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1. Purpose of the Peer Review

The Mongolian National Audit Office
(MNAO) has requested that an external
review be carried out of its institutional
set-up and performance audit practice.

The main goal of the Peer Review was to
assess whether the MNAO's performance
auditing practice is in line with good interna-
tional practice and whether it provides the
Parlioment with independent, objective, reli-
able and useful information on yovernment
performance that adds value for society.

The Peer Review has examined the
followiny aspects:

® |Independence and mandate
® Manayement, competence and
planning

2. The Peer Review

The Peer Review of the MNAO was carried
out as part of the MNAO ‘Management
development’ project implemented with
the assistance of the Office of the Auditor
General of Norway. The lead reviewer has
been the Swedish National Audit Office,
assisted by the Office of the Auditor
General of Norway.

In conducting its review, the team has
drawn upon INTOSAI's Peer Review Guide'.
The team has reviewed documents
provided by the MNAO and interviewed
the MNAO’s management and staff in
addition to representatives of Parliament,
audited entities and academia.

When examining how performance
auditinyg is conducted at the MNAO, the
followiny three audits fromn 2009 and 2010
have been selected as cases:

® Compliance of laws and regulations on
the forest

® Spendiny on budyet fund for regular
election campaigns for the President of
Mongolia, State Great Khural (national
assembly) and local Citizen'’s repre-
sentative Khurals

1 Endorsement version as of May 2010

® Audit process, quality control and
external relations

® Serving the Parliament and adding
value for society

A list of questions addressed by the Peer
Review is included in the appendix.

The scope of this Peer Review is limited

to examining the organisation and
performance of the MNAO as regyards
performance audifing. It does not cover
the audit offices of the aimagys (provinces)
or the capital city.

The Peer Review has been timed so that
it will provide input to the MNAO's next
strateyic plan, which will take effect from
2011.

Process

® Effectiveness of budget planning and
funding for educational sector.

The three audits are taken as indications
of the current standard of performance
auditing. They are not commented on
individually, but used as a basis for assess-
ment fogyether with information from the
interviews.

The Peer Review Team (PRT) has had to
work in English, and a number of docu-
ments have been translated from Mon-
golian specifically for the purpose of the
Peer Review. Most of the interviews were
conducted using an external interpreter
who translated from Mongolian intfo English
and vice versa. This has proved challeny-
ing and it entails a risk of misinterpretation
and misunderstanding. To minimise this
risk, the report has undergone a clearance
process, and this final version has been
verified by and aygreed between the
MNAO and the PRT.

The peer review process started in summer
2010. The PRT had one week of fieldwork in
Ulaanbaatar in September 2010, and this
report concludes the work.
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What is performance auditing??

Performance auditing is an independent and objective examination of government
undertakings, programmes or organisations relating to one or more of the three aspects of
economy, efficiency and effectiveness, with the aim of leading to improvements. The key
principles guiding performance auditing can be described in brief as follows:

® The principle of ECONOMY is about keeping costs low. It requires that the resources
used by the audited entity on its activities shall be made available in due time, in
appropriate quantity and quality, and at the best price.

@ The principle of EFFICIENCY is about getting the most out of available resources. It
is concerned with achieving the best possible relationship between the resources
employed, the conditions set and the resultsachieved, in tferms of the quantity, quality
and timing of outputs and/or achievements.

@ The principle of EFFECTIVENESS is about achieving the stipulated objectives. It is concerned
with attaining the specific aims or objectives set and/or achieving the intended results.

Performance auditing is about analysing and assessing the performance of government
programmes or public services. It is an information-based activity that requires analytical
and creative skills. In contrast to financial auditing, it focuses on the activity rather than on
the accounts. And, in contrast to compliance auditing, it mainly relates to the intentions
behind government interventions and to the concepts of economy, efficiency and effec-
tiveness. Fundamental questions in performance auditing are:

@ Are the right things beiny done?
@ |[fso, are thinys being done in the right way?
® [f not, what are the causes?

The perspectives and the entities to be audited vary, i.e. individual departments may be
audited, as well as government programmes and undertakings. Some of the main differ-

ences between performance and financial auditing are summarised below.

ASPECTS Performance auditing Financial auditing
. ) Assess whether financial opera-
Assess whether government inter- ) ) :
; tions have been carried out in
ventions or measures have been accordance with leyislation and
Purpose conducted in accordance with the . ) M
L . regulations and whether accounts
principles of economy, efficiency ) )
: and financial statements are true
and effectiveness. L )
and fair, i.e. reliable.
Policy, programmes, organisation, Financial transactions, accounting,
Focus activities and manaygyement financial statements, and key
systems. control procedures.
Economics, political science, sociol-
Academic oyy efc. Experience of professional
background | investigations or evaluations and Accountancy and law. Professional
and relevant | familiarity with methods applied in auditing skills.
experience | the social sciences, as well as other
relevant methods/skills.
Methods Vary from audit to audit. Standardised format.
) S e Less open to the auditors’ judge-
Audit More open fo Th.e O.Ud”ors Judge ment. Standardised criteria set out
o ment. Unique criteria for each ) s ) )
criteria L : in leyislation and regulations for all
individual audit. )
audits.
Special report published on an ad
R hoc basis. Vary in terms of structure | Annual opinion and/or report. More
P and content, dependinyg on objec- | or less standardised.
tives.

2 Adapted from Appendix to ISSAI 3100
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3. Background

History

State inspection and control has a history
dating back 90 years in Mongolia. The
MNAO was established in January 2003,
when Parliament passed the Law of Mon-
ygolia on State Audit. The MNAO continued
the work performed by the State Inspec-
tion Committee since 1995, mainly using
the same staff.

Since 2003, the MNAO has had a legal
mandate to carry out performance audits.
Before this law was infroduced, inspections
and audits were carried out with little
regard to materiality, and there were few
standards or guidelines.

There has been steady progress since
2003. The MNAO has translated a number
of international standards and guidelines
info Mongolian, and it has developed
manuals and guidelines and conducted
traininyg in performance auditing.

The MNAO has received input on its
development from various organisations.
The German GTZ assisted in connection
with economic audits and efficiency
audits and provided equipment and
training in Mongolia and Germany.

Help was provided by the NAO UK in
connection with the development of a
performance auditing manual, in the
form of training courses and coachiny

in actual audits. The US GAO has hosted
employees on fellowship programmes.
The MNAO cooperates with IDI, and
employees are sent for tfraining whenever
it is organised. More recently, the Office
of the Auditor General of Norway has
assisted in connection with a seminar on
the manaygyement of performance audits.

Legal position

The Law of Mongolia on State Audit
defines the whole State Audit Organisa-
tion. The MNAO is the supreme audit
institution of Mongolia. The National Audit
Office provides professional and methodo-
loyical guidance for the Audit Offices of
Aimagys and the capital city. The MNAO is
entrusted with performing financial audits
and performance audits of state organisa-
fions, except the State Great Khural,
irrespective of their source of funding.
According to the law, ‘Performance audits
include audits of the economy, efficiency
and effectiveness with which the audited
entity uses its resources in carrying out its
function, and providing conclusions and
recommendations.’

Mission

In the Strateyic Plan for the MNAO for

the years 2007-2010, the mission of the
organisation is described as ‘To help the
State Great Khural in implementing their
leyislative, supreme responsibility, and to
help the Government in improving the
responsibility, efficiency and effectiveness
of its actions for the faith of the country
and the public’.

Organisation and personnel

The MNAQO'’s organisational structure as of
1 July, 2009 is shown in Figure 1. The struc-
ture whereby separate departments are
in charge of financial and performance
audits was established in autumn 2009.
Until then, there were two audit depart-
ments that conducted both financial and
performance audits, with the same audi-
tors working on both kinds of audits duriny
separate periods.

In connection with the staffing of the sepa-
rate departments, most of the employees
who were CPAs went fo the Financial Audit
Department. The MNAO has a total of 50
employees, 18 of whom work in the Perform-
ance Audit Department. The management
and staff of the Performance Audit Depart-
ment all have a backyground in auditing,
accounting, economics or finance; none
of them has a social science background.
The three team leaders are CPAs.

3 Law of Monyolia on State Audit 2003, Article 5.1
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Organizational structure of National audit office
The MNAO consists of the Auditor General of Mongoliq,
Deputy Auditor General and a staff

‘ Auditor General of Mongolia b—‘ Governing Board |

l Deputy Auditor Qenerol of ‘
Mongolig

I I
General manayer,
Director of Administrative

1
Director of Corporate
Policy Department

o International

Knowledyge and information
manayement

Information tfechnololygy
Printing and Distributing

audit reports

* Archives and documentation
e Procurement

e Economy and internal fundinyg

Department Director of Director of
- Output Planning Financial Audit Performance - Economic research
- Output Reports and Financial Department Audit - Study of possibilities for
Statements Department increasing revenue and
- Human resource efficiency, and reduciny
manayement and fraining budyet expenditure
- Leyal advice - Proposals for Draft State
- Ethics Audit Manager Audit Manayer Budyet
- External relations - Improvement of laws,
« Public regulations, standards,

procedures and
methodoloyy related to
auditinyg

- Provision of methodoloyial
guidance for provincial
audit offices

- Traininy policy

- Projects and programmes

- Internal audit

4. Overall assessment

Independence and mandate

With its legal status as an independent
organisation with a mandate to perform
all kinds of audits of all state organisations
regardless of their source of fundiny, the
institutional set-up is basically sound. A few
issues remain to be solved in order to fully
comply with infernational standards: the
status of the office is not yuaranteed in the
constitution, and the MNAO is not ensured
full independence from the government in
the budyet process.

Management, competence and
planning

In assessing the practice of the MNAO, one
has to keep in mind that it is less than ten
years since the MNAO was legally man-
dated to carry out performance audits and
less than a year since performance auditing
was organised in a separate department.
It is clear to the PRT that the organisation
of performance auditing in a separate
department has already made a differ-
ence. It has improved the conditions for
the MNAO developing a professional and
sustainable performance audit function.

The MNAO is receptive and open to support
and guidance from the international
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community of supreme audit institutions. It
is clear that the office is eayer to develop
further. Its management is actively
involved in the audit work and in the
efforts to improve performance auditing.
The MNAO has done impressive work on
creating an institutional framework of
policies and yuidelines. The challenye
now is to put less emphasis on yuidelines
and more effort into developiny practices
and professionalism.

The competence of the present manaye-
ment and staff is largely in the fields

of accounting and financial auditing,

and not performance auditing. This is
reflected in the way the performance
audits are conducted. They are still heavily
influenced by financial and compliance
auditing. This is an issue that needs to be
addressed, and it will be a challenye for
the MNAO fo recruit and develop the
specific competence required for perform-
ance auditing. The MNAO will have to
review its staffing policy and recruitment
processes in order to be able fo recruit
personnel with the required academic
qualifications in various subjects, the

right personal and intellectual profile and
experience of relevant research work.



The strateygic plan is an important instru-
ment in the MNAQO's future development.
The current strateyic plan has played an
important role in the development of per-
formance auditing, even thouygh the office
has not been able to carry out all planned
activities. This can to some extent be
explained by the rather detailed character
of the plan, the analytical orientation
underlying the plan and the separation

of duties between the Corporate Policy
Department and the Audit Departments.

Audit process, quality control and
external relations

The MNAO has developed a full set of
standards and guidelines for perform-
ance auditing that has only partly been
implemented. In the PRT’s assessment, the
reasons for this include a lack of capacity
for targeted in-house training and practi-
cal coachiny, insufficient competence
amony manayers and staff, and ingrained
habits and attitudes.

The audits conducted over the years have
mainly focused on minor issues. The short
time devoted to conducting audits has not
allowed wider issues to be addressed or
an analytical approach to be taken that
could explain the problems or put them

in a wider context. This can largely be
explained by institutional factors and lack
of experience in performance auditing.

Similar problems can be seen when it
comes to the audit reports. To an outside
reader, the reports are rather difficult to
follow and understand, and they are not
very reader-friendly and clearly structured.
They are often overloaded with detailed
and unfocused information that is not
always explained or put in context. The
scope is often limited, and the reports do
not always reflect the complexity of the
issues addressed.

In the PRT’s view, the texts in the reports are
not presented in a sufficiently reasoned
form. In-depth analyses and balanced
argumentation are not the norm. In many
cases, information is not seen in a wider
context. The opinions of stakeholders and
other affected persons on complicated
rules, lack of fransparency and service
etc. or about what needs to be done to
improve efficiency and gyoal attainment
are rarely elaborated on in the reports.
This can make it difficult to carry out yood

analyses and see connections in a wider
perspective. Highlighting connections can
make it easier for auditees to understand
what needs to be done. This in turn can
result in the learning effect not beiny
optimal for the auditee.

Through inferviews, the PRT has understood
that auditees’ views and arguments,
which are stated orally but not in writing
during work on the audit, are not consist-
ently given consideration, explained and
commented on in the reports.

The MNAO has not established close co-
operation with the academic community
or other knowledyge-producing institutions.
There are no institutional arrangements
for training, assistance in quality control or
other expert support. The PRT believes that
this has had an impact on the quality of
findinys, analyses and conclusions in audit
reports.

Serving the parliament and adding
value for society

The MNAQO'’s performance audit objectives
are mainly compliance-oriented. The
audits do not significantly address the
areas of efficiency and effectiveness.
Moreover, the scope of the analyses is
often rather limited. Real causes of prob-
lems are seldom examined and existiny
regulations are not questioned, even when
problems may be due to an inadequate
institutional or regulatory set-up and not to
poor practice.

Representatives from the Parliament told
the PRT that the Parliament would like to
see the MNAO becominy more advanced
in its performance auditing, by yiving
higher priority to wider issues of relevance
to the Parliament and by putting more
emphasis on analysing the causes of
problems relating to the outcome of yov-
ernment programmes and public services.
This would increase the MNAO's ability to
provide the Parliament with information
that could be useful in the process of
modernising government and making the
public administration more efficient and
more capable of serviny citizens.

The Parliament has a strony inferest in the
work of the MNAO, and it has signalled a
willingness to support performance audit-
iny with more resources. This is a yood
platform for further development.
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5. Suggestions

Duriny its assessment, the PRT identified
several areas for improvement. Below
follows a number of sugyestions for the
MNAO fo consider in its efforts to improve
performance.

Increase the competence of
management and staff

In order for the MNAO to ensure sufficient
competence to conduct performance
auditing and to ensure sustainability,
and based on INTOSAI's guidelines to
‘Establishing a sustainable performance
audit function™, the PRT recommends:

® reviewinyg the staffing policy and
recruitment procedures

® recruiting staff with analytical skills and
experience of qualified research work
in subjects such as political science,
socioloyy, statistics and history; a
Master’s deyree should preferably be a
condition for employment

® usiny the upcoming recruitment proc-
ess to engaye staff with a performance
audit profile

® allowing personnel in the performance
audit department who wish to return to
financial auditing to do so

® ensuring that team leaders and man-
agers are competent in performance
audit methodoloyy and in coachiny
the teams

® building capacity for targeted in-house
training step-by-step, and enyayiny
the academic community to assist in
competence development

® developing an operational programme
for lonyg-term sustainability and review-
ing and monitoring developments on a
regular basis.

Shift the focus of performance
auditing to more substantial issues

In order for the MNAO to meet the Parlia-
ment’s expectations and have a greater
societal impact, the PRT recommends:

® developing planning and allowiny
room for wider issues and more com-
prehensive analysis in auditing work

4 Annexto ISSAI 3100
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® improving the planning processes
to ensure that performance audits
address the issues that are most impor-
tant to the Parliament and society as a
whole

® ensuring that the whole organisation
feels ownership to the plan, and
adopting procedures to ensure its
implementation.

Improve the audit process and
quality control

To further develop the performance audit
process at the MNAQO, the PRT recom-
mends:

® preparing audits better; study the area
in more detail, request information from
the academic community working in
the field in question, NGOs and from
the authorities involved

® enhancing the value of each audit by
addressing the most important ques-
tions and by pursuing more analytical
and less compliance-oriented lines of
inquiry

® spendiny more time and resources on
each individual audit. This includes
all phases: planning, analysis, report-
writing and quality control

® having personnel dedicated to provid-
iny advice on methodoloyy to support
the teams

® considering engayging outside experts
as consultants or advisors in compli-
cated audits

® improving communication with
auditees’ operative staff and manay-
ers

® usiny focus group meetings more
systematically during the audit process,
at which invited stakeholders are given
an opportunity to discuss preliminary
findinys

® improving quality assurance by having
a reference group or experts/scientists
review each report before it is sent for
clearance.



Make the reports reader-friendly
To make information from the audits
accessible, it is important that the reports
are reader-friendly. The PRT recommend
MNAO fto:

® organise fraining courses or seminars for
the staff on how to write well-structured
and reader-friendly reports, and
emphasise writing skills when recruiting

® avoid overloading the text with
detailed information and figures; help
the reader to understand the figures by
interpreting them and putting them in
context, and present numbers and find-
inys in an agyyreyated manner; move
details that are absolutely necessary to
an appendix

® present a balanced picture of the area
under study and communicate any
argument that might explain the find-
inys from the auditees' point of view

6. Major areas

Independence and
mandate

The Law of Mongolia on State Audit
provides the legyal mandate for the powers
and organisation of the MNAO. In addi-
tion, the Public Sector Management and
Financing Law and other statutes provide
the legal foundation for the organisation.

The Law of Mongyolia on State Audit estab-
lishes a statutory mandate for the MNAO
to carry out its functions. The MNAO is the
supreme audit institution of Mongyolia. The
Auditor General approves the structure
and the staffing of the organisation, and
decides the recruitment, promotion and
dismissal of personnel.’

Pursuant to the law, only the State Great
Khural and the Chairman of the National
Security Council (the president) can ygive
assignments to the MNAO.¢ The Auditor
General of Monyolia has full freedom to
decide how assignments shall be carried
out.’

5 Law of Monyolia on State Audit 2003, Article 14.1
6 Law of Monyolia on State Audit 2003, Article 7.2
7 Law of Monyolia on State Audit 2003, Articles 13.4.2 and 13.6

Establish close relations with the
academic community

To increase the quality of performance
auditing, the PRT recommends that the
MNAO establishes closer cooperation with
the academic community and uses social
scientists as:

® sources of information in planning and
pre-studies

® consultants or advisers in connection
with audits

® reference yroups for quality assurance
in the audit process

® instructors in various subjects

® sources of information when it comes
to recruiting potential candidates to
performance auditing.

Pursuant to the law,? the system of remu-
neration and bonuses for staff of the state
audit organisation shall be consistent with
the leyislation relating to the civil service
and be suited to the specific nature of the
organisation.

The MNAQO'’s budyet proposal is sent

to the Ministry of Finance, which can
suygyest changyes before it is submitted

to Parliament. This compromises the
independence of the MNAO and is in
breach of infernational recommendations.
[t can also compromise the independent
performance of the audit of the Ministry,
which is the responsibility of the MNAQ.
The independence of the MNAO is not
secured by the constitution.

Today, the remuneration system for MNAO
staff is not at the discretion of the Auditor
General.

Good practice

The MNAO has full discretion when it
comes to what to audit, how to audit and
how to report on the audits performed.
Access to all the required information and
documentation from government authori-
ties is ensured.

8 Law of Monyolia on State Audit 2003, Article 14.4
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Areas for improvement

To fully comply with international stand-
ards, the MNAO should have full inde-
pendence from the government in the
budyet process and on issues concerning
the remuneration of its staff.

Management and
competence

Since 2009, employees working on
performance audits have had this as their
main function. They are organised in a
separate department with three perma-
nent audit feams performing one audit at
a time. Responsibility for the development
of regulations, standards, procedures and
methodoloyy for auditing rests with the
Corporate Policy Department. There are
no dedicated personnel in the Perform-
ance Audit Department responsible for
providing methodoloyical advice.

When the two separate audit departments
were established, the auditors were
assigned new jobs by manayement with-
out a formal selection process. None of the
management or staff of the Performance
Audit Department has a social science
background. The function of team leaders
in performance auditing was yiven to
employees with a CPA.

The MNAO hopes to recruit 15 new staff
members in 2011. So far, recruitment has
been carried out by ‘headhunting” candi-
dates from auditees and other sources. At
present, the office has 50 employees and
No vacancies.

According to the employees, movinyg into
performance auditing proved very difficult
to beyin with and for several years after-
wards. Attitudes have now changed, and
today, most of the auditors believe that
they have a yood understanding of what
performance auditing requires. But there
are still some who find financial auditing
more in line with their competence and
inferests

The inferviewed auditees have informed
the PRT that the audits have not added
sufficient value — they have not helped
them to perform better. Limited scope and
alack of communication and analysis

are the three main explanations for this,
according fo the auditees and also others
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with whom the PRT has spoken during
fieldwork.

Good practice

The fop manaygyement at the MNAO

is dedicated to makiny performance
auditing a success. It is a step in the right
direction that the MNAO has organised
financial auditing and performance
auditing in separate departments, and
that it has ygiven priority to work on policies
and yguidelines. It is also positive that the
management plays an active part in the
onyoiny quality assurance of perform-
ance audits.

The MNAO’s manaygement wishes to
develop the organisation, learn more
about advanced performance auditing
and implement it in the organisation. This

is very important and demonstrates yood
management practice. Given this man-
agement approach, positive development
is very likely.

Areas for improvement

It is important that teams' and managers'
competence in performance auditing

is further developed. In this respect, it is
essential to follow the development of
the teams, and, in particular, how and
whether each member of the feam has
the competence required of a perform-
ance auditor.

When recruiting new staff, it is necessary
to broaden the skills base of the MNAO by
ensuring that new personnel have strony
analytical skills and experience of relevant
research work. Individual skills are of spe-
cial importance in performance auditing.

The cooperation between the Corporate
Policy Department and the Performance
Audit Department is an area for improve-
ment. One way of doing this is fo give the
line department yreater responsibility for
preparing and implementing standards
and yguidelines. Another way is to involve
members of the line department in the
work of developiny yuidelines or holdiny
seminars on various relevant topics in order
to enhance competence and practices in
performance auditing.



Strategic and annual
planning

The MNAQO's current strateyic planning
period ends in 2010. It includes the strate-
gic goals of improving the MNAQO's quality
management system, audit outcome,
internal monitoring, methodoloygy and
approaches, as well as its efficiency and
effectiveness. It is an impressive and rather
detailed plan, although it does not always
focus on the most important strateyic
issues.

In the strateygic plan, it was envisayed that
the themes or topics to be investiyated in
performance audits should be identified
no less than three years in advance, and a
list of rather detailed topics to be audited
was provided in the plan. Not all of these
themes have been audited, however, and
the list has not been revised.

Based on input from Parliament and from
staff, the MNAO now prepares an annual
plan for the performance audits it plans
to carry out. Due to additional requests
made during the last year and for other
reasons, some of the planned audits may
not be carried out. The increased interest
in performance auditing may be one
explanation why, during the last year, the
Parliament has asked the Audit Office to
conduct more audits than before in addi-
tion to those already planned.

Good practice

Many essential issues have been
addressed in the existing strateyic plan,
and two main objectives are especially
important: to further develop the audit
quality management system and to
constantly improve effectiveness of
performance auditing.

The MNAO communicates with Parliament
about its annual plan. This is important
because the decision-makers need to

be aware of the MNAQO's priorities. In
connection with the annual plan for 2011,
the secretariat of Parliament will again
play a coordinating role in relation to the
proposals for performance audits from the
different committees.

Areas for improvement

The next strateyic plan provides an
opportunity to focus more on audit topics
that are of more material relevance to the

Parliament and society as a whole. It may
also be a yood opportunity to analyse
needs from the perspective of developiny
an advanced and sustainable perform-
ance audit function.

The organisation might benefit from
greater employee participation in the
development of the strateyic plan. This
could lead to more commitment to the
strategies and ensure that the plan, and
its visions and goals, are well known at all
levels in the MNAO.

To ensure that the strateyic plan has a
continuous impact on the organisation,

it might be beneficial to include a formal
review of the plan as part of the annual
planning process. The list of possible lines
of inquiry for performance audits in the
next few years could also be revised at the
same time.

With respect to the annual planning and
relations with the Parliament and potential
requests, it is important that the MNAO
safeguards its inteyrity and only accept
requests that are in line with its priorities.
One area for improvement, therefore, is to
sort out these issues with the Parliament
and agree on a policy for how to handle
such requests.

The audit process

The performance audit reports are
completed in three months from the
pre-study until the report is finished. This
limited period has consequences for the
thoroughness of the planning, data collec-
tion, analysis and the writing of the report.

Before the teams start the main study, they
carry out a pre-study and develop a work
plan. To prepare for the main study, the
teams use a mix of design matrices and
problem trees to try to narrow the scope.
The PRT found that the teams did not
consistently have extensive contact with
researchers and the ministry in order to
obtain a better picture of the complexity
of the area in question.

Focus yroups consisting of representatives
from the academic community and
experts are not used in every performance
audit. Discussions in focus groups highlight
different aspects of a question. These
kinds of processes can be dynamic and
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interactive, and allow room for reflection.
If successful, discussions in focus groups
contribute to knowledye sharing and
development for the participants.

In most cases, the perspectives in the
reports were rather narrow in relation to
the often much wider audit questions to
be answered. It is a matter for discussion
whether all the conclusions in the three
examined reports are fair or based on a
sufficient and comprehensive analysis.

There appears to be ygood communication
between the auditors and the auditees’
staff who are responsible for accounting
and financial matters. There seems to

be less communication with other staff
responsible for operational activities or
with the top management at the auditees.

Once the fieldwork is completed, the
audit feams invite the auditees to discuss
findings at an internal ‘dinner party’-style
meeting. The draft is thereafter sent to the
auditee for comments, which are provided
within 10 days. The aim is fo develop a
better common understanding between
the auditors and the auditees.

In its present form, the manaygement board
meeting held at the end of each perform-
ance audit seems to impact neyatively

on relations between the MNAO and
auditees. And it does not foster openness.
Since the media is present, the exchange
of opinions and views is limited and often
argumentative in form.

Good practice

During the report-writing process, the
teams have weekly meetinygs at which
they discuss findings and other aspects of
their ongoiny work. They take responsibility
for different parts of the report writing, hold
presentations for the manayement and
discuss the drafts. The Auditor General
and the Deputy Auditor General consider
whether clarifications are required before
the draft is sent to the auditee.

Areas for improvement

One area for improvement is the way
planning and pre-studies are conducted.
The focus on potential savinys is perhaps
ygiven foo much attention and has caused
the MNAO to focus on rather narrow
issues. As a result, lower priority is given to
issues that might be more important to
society in a wider sense. More time ouyht
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to be devoted to better preparation of
the audits, at least for some audits each
year. Those audits that have been able to
devote more time to preparation (studyiny
literature, talking to scientists and experts
etc.) have also produced audits of yreater
value to society.

Another area concerns working methods,
both in terms of approaches or study
designs and in a more technical sense

— how to conduct better interviews, use
statistical methods etc. This is an area
where the MNAO could consider prepar-
iny a development plan.

An important area concerns improving
communication with auditees and giving
more consideration to their views and
arguments. The PRT recommends the
MNAO to place yreater emphasis on
developing communication with heads
of auditees and with those responsible for
operational activities.

Knowledyge-sharing within and between
teams is also an area for improvement.

The tfeams, and sometimes even individual
team members, seem to work on their own
at times. Each feam member is responsible
for one part of the audit, and, sometimes,
little fime is set aside for discussion and
analysis in the whole team. In addition,
little fime is devoted to discussiny the
wider lessons learned afterwards.

Another area for improvement concerns
fraining in how to make the audit

reports more reader-friendly. The reports
produced today are seldom easy to read.
They contain a mixfture of topics. Large
and unrelated questions are answered in
the same report, and the findings consist
more of stating the facts than of analysing
correlations between findings. A lot of
minor findings are reported, and a mulfi-
tude of figures and tables are presented.
The auditors seem to have written down all
their findinys without sortinyg or structuriny
them. Important and less important find-
ings are treated equally.

The MNAO might also consider how to
better present their recommendations and
the reasons for them. Constructive recom-
mendations are important if the MNAO
wants auditees to listen to its arguments. In
the three reports that the PRT examined, it
is not easy to see a link between findings
and recommendations.



Quality assurance
and control

The documents produced by each
performance auditor are reviewed by the
team leader. The manayer and director of
the Performance Audit Department carry
out quality checks before the final quality
assurance of products is performed by the
Deputy Auditor General and the Auditor
General.

An annual internal audit of the quality

of performance audits is performed

by the internal control function in the
Corporate Policy Department. The annual
internal audit of performance audits is
compliance-oriented. This way of carrying
out quality control is not educative for the
performance auditors and it is doubtful
whether it enhances the quality of per-
formance audifing as a whole.

Good practice

Allmanagement levels are involved in the
quality assurance process, and this greatly
enhances the quality of performance
audit projects and reports.

Areas for improvement

The PRT recommends the MNAO to review
its quality assurance process. The steps
presented in the textbox below can serve
as an illustration of what to strive for.

Relations with the
academic community

There is no established cooperation
between the MNAO and the academic
community at present. In the past, there
were representatives of the academic
community on the Governing Board of the
State Inspection Committee.

Areas for improvement

One important area for improvement is
cooperation with the academic commu-
nity in various fields. The PRT recommends
the MNAO to find a solution for more
permanent cooperation in areas such as
fraining, expert support and quality control
etc.

(pre-study and main study)?

clearance.

and with the audit managyer.

9 Based on the experience of the PRT

Ten important steps for quality assurance of the audit process

1. Thorouygh preparations by reading up on the area and studying literature, research and
websites and by contacting researchers, experts and former employees in the area in
question, as well as conversations with the ministries and entities involved.

2. Infernal discussions amony colleagues (including quality control by an experienced
colleaygue outside the team) of proposals for work plans before the proposal is submitted
to the management and adopted after adjustment.

3. A yood run-through of the approved main study with the auditee at which the goals,
working methods, processes etc. are explained.

4. At an early stage of the main study (or already during the pre-study), engaye
researchers/experts as resource persons, fact checkers, and reference group in
connection with the work of the investigation.

5. Hold focus yroup meetings/seminars with affected stakeholders at the midway stage at
which preliminary observations or findings and possible proposals for measures can be
discussed under a duty of confidentiality.

6. Internal quality control of draft (by an experienced colleague outside the team, a so
called second partner), on the basis of given assessment criteria, if desirable.

7. Researchers or experts examine the draft report before it is sent to the auditees for

8. Fact checkiny by the auditee(s) and afterwards an analysis of comments within the team

9. The draft report is sent to the manayement for final consideration.
10. An exit conference between management at the Audit Office and auditees.
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Relations with the
media/public

Pursuant to the law,'° the MNAO can
publish reports on any performance audit.
A list of reports shall be published each
quarter in the mass media and on the
Internet.

Publicising performance audit reports
contributes to fransparency in public sec-
tor manaygement and demonstrates how
performance auditing can contribute to
improvements in public administration and
governance."

There is no focused press strateyy aimed
at capturing the interest of the yeneral
public when a performance audit report is
finished, and the MNAO has limited direct
contact with journalists to encourage press
coveraye of performance audit reports.

A press release is produced each time an
audit report is discussed at the governiny
board. Quarterly announcements are not
published in the mass media at present
due to budyet constraints. In addition,

the printed copies of the performance
audit reports are not freely available to the
general public.

Good practice
The MNAO makes all performance audit
reports available on the Internet.

Areas for improvement

The PRT recommends the MNAO to
develop a media policy. The current
practice hampers the publicising of the
reports and the public’s chances of beiny
informed.

It is important to issue short press releases
and hold press conferences. They
contribute to public attention and are

vital tools for promoting transparency and
accountability. However, the media should
not be yiven access to information before
the audit reports are completed and
published.

10 Law of Monyolia on State Audit 2003, Article 22
11 From Appendix to ISSAI 3100
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Serving the parliament
and adding value for
society

Pursuant to the law,'? the MNAO shall give
due consideration to suggestions made
by the State Great Khural and its standing
committees when developing lony-term
and annual plans.

The reports that the Auditor General
decides to send to Parliament are either
sent to a standing committee or fo the
speaker, and it is up to them how such
reports are debated (in committee or in
the whole Parliament) and what actions
should be taken in relation to such reports.

The Budyet standing committee has
expressed a wish that the MNAO's
performance auditing capacity should be
strengthened. Representatives of Parlia-
ment want performance audit reports to
focus more on investigating the effect

of policies and programmes and less on
financial and compliance issues.

Good practice

The parliamentarians expressed an interest
in the development of MNAO as a control-
ler and as an office that can contribute

to the development of society. They see

a potential in the products delivered by
the MNAO and are eager to see the office
develop.

Areas for improvement

The MNAO might find it useful to further
develop its relations with Parliament and to
put more emphasis on informing members
of the Parliament about what perform-
ance auditing involves.

The most important area for improvement,
however, is to become more advanced

in performance auditing and to address
broad issues that are crucial to the Parlia-
ment and society as a whole. Presenting
examples of efficient programmes and
good manayement will further political
decision-makiny processes.

12 Law of Monyolia on State Audit 2003, Article 16.2



Appendix

The main questions addressed by
the Peer Review Team

i. Towhat extent is the MNAO's
performance auditing independent
with respect to the right to select
what, how and when to audit and to
carry out audits free from improper
external influence? To what extent is
the Performance Audit Department
able to select staff and manaye the
employee appraisal system free from
outside influence? Are the budyet
proposals for performance auditing
resources presented to Parliament
without beinyg influenced by the
Government?

ii. Doesthe mandate enable audits to
be performed on economy, efficiency
and effectiveness?

iii. To what extent does the MNAO ensure
that staff are unbiased and objective
in the discharge of their audit duties.

iv. To what extent has the MNAO devel-
oped a quality control system that pro-
vides guidance in connection with the
quality assurance of work plans and
main study proposals, internal monitor-
iny and supervision of all phases of the
performance audit process and the
use of external expertise?

v. To what extent is performance
auditing at the MNAO carried out in
accordance with the guidelines and
control systems for performance audit-
ing implemented by the Office?

vi. To what extent are the performance
audit processes conducted properly?

And are the performance audit reports

reliable and objective?

vii. To what extent do the performance
audit reports from the MNAO provide
information that Parliament and the
Government find useful?
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