requirement as they go along
as inclusion of more departments for Department-centric audit may upset
the designed cycle time of 1, 2 and 3-5 years ofthe A, B and C category
units.

13. Where in the Audit Report will the results of a Department-
centric audit be featured?

The results of a Department-centric audit may be reported in Chapter-
V of the Audit Report.

14. If a number of departments are selected for Department-
. centric audit, will al! of them be featured in the Audit Report?

The results of the Department-centric audit may be reported in Chapter
-V of the Audit Report. However, the size of the audit report may not
permit inclusion of all the departments. In that case, an order of priority
may be established; those left out of the audit report will be pursued as
IRs. However, important para-type material may be considered for
Chapter-Iil.

15. Will the Departmeﬁt-centric audit mean the end of draft
paragraphs type reporting?

No. The individual material irregularities noticed either in the course of
a Department-centric audit or during the normal DDC centric audit shall
continue to be reported as draft paragraphs in the Audit Reports.
Detailed guidance is provided in instruction 25 and the flow chart at the
end of Annex-A.

16. Will it mean that the audit of internal control system will
no longer be done?

No. The review of the internal control system of the selected department
will form part of this audit together with other impeortant aspects of the
department's functioning.

17. Will there be entry and exit conferences for a Department-
centric audit as is being done for reviews?

The entry and exit conferences should be held, to the extent possible,
since these help interact with the management and give a fair idea of
the Department's perspective.
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18. Do we also audit the different Central and State schemes
undertaken by DDOs under a CCO while doing a Department-centric
audit?

Yes. The different Central and State schemes undertaken by the DDOs
under a CCO shall also be audited while doing a Department-centric
audit. However, if any scheme has been taken up for performance audit
separately and reported in the Audit Report elsewhere, a cross-reference
may be given to the appropriate section of the Audit Report where such
performance audit has been discussed.
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