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Session 1.0 
Introduction to Audit Forest
Overview

Forestry audit can be undertaken from financial, performance, or compliance audit perspectives. At the beginning, this session provides insights on how each type of audit could be related in conducting forestry audit. However, the method used in the rest of this training module mostly utilizes performance auditing approach. This means, auditors are required to possess skills in performance auditing, as well as broader knowledge on environmental issues.
Public accountability means that those in charge of ministry or the government program hold responsibility for the effectiveness and efficiency of their businesses. Since the programs are exposed to public, there should be a mechanism to ensure the accountability. Audit is the way for stakeholders (taxpayers, financiers, legislatures, executives, ordinary citizens and the media) to ‘execute control’ and to obtain insights into the program handling and the outcome of several government activities. This is also supported by the fact that a criterion of good governance is that all public services (or all government programs) are subjected to audit. When performance audit is conducted in response to that, it could also provide answers for these questions: Do we get value for money? Or, is it possible to spend the money better or more wisely? 

All participants of this course are expected to possess the necessary knowledge and skills in performance auditing. However, there are some variations in the approach to performance audit conducted by different SAIs. In this session, we propose to discuss the best practice approach in performance audit as indicated in the INTOSAI Performance Auditing Guidelines. Since this is not a course on performance auditing, the objective of this session is not to go into great details on the performance auditing process but to build a common ground for all participants.
Learning Objective
Given the brainstorming, lecture, exercise and group discussion participants will be able to: 

· Explain the types of audit on forestry audit;
· Classify the 3Es;
· Explain the stages in conducting the performance audit as per ISSAI 3000; and
· Explain the planning phase in designing individual performance audit in forestry.
Types of Audit in Forestry Audit
In conducting forestry audit, we can use financial, performance, or compliance audit approaches. Firstly, it is important to understand their characteristics. 

Financial Auditing

The characteristics of financial audit can be described as follows:

· Uses financial data only to express an opinion on financial position and compliance with rules and regulations;

· Focuses on transactions pointing out errors, omissions, frauds and impropriety;

· Does not comment on the extent to which government departments are meeting the expectation of the target groups they are serving; and

· Does not provide recommendations for improving economy, efficiency and effectiveness of the government departments.

When financial audit approach is used in conducting forestry audit, it means the scope is limited to standards and rules compliance of financial reporting, and also examining the appropriate presentation and disclosure of the budget used in any programs related to forest management.

For example, when there is state revenue generated from the issuance of Forest Utilization Permit by the Ministry of Forestry in one country, the SAI may conduct financial audit related to how far the audited entity (the Ministry of Forest) has complied with financial reporting standards in administering, reporting, and disclosing all financial transactions regarding state revenue generated from the exploited forest area.
Performance Auditing
The characteristics of performance audit can be described as follows:

· Uses financial as well as non-financial data to assess economy, efficiency and effectiveness in management of resources;

· Reports on the overall performance of an organization, program or project but remains alert to any errors, omissions or frauds;
· Evaluates to the extent in which government departments are meeting the expectations of targeted groups;
· Provides general recommendation for improving economy, efficiency and effectiveness of government departments.

When performance audit approach is used in forestry audit, auditors can broaden the scope of audit into the effectiveness of the achievement of the programs, the efficiency of resources allocation, and also the economy of the use of the budget.
For example, auditors from one SAI may undertake performance audit to examine the effectiveness of management of timber harvesting activity, including its related policies, pre-harvesting activities, harvesting activities, and post-harvesting activities. Another example is conducting performance audit to examine the economy, efficiency and effectiveness of a forest rehabilitation program.
Compliance Auditing

Compliance audit deals with the degree to which the audited entity follows rules, laws and regulation, policy, established codes, or agreed upon terms, such as the terms of a contract or the terms of a funding agreement.
Compliance auditing may cover a wide range of subject matters. In general, the purpose of a compliance audit is to provide assurance to intended users about the outcome of the evaluation or measurement of a subject matter against suitable criteria.

In performing compliance audits in the context of the INTOSAI Fundamental Auditing Principles, there are two concepts of significant relevance:

· Regularity – the concept that activities, transactions and information pertaining to an audited entity are in accordance with authorising legislation, regulations issued under governing legislation and other relevant laws, regulations and agreements, including budgetary laws and are properly sanctioned.

· Propriety – general principles of sound public sector financial management and conduct of public sector officials.
Depending on the mandate of the SAI, a compliance audit may be an audit of regularity, or propriety, or both. Because propriety is not readily susceptible to objective verification, it may be difficult to conduct an audit of propriety. In some cases, it is impossible to audit propriety to provide a level of reasonable assurance. There are often no clear and objective benchmarks against which to measure propriety – what may be acceptable in one part of the public sector may not be acceptable elsewhere.
One example of using compliance audit approach in forestry audit is auditors in one SAI may conduct compliance audit regarding Forest Zone Establishment regulated by the Ministry of Forestry. The objective of the audit is to examine whether the establishment of forest zone has been in accordance with regulations issued under governing legislation.
Risk-Based Audit Approach
Forestry audit may use three different types of audit approach as mentioned earlier. Any types of audit chosen, auditors should get through the planning phase. One of a method of planning and audit scoping could be applied is risk-based audit approach. This approach is based on risk assessments, to appropriately focus the audit resources of SAI.
Risk based audit is an audit approach based on risk analysis which focus on selecting audit topics that may indicate higher risk (or uncertainty).

The aim of this approach is to provide assurance and comprehensive understanding on the basis of problem with risk assessment and materiality or significance.

The followings are the benefits of risk based audit : 

· The audit is of high quality and  carried out in an economic, efficient and effective way and in a timely manner.

· The risk when conducting the audit could be mitigated.

· It  provides a systematic and high-quality audit approach which focus on risk reduction.

· It facilitates the auditor to get better understanding on entity’s operational activities.
Since an audit of forest management covers a large range of topics, and to help ensure the audit does not place excessive demands on the SAI’s resources, it is advisable to prioritize topics and sub-topics  to be aligned with the skills and capacity of each unit when planning the audit. 

Performance Audit
Although there are 3 (three) audit approaches that can be used in conducting forestry audit as explained above, this training module would focus on using the performance audit approach. 
Before we further use performance audit approach in forestry audit, we should have a look at the basic concept of performance audit itself.
Definition
INTOSAI’s Auditing Standards defines performance audit as an independent examination of the efficiency and effectiveness of government undertakings, programs or organizations, with due regard to economy, and the aim of leading to improvements.
Performance auditing generally follows one of three approaches in examining the performance of the audited entity, they are:

1. Result-oriented approach, which assesses whether pre-defined objectives have been achieved as intended; 

2. Problem-oriented approach, which verifies and analyses the causes of a particular problem(s); or 

3. System-oriented approach, which examines the proper functioning of management systems: or a combination of the three approaches.
It is further explained in the INTOSAI Implementation Guidelines for Performance Auditing that performance auditing embraces:

1. Audit of the economy of administrative activities in accordance with sound administrative principles and practices, and management policies;

2. Audit of the efficiency of utilization of human, financial and other resources, including examination of information systems, performance measures and monitoring arrangements, and procedures followed by audited entities for remedying identified deficiencies; and

3. Audit of the effectiveness of performance in relation to achievement of the objectiveness of the audited entity, and audit of the actual impact of activities compared with the intended impact.

The Importance of Performance Audit
Performance auditing is about analyzing and assessing the performance of government programs or public services. It is an information-based activity that requires analytical and creative skills. In contrast to financial auditing, it focuses on the activity rather than the accounts and flow of money. In contrast to compliance auditing, it relates mainly to the intentions behind government interventions and to the concepts of economy, efficiency and effectiveness. Basic questions in performance auditing are: 

· Have the right things been done?; 

· If so, have the things been done in a right way?; and 

· If not, what are the causes? 
· Then, what are the impacts?
The perspectives and the entities to be audited vary, i.e. individual departments as well as government programs and undertakings may be audited.

The Objectives in Conducting Performance Audit

One common objective of performance auditing in many countries is set by the legislator or the SAI itself is to assess and improve the functioning of government programs, central government itself and any connected bodies.

In most countries, providing recommendations is important but in others, recommendations are not given at all, due to legal conditions and historical traditions.
The general goals of performance auditing should be defined in the legislation or be decided on by the SAI. In general, SAIs may seek to achieve one or more of the following general objectives:

(a) To provide the legislature with independent examination of the economical, efficient, or effective implementation practices of government policies or programs;

(b) To provide the legislature with independent, ad hoc analyses of the validity and reliability of performance measurement systems, or statements or self-evaluations about performance that are published by executive entities;

(c) To provide the legislature with independent analyses of problems of economy, efficiency, and effectiveness in government activities and thus contribute to improvements; and

(d) To provide the legislature with independent assessments of the intended and unintended direct/indirect impact of government and agency programs, and whether stated aims or objectives have been met or why they have not been met. 

The Concept of Three Es

The three “Es” refer to economy, efficiency and effectiveness.  For centuries, the government auditors have been commenting on the waste of public funds, extravagance in expenditure, leakage of revenue, unused capacity, improper acquisition of resources and inefficiencies in the use of resources.  But such comments have been, mostly, an “add-on” to the traditional picture of financial auditing in which accuracy or truth and fairness of accounts are primarily concerned.  With the advent of performance auditing, the standards to measure economy, efficiency, and effectiveness are being refined and developed. Auditors are now taking a more rigorous look at the operations of the audited entity in the overall framework of the three Es.   

Economy

Economy is defined as “minimizing the cost of resources used for an activity without compromising in quality”.

Economy relates to all types of resources such as physical, financial, human, and information.  The question of economy is relevant to the acquisition of resources. Auditors try to determine whether the resources have been acquired in the right amount, at the right place, at the right time, of right kind and at the right cost. This, by itself is not very easy.  It presumes that there are standards available to judge whether considerations of economy are kept in place when those resources acquired.

Auditors must be very careful in developing standards to make ‘value for money’ judgments. One example of a standard for economy is to accept the lowest open bid for buying an asset, but it is not that simple. It is a common knowledge that this is not a fool-proof method.  Bid-rigging is a practice known in almost all countries. The bidders join hands to suppress genuine competition and thus fool the system of open bidding.  Therefore, the crude standard of accepting the lowest bid may not be sufficient.  In this situation when we seek economy in relation to quantity, quality, place, time and cost, more comprehensive standards are required to assess whether economy was observed in acquiring the resources.
The example of economy concept in forestry audit is the actual money spent to rent a tool or  escavator  for harvesting activities is above  the standard or market price.
Efficiency

Efficiency refers to the relationship of inputs and outputs. It is relevant to the use of resources. An increase in outputs without corresponding increase in inputs or getting the same outputs as before with reduced inputs indicates an increase in efficiency.

Efficiency is usually an internal matter to the organization. Efficiency does not directly affect the external activities of the organization. For example, in case of hospitals, efficiency measures may assess the utilization of hospital beds, operation theatres, or use of drugs, etc. However, those measures may not directly affect the quality of service or the state of disease or health in the community where the hospital is serving.
Measuring efficiency presumes the existence of acceptable standards. It is often necessary for auditors to develop standards if they do not exist. Therefore, auditors often have to work with the audited entity’s management and other specialists to identify or develop efficiency standards.  Even when standards are available, auditors still need to convince that these standards would be ever relevant.  Sometimes efficiency standards become outdated in changing circumstances but they remain in use.  For example, the standards of efficiency in an office for processing payment claims may have been devised when computers were not in use.  With the advent of computers, the time needed to process a payment claim may change. The auditors need to remain vigilant to such changes before accepting the existing standards.

It is relatively easier to measure efficiency where the inputs and outputs are repetitive or mechanical in nature. We can devise standards for measuring efficiency in such situations. In comparison to that, it is quite difficult to measure efficiency where the inputs and outputs are non-repetitive.  For example, it is easier to determine the efficiency of a powerhouse in producing electricity as compared to measuring the efficiency of a doctor, who is examining patients each of whom may come up with unique health problem. 
The example of efficiency concept related to forestry audit is timber logging activity does not include timber wastes such as big branches and defect stems.
Effectiveness

Effectiveness is defined as an end-oriented concept that measures the degree to which predetermined goals and objectives for a particular activity or program are achieved (the attainment of the right results from the usage of resources and organizational operations).

Of all the meanings associated with the word of effectiveness, probably the most common is related to the achievement of goals.  Different people with different value systems have their own concepts of effectiveness, but one thing that brings them close to each other is goal accomplishment or performance in meeting objectives. This is how legislative auditors generally view the effectiveness of their own works.

Although having goal accomplishment as a central to effectiveness gives a clear focus, the problems and implications remain very substantial. The literature on effectiveness comes up with many studies raising issues in this particular perspective. These are some of them:

· Goals are often ill-defined, complex, changing, and contradictory;

· It is often unclear on what level or with respect to what units the attainment of goals should be measured;

· There is more than one technology or strategy produces the same outcome;

· Goal-based perspectives usually take into consideration the preferences of managers, not all constituencies;

· Goal-based definitions have failed to clarify distinctions between organizational effectiveness, managerial effectiveness, and manager and subordinate behavior and attitudes.

The assessment of effectiveness is by far the most important contributor of an accountability regime and at the same time the most elusive one. One reason may be that there is no single, high level, generally agreed-upon definition of effectiveness.

In daily conversation, being effective describes the capacity or the ability to achieve results. It often goes beyond this capacity, and being effective means having reached one’s goals, to be successful. The word may also be used to emphasize the impact of one’s efforts or actions. Frequently, it merely describes that capability is actually in use, or that a law or a rule is in force.
In practice, when discussing organizations, the word effectiveness is typically modified by one of three terms: program, operational, and organizational;
· Program effectiveness relates to the continuing relevance of a program, the attainment of its intended objectives, its impact, and its cost-effectiveness;

· Operational effectiveness relates to the achievement of output targets, to the delivery systems for the goods and services produced, and to the cost-effectiveness of these systems; and
· Organizational effectiveness relates to the overall capability of the organization and the interactions among strategic planning, management structures and processes, and human and financial resources all in relation to the mission and goals of the organization and the external environment.

Some writers have refined the notion of effectiveness by making explicit the consideration of cost-effectiveness, which is the attainment of the objectives at the least cost, at a lesser cost, or at least at a reasonable cost in relation to the value of the outcome.  Some have also included both intended and unintended results and outcomes of a program as factors in the measurement of effectiveness.  Others still, particularly program evaluators, have included the assessment of the continuous need of the program in their concepts of effectiveness. They ask such question: Are the reasons that gave rise to the program in the first place still valid today?

How effectiveness is viewed will depend on who is looking at it.  Different views may be taken by the electorate, specific constituencies, customers, governing bodies, managers, and so on.  Each view holds validity in its own context.
The examples of effectiveness concept related to forestry audit are : 

· The government could not achieve forest revenue target in 2011 due to the unadjusted provision/tax rate. 
· The specification of seeds could not achieve the requirements and contribute to the higher number of failure in planting activities and destruction the ecosystem. 
Steps in Performance Audit Cycle
The performance audit cycle covers several steps. Broadly speaking, it comprises the planning process, the execution process, reporting and the follow-up process. The planning process is often divided into different stages. The first stage is strategic planning, where potential themes and topics are analyzed. Once a topic has been selected for performance audit, a pre-study – resulting in a work plan for the main study – may be undertaken to gather information in order to be able to design a proposal for the main study. 

Throughout the main study, which is included in the execution process, the emphasis should be on the production of a final report to be considered by the government, the legislature, the executive bodies concerned, and the public. The report-writing process should, based on experience, be viewed as a continuous one of formulating, testing and revising ideas about the topic. Issues, such as the expected impact and value of the audit, should be considered throughout the audit. By setting deadlines for the writing process, timely reporting may be enhanced. 
Follow-up procedure, which is the final process, identifies and documents audit impact and the progress made in implementing audit recommendations. Such processes are vital to provide feedback to the SAI and the legislature. 

The Strategic Planning
Strategic planning is the basis for the selection of audit topics and possible pre-studies. The planning might be carried out with the following steps:

1. Determining the potential audit areas from which the strategic choices are to be made. 
The selection of audit areas involves strategic choices with consequences for the SAI. The number of potential areas is considerable and the SAI’s capacity is limited. This means that choices must be made with care.

2. Establishing the selection criteria to be used for these choices. 
The main selection criterion is probably the audit’s primary contribution to the assessment and improvement of the functioning of central government and the bodies connected with it. As for step 2, the general selection criteria would be as follows:
· Added value: The better the prospects of carrying out a useful audit of good quality, and the less the policy field or subject has been covered earlier by audits or other reviews, the greater the added value might be. Adding value is about providing new knowledge and perspectives
· Important problems or problem areas: The greater the risk for consequences in terms of economy, efficiency, and effectiveness or public trust, the more important the problems tend to be. A problem may be judged important or material if knowledge about it would be likely to influence the user of the performance audit report. Active and problem-oriented monitoring makes it easier to identify areas for audits.
· Risks or uncertainties: The strategic planning may be based on risk analysis, or less theoretical, analysis of indications of existing or potential problems. The stronger the public interest involved where there is reason to suspect inefficiency, the greater the risks (the less the knowledge), and the greater the uncertainty. The accumulation of such indicators or factors linked to an entity or a government program may represent an important signal to SAIs and should induce them to plan audits whose range and scope will depend on the indices detected. Factors that may indicate higher risk (or uncertainty) could be the following:
· The financial or budgetary amounts involved are substantial, or there have been significant changes in the amounts involved.
· Areas traditionally prone to risk (procurement, technology, environment issues, health, etc, or areas of unacceptable risk) are involved.
· New or urgent activities or changes in conditions (requirements, demands) are involved.

· Management structures are complex, and there might be some confusion about responsibilities.
· There is no reliable, independent, and updated information on the efficiency or the effectiveness of a government program.
Each performance audit might be assigned a risk rating of High (H), Medium (M), or Low (L) during the strategic planning process. The criteria to be applied in risk rating audits are: 
· Materiality: includes the quantum of expenditure or revenue involved and significance in the context of the entity itself and/or the government generally; 

· Sensitivity: includes consideration of the program/activity’s visibility, the risks to reputation and/or service delivery; and 

· Complexity: includes consideration of whole of government/cross-entity issues; technical dimensions; green field or new area of audit; and the primary focus of the audit, for example, efficiency or compliance. 
The Planning Phase of an Individual Performance Audit

The basic purpose of the planning phase is to prepare a detailed plan that will enable:

· cost-effective collection of audit evidence during the execution phase; and 

· the formulation of specific audit conclusions against each audit objective during the reporting phase. 

Thus, it constitutes the foundation of the auditing process and substantially determines the quality of the rest of the audit process (the execution and reporting phases). 
During audit planning, auditor needs to understand at least following information:

· The profile of the government program being audited (role and function, activities and processes in general, development trends etc); 

· Legislation and general programs and performance goals;

· Organizational structure and accountability relationships; 

· Internal and external environment and the stakeholders; 

· External constraints affecting program delivery; 

· Earlier investigations in the field; 

· Management processes and resources; and

· Risks related to sustainable forest management.

The planning phase has several key steps as discussed below.
Understand the business or context
This is the first step in planning for the audit of a specific topic. A sound understanding of the business or context will facilitate definition of relevant audit objectives, identification of significant audit issues and the fulfillment of assigned audit responsibilities. 
Define audit objective and scope
An audit objective is a precise statement of what audit intends to accomplish. It is put in the form of a question that audit intends to answer by the end of the audit. The audit objectives provide a clear direction to the audit process and drive the rest of the planning process. Often the main audit objective is broken down to a number of sub audit objectives. These sub audit objectives could define the lines of enquiry well. Amongst other things, the nature of the audit objectives is also influenced by the mandate of the SAI and the nature of the entities that formed of context relating to the issue; limitations on the SAI’s mandate, if any, and limitations on access to some of the entities.
The audit scope is the sets of boundaries of an audit. It indicates what audit intends to cover and what it does not. It generally includes a statement of a period to be covered in the audit and the entities and agencies that will be visited by the audit team. The purpose of defining the scope is to set an optimal balance between the spread and depth of audit.

Select lines of enquiry
Sometimes it is also known as selecting key areas. Even within a selected audit topic, it may not be wise to spread the audit resources over all the issues. A cost-effective audit often demands that resources are focused on key issues. Just as in identifying potential audit areas during strategic planning, selection of lines of enquiry involves the application of professional judgment and the application of certain factors such as significance, risk, likely audit impact and auditability.
In addition to the overall audit objectives discussed above, sub audit objectives would often be defined separately for each line of enquiry (LOE) to direct the field audit examination for each LOE. As mentioned above, the sub audit objectives could in fact at times determine the lines of enquiry. As such, sub audit objectives and lines of enquiry often go hand in hand.

When planning an individual performance audit, materiality (i.e. significance) and performance audit risks should be considered. Materiality can be described as significant variations from the audit criteria.  If it is omitted, misstated or not disclosed, it has the potential to adversely affect decisions made by users of the audit report about the performance of the program or activity (subject to audit). Performance engagement risk is defined as ‘the risk that the assurance practitioner expresses an inappropriate conclusion when the performance of an activity is not materially economic, efficient or effective. This would arise where the assurance practitioner draws conclusions based on evidence that is not soundly based or that is improper of incomplete as the result of inadequacies in the evidence gathering process, misrepresentation or fraud.’ 
When considering materiality and performance audit risk, there are things that should be considered, including the consideration of materiality in the context of qualitative and quantitative factors such as: 

· the financial impact  the activity of the entity as a whole; 

· the economic, social, political and environmental impact of the activity; 

· the nature size and complexity of the activity; 

· the complexity and quality of management information and external reporting; or 
· the effectiveness of internal controls
Besides the materiality and performance audit risks, there are also possible risks to achieving a successful audit outcome, including its timely completion that should be identified as an integral part of planning the audit. Areas of possible risk can include: 

· the high reputation of the SAI comes from the audit report, such as potential conflicts derived from the results of previous audit coverage;
· the complexity of the audit itself; that is, the subject matter, the approach being used and the proposed analytical techniques;
· the potential delays in obtaining access, documentation and/or being able to hold discussions; 
· the availability of appropriate audit resources; that is, a team and/or experts that have the appropriate skills and knowledge for the particular audit; 
· unexpected changes to the audit team;
· changes to staff or administrative arrangements in the entity or program subject to audit;
· the appropriate, the availability and the reliability of entity’s information and data; and 
· the intensity of relationship with the entity. 

Identify audit criteria
Criteria are reasonable and attainable standards of performance against which actual performance can be measured. Audit criteria provide the link between the audit objectives and the audit procedures to be carried out during the execution phase. They provide the specific direction for collection of evidence and also the basis for arriving at audit findings. Audit criteria have to be identified or formulated for each audit objective/sub audit objective.

Prepare detailed plans or audit matrix 
Audit matrix is also referred to the audit test programs, these provide the link between the planning and execution phases of the audit process. The detailed audit plan brings together in one place the audit objectives, lines of enquiry, audit criteria, likely sources of evidence and the suggested evidence gathering techniques. It provides a ready guide for the field audit teams who are responsible for the collection of evidence but who are not necessarily responsible for the planning phase of the audit process. In some situations, an audit plan may be further developed into detailed audit programs; the latter would indicate the specific action steps to be taken by the auditor in executing the audit techniques recommended in the detailed audit plan.

The Execution Phase 

Once the detailed audit plan/program is ready, the audit is ready to move into the execution (or examination) phase. The purpose of the execution phase is to gather audit evidence to test the audit criteria listed in the detailed audit plan and then proceed to conclude against the audit objectives.

Gather audit evidence
The first step in the audit execution phase is to gather competent, relevant and sufficient audit evidence which can support the audit conclusions to be arrived later. Evidence is competent if it is valid and reliable. In other words, it represents what it intends to represent. To be relevant, evidence must have direct and logical relationship to the audit criteria. Sufficiency refers to the adequacy of the quantum of evidence to support all the audit conclusions. While competence and relevance are the qualitative characteristics of good evidence, sufficient is a quantitative characteristic.

It is important that evidence collection is cost-effective so that the audit itself provides value for money. In order to ensure this, it is important that the audit planning is done thoroughly and the detailed audit plan/program is prepared to a sufficient degree of detail.

Document evidence 
All evidence gathered should be documented and organized systematically for easy reference and retrieval. Actually, documentation is not a specific step in the audit process that follows gathering of evidence, but an action that requires to be taken at various stages of the entire audit process. However, before the conclusion of the execution phase, it would generally be necessary to cross check all the evidence collected to conclude whether more evidence is necessary to arrive at conclusions against the audit objectives. Therefore, at this stage it would be helpful if professional care is taken to examine and identify the evidence had properly documented. 
There are various techniques available for analyzing the evidence such as the use of comparisons, flowchart, content analysis, cost-benefit analysis, interpretation of data distributions, modeling and regression analysis. The selection of the appropriate method would depend on the cost of using a method, the benefits likely to accrue in terms of quality of analytical outputs and the availability of necessary expertise.

The Reporting Phase

Once the evidence has been appropriately analyzed, the audit is ready to move on to the reporting phase. The purpose of this phase is to draw conclusions against the audit objectives and communicate them effectively to the users of the audit report.
Draw preliminary audit conclusions
Conclusions are made against the audit objectives defined during the planning phase. Thus audit conclusions complete the audit “circle” by returning back to the audit objectives. Audit conclusions are basically expression of audit opinions vis-à-vis the audit objectives. Conclusions based on audit observations, which are concise statements of the audit findings and the corresponding causes and effects (or potential effects) of these findings. 

Not all SAIs make recommendations and let the audited entities to take action based on the audit observations and conclusions.

Discuss with Management
Before taking a final decision, preliminary audit conclusions are generally discussed with the audited entity’s management to obtain their responses. This could take place through formal meetings or by sending a copy of the preliminary conclusions (or even draft audit report) to the audited entity with request for response.

Prepare final audit report 
Based on the response of the audited entity to the preliminary audit conclusions, a decision is taken regarding which conclusions to be included in the final report. Moreover, the responses of the audited entity are also often included in the final audit report against each audit conclusion. The final report approved by the head of the SAI is then submitted to the relevant authority (e.g. Parliament, Government).
The Follow-Up Phase
A follow-up process will facilitate the effective implementation of report recommendations and provide feedback to the SAI, the legislature and the government on performance audit effectiveness. The priority of follow-up tasks should be considered in the context of the overall audit strategy as determined by the strategic planning process.
The follow up on SAI recommendations may serve four main purposes:
· increasing the effectiveness of audit reports – the main reason for following up audit reports is to increase the probability that recommendations will be implemented;
· assisting the government and the legislature – following up may be valuable in guiding the actions of the legislature;
· evaluation of SAI performance – following up activity provides a basis for assessing and evaluating SAI performance; and
· creating incentives for learning and development – following up activities may contribute to have a better knowledge and practice improvement.
The results from the follow-up of audit recommendations should be recorded. Deficiencies and improvements are identified in the follow-up of audits, if it is needed, it should be reported to the government or the legislature.
Designing Forestry Audit
Stages in conducting forestry audit, whether we use financial, performance, or compliance audit approach, are basically similar. They include planning, execution, reporting and follow up processes. The only distinctive substance is the methods used during each process. 
As mentioned before, this module will focus on using performance audit approach. Since the planning stage is the most important one, this module will discuss mostly about the planning stage (Session 1-5), while topics covering examination and reporting phase will be discussed in Session 6, 7 and 8.
The Planning Phase
The first step in planning for the audit is to understand the business or context. A sound understanding of the business or context will facilitate definition of relevant audit objectives, identification of significant audit issues and the fulfillment of assigned audit responsibilities. (Understanding business or context will be explained in more details in Session 2 and 3 of this module).
In designing an individual performance audit program, also in forestry audit, auditors may follow these steps:
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Step 1: Choose primary audit topic

This is the most important step in the audit process. The SAI needs to identify key forest issue of greatest importance for the recipients of the report. This should be done in consultation with the client (auditee) to ensure both parties agree and clearly understand the main purpose of the audit. Examples of important audit topics are policy and legislation, forest management, and socio-economic, financial, and environmental aspects. (Defining audit topic will be explained in more details in Session 4 of this module).
Step 2: Decide the sub-topic

The primary topic is a concise statement of the audit’s mission or purpose. Once confirmed, sub-topics need to be segmented into to facilitate planning the audit, including the risk analysis, internal controls and the roles of each SAI unit working on the audit. Examples of sub-topics for the topic of policy and legislation are forest policy, national forest inventory, permanent forest estate, protection of biological diversity, soil and water protection, forest ownership, and national forest service. Examples of sub-topics for the topic of forest management are planning, harvesting, protection, legal arrangements, monitoring and research. Meanwhile, examples of sub-topics for the topic of socio-economic, financial, and environmental aspects are relations with local populations, and economic, incentives, and taxation. (Defining audit topic and sub-topics will be explained in more details in Session 4 of this module).
Step 3: Identify related risk

After deciding on the topic and sub-topics, the SAI then needs to begin identifying the risk or risks with the potential to influence the direction and aims of both the audit and the work of each of the units working on the sub-topics. The identified risks have the potential to become part of the audit’s ultimate findings. Examples of potential risks and threats related to sub-topics mentioned in previous step are biodiversity and ecosystem loss, forest fires, illegal logging, illegal use of lands, disaster, conflict, revenue loss, livelihood loss, social problems, decreased carbon storage, reduced water quality, and shortage of raw materials for industry. We can also use Environmental Impact Assessment as an information resource to identify forest risks. (This will be explained in more details in Session 3 and 4 of this module).
Step 4: Formulate potential audit objective and researchable questions threat

Risk identification enables the SAI to develop a clearer picture of the audit’s direction and possible findings. This helps the SAI to formulate the audit’s principal objective. Once a potential audit objective is formulated, the next step is to develop the kinds of research questions or lines of inquiry that are likely to guide the investigation towards achieving this objective. The questions must be sufficiently comprehensive to enable the auditors to fulfill the potential audit objective. (This will be explained in more details in Session 4 and 5 of this module).
Step 5: Decide audit criteria

Auditors will then examine the ways in which these questions can be answered. This is crucial to determining the audit’s criteria. Each question will require corresponding and measurable criteria to determine the degree of compliance of the entity being audited. Audit criteria may be developed from international conventions agreements (bilateral and multilateral), national regulations, policies, best practices, and benchmarks. (This will be explained in more details in Session 5 of this module).
The Audit Design Matrix
Audit matrix is a tool to help auditor in designing the audit program. From the information collected in the preceding step, auditor will lay out those into a comprehensive design matrix.

Audit matrix covers information of audit topic and sub topics, risk, researchable questions and sub researchable question, audit criteria,  audit evidence, audit methodology, limitation faced by the auditors and the possible result of the audit evidence analysis. This matrix becomes an input to formulate an audit program that covers general information about the audit assignment. (This will be explained in more details in Session 7 of this module).
Summary
We have discussed throughout the session two main topics with regards to the performance audit on forest: performance audit in general as stated by ISSAI and its implementation to the planning stages in performance audit on forest. This session provide road map for the following session in the entire training activities.
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ISSAI 3000: “A performance audit does not consist of a series of clearly defined measures, operations, or sub-processes that are carried out separately and in sequence. In practice, the processes evolve gradually through interaction with one another, and are carried out simultaneously, allowing the methods to develop in depth and become increasingly sophisticated (AS 2.2.39,


3.0.1 and 4.0.21)”
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