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Administrative Ruling n® 222, from April 28, 1998.

Approves the Performance Auditing
Manual of the Brazilian Court of
Audit.

THE PRESIDENT OF THE BRAZILIAN COURT OF AUDIT, exercising his
legal and regimental attributions and taking into consideration the arrangement in article
2, lll, of Administrative Resolution n°® 72, from March 20, 1986, and article 35 of Normative
Instruction n° 09, from February 16, 1995, determines:

Article 1° The Performance Auditing Manual of the Brazilian Court of Audit is
approved, containing the operational procedures and the methodological strategies to be
used in the performance of operational audits and program evaluations.

Article 2° This Administrative Ruling takes effect on the date of its
publication.

HOMERO SANTOS






PRESENTATION

The necessity to make governmental actions more effective and transparent
has presented innovative initiatives of work in the area of the Supreme Audit Institutions.
A common trait between these initiatives has been the emphasis on the evaluation of
results reached by the programs, projects, activities, organisations and institutions of the
public administration.

Without abandoning its historical attributions of carefully overseeing the
fulfilment of the applicable legal norms for good administrative practice, the Supreme
Audit Institutions have been seeking to amplify their area of performance, exercising a
more conclusive control over the actions of the government.

In harmony with this international trend, the Brazilian Court of Audit, as far back
as the eighties, began to practice the so-called operational audits. Its objective was to
verify if the actions developed by the public administration have obeyed the management
principles of economy, efficiency and efficacy.

In February of 1995, following the Capacity-Building Project to Evaluate Public
Programs, through the pioneering initiative of the administration of the Honourable
Minister Marcos Vinicios Rodrigues Vilaga, a new dimension in the realm of this Court
was created. It was directed toward the development of necessary methods for the
evaluation, together with the society, of the impact of the governmental functions,
programs, projects and activities.

Nowadays, we have many examples of public administration actions that,
although they satisfactorily fulfil the expected aims, do not succeed in modifying the
adverse social condition of the population. Furthermore, it is not rare that these actions
have, unintentionally, produced negative effects.

This new modality of control, called program evaluation, has been being
applied by the Supreme Audit Institutions of renowned technical competence, such as the
United States General Accounting Office, the Office of the Auditor General (Canada), the
National Audit Office (United Kingdom) and the Australian National Audit Office, among
others.

It is within this framework that this administration presents the Performance
Auditing Manual. It integrates and consolidates the principal methods used in program
evaluation with the knowledge and practices regularly adopted by the Brazilian Court of
Audit in the work of operational auditing, guaranteeing, thereby, the continuity of the
technical development of this Court.

This manual, developed by the Secretariat of Auditing and Inspections -
SAUDI, counted on the collaboration of eight executive-technical units that tested the
methods cited here in the scope of pilot-projects. These projects included eight distinct
themes, which were work, defence, health, public revenue, education, infrastructure,
housing and the environment.
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To conclude, it is important to mention the emphasis on results by the
guidelines that orient the present reform and modernisation of the Brazilian State. The
higher flexibility and autonomy of the public managers, cited by these guidelines, should
be monitored by a model of control directed toward the examination of results, potentials
and limitations of governmental actions.

Homero Santos
President



TABLE OF CONTENTS

Page

LIST OF ILLUSTRATIONS .....cotiiitiittiitititieeieteeeeeeeeeeeete et ee e eeeeeeeaeeseeeeeeeeeseeeeeeseeeseeeeeneeeeees Vil
LIST OF ABBREVIATIONS ..ottt ettt e eeeeeeeeeeseeeeeeeeeeeeeeeeeneees Vil
INTRODUCTION ... 09
1. DEFINITIONS AND CONCEPRTS. ..ottt ittt aeeee e eeeeeeeeeees 11
1.1. Operational AUAItING ......cooeeiiiii e 11

1.2. Program EValuation...........ooooiiiiiiiiii 11

2. STEPS OF PERFORMANCE AUDITING .....uui s 15
2.1, PreliminNary STUAY ..........euueeeeeeieiieiieeeeiieieeeieeeaeseeeeeeeeeeeseeesssssesesesessssssssesseeeseeeneeees 15
2.1.1. Elaboration of the Preliminary Study Plan.............ccccon. 15

2.1.2. Preliminary Analysis of the Subject of the Audit................cccn. 16

2.1.2.1. Logical FrameWOrK ........cccooeiieieiieeieeeeeeeeee e 17

2.1.2.2. Input-Output Model ........ccooiiiie e 19

2.1.2.3. Environmental Conditions Model ............ccoooiiiiiiiiiiiiiicee 19

2.1.3. Collection of Performance Data............cccccoeeviiiiiiiiii, 20

2.1.4. Specification of the Audit Criteria.........ccccooveiiiiiiii, 21

2.1.5. Preparation of the Preliminary Study Report...........cccooeiiiiin. 23

2.2. Operational Auditing/Program Evaluation Plan....................eeeviiiiiviiiiieeieiiieeennee. 24
2.2.1. Auditing QUESTIONS ..o 25

2.2.2. Information REQUITEd ..........oooiiiiiiiiiiii 27

2.2.3. INfOrmation SOUICES.........cciiiiiiiiiiie e, 28

2.2.4. Methodological Strategies ........ccooviiiiiiiiiiii 29

2.2.4.1. CASE SHUAY ...ccoeeeeeeeeeeeeee e 30

2.2.84.2. SUIVEY ...ttt ettt e 33

2.2.4.3. Field EXPeriMENT .....cccooiieieeeeeeeeeee e 34

2.2.4.4. Quasi-Experimental DeSIgN ........coooeeiiiiiiiiiieieee 36

2.2.4.5. Non-Experimental DeSign .......ccooeieiiiiiioiiieieeeeeee 38

2.2.4.6. Use Of EXIStING Data.........ccoeeeiiieiiieeeieeceeeeee e 39

2.2.5. Data Collection Methods ... 40

2.2.6. Data Analysis Methods...........cooooiiii 43

2.2.7. CONSITAINTS ...coiiiiiieieeee e 44

2.2.8. What the Analysis Will Alow US t0 SaY .......ccooevviiiiiiiiiii, 45

PR T = (T ox U1 1o o IO TSP PPPPPPPPPPPPPPP 45
2.3.1. Development of FIeldWOrK ... 46

2.3.2. PHlOt TSt 47

2.3.3. FINAI REPOIT ... a7

2.3.3.1. Table Of CONENES.....cccoeieieeeeeeee e 48

2.3.3.2. SUMIMIAIY .ttt e e e e e e e e e e e e e e e e nnnnn s 48

2.3.3.3. INrOAUCTION ... 48

2.3.3.4. MaIN CRAPLEIS ... 49

2.3.3.5. Responsible Officials’ Comments..........coooeieieiiiiieeiiiees 50

2.3.3.6. CONCIUSION ... 50

2.3.3.7. Matters for the Court’s Consideration ............cooeeeeeeeieennnneseeeinnns 50

2.3.3.8. APPENAIXES ... 50



Page

ANNEX I: GENERAL ORIENTATION FOR THE PRELIMINARY ANALYSIS OF THE

SUBJECT OF THE AUDIT ..ottt eaa s 51

L1 BACKGIOUNG ... s 53
[.1.0. LEQAI BASIS .. .uuuuiuiiiiiiiiiiiiiiiiiiitiiitteeteeeeeeeeeessssae st ess s s s eseeseeneenee e 53

1.1.2. Institutional BaCKgrouNnd ...................uuuuuiuiiiiiiiiiiiiiieiiieiiieieeieeeeeeeeeeeeeeeeeees 53

L 2. PLANNING 54
2 O U1 To [ [T 1= 54

1.2.2. Priorities, Objectives and GOalS ...........c.uuviiiiiiiiiiieieceee e 54

220G TR |V (o] a1 (o] ¢ 1 T APPSO P PP PPPPPPPPPPPPPPP 55

1.3, Target POPUIALION. ... 55

[.4. ACtUALION ENVIFONMENT .. ...ttt e e et e e e e et e et e e e e eaeeaaee 55
[.4.1. POlitiCal-SOCIal CONIEXL.......iieiiiiiiee e e e e e e e eanee e 55

[.4.2. Social-Economic CharacteriStiCS .......cvuuuiiiiiiieiiiieeeeeeee e 56

1.5. Operational CharacCteriStCS ........ccoeoeiiiiiieieeee e 56
5.1, HUMAN RESOUICES ...ttt e e e e 56

[.5.2. FINANCIAI RESOUICES ... cenieiiiiei e e e e e e e eanae e 56

1.5.3. PRYSICAl RESOUICES ......uviiiiiiiiiiiiiiiiiiiiiiietetteeeeeeeeeeeee e eeee e eeeeeeeeeeeeeeeeeees 57

1.5, 4. FUNCHIONING ...ttt e s s eneeene e 57

ST O g 53 1= 11 £ 57
ANNEX [I: DESIGN MATRIX MODEL.....ccuiiiiiieie et e e et e e e eaaas 59
L] IO I 3 T A /0 63
Y I L@ L AN = /0 67
SUGGESTION SHEET ..ottt e e e e e e e e e et e e e e e e eaannns 69

Vi



LIST OF ILLUSTRATIONS

Page

1. Example of the Logical Framework Applied to a Hypothetical Project of Water
Well Drilling iN @ RUFAl ZONE. .......ouiiiiiiiiiiiiiiiiieeeee et eeeeeeeees 18
2. Example of an Input-Output Model for Structured Skills Training Funding ................... 19
3. Example of a Simple Environmental Model for Skillshare .............ccoooiiiiiiiiiiiiiiiiis 20

4. Example of Appropriate Criterion to Audits on Internal Systems of Evaluation of
INStitutional PEIrfOrMAaNCE .......cooiiiiiiiiie e e e e e e e e e e e e e e e eeenennn 22

5. The Problem and the Auditing Questions of the Audit Plan of the 32 SECEX

Regarding the Brazilian Continental Platform Program - LEPLAC............ccovvvviviinnnn. 26
6. Instance Selection IN CASE STUAY ..........uuuuuiiiiiiiiiiiiiiiiieiiiiiiieeeeeeeeee e eeeeeeeeeeeeeeeeeeeeeeeeeenes 32
7. Diagram of Field Experiment with Pre and POSt-TEeStS ...........ccooviiiiiiiiiiiiieeeiieeee 35
8. Diagram of Field Experiment With POSE-TEST .........cccoiiiiiii e 36
9. Diagram of the “Non-Equivalent Groups with Pre and Post-Tests” Design................... 37
10. Diagram of the “Time Series with Control Group” DeSign ............eevveveeeeeeieeeeeeeiiirennee. 37
11. Diagram of the “Time Series without Control Group” Design ...........ceevvveevveeeeeeeeeeennnne. 38
12. Diagram of the “Before and After” DESIQN .........uuuviiiiiiiriiiiiieiieieiiieieeeeeeeeeeeeeeeeeeeeeeeeeeees 39
13. Synopsis of Methodological Strategies ............uuveviiiiiiiiiiiiiiiiieieiiieiieeiee e 42

vii



viii

LIST OF ABBREVIATIONS

Australian National Audit Office

Interamerican Development Bank

United States General Accounting Office

International Congress of Supreme Audit Institutions
International Organisation of Supreme Audit Institutions
United Kingdom National Audit Office

Office of the Auditor General of Canada

Supreme Audit Institution

Secretariat of External Control (Technical Unit of the
Brazilian Court of Audit)

Electronic System of Financial Management of the Brazilian
Federal Government

The Brazilian Court of Audit



INTRODUCTION

The Performance Auditing Manual integrates and consolidates the principal
methods used in program evaluation with the knowledge and practices regularly adopted
by TCU in operational auditing. It is divided into two chapters: the first is dedicated to the
conceptual distinction between operational auditing and program evaluation, modalities of
performance auditing, whereas the second deals with the steps of the development of the
performance auditing, consisting of planning and carrying out activities.

The planning step was divided into two successive phases and deserved broad
and detailed treatment in this manual. In the first phase, called preliminary study, some
methods used in program evaluation are presented. Among these is the logical
framework, widely disseminated by international development agencies working in Brazil,
such as the World Bank.

In the second phase, called Operational Auditing/Program Evaluation Plan, the
Design Matrix Model is presented. It is a methodological support instrument developed by
the GAO. The matrix concisely presents not only the methodological strategies most used
in program evaluation but also in operational audits, in addition to the other elements that
make up the above mentioned plan.

In the execution step, the following is discussed: the analytical procedures
necessary for the adequate characterisation of the audit findings; the necessity of making
pilot tests when the complexity of the work and the costs involved are huge; and the
structure to be adopted in the reports of performance auditing, in addition to the general
orientation about its content.

In the process of writing this manual not only the best international experiences
about the theme, but also the contributions from professionals of this Court were
considered. However, the manual is not sufficient to endow the audit teams with all
necessary knowledge involved in conducting a performance auditing. It is recommended,
for its correct use, that the team members complete a specific training program as well as
use the support material available regarding the methods explained here.
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1. DEFINITIONS AND CONCEPTS

Performance auditing consists of the systematic evaluation of governmental
programs, projects and activities as well as those of the organisations and institutions
under the jurisdiction of this Court.

Performance auditing includes operational auditing and program evaluation.
1.1. Operational Auditing

The objective of operational auditing is to examine the governmental action
regarding the aspects of economy, efficiency and efficacy. With this aim, the following
aspects are examined:

how the agencies and institutions acquire, protect and use their resources;
the causes of uneconomical and inefficient practices;

the achievement of foreseen goals;

compliance with the appropriate legal provisions regarding the aspects of
economy, efficiency and efficacy of the administration.

Therefore, operational auditing focuses the multiple aspects of the
management process — planning, organisation, operational procedures and management
supervision, including its results in terms of the goals reached.

To proceed with an operational auditing, you should approach, among others,
these questions:

the adequacy of the organisational structure to the objectives of the
organisation or institution;

the existence of adequate control systems, whose purpose is to monitor,
based on valid and reliable performance indices, aspects linked to economy
and efficiency;

the adequacy of acquisitions regarding terms, quantity, type, quality and
pricing;

the safekeeping and maintenance of real estate and commodities;

the existence of documented and updated work routines and procedures;
the adequate use of human resources, installations and equipment used for
the production and rendering of goods and services in the proportion,
quality and times that are required,;

the extent to which the goals, predetermined by the administration and
pertinent legislation, are followed.

1.2. Program Evaluation

The objective of program evaluation is to examine the impact of governmental
programs, projects and activities.



PERFORMANCE AUDITING MANUAL

In this manual, the impact of governmental action should be understood as the
net result produced by a program, project or activity, or, in other words, the verified
changes in the subject of the action which can be specifically and exclusively attributed to
those modalities of state intervention.

While operational auditing verifies, in addition to operating efficiency, to what
extent the goals are being carried out by comparing predetermined goals with those that
have been accomplished, program evaluation seeks to verify to what extent implemented
actions failed to produce the effects that the administration intended.

An example will clarify the argument. An operational auditing on an infant
nutrition program seeks to verify how successfully the proposed goals were met,
suggesting, eventually, the increase in the efficiency of the program through a more
adequate selection of the beneficiaries and an improvement in the systems of acquisition,
distribution and selection of foods. But one can not assess if these corrections diminish
malnutrition. On the other hand, program evaluation seeks to establish to what extent the
program can improve the nutritional situation of the target population — if there were
changes, the magnitude of these changes and what segments of the target population
were affected.

Therefore, operational auditing focuses on the management process, whereas
program evaluation prioritises the effects produced by the governmental intervention. In
the first case, one investigates the functioning of the programs, projects and activities and
how well the goals that can be quantified were met (for example, the number of schools
constructed, vaccines given, employees trained or roads paved compared to the goals of
the governmental plans or stated by specific legislation). In the second case, aspects that
permit the team to articulate itself should be added to the analysis, for example,
concerning the reduction of school evasion, the eradication of contagious diseases, the
quality of services rendered by the administration or the reduction in the number of traffic
accidents.

It is important to distinguish between these two approaches, since the fulfilment
of a physical goal or the availability of a service might be a necessary condition, but not
sufficient one for a specific problem to be effectively resolved or for a certain necessity to
be taken care of. Many times, the expected effect might not occur or it could be
insignificant.

In addition, a specific governmental intervention might provoke unexpected
effects, negative as well as positive. In both situations, the program evaluation procedure
should search for the relationship of subjacent causes and observed phenomena,
seeking to identify the effects attributable exclusively to the program, project or activity.
Therefore, it deals with assessing to what extent the observed effects, intentional or not,
were caused by this specific intervention, using an appropriate methodological strategy.

According to the INTOSAI Working Group on Program Evaluation, a program
evaluation is distinguished from that of an operational auditing because it allows
guestions not approached by the operational auditing to be answered (INTOSAI, 1995, p.
2). The program evaluation is, as a rule, more ambitious in relation to the analysis of the
objectives and the results of the governmental intervention. This modality of performance
auditing uses methodological strategies rarely employed in operational audits, such as,
surveys, field experiment and quasi-experimental designs.

12
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Although operational auditing and program evaluation can be carried out in an
independent manner, the information gathered by each one of them provides a complete
analysis of governmental activities, as much in relation to the operational aspects as in
relation to the impact of the implemented actions. In this context, the two approaches of
performance auditing complement each other.

Some of the more important aspects to be examined through program
evaluation in programs, projects and activities are:

their logical conception;

the adequacy and the relevance of their objectives, whether they are
declared or not, and the consistency between these and the previously
identified necessities;

the global consequences to society;

the effects not explicitly included in their objectives;

the causal relation between observed effects and policies proposed;

the factors that inhibit their performance;

the quality of the impacts reached;

the existence of other alternative actions, considered or not by the
administration, and the respective costs involved (analysis of cost
effectiveness);

the upholding of legal provisions applicable to their nature, objectives and
target population.

Nevertheless, a program evaluation might not necessarily deal with all the
aspects mentioned above. The emphasis on one or another of these aspects will depend
on the specific questions that will be examined as long as the methodological rigor is
present.

13
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2. STEPS OF PERFORMANCE AUDITING

To carry out a performance auditing, the following steps should be observed:

2.1. Preliminary Study
2.2. Operational Auditing/Program Evaluation Plan;
2.3. Execution.

2.1. Preliminary Study

Performance audits should be preceded by a preliminary study on its subject
(program, project, activity, organisation or institution).

The preliminary study seeks to determine if a proposed job assignment is
feasible and relevant. If these requirements are met, the preliminary study should offer an
overall view of the subject to be audited, providing sufficient elements so that the audit
team chooses one of the two modalities of performance auditing at the end of the
preliminary study phase: the operational auditing or the program evaluation.
Furthermore, based on this picture, the team will determine the objectives, the extent and
the methodological strategy to be used in the audit.

The preliminary study should contain the following steps:

2.1.1. Elaboration of the Preliminary Study Plan
2.1.2. Preliminary Analysis of the Subject of the Audit;
2.1.3. Collection of Performance Data;

2.1.4. Specification of the Audit Criteria;

2.1.5. Preparation of the Preliminary Study Report;

2.1.1. Elaboration of the Preliminary Study Plan

At the beginning of the preliminary study, the team should elaborate the
Preliminary Study Plan, consisting of the following elements:

the size of the team, period of the preliminary study and estimated costs:
the scheduling of visits;

the strategy for the data collection and analysis;

the list of themes that will be debated with the responsible officials of the
subject of the audit;

the date for the presentation of the Preliminary Study Report.

It is worth stressing that the success of preliminary study depends on the
careful organisation of the visits with the responsible officials of the subject of the audit.
The establishment of good relations with these responsible officials is of the utmost
importance. The initial contact should be by telephone, followed by a written document,
specifying the nature of the work to be done.

!In this manual, the terms “audit” and “performance auditing” have the same meaning.
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During the elaboration of the Preliminary Study Plan, the team should observe,
as much as possible, the content of the other sections of this chapter, which deal with the
elaboration of the Operational Auditing/Program Evaluation Plan and with the
development and documentation of the field work.

It is the responsibility of the team Co-ordinator to guarantee that the work has
been correctly planned and that the other team members and the responsible officials of
the subject of the audit are sufficiently informed about the purpose of the preliminary
study.

2.1.2. Preliminary Analysis of the Subject of the Audit

The preliminary analysis of the subject of the audit seeks to understand how
this subject is structured, allowing the team to identify questions that deserve to be
examined in more detail. With this in mind, the team should look for information such as:

the objectives (general or specific, depending on the extent of the work);

the actions developed, the fixed goals, the clients served, the procedures
and resources used, the assets and services offered and the benefits
provided;

the interested parties (real or potential) and the characteristics of the
external environment (dynamic or static; predictable or unpredictable);

the restrictions faced (legal imposition and constraints presented by
competition, technology, resource scarcity or by the necessity to co-operate
with other institutions).

This information can come from the sources described below, among others:

pertinent legislation;

pronouncements and decisions made by the competent authorities;
declared mission, strategic plans and management reports;

diagrams which show the organisational structure, internal guidelines and
operational manuals;

management information systems;

interviews with the responsible officials and specialists;

internal and external audit reports and evaluations of institutional
performance.

It is the responsibility of the team Co-ordinator to guarantee that the other
members of the team have investigated, documented and understood in depth the central
aspects of the program, project, activity, organisation or institution that is being audited.

The data collected should be organised in explicatory models to facilitate the
syntheses and the visualisation of the dynamics of its relationships. There are three types
of models that can be used:

2.1.2.1. Logical Framework;

2Annex | (“General Orientation for the Preliminary Analysis of the Subject of the Audit”) contains a more
extensive relation, although not exhaustive, of the information that should be collected regarding the
subject of the audit.

16
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2.1.2.2. Input-Output Model;
2.1.2.3. Environmental Conditions Model.

The last two modes are less complex than the first, because the complete
application of the Logical Framework presupposes the existence of complete
management information systems. As these systems are not always available, the Input-
Output Model and Environmental Conditions Model, employed together, can provide the
necessary data for the planning of the work to be executed.

2.1.2.1. Logical Framework

This model seeks to portray how the activities developed by the subject of the
audit are logically structured. To do this, the hierarchy of responsibilities is defined,
describing the objective of each hierarchical level and its relationship to the objective of
the level immediately above it. The Logical Framework makes the evaluation of the
performance of the subject of the audit easier by responding to questions such as:

Do the stated objectives have a clear relation to the purpose of the subject
of the audit and precisely define the goods and services that will be
rendered as well as the clientele that will be benefited?

Do the objectives of each hierarchical level have plausible causal
relationships?

Is the impact (or benefits) sought clear and measurable?

To obtain objective answers to the questions, the Logical Framework deals with
the functions, programs, projects, organisations and institutions as complex wholes of
structured organisational processes that should reach not only final objectives, but also
intermediate ones. These objectives can be structured as indicated below:

activities: tasks that should be executed so that the components are
obtained;

components: goods and services offered (stated goals);

aims: outputs directly associated with the use of the components;

purpose: expected outcome.

The structure described above represents the hierarchy of objectives, in
ascending order of importance. The fulfilment of the objectives of each level is a
necessary condition to reach the next level. When the hierarchy is put in descending
order, you have something similar to the following illustration.

17
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lllustration 1: Example of the Logical Framework Applied to a Hypothetical Project of
Water Well Drilling in a Rural Zone.

Purpose: Reduction of the incidence of diseases caused by the consumption of non-
potable water.

Aim: Adoption of hygienic practices by the benefited population.

Components:

extension of access to potable water to 60% of the local population;
better training of the health care workers.

Activities:

First Component:

P select locations for the drilling of wells;
P mobilise the local workers;

P drill the selected wells.

Second Component:

P prepare a training program for employees from the area of health;
P recruit employees from the area of health;

P administer a training program for the recruited employees.

Source: BID, 199-, p. 16.

In addition to organising the organisational processes into a hierarchy, the
Logical Framework should:

define practical, objective, measurable and independent indicators for each
level, which should be expressed in quantitative, qualitative and temporal
terms;

indicate the sources that contain data concerning the indicators;

identify the exogenous factors (assumptions) that can affect the subject of
the audit at each level, evaluating the risks that exist and formulating
alternative strategies of action.

If this approach is chosen, the team should verify if the facts discussed in the
previous paragraphs were contemplated in the planning step of the actions developed by
the subject of the audit. The way these actions are logically structured can be obtained
from internal audit reports and from the evaluation of institutional performance. However,
as these documents can be incomplete and not up-to-date, it is important to obtain the
opinion of the responsible officials for the structure in question.

When the necessary data is collected, the team should emit judgement
concerning the consistency of the existing planning system. It is worth noting that, the
more consistency there is, the higher are the chances of success of those audits whose
aim is to evaluate the effectiveness of governmental actions (program evaluation). In the
case of the lack of necessary management information, the teams should opt for the
verification of the aspects linked to the economy, the efficiency and the efficacy of the
actions mentioned earlier (operational audits).

18
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2.1.2.2. Input-Output Model

This model seeks to describe how the subject of the audit develops its activities
by identifying:

the information and the human, physical and financial resources required
(input);

the process of transformation of the inputs into outputs;

the goods and services rendered or offered (outputs);

the benefits achieved (impact);

the possible performance indicators;

the demand that exists for the products;

the desired benefits (scale of preference).

The illustration below shows the simplest version of the model, which
demonstrates the four primary elements indicated above.

lllustration 2: Example of an Input-Output Model for Structured Skills Training Funding

INPUTS PROCESSES OUTPUTS OUTCOMES
Funding - Promote - Number of training | - Number of
applications; schemes; courses; trainees who
Resources used . Evaluate - Number of people achieve
to process applications; trained. employment or
applications. o _ further training

- Distribute funds; who would not
Monitor have done so
performance. without the

training.

Source: ANAO, 1992, p. 58.

The Input-Output Model makes easier the analysis regarding the aspects of
economy, efficiency, efficacy and effectiveness of the subject of the audit. Furthermore,
the identification of the principal processes permits the team to verify the control that the
responsible officials have over these processes.

2.1.2.3. Environmental Conditions Model

This model identifies the internal and external factors (clients, suppliers,
competitors, unions, professional associations, related authorities, etc.) that influence the
activities developed by the subject of the audit. The model should exhibit the interaction
and inter-relationships that exist between the various groups of interested parties,
indicating if they are or are not stable, complex or competitive.

The diagram shown below illustrates the model in question, identifying the
parts involved in the achievement of a hypothetical program. However, it is worth
emphasising that the team should, in addition to identifying the parts involved, qualify the
relations that exist between them, as indicated in the previous paragraph.
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lllustration 3: Example of a Simple Environmental Model for Skillshare

| Employers |

Trainees Ii

Training Sponsors

Skillshare Other Welfare
Agencies

Department of Employment,
Education and Training

Source: ANAO, 1992, p. 59.
2.1.3. Collection of Performance Data

Performance data is fundamental for the evaluation of the aspects of economy,
efficiency, efficacy and effectiveness of the subject of the audit, occupying a central
position in the preliminary study, although in obtaining this data several difficulties arise,
such as:

the definition of obscure objectives;

the frequent use of multiple and inter-related indicators;

the effects of exogenous factors, making it difficult to identify the correct
results of the actions of the subject of the audit;

the heterogeneous character of the results reached;

the presence and the subjectivity inherent in the indicators of qualitative
performance.

In this way, the team should verify the following:

Are the procedures for gathering of performance data sufficient and
adequate?

Are the performance indicators used valid, complete and justifiable in light
of the cost-benefit ratio?

Are the performance indicators an essential part of the decision making
process?

In addition, it is worth noting that, when appropriate, the performance of the
responsible officials of the subject of the audit are evaluated based on the following:

Is the legal basis of their activities clear to the responsible officials?
Did the responsible officials define objectives that are compatible with the
measurement of impacts and did they determine what will be proportioned,
who will be benefited and the motive of the benefit?
Did the responsible officials evaluate the extent, the nature and the actuality
of the demand for the goods and services offered?
Did the responsible officials study alternative strategies of actions?
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Are the carried out activities and the effort spent opportune and consistent
with the objectives sought?

Does the subject of the audit have comprehensive objectives, standards,
plans and organisation charts?

Were the resources used in an economic and efficient manner?

Is the financial position of the subject of the audit adequately controlled and
registered?

To what extent were the stated objectives reached without producing
unfavourable collateral effects?

Do the goods and services offered meet the expectations of the clientele?
Did the responsible officials verify the level of satisfaction of the clientele?
Has the subject of the audit been capable of adapting to the changes in the
competition, the technological standards, the expectations of the
beneficiaries and other external factors?

Has the human resources policy stimulated professional development,
commitment and initiative as well as job satisfaction?

Are the key resources of the subject of the audit (personnel, patents,
equipment, natural resources and strategic suppliers) preserved?

Are the obtained results monitored and compared with the expected results,
making decisions on the basis of the observations made?

Did the responsible officials establish effective auditing and internal
evaluation systems, insuring that the activities were executed with economy,
efficiency, efficacy and effectiveness?

The characteristics mentioned above should serve as a basis for the
delimitation of the extent of the audit, which should focus on the questions that have the
highest probability of providing significant conclusions given the pre-established budget.

It is the responsibility of the team Co-ordinator to ensure that the objectives of
the audit are decided upon in light of the performance data available.

The team should strictly employ the time and the effort necessary to conclude
whether a proposed audit should or should not be conducted. In general, this requires the
carrying out of all the steps of the preliminary study. Nevertheless, it is possible that the
team already has the required elements in order to define the feasibility and the relevance
of an audit as well as its objectives and extent and the methodological strategy to be
used. In this case, the team can bypass the current step and begin the development of the
audit criteria and the preparation of the primary study report.

2.1.4. Specification of the Audit Criteria

Audit criteria are essential for every type of audit, except when descriptive
guestions are considered. Criteria can be conceptualised as the “...standards used to
determine whether a program meets or exceeds expectations.” (GAO, 1994b, p. 67)

Audit criteria are decided upon during the preliminary study. They should be
sufficiently precise and detailed so that they will:

define a basic conceptual framework, making communication between the
team members easier as well as between the team and the responsible
officials of the subject of the audit;
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restrain the extent of the audit, making clear its objectives;
guide the data collection, indicating how to obtain significant evidence;
set parameters for the conclusions and recommendations of the audit.

The following illustration shows the relationship that should exist between the
audit criteria and the indicators. Naturally, the indicators should be objectively
measurable.

lllustration 4: Example of Appropriate Criterion to Audits on Internal Systems of Evaluation
of Institutional Performance

Criterion: The results of program effectiveness measurement should be considered
for use in making program decisions.

1° Index: Program effectiveness measures should be presented in a form that is useful to
decision-makers.

Measures:

Performance measures should be analysed and information summarised for users;
Summaries of performance information should be in a form that is easily understood,
permitting significant changes, trends or variances to be readily observed;

The degree of confidence that can be placed in the performance information should be
identified.

2° Index: Program effectiveness measurement reports should be provided on a timely and
consistent basis to meet the information needs of relevant department or agency
decision-makers.

Measures:

The program effectiveness measurement client should receive a copy of planning
reports and studies in time to be considered for program decisions.

Action plans to implement decisions made by the measurement client on the
recommendation arising from the effectiveness measurement should be prepared on a
timely basis.

Effectiveness measurement reports should be available to ministers in time for their
consideration in making program decisions.

3° Index: Each department and agency should, as appropriate, report promptly the results
of program effectiveness measurement to officials outside the department.

Measures:

Summaries of findings and actions to be taken as a result of effectiveness
measurement planning reports and studies should be reported in strategic plans, as
appropriated to the major policy thrusts of the plan;

Effectiveness measurement findings should be reported in the operational plans, where
relevant to the result statements.

Effectiveness measurement information should be made available to Parliament.

Source: ANAO, 1992, p. 77-8.
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The audit criteria vary depending on the objectives of the proposed job
assignment. Already existing performance auditing reports, within the country or abroad,
can provide valuable indications of what criteria can be used in a given situation. Other
sources can be found in the pertinent legislation, in the internal norms of the subject of the
audit, in the information given by the responsible officials and in the performance
observed in the past or in similar situations. Furthermore, as these criteria limit the
conclusions of the audit, the responsible officials should be consulted regarding their
pertinence.’

It is the responsibility of the Co-ordinator to ensure that the team decides upon
appropriate criteria for each relevant dimension of the subject of the audit.

2.1.5. Preparation of the Preliminary Study Report

At the end of the preliminary study, the team should prepare a report, which will
be submitted, for approval, to the Responsible-Minister. The report should synthesise the
data collected and the conclusions reached, indicating if the proposed assignment is or is
not feasible and relevant and recommending whether or not the audit should be carried
out. If it should be carried out, the team should propose an Operational Auditing Plan or a
Program Evaluation Plan, depending on the modality of performance auditing most
adequate to the subject of the audit, as indicated in the following section.

The Preliminary Study Reports should obey the formal structure indicated
below, similar to the structure of the Performance Auditing Reports (see item 2.3.3).*

Table of Contents;

Summary;

Introduction;

Main Chapters;

Responsible Officials’ Comments;

Conclusion;

Matters for the Court’s Consideration;

Appendixes;

Operational Auditing/Program Evaluation Plan, when appropriate.

In the “Introduction”, the team will discuss the characteristics of the work and
the subject of the audit, which are:

characteristics of the work:

P Court’s decision that determined the carrying out of the preliminary study;

P reasons for the decision (significance of the amount involved, of the
actions attempted or of other factors linked to the performance the
subject of the audit);

b deficiencies and errors referred by rendered accounts or by audits and
inspections carried out in the recent past;

3Concerning the contacts with the responsible officials of the subject of the audit, it is opportune to point out
that these contacts should be regular, permitting, among other things, to confirm the exactness of data
obtained from other sources and to verify the officials’ opinion regarding the evidence found.
“The topics not dealt with in the following paragraphs should obey the specifications contained in the item
here indicated.
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P the responsible team (list of the members and of the units in which they
work) and the period of the work;

P the extent and the strategy of the preliminary study and the period
examined;

characteristics of the subject of the audit:

P the identification of the subject of the audit (denomination, legal nature,
address, SIAFI code, when appropriate, and the list of responsible
officials);

P the structure, purpose, principal activities and environment in which it
operates;

P pertinent legislation and appropriate governmental guidelines;

P the control systems and existing performance indicators;

b the process of decision making and human, physical and financial
resources used.

In the main chapters, the team will identify all possible audit criteria and
compare them to the conditions observed throughout the preliminary study. Other aspects
that should be considered: the reliability of the control system and of the management
information system and the consistency of the hierarchical lines of subordination.

In the topic “Responsible Officials’ Comments”, the team will analyse the
opinion of the management regarding the content of the Preliminary Study Report.

Based on the above comparison and analyses, the “Matters for the Court’s
Consideration” will contain the recommendation regarding the carrying out of the audit
work. This topic can contain yet other recommendations that deserve to be brought to the
attention of the Responsible-Minister. In this way, the Preliminary Study Report can
provoke determinations on the part of the Court. This procedure will be especially useful
when the team concludes that the proposed audit should not be carried out due to the
deficiencies verified during the fact-finding. In this case, the auditing action of the
Brazilian Court of Audit will have the Preliminary Study Report as its final product.

It is the team Co-ordinator's responsibility to guarantee that the Preliminary
Study Report contains the necessary information for the correct and opportune
deliberation on the part of the responsible authorities.

2.2. Operational Auditing/Program Evaluation Plan

The Operational Auditing or the Program Evaluation Plan consists of the
identification of the questions to be investigated and the methods that will be employed in
the collection and analysis of data as well as the necessary means to implement them.
Therefore, an organisation chart of the activities to be developed, with an indication of
time limits and the composition of the team, in addition to the costs involved, should be
included.

In order to facilitate the conceptual elaboration of the work and the decision
making about the methodological strategy to be used, the team should apply the Design
Matrix (see Annex Il). This matrix shows, linearly, all the key elements of the planning of
the audit work. These elements will be related to operational auditing and program
evaluation discussed throughout this section.
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The Design Matrix consists of the following elements:

2.2.1. Auditing Questions;

2.2.2. Information Required;

2.2.3. Information Sources;

2.2.4. Methodological Strategies;

2.2.5. Data Collection Methods;

2.2.6. Data Analysis Methods;

2.2.7. Constraints;

2.2.8. What the Analysis Will Allow us to Say.

2.2.1. Auditing Questions

Based on a structured and integrated vision of the subject being audited,
given by the preliminary study, as well as on the differences observed between the
criteria and the conditions, the team should specify the problem that the audit will
focus on.

Since in most cases the audit requesting is formulated generically or very
broadly, the work of the team will consist of defining the scope and addressing the
problem in a clear and objective way that will guide all effort in the conception and
execution of the audit. In order to do this, the information gathered in the preliminary study
will be used.

After finishing the step described above, the team should elaborate the auditing
guestions, which will permit the investigation of the formulated problem. When the
guestions approach aspects concerning the economy, efficiency or efficacy of the
governmental initiative they should be dealt through an operational auditing, whereas
when the questions regard the aspect of the effectiveness they should be examined in the
context of a program evaluation. In this way, the teams will come upon four situations:

questions linked to economy, efficiency and efficacy: operational auditing;
guestions linked to effectiveness: program evaluation;

guestions interdependent linked as much to effectiveness, as to economy,
efficiency and efficacy: program evaluation;

questions linked as much to effectiveness, as to economy, efficiency and
efficacy, but autonomous: the carrying out of a program evaluation or an
operational auditing, depending on the relevance of the conclusions that
could be extracted from each modality of auditing.

Therefore, the questions formulated will be the starting point of an operational
auditing or of a program evaluation and will orient all the investigation.

The next illustration shows the relation between problem and auditing
guestions.
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lllustration 5: The Problem and the Auditing Questions of the Audit Plan of the 32 SECEX
Regarding the Brazilian Continental Platform Program - LEPLAC

Problem: When Brazil sighed the “Convention of the United Nations Regarding the Law of
the Sea”, it subjected itself to its fulfilment. Taking into consideration that it could
increase the Brazilian continental platform, the responsible officials began to
worry about the use of internationally accepted techniques to gather all needed
geomorphologic data within the stipulated timeframe.

Auditing Questions:

12 - How sure may we be that the utilised techniques will be accepted by the international
organisations?

22 - To what extent can we say that the utilised techniques will permit the conclusion of the
fact-finding within the stipulated timeframe?

Source: 32 SECEX, 1997, p. 34.

Frequently, in order to be able to examine an auditing question, it should be
divided into subquestions that will be dealt separately. Or in other words, each
subquestion will give origin to a specific Design Matrix.

In formulating the questions and, when necessary, the subquestions, the team
will be, at the same time, clearly establishing the focus of its investigation and the limits
and dimensions that should be observed during the carrying out of the work.

The proper formulation of the questions is fundamental to the success of the
operational auditing or the program evaluation. It is so because it will affect several
decisions, such as to the types of data that will be collected, the collection method that will
be employed, the analyses that will be made and the possible conclusions that will be
reached.

When formulating the auditing questions, the following aspects should be taken
into account:

clarity and specificity;

use of terms that can be defined and measured,;

investigative viability (possibility of being answered);

articulation and coherence (the group of questions elaborated should be
able to clarify the audit problem previously identified).

The formulation of the auditing questions should observe the following
procedure (GAO, 1991, p. 11-4):

1° - consider the largest possible number of potential questions and the
methods by which these questions can be answered, even if they don't
seem, at first sight, plausible or doable;

2° - compare the potential questions with the available resources for the audit,
defined in terms of cost, execution time limits and allocated personnel.
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This procedure allows the verification of which questions can effectively be
answered considering the level of difficulty involved and the resources required.

The criteria for the selection of any specific question are the viability of the
methodological strategy needed to respond satisfactorily to the question as well as the
relevance of the conclusions that can be reached.

Although the steps of the planning process are presented sequentially, the
definition of the auditing questions and the choice of the appropriate methodological
strategies happen simultaneously through the comparison of each question with all
possible methodological strategies (see item 2.2.4).

2.2.2. Information Required

After the auditing questions and subquestions have been formulated and
developed, it will be necessary to identify the information required to respond to them as
well as the sources of the information.

To determine the type of information that can be obtained in the data collection
work, the key terms of the auditing questions as well as their dimensions or variables
should be identified. For example, in formulating a question concerning the impact of a
governmental initiative that seeks to improve the level of teaching, what is understood by
“improve the level of teaching” should be defined and the dimensions of this concept
should be identified. The number of passing students per grade or the reduction in school
absenteeism, among other variables, could be considered.

The task of translating abstract concepts into measurable variables is critical. It
allows, through the definition of appropriate indicators, the measurement of the success of
the objectives sought by the administration.

The collected information that is used to support the operational auditing or
program evaluation findings is considered evidence. It can assume the following forms
(ANAO, 1992, p. 110-30):

physical: data collected through direct observation, represented by
photographs, maps, graphics or other visual representations;

oral: declarations generally obtained in interviews or surveys with users or
beneficiaries of the governmental initiative as well as with specialists,
supervisors or members of the technical team in charge;

documentary: data registered on paper or computer processed (in general,
the most commonly used in audit work);

analytical: information generated from other evidence, generally involving
calculations, comparisons or syntheses.

The use of more than one type of evidence is recommendable in order to
strengthen the final conclusions.

The evidence, gathered through the observation of people, events or current
material conditions, whenever it is vital for the fulfilment of the objectives of the audit,
should be corroborated. Because of this, the direct observations should be done by a
minimum of two members of the audit team, preferably accompanied by representatives of
the institution being audited. If the team considers it necessary, they should prepare a
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detailed description of the conditions observed and solicit formal consent from the
representatives.

In the same way, oral evidence, normally obtained in interviews, is not treated
as conclusive evidence. It needs to be supported by documentary evidence. In cases
where declarations of the interviewee are critical for the audit and it is not possible to
obtain confirmatory documentation, the team should try to obtain a written confirmation of
the declarations made.

The reliability and the relevance of the oral evidence depend on the position,
knowledge, experience and character of the interviewee or, in other words, on his/her
credibility. Sometimes, the response of the interviewee to a specific question can reveal
ambiguity, contaminating other elements of the deposition and, consequently,
jeopardising the reliability of the whole testimony.

In summary, whenever possible, the depositions and other registers considered
critical to the audit should be corroborated by documentary evidence.

It is worth adding that the reliability of the documentary evidence provided by
the control system of the institutions being audited — for example, the accounting
statements — will depend on the normal functioning of this system. The relevance of the
documentary evidence, on the other hand, should be analysed in relation to the objective
of the audit. In this way, for example, the existence of a procedures manual, in and of
itself, does not guarantee that it is being used.

2.2.3. Information Sources
Information sources can be primary or secondary.

Primary sources are those in which the team has control over the manner in
which the data is collected. For example, direct interviews with the beneficiaries of a
program or original records and notes obtained by the team during a visit to the facilities
of a project.

The secondary sources are those which were collected and systematised by
others, for example (GAO, 1994a, p. 3.2):

administrative registers, on paper or computer processed;
available studies and researches;

legislation, norms or procedures;

official documents, such as memaos, official letters, etc.

The main problems linked to the use of secondary data are the following:
(GAO, 19944, p. 3.3):

the collection method may not have been adequate;
internal controls may not be reliable;

data may have been manipulated;

data may not represent variables selected for analysis.
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2.2.4. Methodological Strategies

At this point in the elaboration of the Operational Auditing/Program Evaluation
Plan, the audit team should specify the methodological strategy to be adopted or, in other
words, the methods of investigation required by the questions or subquestions formulated.

It is important to consider that the methodological strategy is directly related to
the technical quality of the evidence that can be obtained, which, in turn, will influence the
reliability of the conclusions of the work.

Whatever the methodological strategy adopted, each auditing question should
be analysed following the four elements that form the audit conclusions or findings:
criteria, condition, cause and effect.

In the questions linked to economy, efficiency and efficacy, usually handled by
operational audits, the elements cited above can be defined as: (GAO, 1994a, p. 2.12-
2.17):

a) Criteria: The standards used to determine whether the program® meets or
exceeds expectations. The criteria provide a context for understanding the
results of the audit. The audit plan, whenever possible, should state the
criteria to be used. In selecting them, the auditors have a responsibility to
use reasonable, attainable and relevant criteria. Some examples of possible
criteria:

purposes or goals prescribed by law or regulation or set by management;
technically developed standards and norms;

expert opinions;

past performance;

performance of similar institutions.

b) Condition: The current situation, established and documented during the
audit.

c) Cause: The reasons of the poor or good performance observed.

d) Effect: The real consequences of the difference determined by the audit
between condition and criteria.

Consequently, in the case of an operational auditing, the definition of the
methodological strategy should take into account the following aspects:

comparisons between condition and criteria;

scope of the study (e.g.. target population, records, installations or
geographical areas selected);

period of the observation (e.g.: the observations are collected at a
determined point or period in time or on different occasions).

®Beginning with this item, the expressions “program” and “subject of the audit” are treated as equivalent,
indicating governmental programs, projects, activities, organisations and institutions.

29



PERFORMANCE AUDITING MANUAL

In the questions linked to effectiveness and therefore discussed in the context
of a program evaluation the elements previously identified can be defined as:

a) Criteria: The nature or magnitude of the impact expected with the
implementation of the program.

b) Condition: The situation verified after the implementation of the program
and the situation that would probably have been verified without this
implementation.

c) Cause: The program that is being evaluated. The assumption is that the
program is responsible for the changes observed. The methodological
strategy chosen will seek to guarantee, through plausible evidence, that no
other factor beyond the program is responsible for the verified effects. In
other words, the investigation should be planned in a way that eliminates or
controls any exogenous factor that may be influencing the observed results
(elimination of alternative interpretations).

d) Effect: The extent to which positive or negative changes in actual
conditions can be identified and attributed to program operations. Thus, it is
the difference between the observed condition and the condition that
probably would prevail if the program had not been implemented.

Consequently, in program evaluations it is almost always necessary to compare
observations regarding beneficiaries or clients of the program being audited with
observations regarding people not affected by the program. Naturally, the scope and the
period in which the observations will be carried out should also be specified.

After analysing the auditing questions and the elements defined above, the
team should decide on the most adequate methodological strategy to respond to each
guestion. It is important to remember that each subquestion should be treated individually
or, in other words, a specific methodological strategy should be established for each
subquestion.

The methodological strategies most used are:

2.2.4.1. Case Study;

2.2.4.2. Survey,

2.2.4.3. Field Experiment;

2.2.4.4. Quasi Experimental Design;
2.2.4.5. Non-Experimental Design;
2.2.4.6. Use of Existing Data.

2.2.4.1. Case Study

The case study can be employed in both an operational auditing or in a
program evaluation. It is the methodological strategy most widely used by the SAI that
traditionally conduct performance audits, such as the GAO, the OAG, the NAO and the
ANAQO, in addition to others. In the work developed by these SAl, the case studies are
frequently complemented by other methodological strategies, such as the survey and the
utilisation of existing data.
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According to the GAO:

“A case study is a method for learning about a complex instance based on a
comprehensive understanding of that instance, obtained by extensive description and
analysis of the instance, taken as a whole and in its context.” (GAO, 1990, p. 14)

The first element (complex instance) means that many facts can influence the
events and that these influences can interact non-linearly, making it impossible to isolate
the effects of the variables being studied.

The second (comprehensive understanding) indicates that the case studies
seek to obtain a representation, as complete as possible, of what is happening and why.

The third (extensive description and analysis) involves the employment of
dense descriptions or, in other words, of rich and complete information, derived from
various sources, particularly direct observations. Furthermore, the analysis is ample,
comparing data from different types of sources by means of the method called
“triangulation” (see item 2.2.6).

The major characteristics of the case study are:

it is more adequate to respond to the normative and descriptive questions’;
the use of the qualitative approach in the collection and analysis of data;

it does not use probabilistic sampling;

it uses concomitant analysis of the collected data.

However, this method presents some limitations, which are:

it is not generally used to respond to cause and effect or impact questions®;
costs can be elevated and a large amount of time is involved in its
implementation;

it does not permit generalisations of the conclusions reached for the
program taken as a whole, except when the number of cases or situations
are big and diversified enough.

Based on its possible applications, this method can be classified in the
following manner (GAO, 1990, p. 31-52):

a) lllustrative: it has a descriptive character and aims at adding real and
detailed examples to other information about the program;

b) Exploratory: it also has a descriptive character, although it is more
appropriate for the engendering of hypotheses that will be investigated
afterwards;

c) Critical Case: it examines an especially relevant situation or serves as a
critical-test for statements made about the program;

®Bold type inserted by TCU. It indicates the key elements in the definition.
"Example of a normative question: Is the program achieving the pre-set goals? Example of a descriptive
guestion: How does the program function?
8Example of a cause and effect question: Can the observed effects be attributed to the program?
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d) Program Implementation: investigates operations, generally in various
locations and using a normative approach;

e) Effects of the Program: investigate causal relations, generally examining
various cases and utilising data analysis methods derived from qualitative
studies (see item 2.2.6);

f) Cumulative: combines findings derived from various case studies to answer
an auditing question, whether it is descriptive, normative or of cause and
effect.

The selection of the relevant cases is a critical aspect of case study. There are
several selection criteria. They are related to the type of question that it shall answer.
Since the employment of probabilistic sampling is not generally feasible, the purpose of
the study should help determine the choice of the cases.

Frequently, few cases can be dealt with at a time. However, when conclusions
for the program as a whole are planned, a larger number of cases should be dealt with so
as to reflect its operational diversity. The chart shown below demonstrates the main basis
of case selection.

lllustration 6: Instance Selection in Case Study

WHEN TO USE AND WHAT QUESTIONS
SELECTION BASIS IT CAN ANSWER
“In this site, selected because it was
Convenience expedient for data collection purposes,
what is happening and why?”
Purpose

Bracketing “What is happening at extremes? What
explains such differences?”

Best Cases “What accounts for an effective program?”

Worst Cases “Why isn’t the program working?”

Cluster “How do different types of programs
compare with each other?”

Representative “In instances chosen to represent important
variations, what is the program like and
why?”

Typical “In a typical site, what is happening and
why?”

Special Interest “In this particular circumstance, what is
happening and why?”

Probability“"‘) What is happerllng in the program as a
whole, and why?

Source: GAO, 1990, p. 23.
Note inserted by TCU: (a) The probabilistic criteria select cases randomly. However, the selected
sample does not need to be statistically representative.
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In case study, the information gathering has the following characteristics.

emphasis on the qualitative aspect of the information, even if the data
collected is quantitative;

the use of non-structured or structured interviews with open questions and
of direct observation;

the use of multiple sources of data.

The principal advantages of case study are summarised as follows:

it permits a detailed analysis of the program being examined;

it permits the formulation of hypotheses to be tested in larger studies;

it makes evident the strong and weak aspects of the operation of the
program being examined.

2.2.4.2. Survey

Widely applied in program evaluation and operational auditing, the survey is a
methodological strategy that allows the gathering of quantitative and qualitative
information related as much to the operational and managerial aspects as to the expected
results.

This strategy is often employed in the performance audits carried out by the
GAO, the NAO, the OAG and other SAI. Frequently, it is used jointly with case studies as
a support for the qualitative analyses made by this latter strategy. In general, it permits:

to obtain descriptive information from a large population;

to know opinions and points of view of the beneficiaries or executors of the
program;

to establish causal relationships in particular situations.

Furthermore, the survey is utilised to carry out exploratory studies in the
preliminary study stage.

As a structured data collection method, the survey seeks to generalise for the
entire population any information obtained from a sample.” To guarantee this
generalisation, the sample should reflect the characteristics of the target population. Any
deficiency in the sampling technique utilised should be taken into consideration in the
interpretation of the result of the survey and be duly reported. In this way, there are the
following sources of potential errors (GAO, 1994a, p. 3.33):

sampling error: if the sample is very small there is a high possibility that it
does not reflect the characteristics of the population from which it was taken
(statistical techniques can be utilised to estimate the size of the sample and,
in this way, to control this type of error);

non-sampling errors: low response rates, errors in measurement resulting
from inadequate instruments or from poorly managed interviews or errors
resulting from the absence, in the sample selected, of an important category
of respondents (these errors can cause bias in the survey results).

°The survey whose subject is all the members of a population is called a census.
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The advantages of this strategy can be summarised as follows:

it permits the collection of uniform data from a large quantity of elements
surveyed,;

it permits the generalisation for the population of findings or conclusions
obtained from a sample;

it permits the handling of available data;

it permits the examination of programs that involve many organisations and
institutions;

it permits the comparison of similar programs developed by other
organisations and institutions.

The disadvantages commonly pointed out are the long duration of the surveys
and the necessity of knowledge in specific areas, such as research methods, sampling
techniques and the elaboration of data collection questionnaires, among others.

In the carrying out of the survey, the uniform collection of data is crucial to
make possible the use of statistical techniques. So, structured interviews using open-
ended questions or mail questionnaires are employed. These interviews can be
conducted face to face or by telephone. The examination of administrative records and
direct observation are alternative means of data collection. There are two forms of survey:

cross section: the gathering of information is done at one point in time;
panel: the gathering of information is done at two or more points in time;

In the second case it is possible to know the dynamics of the program
evaluated and to compare changes in facts, attitudes and opinions. It is also possible to
verify if two apparently related factors have a relation of cause and effect.

2.2.4.3. Field Experiment

Field experiment is a methodological strategy that seeks to test hypotheses. Its
basic conception corresponds to experiments carried out in the laboratory. It is widely
used in health and agricultural surveys.

This strategy is employed when the team plans to identify a causal relationship
or, in the case of a program evaluation, when the team wishes to verify the causal relation
between the program and the observed effects. For example, when we want to know if a
professional training program is in fact increasing the chances of unemployed workers to
enter the job market.

Field experiment is considered, therefore, the most adequate strategy to
respond to the questions of impact or cause and effect, because it permits the control of
the effects that are not attributable to the program, identifying its net results.

In a field experiment, to verify if a program is the cause of a specific effect we
select two groups of survey units (people, schools, hospital, etc.):

the experimental group, which will be exposed to the program;
the control groups, which will not be exposed.
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The differences observed in the results obtained by these groups, after taking
the appropriate safeguards, can be attributed to the program.

The procedure explained above requires the random selection of the survey
units of both groups. In other words, any unit should have the same odds of belonging to
one or to the other group. It aims to strengthen the causal link, guaranteeing that most of
the factors that are not treated by the program and that can influence its results are
uniformly distributed between the two groups. In this way, only the effects of the program
would explain the observed differences.

In the case of the evaluation of a professional training project, the random
selection would uniformly distribute throughout the experimental and the control groups
the individual characteristics that could increase or decrease the possibility of getting a
new job.

Therefore, two characteristics define the experiment:

the existence of a control group;
the random designation of survey units for the experimental and control
groups.

It is worth noting that the researcher should guarantee that each group will
maintain the same composition throughout the experiment in order to preserve its
integrity.

In relation to the moment when the selected variables are measured, the
experiment can adopt pre and post-tests or only post-tests. In other words, the
measurement is carried out before and after the implementation of the program or only
after. The two options correspond to the diagrams shown below.

lllustration 7: Diagram of Field Experiment with Pre and Post-Tests

GROUPS MEASUREMENT PERIODS
pre post

EXPERIMENTAL R 0] X O

CONTROL R @) O

Source: FITZ-GIBBON & MORRIS, 1987, p. 56.

Notation: R: random designation;
X: program or treatment;
O: observation.*

YAccording to C. T. FITZ-GIBBON & L. L. MORRIS (1987, p. 55), this notation was conceived by D. T.
Campbell & J. C. Stanley, in the work Experimental and quasi-experimental designs for research,
published in 1966.
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lllustration 8: Diagram of Field Experiment with Post-Test

GROUPS MEASUREMENT PERIODS
post

EXPERIMENTAL R X o

CONTROL R O

Source: FITZ-GIBBON & MORRIS, 1987, p. 57.

Notation: R: random designation;
X: program or treatment;
O: observation.

The random designation for the experimental and control groups should not be
mistaken by an aleatory sampling technique. The first procedure seeks to strengthen the
causal inference, guaranteeing the internal validity of the interpretations, while the second
one’s objective is to generalise the sampling results for the whole population,
guaranteeing the external validity of the investigation.

Although field experiment is the most rigorous strategy when dealing with
questions that involve causal inference, it is admitted that it will unlikely be used by
external control institutions. It is because the random selection requires that the audit
teams control the selection process regarding the participants of the program being
audited. However, in general, this control is a prerogative of the responsible officials.
Even so, the teams should know this strategy, because it functions as a critical reference
to evaluate the potential fragility of the causal inferences pointed out by the other
strategies.

2.2.4.4, Quasi-Experimental Design

Field experiment involves practical difficulties, as discussed in the previous
sub-item, like ethical ones (e. g.: exclusion of a group of potential beneficiaries from the
program so that they could operate as a control group). This is why alternative
methodological strategies were developed.

There are many situations in which it is not possible to resort to randomisation,
but in which there are control groups available. Therefore, the groups of comparison are
selected based on availability and opportunity. The strategies used in these cases are
less robust than the field experiments. The greater the initial differences between the
experimental and control groups, the more ambiguous the conclusions reached will be. To
minimise this problem, groups that are as equivalent as possible or, in other words,
groups that can be compared to each other should be chosen. In order to guarantee that
these groups are equivalents, a pre-test is needed to verify the pre-existent differences
and, in this way, to allow the interpretation and the control of the results of the study.

The quasi-experimental designs most cited are:
non-equivalent groups with pre and post-tests;

time series with control group;
time series without control group:
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In the first case (non-equivalent groups with pre and post-tests), the design
has the same characteristics of a field experiment, except for the fact that the groups are
not equivalent or, in other words, the groups were not randomly designated. In this case,
the pre-test is essential to verify if the control and experimental groups are initially
comparable.

The shortcoming of this model is that the selection of the groups presupposes
the knowledge of all the relevant variables that can influence the result of the program,
which is the objective of the investigation. The diagram for this design is indicated below.

lllustration 9: Diagram of the “Non-Equivalent Groups with Pre and
Post-Tests” Design

GROUPS MEASUREMENT PERIODS
pre post

EXPERIMENTAL ) X )

CONTROL | o o

Source: FITZ-GIBBON & MORRIS, 1987, p. 58.

Notation: X: program or treatment;
O: observation;
Dotted line: non-random designation of the groups.

In the second case (time series with control group), several measurements
are taken before and after the implementation of the program. This option is adequate
when a long-term perspective of the program is needed.

Comparatively speaking, this design is considered more effective than the last
one, because it is capable of controlling most of the threats to the internal validity of the
investigation. A negative aspect of this design is the large number of measurements to be
taken and, consequently, the huge amounts of data that should be analysed.

If the audit team wants to compare two programs, one of the programs will
operate as the control group, while the other will operate as the experimental group. The
diagram of this design is shown in the illustration below.

lllustration 10: Diagram of the “Time Series with Control Group” Design

GROUPS MEASUREMENT PERIODS

1 2 3 4 5 6
EXPERIMENTAL o o ) X @) O O
CONTROL O O O O O ]

Source: FITZ-GIBBON & MORRIS, 1987, p. 61.

Notation: X: program or treatment;
O: observation;
Dotted line: non-random designation of the groups.

In the third case (time series without control group), the measurement is
taken at regular intervals, before and after the implementation of the program, based on
37
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the same group of survey units. The following illustration contains the diagram of this
design.

lllustration 11: Diagram of the “Time Series without Control Group” Design

GROUP MEASUREMENT PERIODS
1 2 3 4 5 6
EXPERIMENTAL o o ) X @) O O

Source: FITZ-GIBBON & MORRIS, 1987, p. 58.

Notation: X: program or treatment;
O: observation.

By graphically laying out the collected data, it can be verified if the program,
upon being implemented, caused any alteration in the observed trends or, in other words,
whether or not there was an impact on the population. In this case, the fragility of the
design lies in the fact that the external variables of the program (context variables) are not
controlled, making it impossible to isolate the effects attributable to the program.

Regardless of whether the time series has a control group or not, the
measurements can be done by two different modalities:

with the same survey units (longitudinal time series);

with the same type of survey units - in other words, at each measurement
the survey units may not be the same, but should have the same
characteristics (time series of successive groups).

2.2.4.5. Non-Experimental Design

Many times it is impossible to use even quasi-experimental designs. In this
case, the non-experimental designs most employed are:

before and after;
only after;
only after with comparison group.

The inherent fragility of these designs is the lack of control over alternative
explanations. In other words, the observed changes may have been caused by variables
not related to the program. Even so, when the data gathering is carefully done, these
designs may provide valuable information on the program being audited. Notwithstanding,
they present considerable problems when the objective is to judge the performance of a
program or to determine to what extent the results obtained can be attributed to it.
Therefore, when dealing with a program evaluation, these designs should be supported
by other methodological strategies.

The “before and after” design works only with the target population of the

program, taking two measurements, one before and another after the implementation of
the program, as the following diagram illustrates.
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lllustration 12: Diagram of the “Before and After” Design

GROUP MEASUREMENT PERIODS
pre post
EXPERIMENTAL O X O

Source: FITZ-GIBBON & MORRIS, 1987, p. 62.

Notation: X: program or treatment;
O: observation.

Once there is only one group to be monitored, the greatest possible amount of
information should be sought, in addition to a detailed description of the program, of its
operational characteristics and of its theoretical basis.

Another way to minimise the fragility of this design is to separate the
information by category and to examine in what manner the program affected the survey
units with different characteristics. In this way, it is possible to know for what type of unit
the program seems to function better or worse. Two types of statistical treatment can be
used in this situation:

to compare the average results from various categories using statistical
tests;

to check the correlation between the characteristics and the observed
results.

The second type of non-experimental design (only after) is even more limited
than the former and consists of taking only one measurement after the implementation of
the program. It is recommended only in cases in which it is possible to reconstitute the
situation of the beneficiaries before the program through prior studies or interviews with
the participants. In the last case, it is important to consider that retrospective data is not
always reliable, since the beneficiaries tend to distort information about the past, normally
trying to maintain coherence with the present situation.

The third type (only after with comparison group) is basically the former
version strengthened by information from a comparison group whose participants should
be as similar as possible to the beneficiaries of the program being evaluated. Since in this
case, unlike quasi-experimental designs, it is not possible to use data of a pre-test, it is
especially difficult to distinguish the pre-existing differences between the groups.

2.2.4.6. Use of Existing Data

The methodological strategies analysed up to this point have been almost
always about the gathering of new data by the audit team. Since data collection is an
expensive and time-consuming procedure, the possibility of the use of already existing
data should be considered (see item 2.2.5).

The sources of available data, whether they are existing management systems
or former research, should have been identified in the preliminary study. Depending on
the question to be investigated, these sources can provide relevant and sufficient material
for the development of the work.
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To conclude, it is fundamental to take into account that any problem related to
the use of this data and its possible limitations should be reported in the final conclusions
of the audit report.

2.2.5. Data Collection Methods

Once the methodological strategy to be used has been defined, the data
collection method to be adopted should be specified in the Design Matrix. The methods
more commonly used are interview, mail questionnaire, direct observation and the use of
secondary data.

When the option for a data collection method is being made, the convenience
of using either structured or non-structured instruments should first be considered. Among
the advantages of a structured instrument of data collection, the following are highlighted
(GAO, 19944, p. 3.36):

it reaches a larger number of people;

it makes the comparison of responses possible;

it allows statistical analysis;

it makes the generalisation of conclusions possible in the case of aleatory
samples.

The disadvantages normally pointed out are (GAO, 1994a, p. 3.37):

its development and pre-test are time consuming;
it requires specialised knowledge;
it is difficult to guarantee the accuracy of the information given.

Structured interviews allow greater control over the quality of the data
collected when compared to the mail questionnaires. The use of this type of interview
should be considered if at least one of the circumstances listed below is verified (GAO,
1994a, p. 3.38):

the interviewee should be identified;

the interviewee has a low educational level;

the reaction of the interviewee should be observed;

the questions deal with sensitive or complex subjects that need to be
clarified;

the order of the questions should be controlled.

Nevertheless, administrative restraints can make the use of mail
guestionnaires advisable. They have the following advantages (GAO, 1994, p. 3.38):

low cost;

there is no need for interviewers and training;

there is no need to dislocate personnel;

information from a large and dispersed sample can be obtained.

Direct observation is a widely used method in scientific investigation,
especially in anthropological studies. It is a valuable source of information for operational
audits and program evaluations. This method requires specific training and preparation
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(e.g.: field annotation techniques) as well as the capacity of concentration and of selective
perception. The trained observer should be able to verify the exactness, validity and
reliability of the information collected.

It is also widely used in qualitative program evaluations, such as case studies.
The advantages of this method can be summarised as follow (PATTON, 1987, p. 72-4):

it allows the observer to understand the context in which the activities of the
program are developed,

it allows the observer to use an intuitive approach (on witnessing the facts,
the impressions and opinions of the observer will be less dependent on any
preliminary perception regarding the program);

it allows a trained observer to perceive aspects that might escape the
participants who are routinely involved in the program;

it can capture aspects of the program which the participants do not wish to
talk about in an interview owing to their sensitive or embarrassing nature;

it brings out the observer's own perceptions for analysis, which, when
confronted with the perceptions of the interviewees, provide a more
complete picture of the program being studied;

it permits the observer to form impressions that even the most detailed field
annotations can not register and that may help in comprehending the
program and its participants.

The use of secondary data or, in other words, of data collected for other
purposes, requires special care on the part of the audit team. Among the questions to be
raised, the following are highlighted (ANAO, 1992, p. 103):

What type of data is available? Is it adequate to the question you plan to
investigate?

Is the data complete and is the time period covered sufficient for analysis?
How is the data stored? What are the shortcomings of the storage method
employed and how difficult is to get the data?

What data collection activities are regularly carried out? Was a data
collection carried out with a specific purpose?

Are there other relevant data sources for the theme that is being
investigated?

The relationship that exists between the data collection methods mentioned
above and the methodological strategies are demonstrated in the following illustration.
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lllustration 13: Synopsis of Methodological Strategies

METHODOLOGICAL STRATEGY TYPOLOGY METHOD OF SELECTION OF THE DATA COLLECTION METHOD
SAMPLE
convenience;
purpose;
illustrative; b bracketing;
exploratory; P Dbest cases; interview;

Case Study critical case; P worst cases; mail questionnaire;
program implementation; b cluster; secondary data;
effects of the program; P representative; direct observation.
cumulative. b typical;

b special interest.
probability.
Survey cross sectional probability. mail questionnaire.

panel.

Field Experiment

with pre and post-tests;
with pre-test.

probability or not.

test;
mail questionnaire.

Quasi Experimental Design

non-equivalent groups with pre and
post-tests;

time series with control group;

time series without control group.

probability or not.

test;
mail questionnaire;
secondary data.

Non-Experimental Design

before and after;
only after;
only after with comparison group.

probability or not.

test;
mail questionnaire;
secondary data.

Use of Existing Data

probability or not.

secondary data.
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2.2.6. Data Analysis Methods

Data analysis method means the way the collected data is organised as well as
the way the relationships between the variables that were selected to respond to the
auditing questions are established. The description of this method is a fundamental part of
the Operational Auditing/Program Evaluation Plan and should, therefore, be included in
the Design Matrix.

Generally, the data analysis method is an interactive procedure or, in other
words, a preliminary approach defined in the planning phase that is refined as the audit
progresses.

The method used to organise the gathered information varies according to
procedures adopted in the data collection.

In the case of mail questionnaires or structured interviews, a database can be
generated and the collected information can be handled statistically. Currently,
information technology made these tasks much easier, as much in terms of calculation, as
in terms of graphic representation.

In the case of open interviews, field notes or printed material, such as reports,
case studies or surveys, the team will cope with a huge volume of information that should
be systematised before being interpreted. In this situation, the content analysis method
should be adopted. It consists of a set of procedures that put the information in a standard
format, allowing the team to make inferences on the basis of the characteristics of the
written or recorded material.

The essence of the content analysis method is the specification of analysis
categories, created from the identification of themes, standards or variables related to the
auditing question. The textual information is then organised based on the predefined
categories. This procedure does not follow a rigid pattern and depends on the creativity,
intuition and experience of the audit team to identify what is relevant and significant in the
gathered information. Simple formats, in order to summarise information or to count the
frequency of determined items of analysis, or complex ones, in order to find subtle trends,
tendencies or variations in the collected information, can be developed.

The minimum requirements for the creation of codified categories are listed
below (GAO, 1989, p. 12):

the categories should be complete in such a way that all information
considered relevant in the material studied can be classified in the
predefined categories;

the categories should be mutually exclusive or, in other words, no item of
analysis can be classified into more than one category.

Although content analysis is widely used in qualitative studies, such as case
studies, the analysis categories can be codified and the data collected can handled
statistically.

Regarding qualitative studies, there are others data analysis methods, which
are (PATTON, 1987, p. 155-64):
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a) Triangulation: the use of different research and/or data collection methods
to study the same questions to strengthen the final conclusions. This
method can assume the forms indicated below:

to collect data from different sources about the same question;

to utilise different interviewers and field researchers in order to avoid
any bias in data collection;

to utilise multiple research methods to study the same question;

to utilise different theories to interpret the data collected.

b) Specific techniques for the handling of data involving multiple
situations (category matrix, graphic presentation of the data, table of the
frequency of different events, chronological organisation of the data to
analyse the time series and complex tables to check relationships).

c) Alternative interpretations: once an interpretation has been formulated
based on the principal relationships identified by the analysis, alternative
interpretations should be sought; if no substantial evidence is found that
supports these interpretations, the reliability of the originally formulated
interpretation will reinforced.

d) Negative case: related to the previous item, it seeks to identify the
situations that do not follow the main tendency or , in other words, the
exceptions that confirm the rule and that help to clarify the limits of the
principal interpretation.

The effectiveness of the procedures described above are firmly based on the
intellectual honesty of the investigator, who should apply the same effort employed in the
formulation of the principal interpretation when seeking negative cases or evidence that
support the alternative hypotheses.

2.2.7. Constraints

When coping with this element of the Design Matrix, the audit team should
specify the limitations of the methodological strategy adopted, the characteristics of the
information that it plans to collect and the operational conditions of the work.

Regarding the methodological strategy, it should be considered that there is
not an ideal strategy, but only one that, given the circumstances, is better to the question
being investigated."* So, although a field experiment has prestige, symmetry and
explicatory power, the quasi-experimental design has the unmatched virtue of being
doable. This perspective is reinforced by the fact that it is not essential to avoid all the
possible threats to validity. It is more effective to control only the probable sources of error
in a given situation or, in other words, the audit team should be aware of the alternative

'Some authors, such as G. W. Fairweather, S. Raizen and A. Rossi, consider the studies that utilise
methodological strategies that permit the investigator to make causal affirmations, in opposition to the
correlation analysis, qualitatively superior. However, this criteria to evaluate the quality of a job has been
guestioned by other scholars, such as L. J. Cronbach and C. H. Weiss, who consider that a good study
should be technically adequate and useful. See L. J. CRONBACH (1983, p. 22-30) for a discussion about
this theme.
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interpretations that the methodological strategy employed leaves open, seeking through
analysis to refute them.

Therefore, when choosing a methodological strategy, the inherent limitations
regarding its explicatory power or the possibility of generalising the results of the study
should be pointed out.

As for the information that the audit team plans to use in the analysis, the
problems expected to be found in relation to the accessibility of the data and to its quality
and reliability should be mentioned. The operational restraints that could jeopardise the
final result of the work, involving the availability of human and/or material resources,
should also be specified.

2.2.8. What the Analysis Will Allow Us to Say

This element of the Design Matrix is intrinsically related to the previous
element, since what is expected to be obtained from the analysis naturally depends on the
previously identified limitations.

The purpose of this information is to re-establish the original subject of the
auditing question or, in other words, to clarify which conclusions or results should be
drawn by the methodological strategy adopted.

It should be recorded, for example: if the conclusions reached will answer the
auditing questions entirely; if it will be possible to make conclusive affirmations about the
subject of the audit; and if the conclusions will be limited to the cases examined or if it will
be possible to generalise them. These clarifications are necessary in order to learn, while
still in the planning phase, what can be expected from the effort that will be employed by
the team and from the resources that will be allocated in the development of the work.

2.3. Execution

The following step of performance auditing involves the development of
fieldwork based on the Operational Auditing/Program Evaluation Plan discussed in the
previous section and the elaboration of the Final Report.

To guarantee the good quality of fieldwork and of the Final Report, it is
essential that the audit team have a complete knowledge of its responsibilities and of the
objectives of its job. In this sense, the role of the team Co-ordinator is crucial in the
distribution of tasks and in the supervision of the work. Consequently, it is the Co-
ordinator's responsibility to hold periodic meetings with the team in order to discuss the
problems that have arisen during the fieldwork and the changes that have to be made in
the Design Matrix.

It is important to remember that, unlike a compliance audit plan, which follows a
reasonably stable and consistent standard, the Operational Auditing/Program Evaluation
Plan is specific for each audit. So, it can be revised and adapted as the fieldwork is
developed.

In this way, the Design Matrix should be considered a dynamic instrument,
which allows the team to visualise the logical framework of the assignment. It may be
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modified whenever necessary to guarantee that the objectives of the audit will be reached
and that the appropriate evidence will be obtained.

2.3.1. Development of Fieldwork

The identification of the audit findings and of the corresponding effects begins,
many times, in the planning phase, when the questions that will be investigated are being
selected. The evidence found in the preliminary study (potential findings) is, therefore,
examined in more detail during the fieldwork.

In program evaluations, the analysis should look for evidence related to the
effects brought about by the implementation of the program being examined. According to
the logical scheme proposed in item 2.2.4, the situation found after the implementation of
the program (condition) should be compared with the impact expected (criteria).

Another fundamental aspect in the analysis of impact questions is the search
for plausible evidence that invalidates alternative interpretations, guaranteeing that the
effects observed were effectively caused by the program (cause).

In operational audits, the evidence collected is compared with the audit
criteria previously selected and identified by the team. The differences observed
constitute the audit findings.

Once the audit finding is established, the verification of the effects and the
identification of the causes of the performance observed should be carried out. Usually,
these procedures are only concluded at the end of the fieldwork. However, owing to the
complexity of the subject being examined and to any evidence found later, the analysis
can be extended until the report phase, when the team should arrive at a final decision
regarding the findings.

Any effect associated with an audit finding should, whenever possible, be
measured. In the case, for example, of anti-economic processes, poorly planned
acquisitions or unproductive equipment, the effects can be estimated in monetary values.
The effects of inefficient procedures, idle resources or deficient management can be
measured, by their turn, in terms of lost deadlines and physical resources wasted. On the
other hand, the qualitative effects should also be mentioned, such as the absence of
control, the inadequacy of the decisions or the low quality of the goods or services
offered. The effect should demonstrate the necessity of corrective action. It could have
already happened, can be happening at the moment of the audit or may happen in the
future.

The cause of an audit finding is the basis for the recommendations. If there are
multiple causes for the same finding, the team should identify the cause that, if modified,
can prevent similar situations. It should also be considered that the cause identified might
be out of the control of the responsible officials. So, the focus of the recommendations
may transcend the subject of the audit.

The recommendations that seek to improve the administrative or operational
performance are the most important aspect of performance audits. Although the required
improvements, and not the means to reach them, constitute the focus of the
recommendations, it is proper that team indicates which aspects should be examined by
the responsible officials in his/her search for a solution. Therefore, it is not enough to
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declare that a program management requires improvement. Alternative actions should be
indicated.

When formulating recommendations, the team should estimate the resulting net
savings of resources, specifying the aggregate value and benefits of the performance
auditing. This estimate will reinforce the necessity of change in the administrative or
operational procedures. The difficulties in quantifying the potential benefits vary according
to the type of benefit. However, in many cases, the financial impacts can be estimated
with reasonable security.

2.3.2. Pilot Test

Many times, the complexity of the subject of the audit and the lack of precise
information regarding it can jeopardise the result of a performance auditing. In this case,
the team should consider the convenience in carrying out a pilot test. It should permit the
verification of the robustness of the methodological strategy proposed and of the initial
premises regarding the operation of the subject being audited as well as of the quality and
reliability of the data that will be gathered.

The team should choose a location or aspect of the subject of the audit that
presents potential difficulties for the carrying out of the work to conduct the pilot,
permitting the team to anticipate the problems that it might confront. In addition, the data
collected will allow the team to adjust the size of the sample and to certify that the
selected methodological strategy will offer a conclusive response to the auditing question.

Therefore, the carrying out of a pilot test not only justifies itself, but is also
highly recommended in the case of highly complex and high cost audits, because it
reduces the uncertainties and increases the chances that the audit will reach the desired
level of quality at the lowest possible cost.

2.3.3. Final Report

The Performance Auditing Report is the final product of the team’s assignment.
After being analysed by the competent administrative levels, it will be appreciated by the
Responsible-Minister. Therefore, it is crucial that the team makes sure that the final result
meets the desired standard of technical quality. In the same way, it is recommended that
each topic or paragraph of the report begins with the main idea. Afterwards it should be
developed in a logical and coherent way, avoiding the use of excessive adjectives and of
interconnected phrases. Technical terms that make the comprehension of the text difficult
should also be avoided (when indispensable, they should be explained).

The Performance Auditing Report should have the following structure:

2.3.3.1. Table of Contents;

2.3.3.2.  Summary;

2.3.3.3. Introduction;

2.3.3.4. Main Chapters;

2.3.3.5. Responsible Officials’ Comments;
2.3.3.6. Conclusion;

2.3.3.7. Matters for the Court’s Consideration;
2.3.3.8. Appendixes.

47



PERFORMANCE AUDITING MANUAL

2.3.3.1. Table of Contents

Attention should be given to the elaboration of the table of contents, which
should allow the reader to have a general picture of the content of the report. Therefore,
the choice of the titles of the chapters and sections should be done in a way that provides
a clear indication of the subject examined. Furthermore, the table of contents should show
that the information is logically connected. So, even though each chapter can be read
independently, they should still form an integrated whole.

It is worth mentioning that the appendixes, containing, for example, glossaries,
tables, graphics, illustrations and other documents or information necessary for the
formulation of the arguments and conclusions of the report, should also be referenced in
the table of contents.

2.3.3.2. Summary

The summary is a brief description of the key elements of the report, such as
the objective and scope of the audit, principal findings and recommendations.

The purpose of the summary is to give the reader a concise picture of the
theme investigated, of the principal findings or problems identified and of the
recommendations made. Consequently, it is a text with the characteristics of an executive
summary, which can be published on a large scale if the Responsible-Minister so
chooses.

2.3.3.3. Introduction

The introduction should include background, objectives, scope and
methodological strategy of the audit.

a) Background

The audit team should specify the nature of the subject of the audit and
mention, when it is the case, any previous inspection of the subject in question.
It is also wise to give a detailed description of the subject audited to permit the
reader to understand its relevance and its principal characteristics.

b) Objectives and Scope of the Audit

The objectives of the audit, explained by the auditing questions, should be
clearly stated to permit an evaluation of the results reached by the work. In
describing the objectives and the scope of the audit, the team is, at the same
time, defining the limits of the work developed and specifying the themes, the
institutions, the systems or the aspect that were audited. Furthermore,
whenever the team finds it convenient, in order to avoid ambiguity, the specific
aspects that were not approached by the audit should be mentioned.

When informing about the audit scope, the team should mention the amplitude
of the work, specifying, when appropriate, the relationship between the subject
of the audit taken as a whole and the units effectively examined. The
organisations and locations visited and the period covered by the audit should
also be identified.

48



STEPS OF PERFORMANCE AUDITING

c) Methodological Strategies

The team should indicate the methodological strategies as well as the analysis
and data collection methods employed, describing how they were used.

When dealing with an operational auditing, it is fundamental to indicate the
procedures adopted to establish the audit criteria as well as the methods used
to collect evidence and to define the findings and recommendations.

Whenever statistical methods or other quantitative approaches of data analysis
are used, these methods should be duly detailed. In the same way, if the
findings and conclusions are based on the examination of a sample, the team
should report about the sampling technique used and justify its selection.

Finally, the restraints imposed on the audit work associated with the reliability
or with difficulty in obtaining data as well as the limitations related to the scope
of the work itself should be mentioned.

2.3.3.4. Main Chapters

The report can be organised in several ways. One of them is to discuss each
auditing question in a specific chapter. Another option is to structure the chapters in a
logical sequence based on the administrative, geographical or functional organisation of
the subject of the audit. Regardless of the option adopted, the chapters should be ordered
in a way that facilitates the reading and comprehension of the subject matter.

a) Introduction

Each chapter should have, as an introduction, a brief description of the subject
discussed, containing the main ideas, conclusions or findings that will be
developed in more detail in the subsequent paragraphs. Whenever possible,
the subjects of the same nature should be grouped together and presented in a
logical sequence.

b) Presentation of the Findings and Recommendations

The rest of each chapter should be dedicated to the detailed exploration of the
points presented in the introduction, ending with the pertinent
recommendations.

The observed causes of poor performance should be pointed out, indicating
those linked to the operation or to the conception of the subject of the audit as
well as, when it is the case, those that are out of the control or influence of the
responsible officials. Therefore, it is necessary to include an analysis of the
evidence employed to establish the causes.

In the same way, findings and recommendations should be supported by
evidence. It is vital that a distinction between facts and opinions be made.

The chapters should be developed in a way that allows the reader to follow the
logic of the arguments and the reasoning that supports the findings without being tedious
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or repetitive. The excess of information or detail should be avoided, seeking to maintain a
balance between precision and clarity. If there is a necessity for more detail, the appendix
should be used.

2.3.3.5. Responsible Officials’ Comments

In order to allow the responsible officials to add the comments that they find
pertinent to the comprehension of the questions presented in the report, it is
recommended that the team sends to them a preliminary version of the main conclusions
of the audit. This should be done by an official document to be replied to in a period of
time considered convenient by the team, according to the complexity of the theme. The
response received will be analysed by the team and recorded in the proper chapter of the
Final Report.

2.3.3.6. Conclusion

The objective of the conclusion is to offer a global and synthetic view of the
aspects discussed in each chapter in order to obtain a comprehensive picture of the
principal findings and appropriate recommendations.

The plausibility of the recommendations made should be the subject of a
discerning analysis on the part of the audit team. The team should also examine the
impact of the problems identified and how its recommendations can bring about
improvements, quantifying, whenever possible, the potential effects on the cost and on
the performance of the subject of the audit.

It is suggested, when appropriate, that the team adopts a positive approach,
being aware of the difficulties faced by the responsible officials and highlighting the
important initiatives outlined by him to improve the performance and to overcome the
deficiencies pointed out.

Finally, the team may include in the report any issue not related to the
objectives of the audit that they consider relevant, so that it can be examined at a later
time.

2.3.3.7. Matters for the Court’'s Consideration

Based on the findings and recommendations presented in the report, the team
should formulate a proposition, summarising the recommendations and, when
appropriate, the determinations that, according to the team’s judgement, should be
validated by the Court. The team should indicate the sections that discuss the findings
and recommendations that support the proposed recommendation.

2.3.3.8. Appendixes
The appendixes should include any detail necessary for the understanding and

supporting of the arguments presented whose insertion in the main body of the text would
harm the flow of the exposition.
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GENERAL ORIENTATION FOR THE PRELIMINARY ANALYSIS OF THE
SUBJECT OF THE AUDIT

This annex seeks to help the audit teams in the identification of the most
relevant information for the preliminary analysis of the subject of the audit. Naturally, it is
up to the teams, in light of the time and resources available, to decide upon the extent and
the level of detail of the data that will be collected. Furthermore, the description presented
below does not cover all the possible aspects of the governmental organisations,
institutions, programs, projects and activities, whose peculiarities should be carefully
studied by each team.

I.1. Background
1.1.1. Legal Basis

The legal basis that created the subject of the audit and regulates its operation
is a primary source of information and allows, generally, the identification of the scope, of
the general objectives, of the sources of financing and all other formal characteristics of
the subject.

The information related to the discussion phase of the bill, which can be
obtained in the responsible Parliamentary Commission, can point out divergent
conceptions about the subject being audited, which could subsidise the analysis of the
team in relation to, for example, its theoretical basis, the possible operational alternatives
or the plausibility of the proposed objectives.

Identify:
specific legislation:
- the organisation or political party that had proposed the bill;
- conflicting proposals;
- aspects of the bill that prevailed;
- aspects of the bill that were abandoned or modified.

[.1.2. Institutional Background

The information regarding the institutional history of the subject of the audit
places it within the bounds of the governmental priorities and allows the identification of
critical aspects or difficult points that have been or will be confronted.

Identify:
- the creation date;
previous denominations;
the origin and evolution of the resources;
the governmental organisations, institutions, programs, projects and
activities that operate in the same area;
previous evaluations:
- initiative;
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1.2.

1.2.

- responsible officials;

- aspects evaluated;

- principal conclusions;

- unexpected effects;

significant changes in the subject being audited:
objectives;

target population;

- goals;

extent;

position in relation to the governmental priorities.

Planning

1. Guidelines

The actions implemented by the subject of the audit should be consistent with
the theoretical basis and values that had laid the foundations of its creation. If the
guidelines are not documented, they should be obtained from the responsible officials or
technical staff, in order to permit a better understanding of the relationship between cause
and effect implied in the conception of the subject being audited.

Ide

1.2.

ntify:

principles or doctrines present in the creation of the subject of the audit;
analysis of cost-benefit or cost-effectiveness that gave support to the
decision to implement the subject;

declared guidelines;

implicit guidelines;

the technical staff's level of awareness of the guidelines (explicit or implicit).

2. Priorities, Objectives and Goals

The actions developed by the subject being audited should be logically related
to its goals and objectives. Therefore, the clear identification of the subject’s priorities,
objectives and goals is a fundamental fact-finding step.

Ide

ntify:

preliminary study that gave support to the creation of the subject being

audited;

researches, technical reports or specialist’'s opinions:

- specific necessities pointed out;

- relationship between the priorities pointed out and the goals and
objectives defined;

explicitly stated objectives:

- objectives related to the actions developed (what will be carried out);

- objectives related to the intended results (effects on the target
population);

the most important goals and objectives;

how the time is allocated among the objectives;

the plausibility of the goals and objectives.
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1.2.3. Monitoring

The monitoring of the subject of the audit, an essential management
responsibility, should establish standards of performance that allow systematic
evaluations to be carried out. The parameters of performance should satisfactorily reflect
the general objectives of the subject being audited and serve as a basis for management

decisions.

Ve

rify:

units of performance measurement used on a regular basis;

adequacy of the units of performance measurements in relation to the
objectives;

level of performance considered adequate for each goal or action;

other types of performance measurement.

|.3. Target Population

When appropriate, a detailed description of the target population of the subject
of the audit should be obtained.

Identify:

clientele of the subject being audited;

selection criteria of the beneficiaries;

significant differences between participants and non-participants;
characteristics of the clientele related to the impact of the subject of the
audit;

groups not affected by other governmental organisations, institutions,
programs, projects and activities that can be used for comparisons.

[.4. Actuation Environment

[.4.1. Political-Social Context

The political-social context of the actuation of the subject being audited is an
important source of information to understand its operation.

“While such information is unlikely to appear in formal evaluation documents,
only a naive evaluator works without an awareness of the political context — and does so
at his or her own risk and at the risk of the evaluation.” (KING, 1997, p. 28).

|dentify

studies carried out by third parties;

impact in the media;

groups or organisations that support the actions of the subject of the audit;

- motivations and intentions involved,

individuals, groups or organisations that criticise the actions of the subject
being audited:

- main criticisms;

principal sources of resistance to the actions of the subject of the audit on
the part of:

- the managers;
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1.4.

Re

- the executors;

- the target population;

- the community in general;

interest groups that operate in the environment of the subject being audited:
- influences on the development of the subject being audited;
communication channels between the subject of the audit and other
organisational instances:

- internal;

- external;

personnel or institutional difficulties that jeopardise communication inside
the subject being audited.

2. Social-Economic Characteristics

gional differences can explain significant variations in the operation of

governmental organisations, institutions, programs, projects and activities.
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Identify:

l.5.

in which regions the subject of the audit was implemented;
social-economic characteristics of these region;
relevant differences between these regions, including cultural differences.

Operational Characteristics

The description of the inputs and of the functioning of the subject being audited
is a basic task of the preliminary study. It is essential to understand how the actions are
being developed and to measure the efficiency and economy of the managers.

l.5.

Ide

l.5.

Ide

1. Human Resources

ntify:

the parties responsible for the execution of the services;
existence of own personnel;

composition of the personnel in terms of:

- academic and professional background;

- technical functions of direction and of support;
- salaries;

hiring selection procedures;

difficulties to fill specific positions;

training activities;

level of personnel motivation and engagement;
employee turnover rate.

2. Financial Resources

ntify:

principal cost items;

developmental, implementation and operational costs;
unit and/or per capita costs;

- basis of calculation.
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Describe:
financial condition;
management situation.

1.5.3. Physical Resources

Describe:
characteristics of the physical facilities;
equipment available.

Verify:
the adequacy of the resources available in relation to:
- the clientele;
- the objectives of the subject of the audit.

1.5.4. Functioning

Describe:
actions developed;
the evolution of the actions in time and space (regional variations).

Identify:
monthly or yearly cycles that affect the actions of the subject being audited.

[.6. Constraints

The technical quality of an audit should not be measured only by its capacity to
conclusively respond to cause and effect questions. A good audit will take into
consideration the existing limitations. In other words, “... the technical quality of a study or
method can be determined by the comparison between what was done and what was
possible to do.” (GAO, 1991, p. 8)

Verify:
- accessibility of the information regarding the subject of the audit:

computer processed databases;

central files;

decentralised files;

- other means;

data collection routines and procedures employed;

policy regarding confidential information and access to the people, records
and locations related to the subject being audited,;

availability of relevant groups or individuals for obtaining information;
estimated timeframe;

availability of human, physical and financial resources.
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DESIGN MATRIX MODEL

PROBLEM: State in a clear and summarised manner the aspect to be focused on by the audit according to the preliminary study.

use of existing
data.

DATA WHAT THE
AUDITING INFORMATION INFORMATION METHODOLOGICAL COLLECTION DATA ANALYSIS NSTRAINT ANALYSIS WILL
QUESTION REQUIRED SOURCES STRATEGIES METHODS METHODS CONS S | ALLOW US TO SAY
Specify the key Identify the Identify the Specify the Specify the Specify the Specify the Clarify precisely
terms and the information sources of each comparisons to be |collection techniques to be |limitations related |which conclusions
scope of the needed to answer |item of made and the methods to be used in the to: or results can be
question: the auditing information. sampling employed, which |analysis of the reached through
guestion. techniques to be are: data, which are: the the methodological
period covered; used: methodological |strategy adopted.
target interviews descriptive strategy
population; case study; (structured or statistics; adopted;
geographic survey; non- qualitative the quality of
area. field experiment;|  structured); analysis; the information;
quasi- - mail content the operational
experimental questionnaire; analysis; conditions of
design; direct others. the work.
non- observation;
experimental secondary
design; data.







GLOSSARY

Activity: an action not time limited, generally repetitive, which generates a determined
product (goods and services).

Closed Question: the possible answers are predetermined.

Correlation: interdependence between two groups of variables, such as when one
variable changes and another changes in the same way (positive correlation) or in the
opposite direction (negative correlation).

Descriptive Questions: questions that seek to describe in detail the specific conditions
of implementation of the program, examining its origin, history, established objectives,
operational context, resources allocated and performance reached as well as identifying
potential problems and areas in which the program can be amplified, modified or
improved.

Direct Observation: data collection method in which the researcher utilises his/her own
senses (touch, vision, smell and hearing) to obtain information.

Economy: the minimisation of the costs of the resources used in the development of an
activity, keeping steady the quality standards.

Effectiveness: relationship between the results (observed impacts) and the objectives
(expected impacts).

Efficacy: degree of success of the planned goals in a determined period of time,
independent of the costs involved. It can be represented by the following equation:

| E, = Efficacy;
M / !' M, =Goal Reached

E. L , where: | T, =Time Used toObtain M ;
/ :::MP = Planned Goal;

{ T, =Time Planned toObtain M ,,.

Conclusions:*?

if Ec > 1, efficacy better than expected,;
if Ec = 1, efficacy identical to that expected;
if Ec < 1, efficacy below than expected.

The validity of the conclusions will depend on the validity of the programming data that will serve as a
parameter.
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Efficiency: relationship between the products (goods and services) created by an activity
and the costs of the inputs employed in a determined period of time. The result expresses
the unit cost of the final product in a given period of time. Analogous to the concept of
efficacy, the degree of relative efficiency of a program, project or activity can be
established by comparing it to the planned goals and costs or to data derived from other
initiatives that seek the same objectives. In this last case, only initiatives that, beyond the
objectives, have the same program characteristics can be compared. It can be
represented by the following equation:

M i E; =Efficiency;
= - T:.Ck _ Mg.T,.C, . C. R _
.= = = E,.—, where: |C; = Real Cost;
M, M,.T,.C, Cq i
T,.C, 1 Cp = Planned Cost.

Conclusions:

if E¢ > 1, efficiency is better than expected,
if E¢ = 1, efficient;
if E; < 1, inefficient.

Evidence: information gathered during an audit to support the findings, opinions and
conclusions of the team. It may be classified as physical, oral, documentary or analytical.

External Validity: extent to which the conclusion of a study can be applied to people,
contexts or periods that have not been the subject of the investigation.

Internal Validity: extent to which a study is capable of establishing a relation of cause
and effect.

Mail Questionnaire: data collection method sent through the mail made of an ordered
series of closed questions.

Measurement: procedure utilised to associate a number to a specific event.

Net Results or Impact: the modifications in the subject of the governmental action that
can be attributed exclusively to the program. This requires the elimination of any external
effect, which can be done by means of a field experiment or its adaptations.
Non-Structured Interview: type of interview that, being less formal than the structured
interview, permits the interviewer to explore a subject more thoroughly. Generally it uses
open questions.

Normative Questions: questions that seek to verify the program results through
comparison with the expected performance, as foreseen in a specific law or planning
instrument.

Open Question: there are not predetermined responses.

Program: set of projects and activities that concur for the same objectives.
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Project: planned enterprise integrated by a group of interrelated and co-ordinated actions
that seeks to reach specific objectives within the limits of a given budget and of a given
period of time.

Qualitative Approach: methods used in the fields of cultural anthropology and
ethnography that have as a characteristic the construction through in depth interviews and
direct observation of an holistic view of the theme or phenomenon investigated.
Qualitative Data: information expressed in the form of words.

Quantitative Approach: statistical methods used to identify and explain behavioural
patterns or relationships between variables.

Quantitative Data: information expressed in the form of numbers.
Structured Interview: type of interview in which the questions are predetermined,
following a pre-established pattern. It is applied to selected people and provides

comparable answers. So, any observed difference will reflect differences among the
respondents and not in the way the questions were formulated.
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SUGGESTION SHEET

The Brazilian Court of Audit is concerned with the permanent improvement in
the quality of its manuals and orientations. Because of this, we actively seek the valuable
opinions of the target-public of this work.

The following questionnaire refers specifically to the Performance Auditing
Manual, distributed beginning in March of 1998. It will be very useful to the Brazilian Court
of Audit if the reader of this manual could take just a few minutes to respond to the
guestions on the above mentioned questionnaire and to mail it back to us (no postage
necessary if mailed inside of Brazil).

Suggestions concerning this manual can be sent in the following ways:

E-mail: saudi@tcu.gov.br

Fax: 316-7538"

Telephone: 316-7379

Address: Tribunal de Contas da Unido - TCU
SAUDI/DINOP
Setor de Administracdo Federal Sul — Lote 01
70042-900 — Brasilia — DF — BRAZIL

13Country code: 55. City code: 61, if dialling from outside of Brazil, or 061, if dialling from inside.
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The Brazilian Court of Audit

Secretariat of Auditing and Inspections EVALUATION QUESTIONNAIRE

48

PURPOSE
The purpose of this evaluation questionnaire is to obtain the opinion of the readers regarding the Performance Auditing Manual for its
improvement.

Please respond to the questions below by placing an “X” in the appropriate box. Thank you for your collaboration.

1. In which level of the government do you work?

* Federal « State or Federal District ¢ Municipal

2. In which branch do you work?

« Legislative « Judiciary + Other (specify)
« Executive * Internal Control

. What part of the manual did you read??

« Al * Chapter I [all or part] « Chapter Il [all or part]

4. Read attentively each indicator and choose the point on the scale that best describes your opinion about the Performance Auditing
Manual. Mark with an “X” the option that best represents your judgement.
Totally Agree Agree Indifferent Disagree Completely Disagree
5 4 3 2 1
The manual is: 5 4 3 2 1
Easy to read . . . . .
Easy to understand . . . . .
Logical . . . . .
Succinct . . . . .
Complete . . . . .
Useful . . . . .

. How did you find out about the Audit Performance Manual?

* When you received it

Internal advertising of TCU
By a message from SIAFI

* Through the Internet
* Through the press
« Others [specify]

. How did you obtain the Performance Auditing Manual?

Asked for it from TCU « Download it from the Internet « Others [specify]

. Write down any comment or suggestion for the improvement in the quality of the Performance Auditing Manual. In case of suggestions

for alteration/suppression/additions of verification items, please fill out the annexed form.
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The Brazilian Court of Audit
Secretariat of Auditing and Inspections

SUGGESTION SHEET

PURPOSE
The purpose of this evaluation questionnaire is to obtain the opinion of the readers regarding the Performance Auditing Manual for its
improvement.

Item number Proposed Alteration, Suppression or Addition Reason




PTR/BSB
880/92
UP-AC/TCU
DR/BSB

CARTA-RESPOSTA
NAO E NECESSARIO SELAR

O SELO SERA PAGO POR
TRIBUNAL DE CONTAS DA UNIAO
70099-999 BRASILIA-DF
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