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ABSTRACT

The paper aims at defining the role of government auditors in the Muslim countries with respect to fighting corruption. The first part of the paper introduces the subject, defines its objective and scope.  Part two of the paper gives a summary of Islamic injunctions on corruption from the primary sources of Islam. It proceeds to give some idea about corruption in Muslim countries.

The third part, which is the substantial part of the paper, defines corruption and the role of government auditor. In the process it clarifies that the present paper does not cover all types of corruption. Instead, it deals with corruption in government. It does not deal, for example, with political or social corruption. It also does not deal with fraud, on which a plethora of literature is available from the auditors’ perspective.

The main plank of the paper is that the corruption does not leave any documentary evidence. Therefore, in their routine work, the auditors cannot detect or prove it. However, they can develop tests (on the pattern of Internal Control Questionnaires) to identify if there existed opportunities for corruption. If the probability is high, then they can suggest some measures to improve the systems, procedures and regulations. The paper develops a series of over 25 Corruption Opportunity Tests (COTs) and proposes action by the auditors.

The literature on professional auditing is blank about this approach. If the suggested approach is accepted, then the auditors would find a handful of activity with respect to corruption.

The main thrust of the paper is professional auditing techniques but it situates the whole approach in an Islamic perspective.

PART ONE

1. INTRODUCTION

1.1 Objective and Scope 

Corruption has been variously defined. Except for the degree of emphasis, most of the definitions convey a similar meaning. For the sake of reference we shall reproduce some of them:

“ Corruption may be thought of as abuse of authority or trust for private benefit, and is a temptation indulged in not only by public officials but also by those in positions of trust or authority in private enterprise or non-profit organizations.”

“ Essentially, corruption is the abuse of trust in the interest of private gain.” 

“ …the abuse of public office for private gain. Public office is abused for private gain when an official accepts, solicits, or extorts a bribe. It is also abused when private agents actively offer bribes to circumvent public policies and processes for competitive advantage and profit. Public office can also be abused for personal benefit even if no bribery occurs, through patronage and nepotism, the theft of state assets, or the diversion of state revenues.”

We can find corruption in all spheres of life. There could be political corruption to buy votes, private corruption by employees of a company while making purchases, court corruption where judges accept bribe for deciding cases in favor a party, social corruption where a husbands betrays his wife, cultural corruption where un-Islamic traditions are adopted as cultural norms, and so on. The present paper discusses corruption with reference to public offices, where the government auditors are expected to check the records and give an opinion. Obviously, those operations of a public office, which are not under the normal purview of auditors, will not be focus of this paper. An example is the bribe taken by a police constable from a violator of the traffic signal. The auditors do not come across such situations in their normal work. Similarly, the auditors do not deal with political or legal corruption.

The main objective of the paper is to discuss the role of government auditor in fighting corruption in Muslim countries. Corruption is a highly complex phenomenon. The parties involved leave very little telltale in the form of irrefutable hard evidence. The auditors find themselves at cross-purposes with the society. The social expectations are that the auditors should play an effective role in reducing, if not eliminating, corruption. The auditors, whose profession makes them concentrate on documentary or physical evidence, often find that they cannot do much about the corrupt deals. In such a situation, what precisely is the role of government auditor? The paper aims to define the role of auditor in fighting corruption. It will also provide some guidance to government auditors in performing this role.

Corruption can take place as isolated events, where someone bends a rule or misuses his power. Corruption can also be systemic. Corruption is systemic “where bribery, on a large or small scale, is routine in dealings between the public sector and firms or individuals. Where systemic corruption exists, formal and informal rules are at odds with one another; bribery may be illegal but is understood by everyone to be routine in transactions with the government.”
 The present paper focuses on systemic corruption. However, a routine evaluation of internal controls can hardly help the auditor since all the controls exist on paper and systems are perfect, when studies from the books. It would only be through practical observation of the operations and some ‘out of the books’ and survey type of work that can indicate about opportunities for corruption. 

The scheme of the paper is as follows. It sets the scene by referring to global concerns about corruption and the economic impact of corruption. Part two deals with the Islamic injunctions against corruption. The idea is to show relevance of the subject to the Islamic economic framework. The paper then proceeds on to identify the phenomenon of corruption in the present Muslim economies. This part, admittedly, is sketchy for lack of data.  Part three of the paper deals with its main theme: what can a government auditor do in fighting corruption? While discussing the role of auditors in fighting corruption, the literature focuses on the role of the Supreme Audit Institution (SAI). No doubt, an individual auditor’s role has a direct linkage with the organization for which he is working. If an SAI has a restricted mandate or if it does not have necessary independence or has limitation on hiring competent staff, the contribution of an individual auditor would be quite minimal. However, the present paper does not aim to discuss the subject at a macro level. Instead, it focuses on the work of an individual auditor, assuming the SAI has the necessary legal, political and organization support. In this perspective, the paper will discuss more of the mechanics of auditing against corruption rather than conceptual issues surrounding the role of SAIs. The reason for narrowing down the scope of the present paper is that most of the literature discusses conceptual issues which are already well taken. But there is very little guidance in the literature for a practicing auditor. The present paper intends to fill that gap.

The last part of the paper consists of concluding remarks. 

1.2 Global Concern

The recent past has seen an accelerated interest in curbing corruption around the globe. Throughout human history, the malaise of corruption has existed in varying degrees in almost all countries. It is only during the last few years that awareness has seized the world to fight it. This is visible from the number of criminal cases being registered against various heads of states, ministers, politicians, business leaders, bureaucrats, army personnel and petty civil servants. Newspapers are full of juicy stories about the corruption and fraud of those on whom people had a great trust. There is a general awakening among the masses about their right to question everybody who hold a position of trust about the manner he conducted himself during his tenure as a trustee of people’s funds. As a result, governments of several countries have moved to establish anti-corruption institutions and enacted new and more effective laws to minimize corruption. Multinational companies, who used to claim bribes as tax-deductible expense, are under pressure to disclose all gray and shady dealings. International financial institutions and donors have started taking interest in how the aid funds are put to use. In a number of cases, the terms of international loans require a lump sum refund of the loan amount if the corruption charges are established beyond doubt.  A large number of NGOs have sprung up with an avowed mission of exposing corruption and fighting against it. The most significant of these is Transparency International, which has launched a worldwide campaign against corruption. During 2001, there were a number of high-level disclosures about corruption. For example, in Pakistan a former Chief of Naval Staff was indicted for corruption. In India, Internet reporters filmed alleged pay-offs on weapons contract. In France, the Elf Aquitaine affair led to conviction of leading French officials. In the Philippines, public outrage at corruption forced a national government out of office.

1.3 Economic Impact of Corruption

One of the reasons for this recent interest is human concern for wide spread poverty, hunger, and underdevelopment. It has been established that there is a high correlation between corruption and underdevelopment. Stapenhurst and Kpundeh say:

“ Although the economic costs of corruption are difficult to measure, some studies   suggest they include:

· A 3 to 10 per cent increase in the price of a given transaction to speed up the delivery of government service

· Inflated prices for goods – as much as 15 to 20 percent higher -  as result of government-imposed monopolies

· A loss of as much as 50 per cent of government tax revenues because of graft and corruption

· Excessive charges to governments for goods and services because of over billing on procurement contracts or the purchase of expensive and unnecessary items, with governments paying 20 to 100 per cent more than necessary.” 

The Asian Development Bank says: 

“ In a study of over 70 countries during the late 1970s and early 1980s, IMF economist Paolo Mauro found that the corruption is strongly negatively associated with investment rate, regardless of the amount of red tape. Mauro’s model indicates that a one standard deviation improvement in the ‘corruption index’ will translate into an increase of 2.9 percent of GDP in investment rate and a 1.3 percent increase in the annual per capita rate of GDP growth.”

Corruption hinders direct foreign investment. Developing countries are quite keen to attract investment. For this purpose they also offer tax concessions to investors. But research reveals that a more effective method to attract investment is to curtail corruption than to reduce taxes. The investors treat bribes as extra tax burden. Plus they have to continue with the bribes even after investment otherwise public functionaries create insurmountable obstacles. It has a discouraging effect on investment. “Research indicates that an increase in host country corruption from a low level, such as that in Singapore, to a higher level, as in Mexico, has the same negative effect on inward FDI as raising the corporate tax by 50 percentage points.” 
  Another study, of manufacturing firms in Uganda, found that a 1 percent increase in bribes paid by a firm was associated with a reduction in firm growth of 3 percent.
 The countries with higher corruption rate have to rely more on bank borrowing, as the FDI is reluctant to come in these countries.  As a result their ratio of FDI with bank borrowing increases, exposing them to risks of currency crisis and financial volatility.
 Corruption undermines competition as well. Many new firms would not like to enter the market if they have to bribe at every turn for registering and starting operations. Thus it leads to restricting the competition. Corruption is also associated with lower public spending on health and education, which in turn limits opportunities for the poor.

 Global Corruption Report 2001 has summarized the results of eleven IMF studies on corruption highlighting the economic impact of corruption. Extract of the report would be interesting:

“ Four studies identified the negative impact of corruption on economic growth. One study found that increasing corruption by one unit (on a scale of zero to ten) would lower real per capita GDP growth by some 0.3 to 1.8-percentage points, while others reported a narrower range. In four studies, corruption was shown to lower growth by reducing private investment, by attracting talented individuals to unproductive activities, by poor management of rich natural resources and as a proxy for postponement of growth-enhancing reforms. … A large number of IMF studies found that corruption reduces public expenditure in favor of sectors where collection of bribes is easier. Corruption shifts expenditure away from routine maintenance and repair and education and health to excessive and inefficient public investment and higher military spending.”

PART TWO

2. ISLAMIC INJUNCTIONS AGAINST CORRUPTION

2.1 Bribery

Like all religions, Islam prohibits corruption in all its forms and manifestations. It gives an elaborate framework of halal and haram, prescribing that one should earn his living through halal means only.  There are a number of Qur’anic verses that identify the haram means of earning, like riba, bribery, gambling, prostitution, theft, arson, coercion, usurping others property, and sale of alcoholic drinks. All these forms of earning can be termed corruption in one way or the other. However, with reference to the subject of this paper, the Qur’an has specifically prohibited taking and giving of bribes by government functionaries. It says:

“Do not eat up one another’s wealth to no good purpose, nor try to bribe authorities with it so you may consume a share of [other] people’s wealth viciously while you realize [what you are doing.]”
 (2:188)

We find several ahadith of the Prophet (may peace be upon him), which specifically prohibit taking and giving of bribery. For example:

‘Abdullah Ibn ‘Umar the reported: Allah’s messenger (may peace be upon him) cursed the one who offers bribe as well as the one who accepts it.

2.2 Gifts received by public functionaries

The Prophet (may peace be upon him) specifically prohibited the public servants from accepting gifts from people, as this can be an indirect way of indulging in corruption. 

We quote some ahadith as follows:

Abu Umamah reported that the Allah’s messenger (may peace be upon him) said: “ He who makes for his brother a recommendation and then (the latter) offers him a gift for it and he accepts that, enters into a big gate of riba.” 
 

 Abu Humaid as-Sa’adi reported that Allah’s messenger (may peace be upon him) said: “The gifts accepted by public functionaries are a form of cheating.”

It has been narrated on the authority of Abu Humaid al-Sa’idi who said: “The messenger of Allah (may peace be upon him) appointed a man from the Asad tribe who was called Ibn Lutbiyya in charge of sadaqah (i.e. authorized him to receive sadaqah from the people on behalf of the state). When he returned (with the collections), he said: ‘This is for you and (this is mine as) it was presented to me as a gift.’ The narrator said: ‘The messenger of Allah (may peace be upon him) stood on the pulpit and praised God and extolled Him.’ Then he said: ‘What about a state official whom I give an assignment and who (comes and) says: This is for you and this has been presented to me as a gift?’ Why didn’t he remain in the house of his father or the house of his mother so that he could observe whether gifts were presented to him or not? By the being in Whose Hand is the life of Muhammad, any one of you will not take anything from it but will bring it on the Day of Judgment, carrying on his neck a camel that will be growling, or a cow that will be bellowing or an ewe that will be bleating. Then he raised his hands so that we could see the whiteness of his armpits.’ Then he said twice: ‘O God, I have conveyed Thy Commandments).’

2.3 Earning through halal means 

There are a large number of ahadith of the Prophet, which emphasize earning through halal means and prohibit earning by haram means. It is not possible to reproduce all of them at this place. We shall mention only the following:

Ali (Allah be pleased with him) said: “A person came to the Prophet of Allah (may peace be upon him) and asked: ‘O Messenger of Allah: What type of earning is the best?’ The Prophet (may peace be upon him) said: ‘ A man’s work with his hand and every business transaction which is approved, for Allah loves a believer who is a craftsman. A person who suffers pain to feed his dependents is like a person who fights in the cause of Allah, the Mighty and Glorious.’

Abu Huraira reported Allah’s Messenger (may peace be upon him) as saying: “O people! Allah is Good and He, therefore, accepts only that which is good.” And Allah commanded the believers as He commanded the Messenger by saying: “O Messenger, eat of the good things, and do good deeds; verily I am aware of what you do.” And he said: “O those who believe, eat of the good things that We gave you.” He then made a mention of a person who travels widely, his hair disheveled and covered with dust. He lifts his hands towards the sky (and thus makes the supplication); ‘O Lord, O Lord, whereas his diet is unlawful, his drink is unlawful, and his clothes are unlawful and his nourishment is unlawful. How can then his supplication be accepted?’

2.4 Justice

On positive side, the Qur’an has laid a great emphasis on justice. Almost all forms of corruption by government functionaries involve injustice in one form or the other. There are several verses of the Qur’an that emphasize justice in mutual dealings.
 By an implication, we can say, they strike at the root of corruption.

The ahadith of the Prophet (may peace be upon him) also refer to justice as a prime quality of the believers and their rulers For example:

It has been narrated on the authority of ‘Abdullah b. ‘Umar that the messenger of Allah (may peace be upon him) said, “Behold! The Dispensers of Justice will be seated on the pulpits of light beside God, on the right side of the Merciful, Exalted and Glorious. Either side of the Being is the right side both being equally meritorious. (The Dispensers of Justice are) those who do justice in their rules, in matters relating to their females and in all that they undertake to do.’

2.5 Honesty

The Qur’an emphasizes honesty in dealings. A number of verses of the Qur’an refer to honesty. For example:

No prophet should hold back anything; and anyone who defrauds someone else will bring along whatever he has been withholding on Resurrection Day. (3;161)

God orders you to restore deposits entrusted  [to you] to their [rightful] owners. (4:57)

Similarly, the Prophet of Allah (may peace be upon him) also gave instructions for observing honesty in mutual dealings. He specifically mentioned the honesty required of public servants. For example:

Hasan reported: Ubaidullah b. Ziyad paid a visit to Ma’qil b. Yasar Muzani in his illness of which he (later on) died. (At this juncture) Ma’qil said: ‘I am going to narrate to you a hadith which I have heard from the messenger of Allah (may peace be upon him) and which I would not have transmitted if I knew that I would survive. Verily, I have heard the messenger of Allah (may peace be upon him) say: There is none amongst the bondsmen who was entrusted with the affairs of his subjects and he dies in such a state that he was dishonest in his dealings with those over whom he ruled, but Allah has forbidden Paradise for him.’
 

It has been reported on the authority of ‘Adi b. ‘Amira al-Kindi who said: ‘’I heard the messenger of Allah (may peace be upon him) say: ‘Whoever of you is appointed by us to a position of authority and he conceals from us a needle or something smaller than that, it would be misappropriation (of public funds) and will (have to) produce it on the Day of Judgment.’ The narrator says: A dark-complexioned man from the Ansar stood up - I can visualize him still-and and said: ‘Messenger of Allah, take back from me your assignment.’ He said: ‘What has happened to you?’ The man said: ‘I have heard you say so and so.’ He said: ‘I say that (even) now: whoever of you is appointed by us to a position of authority, he should bring everything, big or small, and whatever he is given there from he should take, and he should restrain himself from taking that which is forbidden.’

Abu Huraira (Allah be pleased with him) reported: “The messenger of Allah (may peace be upon him) stood among us and mentioned dishonesty regarding spoils of war treating it and everything connected with as a serious matter. He said: ‘Let me not find any one of you (coming) on the Day of Resurrection with a sheep bleating on his neck and with a horse neighing on his neck.’ He would say: ‘Apostle of Allah, rescue me: but, I shall say: I can do nothing for you as I had delivered (the Divine Message) to you. And let me not find anyone of you with a camel growing on his neck and asking me: Apostle of Allah, rescue me for I shall say: I can do nothing for you as I had delivered to you (the Divine message); or with a mute beast on his neck and he would ask me: Apostle of Allah, rescue me, whereupon I shall say: I can do nothing for you as I had given you full instructions.’

3. CORRUPTION IN MUSLIM COUNTRIES

Despite the fact that the Muslims are ordained to be honest and righteous in their dealings, the present day Muslim societies also suffer from the malaise of corruption like other (non-Muslim) societies. In certain cases, the extent of corruption in the Muslim societies may be significantly higher than the global average. By itself it is a subject worth studying. However, for the purpose of the present paper the following incomplete evidence is sufficient to make our point that the Muslim countries also need to reckon with this socio-economic disease. 

3.1 Corruption Perception Index

The Transparency International publishes an annual Corruption Perception Index for some countries. It is an annual index of countries ranked according to level of corruption on the basis of multiple surveys.  Global Corruption Report 2001 lists some of the Muslim countries also.
 We are reproducing their ranking to demonstrate that some of the worst countries in the Index are Muslim countries, Bangladesh being the lowest in rank. 

Table 1:  2001 Corruption Perception Index for Selected Muslim Countries

	Country
	Rank (Highest 1 for Finland)
	Index (Highest: 9.9 for Finland)

	Tunisia
	31
	5.3

	Malaysia
	36
	5.0

	Jordan
	37
	4.9

	Egypt
	54
	3.6

	Turkey
	54
	3.6

	Malawi
	61
	3.2

	Senegal
	65
	2.9

	Kazakhstan
	71
	2.7

	Pakistan
	79
	2.3

	Azerbaijan
	84
	2.0

	Cameroon
	84
	2.0

	Indonesia
	88
	1.9

	Uganda
	88
	1.9

	Nigeria
	90
	1.0

	Bangladesh
	91
	0.4


3.2 Opacity Index 

Global Corruption Report 2001 has published an Opacity Index also. It is a new measure of the effects of opacity on the cost and availability of capital in countries worldwide. Opacity is the lack of clear, formal, easily discernible and widely accepted practices in the world ‘s capital markets. The Index offers a composite ‘O-Factor” score for each country based on opacity of data in five different dimensions that affect the capital market: a) corruption, b) legal system, c) economic policies at the government level d) accounting standards and practices and e) regulatory regime. The total score is 150 for the most opaque and the least is zero for the perfectly transparent system. The report has given O-Factor for 35 countries, out which only four are Muslim countries. The least opaque in the total list are USA and Chile with a score of 36, and the most opaque is China with a score of 87. The score of the four Muslim countries is as follows:

Egypt

58

Indonesia

75

Pakistan

62

Turkey

74

This gives some idea about the degree of opacity in these countries. 

To sum up, the Islamic economic and social framework emphasizes honesty and integrity in dealings at all levels. However, in the present day Muslim countries, as in other countries, corruption has made deep in-roads. No individual effort would be helpful. The Muslim societies need to fight this menace at the institutional level. It requires a comprehensive program of enacting appropriate law, creating awareness through media, strengthening accountability institutions, encouraging NGOs to play their part in exposing corruption, protecting the whistle-blowers and training the public servants in ethics and honesty. Part of this campaign is strengthening the supreme audit institutions (SAIs) of the Muslim countries. The rest of the paper discusses what can the supreme audit institutions and the persons working in them can do to fight corruption in government offices. 

PART THREE

4. ROLE OF GOVERNMENT AUDITOR

4.1 INCOSAI Observations and Recommendation

What is the role of government auditors in fighting corruption. The auditors of the world under the umbrella of International Organization of Supreme audit Institutions (INTOSAI) discussed this question in November 1998 at XVI INCOSAI held at Montevideo, Uruguay. Let me quote some of its important observations and recommendation:

· “It is INTOSAI’s hope that Supreme Audit Institutions (SAIs) can, through concerted action, play a role in promoting a culture that rejects waste and values honesty, responsibility, and the rational utilization of economic wealth.” 

· “Further, SAIs agreed that it is difficult to detect many acts of corruption and to estimate their financial impact, as the loss to the state does not necessarily show in the accounting records or the financial statements of the public entity. Nevertheless, statistical indicators exist that point to a likely relationship between various indices of public finance and perceived levels of corruption.”

· “…most of the SAIs believe that their main contribution as regards the prevention and detection of fraud and corruption lies in improving overall transparency and accountability, supporting an environment that limits the opportunity for acts of corruption, and creating a climate of good governance.”

· “…SAIs generally agreed that fostering strong financial management – based on reliable, sufficient, and timely reporting, including disclosure of deviations – and effective internal control systems, represent the basic elements of the SAI’s role. A strong standards framework provides the basis for this. They also agreed that the establishment of internal auditing and audit committees would contribute to strong financial management.”

The INCOSAI made several recommendations for the SAIs. They are at Annex-1 to this paper. 

4.2 Auditor’s Role with Respect of Corruption and Fraud

Most of the professional literature on auditing while discussing corruption confuses it with fraud. Quite often a writer would start discussing corruption and would soon cross over the boundary and start discussing detection and prevention fraud. This is an easier course, as the literature on fraud is quite rich. For this reason, it is important we discuss these concepts separately and define the auditor’s role with respect to corruption and not fraud. Let us therefore define the two concepts clearly so that we are able to see the contours of the present paper. 

What is the difference between corruption and fraud and how does the auditor’s role differ with respect to each?

The answer to this question depends on how one defines the two concepts. Frankly, there is a lot of confusion around the use of the terms corruption and fraud. Most of the people use them interchangeably. Some consider fraud as the all-encompassing term, corruption being a type of fraud. Others think that corruption is a wider concept and fraud is only its subset. For example:

The Australian government has defined fraud as a comprehensive term, corruption being a part of it: It says:

“ Fraud means: Inducing a course of action by deceit or other dishonest conduct, involving acts or omissions or the making of false statements, orally or in writing, with the object of obtaining money or other benefit from, or of evading a liability to, the Commonwealth.” 
 The definition is not confined to monetary gain and includes any benefit that could be gained from the government, including bribery, corruption, blackmail, secret commissions and extortion by a government official.

Chartered Institute of Public Finance and Accountancy (CIPFA) UK defines fraud as:

 “ Those intentional distortions of financial statements or other records which are carried out to conceal the misappropriation of assets or otherwise for gain.” 

Another definition of fraud is as follows:

 “ …any significant and deliberate misrepresentation of financial affairs for the benefit of the perpetrator, or others for whom the perpetrator is acting, possibly without their knowledge.” 

The Fraud Examiners Manual says: 

“ Financial fraud is one or more intentional acts designed to deceive other people and cause them financial loss.”

The second opinion is that fraud is a subset of corruption. In the case of fraud, the fraudster falsifies some record, forges some evidence, bends some rule, bypasses some internal control, makes a wrong statement, or fabricates some evidence. In each case he leaves behind some telltale and it is possible to investigate into it by applying auditing techniques. As compared to this, corruption is a much wider term. It involves abuse of public office to extort or obtain a personal benefit. It doe not necessarily involve creating an evidence. Corruption can take the form of bribery, kickbacks, or bid rigging.

“Bribery may be defined as the offering, giving, receiving, or soliciting anything of value to influence an official act.”
 

 “Kickbacks …are the giving or receiving anything of value to influence decision without the employer’s knowledge and consent….They involve the submission of invoices for goods and services that are either overpriced or completely fictitious.” 

  Bid-rigging involves a process “when one person pays a bribe to another …to gain the benefit of the recipient’s influence…the competitive bidding process, in which several suppliers or contractors are vying for contracts in what can be a very cutthroat environment, is tailor-made for bribery. Any advantage one vendor can gain over his competitors in this arena is extremely valuable. The benefit of ‘inside influence’ can ensure that a vendor will win a sought-after contract. Many vendors are willing to pay for this influence.”
 

Corruption usually takes place in a clandestine manner, leaving no trace behind. Therefore, it is almost impossible for an auditor to detect the actual happening of corruption. He can only suspect that such an event may have taken place. 

For the purpose of this paper, we have adopted the second meaning of the term ‘corruption.’ The present paper does not discuss the question of fraud and techniques for detecting it. It focuses on corruption, tries to define the auditor’s role with respect to it and gives him some guidance about how to behave in actual practice with respect to corruption.

4.3 What Can The Auditors Do In The Absence Of Any Evidence?

The auditors should remain aware of the limitations of their professional work. In case of corruption, they can hardly detect or investigate into the actual event of corruption, since the culprits, generally, do not leave any evidence. It is, therefore, important to know that the auditors cannot quantify corruption nor can they report the actual event of corruption. They can only indicate the existences of opportunities for corruption. Such a report can become basis for corrective action by the government to forestall corruption or minimize the opportunities. The auditors should not use the words ‘corruption’ and ‘fraud’ interchangeably. In the case of fraud, the culprit breaks some internal control or bends some rule in such a manner that he leaves some evidence behind. In such cases, by applying special auditing techniques, fraud can be detected. However, in case of corruption, the culprit, by using his discretion or coercive power receives bribe, commission or some other benefit, which is not recorded anywhere. Therefore, auditors cannot report with certainty that corruption has taken place. They can merely speculate that circumstances were such that a person with bad intentions could exploit the situation to his benefit. Therefore, the auditors’ report cannot classify any observation as corruption. It can classify an observation as fraud, if the auditors have evidence for that. 

5. CORRUPTION OPPORTUNITY TEST

5.1 How Does Corruption Take Place? 

In every instance of corruption, there are two essential ingredients: (a) intention (b) opportunity. Intention of corruption is something very subjective and can surface only if detailed criminal investigation takes place. However, opportunity for corruption can become visible to auditors by an intensive examination. Auditors conduct evaluation of internal controls as one of their routines. However, there is no standardized routine for identifying opportunities for corruption. Since most of the corruption remains undocumented, auditors cannot determine the amount of corruption nor can they assert with certainty that someone has indulged in corruption. They can, however, identify such areas where opportunity for corruption exists. “The opportunity for corruption is a function of the size of the rents under a public official’s control, the discretion that the official has in allocating those rents, and the accountability that official faces for his or her decisions.”
 For this purpose, the present paper proposes that the auditors should aim at applying Corruption Opportunity Tests (COT). They will need to write the contents of these tests while writing their routine audit program. For each organization, there would a separate COT, although many of the items of one test would be applicable to other tests.

5.2 How to Develop Corruption Opportunity Test? 

The COT would emerge as a result of detailed examination of the environment of the organization from the following:

· Law governing an organization

· Rules and regulations applicable to an organization

· In-depth study of the actual operations of the organization’s business

· Organizational structure

· Delegation of powers

· Interviews of key persons

· Interviews of key clients of the organization

· Survey of a select group of ordinary citizens

The auditors will have to go around and feel for themselves how the business of the organization is going on in practice. It is possible that rules and regulations are adequate but in practice they are being violated and bent according to need. While studying the environment of the organization, the auditors will carefully pose the following question  in each case:

“ What is the probability this rule, regulation, procedure, instruction or practice could be misused to indulge in corruption?”

The reply to the above question would depend upon the auditors’ judgment. However, the judgment can be quantified as follows on a scale of 0-10, where zero stands for a dry land and 10 for a green pasture for corruption:

None

0

Minor

1-3

Medium

4-7

High

8-10

In the following discussion we shall enlist examples of COT. If the auditors find existence of opportunity for corruption as a result of their examination, they should allocate marks to the situation according to their judgment. For each indicator of COT, the auditor should assign a score and arrive at a percentage of awards. As a general rule of thumb, an organization scoring 70% or above on COT is a green pasture and immediate action is required to streamline its system by changing laws, regulations and management practices, including replacement of key personnel. An organization scoring between 40%-70% requires attention and some of its environment need attention. The auditors should identify the areas where reform is required. When an organization scores less than 40% on the COT, there is time to wait and see. It means the systems and procedures are in place and merely enforcement action is required to prevent corruption. 

6. INDICATORS OF OPPORTUNITIES FOR CORRUPTION

In the following we shall discuss some of the more common indicators for developing COTs. Each indicator shows how this could lead to corrupt behavior. The auditors should look for the existence or absence of these indicators while developing and applying COTs. At the same time, while reviewing the environment of the organization, they should assign the score according to their best judgment. In their working papers they should record, why they have assigned a particular score to a particular indicator, so that the audit supervisor is able to check the score.  In the following discussion, in each case we have also indicated the possible recommendations that auditors can make for reducing or minimizing opportunities for corruption. 

6.1 Conflict of Interest

“ A conflict of interest occurs when an employee, manager, or executive has an undisclosed economic or personal interest in a transaction that adversely affects that person’s employer.”
  Conflict of interest provides a fertile ground for corruption. Public officials, usually, have inside information about government plans, schemes and forthcoming decisions. Using that information, they can earn heavy rewards for themselves. For example, a public functionary may decide to develop a locality as a housing estate where he owns land. The decision converts his dirt-cheap land into a precious asset. Such a decision involves conflict of interest. Conflict of interest could also exist where employees of law enforcement agencies themselves may indulge in such activities that distort market. For example, the custom officials abet in smuggling. Government officials responsible for procurement set up dummy companies in the name of their relatives and supply goods to government offices at higher than market prices, showing bogus competition on paper among these companies. 

Possible recommendation by the auditors:

It is very difficult to identify conflict of interest, as those who are involved in reaping undue benefits would never disclose it. However, in Australia this has been handled to some extent by maintenance of a Register of Interest for the members of the parliament. The public representatives are required to record in the Register of Interest the following information about themselves and their spouses and children: 

· Shareholdings in public and private companies, family and business trusts and partnerships;

· Real estate, bonds, debentures, savings and investment accounts and other assets each valued at over $5000;

· Registered directorships of companies, memberships of any organization or other interests, which could result in a conflict of interest with public duties;

· The nature of any other substantial sources of income;

· Gifts valued at more than $ 500 from official sources or more than $ 200 from other sources and any sponsored travel or hospitality received; and 

· Liabilities.

The Register of Interest must be tabled in the parliament and updated to include changes as they occur, but most importantly, the Registers are available for public inspection.
 The auditors can recommend that a similar law may be enacted in Muslim countries as well. Such a law may cover, besides the politicians, senior civil and military bureaucrats. 

(b) The SAIs of Muslim countries should persuade their respective governments to develop and enforce codes of ethics for government servants. 

6.2 Scarce Benefits To Be Distributed: Monopolistic Nature Of Service

If the auditee is involved in providing certain goods and services at subsidized prices, say foreign exchange, credit, public housing, educational opportunities, electricity, water, gas, then the officials with the discretion to decide entitlements would be tempted to receive bribe. Similarly, a public service, such as passport or driver’s license, or old age pension, where decision lies with a public servant about who is qualified to receive the service, is a breeding ground for corruption. Those who are not qualified would be willing to pay the bribe. Even those who qualify would be forced to pay the speed money. The greater the discretion available to a public official, the greater would be opportunities for corruption. Where public officials are responsible for assigning exploitation of natural resources, such as forest, or mines, the opportunities for corruption rank very high. 

Possible recommendation by the auditors:

The auditor should recommend that

a) If possible, subsidy may be withdrawn in favor of a market-based solution.

b) The entitlement criteria for unavoidable cases should be so clear, objective and impartial that no one has the discretion to decide the entitlement.  The entitlement can be based on certain level of qualitative or quantitative performance. For example, only those schools would get a grant, which had a certain level of enrollment or certain level of pass percentage in the past. 

c) Wherever possible, user charges or service fee should be levied to discourage abuse and waste.

d) As far as possible, the government should avoid distributing benefits in kind. The benefits should be given in cash, until it is unavoidable to do so. 

e) The agency or service provider should conduct survey for understanding the problems of its clientele, define standards of its performance, specify the source of additional information, display guidelines for doing business with the agency and establish a complaint handling mechanism. 

6.3 Excessive Government Intervention

Excessive government intervention include discretion in economic activity, including excessive regulation of private entities and adoption of preferential schemes such as restriction on foreign exchange and trade, price controls, directed credits, and tax exemptions. Another example of excessive intervention is state ownership of utilities and services. These offer opportunities for corruption. For example, “ in CIS countries, public officials have abused their discretion to allow tax exemption to charitable organization.  More examples are about misuse of discretion in selling cheap foreign exchange, allowing cheaper credit, sale of public corporations at abnormally low prices to certain parties” restrictions on imports, requirements of registration for certain types of contracts
. 

Possible recommendation by the auditors

The auditors may recommend that

a) The government should consider privatizing some of the services.

b) The government should try to phase out subsidies, wherever it is possible to do so.

c) The government should create a level playing field for all stakeholders so that temptation for getting undue benefit through bribery is minimized. 

6.4 Tax On Profits 

The generally accepted theory of taxation recommends tax on income or net profit. Despite having theoretical justification, this regime gives discretion to the tax assessing authority to determine the profit. Besides, it creates temptation among the taxpayers to conceal their real income. Thus a regime of collusion emerges in which the only loser is the state exchequer. 

Tax rates that exceed the ability of the taxpayer to pay or the ability of the tax collector to administer lead to informalization of economy and evasion of tax. 

Possible recommendation by the auditors:

a) The system of income tax, which is prevalent in all Muslim countries, is widely misused. There is a dire need to re-think the basic framework. One possibility could be to tax the firms on either of the following basis:

· capital

· net worth.

· value of assets.

· number of employees. 

· electricity used or

· some other measure of size or volume of business. 

b) The tax should be at a flat rate without asking for detailed accounts. It is time to think of some such regime to reduce corruption in this area. 

c) If the auditors find that the tax rates are higher as compared to the ability of the taxpayer to pay or capacity of the tax collector to administer, they can suggest a review of tax rates. 

6.5 Import Policy

Sometimes ban on the import or very high duty on items of high demand become a source of corruption and smuggling. For example, if wheat is in short supply and the market prices have gone high, a ban on its import would induce smuggling and, indirectly, corruption.  

Possible recommendation by the auditors:

Without going into the specifics of the import policy, the auditors can suggest that it requires review in the light of demand and supply of certain specific items. 

6.6 Official Secrecy

 One of the breeding grounds of corruption is the pretext of official secrets that hides dishonest decision-making. It is true that some of the government business is confidential and cannot be made public. But it may apply to a very narrow area of the government transactions involving foreign policy, and defense needs.  For rest of the state business, especially, involving dealing with private business firms, there is not much ground for secrecy. Government officials can receive bribes for making dishonest decisions for the benefits of private business firms and keep them secret.

Possible recommendation by the auditors:

The SAI should try to get the law of official secrets amended. The basic premises should be that the citizens have a right to receive the information. From this perspective, the amendment should entail:

a) Responsibility of the government departments and agencies to provide easy access to official information, especially that involving interests and rights of the general public as well as business firms. Examples of the information that should be easily available on demand are as follows. All information relating to
 :

· development programs, including estimates, sanctions, physical progress and expenditure

· the award of licenses, permits, contracts and selection of beneficiaries

· selection of any appointment in government service or public undertaking

· land records

· curtailment of liberty and crime control

· impacts and environment.

b) Right of the concerned parties to contest the decision, if there are grounds to believe that malafide action has been taken

c) Compensation to the damaged party, if the decision taken was based on dishonest grounds and the interest of the party had been hurt

d) Staff manuals and operating procedures should be published and made known to general public. They should also be available on the office’s web sites. 

6.7 Action By Deadlines

Sometime regulations that prescribe a certain action by a deadline also promote corruption. For example, taxpayers may have to file tax returns by a certain date or make some payments by a certain deadline. By itself, this a good management practice. However, it can also be put to abuse. Those people who miss the deadline are made to pay heavy fines and penalties, which induces corrupt behavior. They would like to bribe the public official to save themselves from the fines. 

Possible recommendation by the auditors:

There should be some provision in the rules and regulations for those who miss the deadline. For example, payment with a late fee could be an option. However, the late fee should not be prohibitive.

There should be foolproof methods to ensure that the public officials are unable to accept a payment or a document beyond the last date without recording it truly. For this purpose, information technology should be commissioned. It should not be possible to record any payment or issue any receipt in back dates. 

6.8 Complicated Procedures 

Some procedures are quite complicated and cumbersome. For example, a person may have to stand in several queues before he receives a service or have to fill in complicated forms or visit an office several times. Such procedures promote corruption.

Possible recommendation by the auditors:

a) As far as possible one-window operation should be promoted.

b) Forms and documents should be in local language and simple to fill. The details required should be minimal.

c) There should be a timetable for delivery of service. Every applicant should be given in writing the time and date when the service will be provided. This should also be displayed on the office notice board as well as on the web site of the office.

d) There should be a mechanism to complain and get redress where the service is delivered late. The office should be liable to pay compensation for late delivery of service.

e) Supervisors should be made responsible for actions of their subordinates. 

6.9 Fee Structure

Sometime the fee structure for a particular service is such that it promotes corruption. For example, if there were a single fee for obtaining a passport or a driving license after, say a week, and no provision for an earlier delivery of service, it would force those who need the service earlier to pay speed money. 

Possible recommendation by the auditors:

The fee structure should cater for the needs of the clients in terms of time and categories. For example, those who need a service on urgent basis should be able to do so lawfully by paying a higher fee.

6.10 Procurement 

One of the fertile grounds for corruption is procurement of assets. A business firm may bribe to get any of the following benefits:

a) enlisting as a pre-qualified firm

b) obtaining inside information 

c) inducing to structure specifications in such a manner that only the bribing firm qualifies

d) approval of short quantities or poor quality

e) quick acceptance of fresh and perishable supplies for fear of rotting if the supplies are accepted readily

Possible recommendation by the auditors:

The auditors would need to analyze the whole system of pre-qualification, tendering, evaluation of bids, inspection of goods supplied and payment of bills. Each one of these stages can become a basis for corruption. Specific recommendations could as follows:

a) The system of procurement should be as transparent as possible. Rationale for all decisions should be documented.

b) Agencies reporting and establishing a need for a particular asset should be organizationally separated from those units responsible for the search of tenderers and for laying down the contractual arrangements.

c) A committee of persons rather than a single person should make all key decisions.

d) The evaluation criteria for pre-qualification and for bids be made known to all participating firms before they show interest or make their bids.

e) Timetable for various decisions should be laid down in advance and made known to all.

f) For all key contracts, the names and bid price of the winning contractors should be displayed on the office notice board and on the web site of the office.

g) The office should have a mechanism in place for blacklisting corrupt firms. Alternatively, a ‘white list’ of firms eligible for bidding, based on their past performance and honest dealing be developed on the basis of a transparent criterion.

6. 11 Major Capital Works

One of the breeding grounds for corruption is the award of major capital works. Some of the opportunities of corruption can be identified if the auditors see the following:

a) The open tendering is either avoided or the time allowed for bidding is extremely short, making it difficult for serious bidders to take part.

b) Specifications are given in a manner that deters competition.  

c) Selection criteria or bid evaluation criteria is not made known at the time of advertising for the bids.

d) Evaluation of bids is done by a single person or by a committee, which does not have specialists of the field on it.

e) Some of the intending tendering firms are provided opportunity to visit the site while others are not. 

f) Some bidders are provided some information on asking while others are not, on the plea that the latter did not ask for it.

g) Bids are accepted even after the deadline.

h) All members of the tender opening committee do not sign the tender documents at the time of opening, creating a room for replacing some of the papers later on.

i) Results of tender evaluation are not sent to all who submitted the tender.

j) Minutes of the tender evaluation committee are not recorded or not signed by all members.

k) Contract start date is not mentioned in the contract document as its absence can provide opportunity for extension by receiving bribes.

l) Contractors and consultants are one and the same firm.

m) Supervisors do not maintain record of the site visits.

n) Variation orders are issued without signing or by word of mouth.

o) Various types of payments such as ‘compensation for exchange rate variations’, acceleration of prices of cements or steel, etc provide opportunities for corruption.

Possible recommendation by the auditors:

The above list of observations by the auditors can lead to make suitable recommendation for corruption-free contracting. For example, open bidding, announcement of evaluation criteria and evaluation by committees rather than individually, generic design specifications, recording of site visits, implementation of contract in letter and spirit, could be some of these recommendations

6.12 Discretion To Approve The Quality And Quantity

A major source of corruption is the discretion of the public officials to approve and pass for payment goods supplied and works completed. The government servant responsible for inspection can receive bribe for approving sub-standard quality or for short supplies. 

Possible recommendation by the auditors:

a) The system of inspection and approval should have more than one level.

b) Preferably, for large amounts, single person’s approval should not be adequate. A committee of persons, having at least one or more specialist, should approve the supplies or work. 

6.13 Discretion of Tax assessment Authority

Discretion of tax assessment authorities has a direct relationship with opportunity for corruption. The greater the discretion given to tax administrators over the granting of tax incentives, determining tax liabilities, and selecting cases for audits and litigation, the more likely there is corruption.

Possible recommendation by the auditors

The auditors should do a careful examination of laws, rules and procedures to identify areas of discretion and should point out these areas for a possible revision. The objective should be to reduce the discretion and to replace it with objective criteria. 

6.14 Ignorant Clientele

If the clients of the government department are illiterate, they are likely to be a victim of public officials even for their legitimate rights and entitlements. For example, most of the persons requiring passport or immigration services at Pakistan Missions in the Gulf area are workers with very little education. They are likely to be exploited by the clever consular staff of the Mission.  If the auditors notice such a situation, they should assess it to be a place of high opportunity for corruption.

Possible recommendation by the auditors:

The auditors should analyze the situation carefully and identify areas where the illiterate public could be exploited. This could be overcharging of certain fees, delaying of certain services, requiring to fill in complicated forms, requesting unnecessary documents, etc. Once these areas are identified, then simpler procedures and controls should be prescribed on case-to-case basis. 

6.15 Condoning Offences

Who has the authority to report and condone the offence? If a government employee has the authority to report and condone the offence, the possibility of receiving bribe and not reporting the offence is very high. An obvious example is the power of the police constable to report the offence. He can abuse this power to condone the offence by receiving the bribe.  

Possible recommendation by the auditors:

There is hardly anything that the auditor can do about such a situation. However, some developed countries have made use of the technology to oversee the behavior of lower employees. Video cameras or security alarms or automatic recording of certain actions by computers, etc. are some of the methods. However, there is hardly any foolproof method to contain this corruption.

6.16 Unreasonably Low Salaries

There is almost a consensus that abnormally low levels of salaries of public officials promote corruption. In case of public offices, it is often not possible for any agency to revise the pay scales in isolation of the rest of the government. Therefore, the salary scales of the entire civil service have to be revised. However, because of severe financial crunch, the governments often find it difficult to revise the salary scales upward.  There is a caveat, however. If the government jobs are made exceptionally attractive, they can also create opportunity for corruption. People in the private sector would like to get those jobs by bribing the concerned authorities. Some balance will have to be maintained.

Possible recommendation by the auditors: 

In this perspective, the general prescription is that the government should lay off unproductive workers and increase salaries of the residual staff. We think this advice lacks pragmatism. In poor countries, where corruption is rampant, laying off more people would add to the misery of the people. The fear of being laid off will itself trigger corrupt behavior. Those who are actually laid off would feel hard pressed for getting a job through corruption.  Instead, the government should: 

a) Undertake selective re-engineering of jobs, declaring some jobs  as part time and allowing people to seek another job after they finish with the government’s part time job. This would create enormous amount of saving on account of all those jobs where the workload does not justify a full-time employee. The saving thus affected could be used to increase the salaries of the other staff. 

b) Consider lowering the length of service for eligibility of pension from, say 25 years to 10 years, creating room for voluntary retirement of those who can find another job. 

6.17 Unreasonably Low Operational Budgets

The auditors should have a look at the budget structure of the auditee departments and subordinate units with a view to assessing whether it is possibly to perform the routine functions with the available funds. In some cases the budgets for stationery, traveling allowance, everyday contingency, maintenance of assets and purchase of such small items as furniture is so meager that it is not possible to run the office. In such cases, the offices start making requests for donations from their clients for office work. Once this door is opened, the officials responsible for collecting such donations start doing so for their personal gains as well. In one example, I noticed that the traveling allowance budget for an audit office was so small as compared to the audits to be carried out that the Director General called in all teams and distributed the whole budget equally among them  asking that they can meet the difference by donations from the auditee. One can imagine the quality of audit in such an office. Also, this very arrangement opened a floodgate of corruption in that office. Examples about lack of office supplies with the local police offices in Pakistan are too commonplace to be quoted here. 

Possible recommendation by the auditors:

The auditors should point out any obvious inadequacies of the funds and recommend relating the budgets with the functions to be performed. 

6.18 Open-Ended Perquisites

Some of the open-ended entitlements or perquisites like entertainment, travel, petrol, telephone, payment of utilities are liable to be abused. For example, if a person has entitlement to entertain official guests without any limit, he has the temptation of entertaining his family or friends at official cost. Similar is the case for limits to telephone use, electricity or gas bills. Keeping these facilities open-ended creates a temptation to misuse.

Possible recommendation by the auditors:

a) As far as possible there should be no perquisite that is open-ended.

b) In all cases, the perquisites beyond a certain limit should entail some burden sharing by the recipient.

6.19 Pension Rates

Significant difference between real income while on job and after retirement creates a temptation in the final years of service to hedge oneself against “rainy days” and make illegal money. For example, in Pakistan the real income of senior bureaucrat while in service and after retirement is more than five times. Such a situation creates temptations for corruption during last years of service. 

Possible recommendation by the auditors:

The auditors should recommend reviewing the pension rates so that the disparity between the real income while in job and after retirement is minimized and temptation to amass illegal wealth is reduced. 

6.20 Recruitment, Promotions, Postings And Transfers

The personnel policies involving recruitment, promotions, postings and transfers have a high potential for corruption. Usually, bribes are exchanged for the exercise of discretion in favor a person who does not have the merit or who is hard pressed for staying at or going to a certain location. The auditors should carefully understand the actual operation of the system and identify areas where the discretion can be abused.

Possible recommendation by the auditors

a) All recruitment should follow clear and objective criteria for evaluating applicants.

b) Decisions regarding promotion, posting, transfers and training facilities should be based on an objective criteria and administered by a committee of persons rather an individual.

c) There should clear channels of appeal in each case.

d) The committees taking decisions and making exceptions to the rules should record their reasons and made known to the concerned persons.

6. 21 Familiarity With Public Officials

If government officials remain on the same job for a long time, they happen to develop familiarity or cordiality with their clients. Similarly, if the office procedure is such that the clients know who would be dealing with their case, they feel tempted to induce the public official for corrupt behavior.

Possible recommendation by the auditors:

a) The office operating procedure should inject anonymity about who would be dealing with a particular case. For example, in an accounts office, once claims are received for payment, no one should know who would be processing a particular claim on a particular day. All bill-passing staff should have the likelihood of receiving a claim and processing it. 

b) There should be physical barriers for the clients to reach the government employees in their offices. Face-to-face contacts should be minimized. 

c) The offices should have policy to rotate their employees after a certain period. 

6.22 Role of Regulatory Agencies

Regulatory bodies have the mandate to makes regulations, issue licenses and enforce license conditions. All this provides a high level of opportunity for corruption. The opportunity for corruption is high if 

a) the rules and regulations are ambiguous and the framework for intervention of the regulator is not clear; 

b) the extent of regulation is increasing over years; 

c) the regulations discriminate against foreign enterprises; 

d) rationale for regulatory decisions remains secret or undisclosed.

Possible recommendation by the auditors: 

a) The auditors should enlist those areas of the regulatory framework, which are ambiguous and can be misused with the recommendation that the regulator should clearly define the conditions of his intervention. 

b) The auditors should recommend that the extent of regulation should reduce rather increase over time. As far as possible, requirements for license should be reduced. 

c) There should be a level playing field for all players in the sector. 

d) The decisions of the regulator should contain adequate explanation and justification. 

e) The regulatory authority should be independent of the government and should have the power to enforce its decisions. In the absence of these provisions, regulatory bodies themselves become hotbeds of corruption as tighter regulation without strong institution breed corruption.

f) The regulatory authorities should have standard operating procedures for consulting the concerned parties before taking decisions. They should hold public forums and invite open debates before they announce any determination. 

g) The regulatory bodies should set standards of their performance ( e.g. number of days within which a license will be issued or refused), inform people about those standards, provide compensation if those standards are not met and establish a prompt complaint handling mechanism. 

6.23 Ambiguity in Rules, Regulations and Procedures

Another green pasture for corruption is existence of ambiguous rules, regulations and procedures. Public officials would like to keep the right of interpretation in their hands, using the stick of these ambiguities to receive bribes. Sometimes, these ambiguities are perpetuated intentionally. The auditors should watch for such ambiguous phrases as “subject to general agreement”, “ in accordance with accepted practice”, etc. Such phrases diffuse responsibility and make accountability difficult. 

Possible recommendation by the auditors:

a) The auditors should point out any ambiguities that it notices and recommendation that the government agencies announce necessary clarifications through media.

b) The government departments and agencies should also post clarification on their web sites.

c) The government departments should institute a focal point in their organization for receiving public complaints and for issuing clarifications.

6.24 Fines and Nuisances

Sometime the law provides for heavy penalties or fines. The public officials can cause a lot of nuisance to others for minor offences. It could be associated with complicated procedures. Such a situation promotes corruption as people would like to bribe the public officials for saving themselves the bother of undergoing the nuisance. 

Possible recommendation by the auditors:

The auditors should point out these avenues of corruption and recommend to ease the situation for the public by appropriate measures. The fines or penalties could be reduced or procedures could be simplified to reduce the nuisance.

6.25 Whistle Blowing Law

Whistle blowing creates a deterrent for corruption. People remain restrained if they know someone may blow the whistle. However, the law relating to protection of the whistle blower has to be clear and firm; otherwise, people would not take chance with it. If the auditors find that such a law is either weak or non-existent, they should register that the opportunities for corruption would go unrestrained.

Possible recommendation by the auditors:

a) The SAI should persuade the government to enact necessary law for the protection of the whistle blowers. 

b) The organizations should establish hotlines and e-mail access for anyone to inform about corrupt behavior of an employee or a third party dealing with the government.

7. RISK AUDITS

Once the auditor suspects a high risk of corruption a risk audit can be planned for a more in depth investigation. The objective of risk audit can only be documentation of possible losses to public exchequer, waste, expensive purchase, procurement of low quality goods. Usually, a risk audit has to be a performance audit, expanding the scope of financial audit. 

Generally, if the findings of the performance audit are of the following nature, the suspicion that corruption had taken place in these projects or program would be quite high:

· Huge idle capacity is created or unnecessary equipment purchased with out significant possibilities of use even over time.

· Expenditure on maintenance is disproportionately high soon after the completion of the project.

· Cost over runs as a result of subsequent increase in the scope of work.

· Actual rate of return (IRR) is significantly lower than anticipated.

· Regular maintenance is neglected and infrastructure allowed deteriorating while new projects are being planned. [The intention of neglecting routine maintenance is to continue adding new projects.]

· In case of privatization, the friend, relations or front men of persons making the decision of privatization purchase the public asset. Thus an obvious conflict of interest exists. 

· Poor quality of construction, shoddy materials, choked gutters, clogged drains, piling of waste material and rubbish around construction sites are indicators of corruption.

· Repeated change orders or alterations also indicate presence of corruption.

If the SAI suspects corruption in an audit assignment, it should depute a team of auditors rather a single auditor. This is because, firstly, the single auditor may himself be more susceptible to pressures and temptations. Secondly, such audits require complex skills and an audit team having combination of skills like engineering, computer science, sociology, economics and finance may be of greater effectiveness rather than a traditional team of accountants.

7.1 Limitations of the Auditor

It is important, at this stage, to briefly mention the limitations of an auditor while conducting a risk audit. The auditors themselves need to remain aware of these limitations so that they do not venture into areas in which they cannot deliver. 

The auditors cannot detect corruption. They can only smell that it may have taken place. Therefore, they should refrain making assertions about corruption.

Even the best internal control systems can be fooled if there is collusion and the whole chain is corrupt. Auditors cannot do much if there is collusion, especially if the management is involved in corruption. 

Even auditors are under threat of temptation. It is important to remember that auditors are not immune from corruption. The top management of SAI should remain alert to this possibility and should take appropriate measures to  

a) reduce temptations for the auditors.

b) supervise them properly. 

c) implement code of ethics in the organization.

d) create an environment where people do not feel restrained from complaining against corrupt auditors.

e) provide access through e-mail to anyone who has a material evidence against the conduct of auditors to report to the SAI. 

f) provide adequate pay and allowances to auditors and necessary facilities of transport and accommodation at outstations so that they do not have to look up to the auditee for these things. 

8. CONCLUDING REMARKS

· Auditing against corruption is more a preventive exercise, in which art the government auditors are not fully trained. As a practical suggestion, it would be appropriate that the SAIs set up a core group in his office, which should analyze all rules, regulations and laws with the view to indicating areas that provide opportunities for corruption. The group should develop some model COTs and arrange training of auditors. The group should also be responsible for taking up the matter with the government for suitable changes in the systems and procedures. 

· The SAIs of Islamic countries should develop a code of ethics duly embedded in the Islamic teachings. The code should be widely propagated among the staff and a mechanism to monitor its compliance should be devised and practiced. The SAIs should be seen above reproach.  

· The SAI should develop a comprehensive cost accounting system for its own office. All audits should accrue time and money spent on it. This will set an example for other organizations, indicating that the SAI itself observes the highest standards of economy, efficiency and effectiveness. The budget of the SAI should be in terms of money as well as time and human resources. The annual evaluation of the office should disclose the extent to which various targets were achieved within the allocated budget. 

· The SAI should develop a networking relationship with other enforcement agencies for sharing information and training of personnel on a reciprocal basis. 

· The SAI should be an office with the highest degree of transparency and accountability. A firm of chartered accountants should audit accounts of the SAI. The SAI should offer itself for evaluation in the broader scope of performance auditing by an independent firm of accountants. 
· The SAI’s web site should have an e-mail address and a form for communication with the office relating to corruption and fraud. People in general should be widely informed through media about this facility. The SAI should have a system of receiving information on possible avenues of corruption and develop suitable recommendations to get the corrupt systems replace by honest systems. 
· The SAI should try to create, with the help of the government, an institutional mechanism to feed the results of audit in future economic planning. Unfortunately, this important step in the cycle of good governance is badly missing in most of the developing countries. The auditors keep on reporting same or similar irregularities or examples of mismanagement and embezzlement year after year and the executive hardly takes note of that. It is far more effective and economical to prevent the mistakes (intentional as well unintentional) than to detect them and take punitive action. 
· The SAI should endeavor to get an independent status, autonomy in hiring and firing of personnel and an unrestricted access to information. Adequate resources of professionally qualified personnel as well as state-of-the-art equipment should allow SAIs to meet the demands being made on them in fighting corruption.
· The audit law should be amended to require the SAI to report separately or at least distinctly on opportunities of corruption that it noticed during its audit examination. 
· SAIs of the Muslim countries should cooperate internationally in sharing methodology, training of auditors and even in undertaking joint audits. They should persuade their respective governments to collaborate in adopting a common policy against the corrupt practices. They should invite their respective governments in black-listing the companies of other Muslim countries in the entire Muslim bloc if they are found engaged in corrupt practices in one country. For this purpose they should share information openly and discreetly, as the case may be, with one another.
· The SAI can draw attention to situations that are conducive to corruption and express criticism, make observations and recommendations for promoting an effective, efficient and economic management of public funds. 
· The SAIs of the Muslim countries should persuade their respective governments to set up independent but permanent commissions, staffed by qualified professionals. These commissions should carry out an on-going exercise, in consultation with the executive agencies, to revise the existing laws, regulations and procedures so that opportunities for corruption are minimized. The SAIs should offer to play a leadership role in the establishment, and later on, functioning of these commissions. 
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PREVENTION AND DETECTION OF FRAUD AND CORRUPTION

DRAFT OF ACCORDS

Montevideo – November 1998

RECOMMENDATIONS

SAIs agree that fraud and corruption are significant problems affecting all courtiers in varying degrees and that the SAIs can and should endeavor to create an environment that is unfavorable to fraud and corruption. As provided in the Lima Declaration adopted by INTOSAI in 1997, SAIs agreed that they should be independent and have adequate mandates that enable them to effectively contribute to the fight against fraud and corruption. It was also agreed that, where possible, SAIs should

1. seek an adequate level of financial and operative independence and breadth of audit coverage;

2. take a more active role in evaluating the efficiency and effectiveness of financial and internal control systems and aggressive follow up in SAIs recommendations;

3. focus audit strategy more on areas and operations prone to fraud and corruption by developing effective high risk indicators for fraud;

4. establish an effective means for the public dissemination of audit reports and relevant information including, establishing good relationship with the media;

5. produce relevant audit reports that are understandable and user friendly;

6. consider a closer cooperation and appropriate exchange of information with other national and international bodies fighting corruption;

7. intensify the exchange of experiences on fraud and corruption with other SAIs;

8. encourage the establishment of a personnel management procedures for the public service that selects, retains, and motivates honest, competent employees;

9. encourage the establishment of guidance for financial disclosure by public servants and monitor compliance as part of the ongoing audit process;

10. use the INTOSAI Code of Ethics to promote higher ethical standards and a code of ethics for the public service;

11. consider the establishment of a well publicized means to receive and process information from the public on perceived irregularities; and

12. continue work regarding fraud and corruption through INTOSAI’s existing committees and working groups, for example the Auditing Standards Committee will consider these issues as part of developing implementation guidance as part of a broader standard framework.
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