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XXI INCOSALI IN BEIJING, CHINA

INTRODUCTION

Supreme Audit institution (SAI) is the higher
government external audit body in a country.
For example, the supreme audit institution in
Ethiopia is the Office of the Federal Auditor
General. 60 years ago, 29 SAIS met in Havana
Cuba to establish the International organization
of supreme Audit Institutions (INTOSAI). Today
there are 192 active members of INTOSALI

INTOSALI is also organized in seven sub-regions
allover the world. For example SAls in Africa
are represented through the African organization
of supreme Audit Institution (AFROSAI).

Similarly, SAIs in Europe are represented

through EUROSAL
INTOSAI holds its congress named International
Congress of Supreme Audit Institutions

(INCOSALI) every three years. This
21 congress was held in Beijing, China from
October 21-26, 2006. The Office of the Federal
Auditor General was represented by the Deputy
Auditor General, H.E Ato Assefa Desta and Ato
Tadelo Chekol, Audit Director.

The purpose here, therefore, is to report the main

year the

highlights of the Congress and in particular the
issues rose regarding the two themes selected for
discussion.

1. National Audit and National Governance.

2. The Audit of Financial Sustainability.

First of all, however, it would be appropriate to

point out some of the achievements of INTOSAI

By : Assefa Desta, Deputy Auditor General

and
Tadelo Chekol, Audit Director

since its establishment in 1953.

ACHIEVEMENTS OF INTOSAI

In the first place, the passing of Lima and Mexico
declarations on Independence of SAls is an
important achievement as SAls cannot discharge
their constitutional responsibilities objectively
and effectively unless they operate without
external influence. INTOS AT has further taken this
independence issue to the United Nations which
has passed resolution A/66/209 of December
22, 2011 to strengthen the independence of
SAls. This resolution requires United Nations
member countries to apply the principle of SAls
independence specified in the Lima and Mexico
Declarations in compliance with their national
institutional structure.
The principles of SAI independence are included
in the 8 pillars of SAIs Independence.
=  SAIS should have a legal mandate in
which their Independence is clearly
defined.
<= The condition of appointment
removal of the head of the SAI should be

specified in the legislation.

and

= SAIs should be free from direction or
interference from the legislation or the
executive while fulfilling their Audit
tasks.

= Auditors are entitled to be granted free,

timely and unrestricted access to all
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documents and information they might
need in the proper discharge of their
responsibilities.
= SAIs should report on the results of their
audit work at least once a year, however,
they are free to report more often, if
considered necessary.
= SAlIs should be free to decide the contents
of their audit reports and to publish and
disseminate their reports, once they have
been formally tabled or delivered to the
appropriate authority.
= SAls should have independent procedures
for follow—up audits to ensure that audited
entities properly address their observation
and recommendation and that corrective
action are taken.
= SAIs should have available necessary and
reasonable human, material and monetary
resources and should manage their own
budgets without interference or control
from government and its authorities.
The second important achievement of INTOSAI
was its extensive work to develop audit standards
and guidelines through its working groups and
subcommittees and its launch of International
Standards of Supreme Audit Intuitions (ISSAIS)
which is evidence of its effort to continuously

professionalize the SAIs of its member countries.

44 |

A third achievement which is equally important
is its role in promoting the INTOSAI moto
SHARING EXPERIENCE BENEFITS ALL
particularly in the discussion of themes of current
issues during sessions undertaken in the last 21
INCOSAI meetings.

Last but not least is its capacity building effort
to assist SAls to train their auditors in areas
where modern audit techniques and methods are
lacking. This is undertaken by the International
Development Initiative (IDI) headquartered
in Oslo, Norway. IDI has undertaken various
training programs, for example, in the area
of strategic planning, public debt audit, SAI
leadership mainly in collaboration with regional

organization such as AFROSAL

THE HIGHLIGHTS OF
INCOCAI XXI

This year’s INCOSAI XXI was opened by H.E
Mr Li keqiang, the Chinese premier where 160
member countries represented by 600 participants

attended.

The congress adopted “Beijing Declaration”
where the congress participants called, in
particular the implementation of UN Resolution
A/66/209 on strengthening the independence of
SAls.
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In addition, 12 new audit standards focusing on.
= [SSAI 12 “value and Benefits of SAls
Making a difference in the lives of citizens”.

< The fundamental auditing principle on

financial, performance and compliance
auditing (ISSAIS 100,200,300 and 400)
<= Auditing guidelines with regard to

audit of disaster related aid (ISSAIS
5500, 5510, 5520, 5530, and

5540) have been adopted.
With regard to Theme I (National Audit and
National Governess) the congress recommended
that SAIs should assume, in particular, their audit
responsibility and adapt to constantly changing
requirements in a complex environment.
Furthermore, SAIs should advocate an audit
friendly legal framework, advance capacity in
audit institutions and improve national audit
SAIs should enhance

the effectiveness of national audits on national

practices. Eventually,

governance and communicate the attained results.
In this spirit INTOSAI should also embrace the
improvement of global governance and improve
its own governance.

With regard to Theme 2 (the Role of SAIls in
safeguarding Long-term financial sustainability)
the congress participants deemed it particularly
necessary to legally secure budget rules and use
financial indicators. A solid accounting system,

preferably accrual accounting was considered

essential to step up transparency of public
finances. At the same time, auditing the effective
coordination between budgeting and fiscal
polices together with a comprehensive economic
risk analysis is conducive for the effectiveness of
audit had been emphasized.

Some of the issues raised in the implementation
of the recommendations were the mandate to
audit financial sustainability as well as national
governance and the know how of how to audit
these areas. It was legal recommended SAls
should strive to include these audits in their legal
mandate and INTOSAI should strive to provide
guidance on audit procedures to be followed
during the audit and develop related capacity
building training progr

CONCLUSION

INTOSALI is an international institution which
has proved itself to have promoted public
audit professionalization among its members
and enhanced the independence of its member
SAls through the Lima and Mexico declaration
and recently through limited Nations resolution
A/66/209 of December 22, 2011. INCOSAI,
its congress held every three years plays a very
important role in sharing experiences among
SAls and discuss global issues affecting public

audit.
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AUDIT FEE AND AUDIT QUALITY

1. Introduction

The main purpose of the audit is that the provision of
credibility on the financial statements prepared by
the management. If this is the case, the public and
the government should trust the auditors that they are
doing their business in a professional and credible
way. In order to provide credible information to the
users the audit firms should organize themselves
according to the requirements of the profession and
there should be a proper framework or guideline to
set an audit fee. In addition, the audit firms should
have a means to control the audit quality. Audit
quality is fundamental and investors should have

full confidence in the auditors’ work.

2. Background of the article

The purpose of the quality control is to ensure that
the principles of the system of quality control have
been followed during the audit and that sufficient,
appropriate audit evidence has been obtained to
support the audit opinion including the documentation
and justification of significant professional judgments.
Quality control offers benefits for the auditor in the

following ways:

« It enables the identification and sharing of
good practices with members of staff;

« It discovers weaknesses in the audit process
and assists the audit firm’s to identify its
training and development strategy; and

s It promotes consistency between audits
and consequently reporting, enabling
benchmarking between reports.

Investors have imperfect information about audit

quality because the observable outcomes of an audit

are confined to the attributes of audited accounting
numbers and the audit report. Accounting numbers
are a joint product of management representations
and the audit process. While the audit report is

under the control of the audit firm, the preparation

By Paulos Basazenw
and disclosure of the financial statements are under

the control of the auditee. Thus, audit opinions
do not provide a precise indicator of audit quality
for most companies. Auditing is an example of a
service where quality is not easily observed and
price may be viewed as an indicator of quality
(Shapiro 1983). The audit fee is determined
primarily by the number of hours worked by the
audit firm (O’Keefe et al. 1994) and thus prior
studies have regarded the fee as a proxy for audit
quality (Craswell et al. 1995). Profit maximizing
audit firms have incentives to increase fees and
to avoid fee decreases. Conversely, clients have
incentives to avoid fee increases and to seek fee
decreases. Nevertheless, a client may be willing to
pay a higher audit fee if the fee is an indicator of
audit quality. Thus, the client may not demand a
fee decrease when expected audit costs fall (e.g.,
due to a fall in the client’s size) or the client may
be more willing to accept a fee increase when
expected audit costs rise (e.g., due to an increase
in client size). We expect clients’ concerns about
audit quality mitigate their demand for lower fees.
In contrast, there is no mitigating impact on the
audit firm’s incentive to charge higher fees. Thus,
we expect fee decreases are less common than fee
increases, relative to the fee changes that would be
expected if there were perfect information about

audit quality (Ferguson and Taylor, 2005).

During the past decade the structure of the market for
public accounting services, particularly audit services,
has received scrutiny from regulators, practitioners
and researchers. A major focus has been on supplier
(audit firm) size and especially on the large shares of
markets held by a subset of firms called Big Eight. One
hypothesis is that the Big Eight function as a cartel and

charge higher than competitively warranted fees.

This hypothesis was tested by Simunic (1980), who
concluded that the Big Eight as a group tended to
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charge lower fees than non-Big eight firms. His
conjecture was that his results were consistent with
scale economies enjoyed by the larger CPA firms. He
did observe, however, that one of his Big Eight firms
seemed to ‘charge higher fees’ which might reflect the
higher quality of the audit services supplied by that
firm (Palmrose, 1986).

3. Basis of audit fees

Letters of engagement should state the fees to
be charged or the basis upon which the fees are
calculated. Where the letter of engagement is not
explicit with regard to the basis on which fees are
calculated, members must charge a fee which is fair
and reasonable. This may have regard to any or all of
the following to the extent that they are not referred to

in the letter of engagement:

a. The seniority and professional expertise of the
persons necessarily engaged on the work;

b. The time expended by each;
The degree of risk and responsibility which the
work entails;

d. The urgency of the work to the client; and

e. The importance of the work to the client.
When entering into negotiations regarding
professional services, members may quote
whatever fee is deemed to be appropriate.
The fact that one accountant may quote a fee
lower than another is not in itself unethical.
Nevertheless, there may be threats to

compliance with the fundamental principles

arising from the level of fees quoted. For

example, a self-interest threat to professional

competence and due care is created if the

fee quoted is so low that it may be difficult

to perform the engagement in accordance

with applicable technical and professional

standards for that price. The significance of

such threats will depend on factors such as
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the level of fee quoted and the service to
which it applies. In view of these potential
threats, safeguards should be considered
and applied as necessary to eliminate them
or reduce them to an acceptable level.

Safeguards which may be adopted include:

a. Making the client aware of the terms of the
engagement and, in particular, the basis on
which fees are charged and which services
are covered by the quoted fees; and

b. Assigning appropriate time and staff to the
task (ACCA, 2009).

4. Audit fees and maintaining audit

quality
In recent months, many members of the
raised with

profession have concerns

Securities and  Investment
(ASIC)

instances of audit fee reductions. There have

Australian

Commission over  significant
also been reports of low-balling where large
reductions in audit fees are offered by audit
firms to companies to win new clients. Audit
fee reductions may have been sought through
a tender process. In other cases, an existing
auditor may have been asked to reduce fees
or may have taken pre-emptive action and
offered a reduction in fees. There are also
some reports of firms approaching non-clients
with offers of reduced fees (Niven, 2010:
Based

upon this source the role of directors and the

www.charteredaccountants.com.au).

role of the auditor are outlined below.

S. Role of directors
Many companies seek tenders for audit services
with a focus on audit quality. They correctly

focus on matters such as expertise and experience



of the engagement team, industry knowledge,
the availability of specialist skills to deal with
complex issues and auditor independence.
However, some tenders focus on reducing fees
and saving costs, inappropriately assuming that
audit quality is only an issue for the audit firm.
While there may be some instances where an
effective but more efficient audit is obtained,
there could be pressures in some audit firms to
limit the impacts on margins. Fee reductions
can pose the risk that corners are cut and audit
quality is compromised. This should be a concern
to directors and audit committees. High quality
independent audits are a key contributor to quality
financial reports and broader market confidence.
Directors have a duty to take all reasonable steps
to ensure compliance with the financial reporting
requirements. Directors and audit committees
should rely on internal systems, processes, the
chief finance officer (CFO) and management, as
well as their own diligence and enquiries to meet
this obligation. While the external auditor gives
an independent opinion that follows after the
directors’ opinion on a financial report, directors
and audit committees also have an important role
to play in ensuring that the independent audit of
the financial report is of a high quality and market
confidence is protected. Many companies have
been under pressure to reduce costs due to the
global financial crisis or other factors. Audit fees
have sometimes been caught up in the pursuit of
general cost reductions, perhaps with a view to
sharing the pain. However, audit fees are usually
a small proportion of costs and reductions
generally don’t have a significant impact on a
company’s bottom line. In the current economic
conditions external auditors continue to be faced
with more difficult judgments in areas such as
assessing going concern, impairments of assets
and fair values. This increases the time spent
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on an audit and might be expected to have led
to increases rather than reductions in audit fees.
While auditors may maintain audit quality and
absorb fee reductions into reduced margins, audit
committee chairs should ensure that the Board is
fully informed of any risks associated with audit
fees reductions that don’t arise from selling a
business unit or similar changes in the company’s
activities. The old sayings ‘pay peanuts and you
get monkeys’ can apply (Niven, 2010: www.

charteredaccountants.com.au).
Role of the auditor

While it is not ASIC’s role to interfere in the
commercial decisions by companies and their
auditors on the setting of audit fees, ASIC is an
audit oversight regulator and is concerned that
audit quality is maintained. Many companies,
audit committees and audit firms have focused
on the importance of high quality audits and have
decided that it is not appropriate to participate
in reducing audit fees. The firms have applied
their engagement acceptance and continuance
procedures and determined that it is not
appropriate to retain clients seeking significant fee
reductions. However, some audit firms may have
offered discounted fees in order to maintain or
grow revenues, contribute to fixed costs, occupy
staff during lean times or to maintain or build
market share. Sometimes lower fees are offered
to build a presence in a particular industry or
with a view to selling additional services to new
clients. There are instances where fee reductions
may not be sustainable in the medium or long
term. Attempts by some firms to sell additional
services to new clients, or to claw back the audit
fee reductions over time, might raise auditor
independence issues or may be ineffective. Even
if fees are reduced, the auditor must still perform
a high quality audit and comply with the auditing
standards. Auditors must avoid the temptation

| 53



| aa1 AETL

to limit the impact of fee reductions on margins
by compromising audit quality, including where
staff are under unreasonable pressure to do the
same work in less time. The tone from the top of
the firm should focus on audit quality. It must be
clearly recognised throughout the firm that some
engagements will yield lower margins and that
margins cannot be improved by compromising
on quality. ASIC has recently written to 14
of the larger audit firms to obtain details of
certain recent audit engagements tendered and
won. Together with audit fee disclosures in
financial reports, this information will be used to
determine where significant fee reductions have
occurred in the absence of a significant change
in the underlying business of a company. This
will help inform which entities ASIC reviews as
part of our financial reporting surveillance and
audit inspection programs. Douglas Niven has
concluded that ‘Reduced audit fees can present
problems in terms of quality’
(Niven,2010:www.charteredaccountants.com.
au).
6. Conclusion

Given the growing demand for accountability in
the public sector and the private sector, there is a
need and growing demand for the audit service.
The credibility and probity of any financial
statements are proved through the audit process
instituted both in the public and private sector.
Financial statements audits are an assurance
services that looks into the fairness of the
presentations, it means that free from bias. The
audit quality instituted by the audit firm should
be in line with the audit profession. In addition,
the audit fee quoted by the different auditors for
the same audit engagement has a huge gap. There
should be elements of quality control instituted

by the audit firms so that they can enhance the
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quality of audit work and ultimately mitigate the

audit liability
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System and Evolution of Government

Auditing in Ethiopia

1. Introduction
The objective of any government auditing is to
ensure whether a proper handling of public finances
and effectiveness of the decisions of the responsible
authority exist or not. To achieve this objective, it
is indispensable that every country has a Supreme
Audit Institution /SAI/, in the Ethiopian context:
The Office of the Federal Auditor General /OFAG/,

whose independence is guaranteed by law.

The existence of independent SAI enables informed
policy analysis, confident and credible decision
making in the process of national economic
management. Quite apart from serving as the basis
for policy analysis and decision making, audit
also ensures proper accountability and enhances
democracy in the execution of responsibilities
conferred at different levels of the decision making

process.

Accountability is the obligation to answer for
responsibility conferred. It is also a relationship based
on the obligation to demonstrate and to be responsible
for performance in light of agreed expectations. To
ensure accountability in the government, the relation
between the three branches of the government /
legislative, executive and judiciary/ need due care in

terms of control and power sharing.

It is quite clear that the legislative approves budget
plan and other issues. The approved budget plan
is implemented by the executive body. Whether
the approved budget and other planned issues are
properly implemented or not, the legislative needs
precise and accurate information. To provide this,
Supreme Audit Institution is the proper organ. Thus,
the Office of the Federal Auditor General (OFAG),
the Ethiopian SAI, is established to discharge
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this responsibility. The purpose of this paper is
to envisage, the Ethiopian Audit System and its

evolution from commencement to the present.

2. Public Audit Development in
Ethiopia
Astheevolution of audit history shows, the emergence
of trade, exchange of goods, and development
of industry urged people to use accounting and
financial management systems. Through time, this
way of handling the finance for a period of time kept
by somebody else needed controlling and approval
which resulted in the emergence of audit. The
development of audit in Ethiopia is not different from
this.

When its scope increased and recognition widened,
auditing has been useful and necessary for both
private and government institutions, basically, to
lend credibility to the financial statements prepared

by them.

Thus, the auditor is entrusted with reviewing of
entity’s financial statements, records, transactions,
operations with provision of appropriate opinions

and recommendations.

3. Establishment and Evolution
The history of Ethiopia’s Supreme Audit Institution
(SAI) went back to the early 1931 constitution, which
stressed the importance of the proper collection of
the state revenue and the necessity of procedures
to control expenditures but stopped short of either
referring to or requiring any audit as such. This, in
fact, had to wait for proclamation 69 of 1944, which
established the legal audit institution, named Audit

Commission.



Under this proclamation, the Commission was
charged with the audit of the accounts of the Ministry
of Finance, whereas the financial transactions of other
ministries were left to be inspected and controlled
by the Ministry of Finance itself. A Director General
was assigned to review all these in the Ministry of
Finance temporally who reported to the Comptroller
and Auditor General headed the Commission. The
Commission reported directly to the Prime Minister.

Functions of the Commission were to:

e Verify proper revenue collection by appointing
inspectors,

e Insure financial law, regulations and circular
implementations,

e Identify and detect financial irregularities and
fraud,

e Initiate legal proceedings against those who

were involved in fraudulent activities and
irregularities,

e Submit reports on findings with
recommendations.

The Audit Commission had neither the professional
independence of modern day SAls nor the broad
scope of audit covering budgetary organizations of
the time. However, later the shortcomings had been
corrected and amended after 2 years by proclamation
79/1946.

The amended proclamation centralized the audit
of all government accounts under one audit
department, which was established as the Audit and
Control Department, continued under the leadership
of the Comptroller and Auditor General reporting to
the Prime Minister. Although power and duties were
substantially increased, it lacked independence, as it

remained under the prime minister.

The Audit and Control Department continued
to function until 1952 when it was amalgamated
with the Ministry of Finance’s Control Department
without any legislative provision. This proved to

be a clear setback in the process of developing an
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independent national audit institution. However,
the promulgation of the 1955-revised constitution
put Ethiopia back on course to establish such an

institution.

Articles 120 and 121 of the revised constitution of 1955
clearly conferred the rights and duties of auditing all
ministries, departments, and agencies to the Auditor
General, whose office was then established as a
separate, independent entity that reported directly
to the Emperor and to Parliament. These articles
required the Auditor General to submit periodic
reports to the Emperor and to Parliament on the
financial operations of the government, and entitled
the Auditor General access to all books and records
pertaining to government accounts. However,
detailed functions and reporting requirements were
the subject of later legislation based on the provision

of the constitution.

The detailed arrangements and functions of the Office
were later put with Decree No. 32/1958 containing
additional provisions requiring the Auditor General
to appear before Parliament, when requested and to

explain the execution of functions entrusted to him.

The amended legislation was issued by proclamation
No.179/1961. The new proclamation, in addition
to defining powers and duties, also envisioned
conditions of appointment and independence of the

Auditor General with reporting mechanisms.

The provisions of this legislation established an
adequate basis for financial audit practice but did not
provide a mandate for expanding the scope of audit
to enable the Auditor General carry out performance
or program evaluation audits. However, this was
noted after the 1974 revolution when proclamation
164/1979 was issued to redefine the power and duties
of the Auditor General.

Proclamation 164/79 substantially augmented the
traditional power and duties of the Auditor General
by mandating that Efficiency and Effectiveness Audits
to be performed. However, no further improvement

had been enacted to the enabling law of the Office
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of the Auditor General /OAG/ until the power and
duties were redefined by proclamation 13/1987.
According to this proclamation, the independence of
the Auditor General was enhanced as he reported to

the Parliament and the President.

At this juncture, a series of measures were taken to
ease the dire shortage of qualified manpower and

develop the profession.

e OAG has recruited 30 university graduates
in various disciplines including mathematics,
physics, economics, management, etc. and
equipped them with intensive training for
six months to make them familiar with audit
profession.

e With a modest assistance from UNDP, OAG
had acquired expatriate experts who assisted in
the development of regularity and performance
audit manuals.

e Training was provided to all levels of auditors.
Here, Performance Audit Unit was established to
commence performance auditing on a pilot basis.

e In the area of development of the auditing and
accounting professions, at this time, measures
were taken to certify Private Auditors and
Accountants by a National Certification

Committee.

After a decay stay, Proclamation 13/1987 was

replaced by Proclamation 68/1997. Proclamation

68/1997 was issued under sub article (4) of Article 101

of the constitution. This proclamation reinforced the

independence of the Auditor General in the following

ways:

e The

upon recommendation by the Prime Minister,

Council of Peoples” Representatives,
appointed the Auditor General.

e The Auditor General was accountable to the
Council of Peoples” Representatives and between
sessions was accountable to the President of
Ethiopia.

e The Office of the Auditor General had all the

powers necessary to perform its functions.
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The framework for the mandate of the Office of the
Federal Auditor General (OFAG) was based in the
current Federal System of Government in which
each Regional State Government has its own Office
of the Auditor General while OFAG’s responsibility
was limited to the level of the Federal Government.
However, OFAG intervenes in the audit of the
accounts of Regional Governments in the area of
subsidies and special grants provided by the Federal

Government to the Regional Governments.

In addition, the National Audit Framework was
divided into External and Internal Audits. External
Audit was further classified under the public and
private sectors. The public sector audit, as explained
above, comprised these audits undertaken by OFAG
and the Regional Audit Offices.

Concerning organizational structure, OFAG was
headed by the Federal Auditor General and assisted
by one Deputy Federal Auditor General in planning,
organizing, and coordinating the activities of the
Office. Seven Audit Departments reporting to the
Deputy Auditor General were in charge of organizing,
coordinating and supervising the technical units.
There were also five service-rendering units, which
facilitated service activities. OFAG was mandated to

have 445 employees.

In the period of Proclamation 68/1997, OFAG had
performed many household tasks. In line with its
normal auditing activities, OFAG had engaged itself
with professional assistance to the newly opened
Audit

Performance Audit

Regional Bureaus/Offices, Commencing
in the Government Offices
properly, preparing different Audit Manuals such
as Financial, Performance, Environmental, IT and
Fraud, preparing strategic plan and implementing it,

studying Business Process Re-engineering, etc.

After an intensive study of Business Process Re-
engineering, Office of the Federal Auditor General
is urged to amend its establishment proclamation.
The main reason to amend Proclamation 68/1997
is to give the Ethiopian SAI /OFAG/ more powers
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and duties as the increment of audit types, growth of
number of audited entities and budget growth in the

country are prevalent.

4. Current Legal Framework

4.1 Current Legal Framework: The current legal
mandate for the SAI of Ethiopia is
Proclamation 669/2010 issued under sub article (4)

the amended

of Article 101 of the constitution. This proclamation
reinforces the independence of the Auditor General

in the following ways.

e The Federal Auditor General who heads the
Office of the Federal Auditor General is appointed
by the House of Peoples” Representatives upon

recommendation by the Prime Minister.

e The Federal Auditor General is accountable to the
House of Peoples’ Representatives and, between
sessions, he/she is accountable to the President
of the Federal Republic.

e The Office of the Auditor General has all the

powers necessary to perform its functions.

4.2 Framework: The framework for the mandate of
the Office of the Federal Auditor General is based in
the current federal system of government in which
each Regional State Government has its own Office
of the Auditor General while OFAG's responsibility
is limited to the level of the Federal Government.
However, as mentioned above, OFAG intervenes in
the audit of the accounts of Regional Governments in
the area of subsidies and special grants provided by

the Federal Government to the Regional Governments.

4.3 Organizational Structure: The Federal Auditor
General is the head of the SAI having the power to
implement the duties of the office provided in the
proclamation. S/he is assisted by two Deputies:
Audit Operations Branch Deputy Federal Auditor
General and Support Operations Branch Deputy
Federal Auditor General.

The Audit Operations Branch Deputy Federal Auditor

General assists the Auditor General in planning,

organizing and coordinating activities of the audit
operations being helped by different audit directors.
The audit directors who are organizing, coordinating
and supervising the technical units of different audits
report to the Deputy Federal Auditor General for
audit operations. The Support Operations Branch
Deputy Federal Auditor General, with Support
Directors, helps the Auditor General by facilitating

service activities.

4.4 Vision: To enhance good governance and
accountability in Ethiopia and to be one of the best
SAls in Africa by the year 2015 E.C.

4.5 Mission: Providing a broader, timely and
quality audit service based upon international audit
standards to strengthen good governance, enhance
government performance and accountability guided

by our core values.

Core values
Team work
Accountability
Reliability
Integrity

Commitment
4.6 Objectives: According to the Proc. No. 669/2010,
the Office has the following objectives:

1) Strengthen the audit system required for a
reliable information necessary for the proper
management and administration of the plans
and budget of the federal government;

2) Ascertain that all money and property of the
federal government are collected, preserved
and used properly, in accordance with the laws
and regulations of the federal government and
report the same to the House:

3) Undertake a

environmental

financial, performance,

protection, control audit,
special audit and other audits of the offices and

organizations of the federal government;
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4)

5)

Make efforts, in cooperation with concerned
organs, to develop and strengthen accounting
and audit profession;

Give professional assistance and advice to
Regional and Federal Civil servants and
organizations engaged in accounting and audit
professions;

Draw up a standard of auditing by which
accounts of the offices and organizations of
the federal government shall be examined and

follow up the implementation of the same.

4.7 Powers and Duties: The Office of the Federal

Auditor General shall have all the powers necessary

for the performance of its functions granted by law.

Without limiting to this generality, the Office of the
Federal Auditor General shall:

1)

2)

Audit or cause to be audited the accounts of the
federal government offices and organizations;
Audit or cause to be audited accounts
involving budgetary subsidies and any special
grants extended by the federal government to
regional states;
Audit the accounts of private contractors
relating to the federal government contractual
work which involves a sum exceeding 1,000,000
Birr (One Million Birr);
Audit or cause to be audited, as may be
necessary, performance audit in order to ensure
that the performance of federal government
offices and organizations is in accordance with
the law, economically sound and has attained

the desired objectives;

5) Audit or cause to be audited accounts of private

or public organizations with a view to protect

government and public interest;

6) Audit or cause to be audited donations or

grants made to federal government offices and

organizations;

7) Notify its auditing findings, carried out in
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accordance with sub-article (1), (2), (3), (4), (5)
and (6) of this Article, to the head of the audited

office or organization as the case maybe. Where

9)

the findings of the auditing result indicates
that a crime has been committed, the Federal
Auditor General shall immediately notify the
same to the concerned body;

Issue directives, in consultation with the
concerned offices and organizations, regarding
accounts and property auditing procedures
and standards;

Certify internal auditors of any federal
government office and organization before

appointment after ascertaining that the auditor

has the required professional competency;

10) Where it finds necessary, require internal

auditors of any federal government offices to
audit the accounts and property of their offices

and report the finding;

11) Train, as might be necessary, internal auditors

in cooperation with concerned organs;

12) Where it has reason to believe that any account

13)

has been kept in a presence of criminal
condition and dishonest manner, impound
such books, documents, ledgers, vouchers and
other materials related to such account;

Give the necessary advice on the financial
control, maintenance of accounts and property
administration regulations to be prepared
by the Ministry of Finance and Economic

Development;

14) Make efforts and take necessary measures, in

15)

16)

cooperation with other concerned federal and
regional offices, to ensure that the development
of the accounting and auditing profession is in
the right direction;

Maintain close contact and cooperation with
the audit and control offices of regional states
with a view to enhance the development of
auditing;

Issue, renew, suspend and cancel certificates of
competence of auditors and accountants who
provide auditing and accounting services to:
A. Organizations which are under the
ownership of the federal government;

B. Organizations which are, by law, under the



joint ownership of the federal government
and regional states;
C. Activities which the

government has the right to control;

over federal
D. Sectors over which the federal government
has been assigned by law, with the
responsibility and authority to administer;
E. Joint the

partnership of the federal government and

ventures organized under
regional states, the federal government
and foreign or local investors, other areas
of activities where the federal government
has undertaken the responsibility for their
execution;

F. Private and non-governmental

organizations.

17) charge fees for the issuance and renewal of such
certificates in accordance with directives to be
issued by the House of Peoples’ Representatives

18) when the Office of the Federal Auditor General
causes the auditing pursuant to sub-articles
(1), (2), (4), (5) and (6) of this Article, it shall
only cause the auditing of project and program
accounts, however, provided that it shall have
the responsibility to supervise and ascertain

that the auditing is consistent with the standard.

4.8 Budget and Auditing: Budget approval, where to
put and how to use the approved budget, who audits
the accounts of OFAG are stated in the Proc. 669/2010
as follows:

1) Proportionate quarterly appropriations
of the operational budget of the approved
budget of the office of the Federal Auditor
General shall be deposited in advance in
the bank account opened in the name of the

Office of the Federal Auditor General.

2) The Accounts of the Office of the Federal
Auditor General shall be audited by a body
to be designated by the House of Peoples’
Representatives or by the president of the
Federal Republic, where the House is not in

session, as the case may be.
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49 Types of Audits: Currently, the Ethiopia SAI
performs mainly three types of audits. These are
Regularity/financial audit, Performance Audit and
Special Audit.

Regularity Audit covers audits of the financial
the

organizations and government owned enterprises. It

statements  of government, government
expresses opinions that indicate whether reliance can
be placed on the organizations’ financial statements
and the information contained represents a fair
and consistent picture. This audit covers whether
compliance to laws, rules and regulations are adhered

or not.

The Office performs regularity/financial audits
using knowledge of accounting and auditing of the
government organizations. As part of these audits,
OFAG gathers evidences, on a test basis, to support the

amounts and disclosures in the financial statements.

With regard to Performance Audit, the Ethiopian SAI
examines the performance, economy, efficiency and
effectiveness of public administration. Performance
Audit covers not only specific financial operations,
but also the full range of government activities
including both organizational and administrative
systems. Under performance audit, OFAG is also

doing Environmental Audit.

OFAG undertakes various Special Audits when such
Audits are requested by the HPR, the Prime Minister
Offices and various other government departments as

well as on its own initiation when it deems necessary.

4.10 Audit Planning, Monitoring and Evaluation:
In order to guarantee the quality of work, audit
planning begins with the Audit Planning, Monitoring
and Evaluation Director requesting that the Audit
Directors submit their annual audit plans prepared
based on materiality and identified risks. These
plans are submitted to the Planning, Monitoring and
Evaluation Director that s/ he develops a consolidated
annual audit plan. After thorough review, the
consolidated annual audit plan is discussed at the

management meeting chaired by the Federal Auditor
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General or the Deputy Federal Auditor General.
At this meeting, changes can be made to the plan
based on current government policies and issues.
The revised plan is then submitted to the Planning,
Monitoring and Evaluation Director that s/he again
to prepare and disseminate the final annual audit plan

to all concerned entities.

Each Audit Director is required to submit monthly,
quarterly and nine months progress reports and
these reports are compared with the annual plan in
order to ensure progress of performances. Major
deviations from the plan are discussed in the monthly
management meeting in order to take corrective
actions.

411 Reporting: The law requires the Office of the
Federal Auditor General to submit a consolidated
Annual Audit Report to the House of Peoples’
Representatives and, between sessions, to the
President. The reports on the federal government’s
receipts & expenditures, assets & liabilities and
financial statistical data on the accounts and
performance of the offices and organizations of
the federal government are the two main reports
produced by the OFAG. Before a consolidated Annual
Audit Report is prepared, each entity audit report is
sent to the supervising authority, in order to insure
that the appropriate action is taken on the audit
comments and recommendations. Then, the result is

incorporated in the Annual Report.

4.12 Challenges: In the course of discharging its
responsibilities, OFAG has faced different challenges:
shortage of skilled man power, high turn over of
employees as a result of uncompetitive salary scale
and insignificant benefit packages, lack of adequate
resources to prepare audit standards, manuals,
guides, code of ethics and others. Regional States
Auditor General Offices are also at different levels to

implement modern auditing.

In order to mitigate these challenges, the Ethiopian
SAI has, at different times, planed and proposed
mechanisms. These were finding out problems and

showing methodshow tosolve the persistent problems.
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The proposals were given to the government and

donors. In order to facilitate these, projects have been

formed. To mention some, External Audit Project,

Auditors” Capacity Enhancement Project, Democratic

Institutions Program (DIP) and Protection of Basic

Services (PBS I & II) have contributed much to the

Ethiopian SAI system development.

The External Audit Project: It was an element of

the Expenditure Management and Control Sub-

program under the Civil Service Reform Program of

Ethiopia. Though the Office of the Federal Auditor

General (OFAG) has been entrusted with the overall

responsibility of coordinating the project, the External

Audit Project document was designed with the

cooperation of both the Federal and Regional Audit

Offices (RAOs) in order to have a common national

audit approach and to develop nation wide capacity

in the audit sector. To make it this practical, Auditors

Generals” Assembly is designed to take place for

discussion on common issues, problems and other

matters.

To continue the task, first a technical team task force

was formed at OFAG; then the general existing

problems of the external audit sector were identified
and studied. The task force conducted the study by
interviews with the House of Peoples’ Representatives,
the Regional Councils, various Federal Ministries,

Regional Bureaus, and Civil Service Commissions at

both Federal and Regional levels.

As a result of through and repeated discussions, the

team identified the following problems:

e Lack of demarcating line between the Federal
and Regional Audit Offices regarding the Audit
of Federal Government grants and subsidies to
the Regional National States;

e Absence of a common audit standard in all audit
offices;

e Lack of skilled manpower;

e Lack of sufficient support from the government;

e Failure of auditee organizations to take
appropriate actions on audit reports

e Absence of professional and strong Public

Account Committee (PAC) or an equivalent
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organ in the legislative arm of government at

both Federal and Regional levels;

¢ Weak internal control and financial
management systems in the auditee
organizations;

¢ Absence of central training institutions for
auditors and accountants and
¢ Absence of Professional Association of
government auditors and accountants.

Based on this, participants of the Auditors General
Assembly made an in-depth discussion on the
identified problems of the external audit and
suggested to design a project as a possible solution
to the problems. To run the project, different
committees were formed. These were the steering
committee: composed of representatives of the OFAG
and RAOs, the project secretariat: formed at OFAG
with persons selected from the OFAG to carry out
the project regular duties, and the core teams: formed
with auditors selected from all audit offices to carry
out tasks of developing manuals and undertake other
studies under the supervision of the Secretariat Office
of the Project.
To bring both the OFAG and RAOs to an
internationally acceptable level of audit performance,
as a result, the project had made tremendous out puts.
Among many; developing Financial Audit standard
and Manual, Internal Control Standard and Audit
Manual, Ethiopian Performance Audit Standard and
Manual, enhancing overall Institutional Capacity
Building, developing professional Code of Ethics
were some of them. OFAG has contributed much
and been a landmark for the formation of PAC in the
Federal and Regional levels.
ACE Project - CIDA: The Auditor Generals Capacity
Enhancement (ACE) was a project financed by the
government of Canada, CIDA. Its focus was on
capacity building of the Office of the Federal Auditor
General /OFAG/, the Amhara National Regional
State Office of the Auditor General (ANRS/OAG)
and the Benishangul-Gumuz National Regional
State Office of the Auditor General (BGNRS/OAG)

through training in audit methods and procedures.

The project had started implementing its duties in
2003. With the help of this project, OFAG had been
trying to fill the gaps that were holding it back.

The major objectives of the project were to provide
professional training in modern audit methods,
assisting in improving methodology reference
materials and

facilitate the audit tasks

supplying materials that could
(vehicles, computers,
equipment, etc.). Based on the stated objectives, tasks
were put in specific components. The components
had covered the following: Promotion and Public
awareness, Computerized Auditing, Performance
auditing, Financial Auditing, Environmental Audit,
Fraud Audit, Standards of Gender and HIV/AIDS
Awareness.

As audit work is dynamic, audit standards, audit
manuals and other working papers were to be revised.
Thus, with the help of ACE project, OFAG had revised
the existing audit standards and manuals. Internal
Strategy, External Strategy and Media Handbook,
which facilitate to promote the audit functions and
outcomes to media, state representatives and the
public, were prepared and published. OFAG had
also prepared Parliamentary Oversight document
that showed what the OFAG and the Ethiopian
House of Representatives, especially, the Budget
and Finance Standing Affair Committee (that served
as PAC) looked like in relation with other countries
experiences. Trainings had been given to auditors,
private and government journalists, parliament
representatives and other concerned individuals with
the support of ACE.

4.13 acca Qualification: OFAG through the
assistance of Irish Aid, later transferred to the
External Audit Project, had encouraged its auditors
to follow the ACCA qualification by financing all
training costs. When candidates cleared Level I and
Level II stages, they were sent to Zambia School of
Accountancy Studies to clear the last professional
stage. Through this program, more than ten auditors
have become qualified Certified Accountants and

about 50 candidates have been following the program
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through at various stages.

The moment when the External Audit Project
was phase out the DIP program came forefront
to finance the staff to pursue ACCA qualification.
4.14 DIP and PBS: As mentioned above DIP was
supporting the ACCA qualification program and
other capacity building program of the Office.
PBS is also providing very important logistics for
the Office so that it can discharge its mandate and
ultimately achieve its vision.

5. International Relations
OFAGisamember of International Organization of
Supreme Audit Institutions /INTOSAI/, African
Organization of Supreme Audit Institutions/
AFROSAI/
Supreme Audit Institutions /AFROSAI-E/. It
actively participates in regular sessions and
meetings. OFAG, as a member of AFROSA-E,

which caters training services to the English

and English Speaking African

Speaking African Countries, actively participates
in the preparation of strategic plan and long-
range training programs. In addition, some of its
trainers are certified who participate as trainer in
various training programs of the region.
6. Future Prospects
Problems that can hinder regular duties of the
Officehavebeenstudied and assessed repeatedly.
A strategic plan that served for first three years
were prepared and that revised to serve for
another five years._Adjacent to this, OFAG has
studied Business Process Re-engineering and
fully implemented for the last three years, which
actually brought a real shift in discharging its
responsibilities. In addition, OFAG has amended
its establishment proclamation in line with the
new process. Its audit coverage dramatically
increased to more than 95%. So if the House of
Peoples Representatives assist in every aspect, it
can hopefully achieve 100% audit coverage and
widens its scope on performance audit.
7. Conclusion and Recommendation
The Ethiopian SAIL by this time, is a 68 years

of blonde age. Has it passed its evolution
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smoothly? What did it miss? How much does worth its
contribution? These and other similar questions ought
to be raised with the concerned ones: individuals and
government bodies. The scope of its objectives is wider.
Independent and reliable information to the public (tax
payers), legislative and as well to the executive bodies is
very crucial to initiate reliable policies.

Despite ups and downs in its journey of system
development and evolution, series of measures have
been taken in the area of audit materials development,
training and other capacity building to fill the gaps;
OFAG is where it has been now.

However, one can proudly say that it is one of the best
SAls in sub -Saharan English Speaking African Countries
and still striving to do more so that it can achieve its

vision.
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The following are the Auditor Generals of Ethiopian Supreme Audit
Institution who contributed for its system development and evolution.

H.E. Ato Minassie Lemma H.E. Ato Zenebe Haile
From 1958 to 1962 G.C From 1962 t01968 G.C

H.E. Ato Gorfu Gebre H.E. Ato Tadesse
Medhin Woldegebriel
Form 1972 to1974 G.C From 1974 to 1982 G.C

H.E. Assefa Demissie
From 1969 to 1971 G.C

Not Assigned

H.E. Ato Lemma Argaw Form 2006 G.C to0 2008 G.C H.E. Ato Gemechu Dubisso

From 1983 to 2006 G.C From 2008 G.C to Date
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1 o“— Head upright and over your shoulders.

Eves looking slightly downward

Wrist in a neutral
posture (straight).

(320" range from horizontal line of sight)
without bending from the neck.

Back should be supported by the
backrest of the chair that promotes
the natural curve of the lower back.

Elbows bent at 207, forearms horizontal.
Shoulders should be relaxed, but not
depressed.

Thighs horizontal with a
20°-110" angle at the hip.

Feet fully supported and flat on the floor.
If this isn't possible, then the feet should
be fully supported by a footrest.
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1. #7771 (Integrity)

5. U1 (Honesty)
6. M P T (Accountability)

7. L7 PPI° TI0NPLI® (Serving

the Public Interest)

8. 2AMNTT NAN( aomPP°

(Exercising legitimate Authority




Péo ol PT K% C avprlf L+ AS0 V72
07703 A8

= S N B B = o= oo

NPCH LmTPIA N POLI0NND Paloled PT h%C av 2l f LT h4%0 V73

1_" -
B h
e
rl ;
L ¥ L - =
R " )
. - -t
. T - "R

v,

] 1

L -
- e

T;L o
M

!
]
e
e
s %
¥ T
N, 3

5
-,
L
=1
W
g4
o

S
-
N

ot

b



