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A

Foreword

The Measures on Improving about audit function in detecting fraud and
corruption is the final part of the 10" Research Project of ASOSAI which the main
topic is Audit to Detect Fraud and Corruption: Evaluation of the Fight against
Corruption and Money Laundering. Presently, corruption and money laundering are
still major obstacles of economic development which many countries in Asia have
been encountered these problems. Therefore, this study is focused on the role of
Supreme Audit Institution (SAl) to anti-corruption and money laundering. During
2012-2014, our research team from 9 SAls has attempted to explain current situation
of corruption and money laundering under academic approach. Likewise, we
clarified current situation of anti-corruption and anti-money laundering throughout
Anti-Corruption Agencies (ACAs). Nowadays, SAl is the important ACAs to fight
corruption and money laundering. Furthermore, we have tried to relate our audit
experiences which might involve to anti-corruption and money laundering. Basically,
SAl is involved with anti-corruption and money laundering in three roles, that is,
prevention, detection, and report & follow up. However, this report will be discussed
how to improve concrete measures about audit function in detecting corruption. We
attempted to categorize these measures in three levels, that is, international,
national and organizational levels.

Finally, the author expected that we could adopt these concrete measures
from other SAls in order to develop capacity of OAG Thailand for anti-corruption and

money laundering.



Acknowledgments

This paper is involved enhancing concrete measures for audit function in
detecting corruption. It is another part of the 10™ ASOSAI Research Project. | take
this opportunity to express Mr. Pisit Leelavachiropas (the Auditor General), Ms.
Prapee Ankinandana, Deputy Auditor General, for her cordial support in this
research project. | would like to express my deep gratitude to Mrs.Sirin Phankasem
(Deputy AG) for her openness and kindness. Likewise, | would like to thank Mr.
Monthien Charoenpol, and Ms.Poungchomnad Jariyajinda (Deputy AG) for their
valuable recommendations. | would like to express my appreciation to Mrs. Jaruwan
Ruangswadipong (Director of Research and Development Office), and Mrs.Apasara
Khunawat (Director of Executive Support and Cooperation Office) for their openness,
generosity and encouragement. Special thank should be given to Mrs. Sompit
Jantaramakin and Ms.Pankanok Srisomsak for their good advices. Finally, | am
obligated ASOSAI research team especially Dr. Wang Xiaosheng (CNAQO), Dr. Musa
Kayrak (TCA), Mr. William Yapp Thou Kiong (NADM), and Mr. Alexander Buan Juliano

(COA) for their cooperation and good friendship during this research project.

Sutthi Suntharanurak, PhD.



Table of Contents

Foreword

Acknowledgements

Table of Contents

Executive Summary

Background

Part 1 Recommendations for strengthening SAl to anti-corruption
Lessons Learned from literature review in SAl and anti-corruption

Part 2 SAl and improving anti-corruption measures in international level

Part 3 SAl and improving anti-corruption measures in national level

Part 4 SAl and improving anti-corruption measures in organization level

Bibliography

Boxes

Box 1 Research Problems in part 6

Box 2 Association of Certified Fraud Examiner (ACFE)

Box 3 BPK and Performance audit on Government Fraud Control System
Box 4 The Anti-Corruption Strategy of the TCA

Box 5 BPK and Strengthening approach for whistle blowing system

Box 6 The Audit Manual on Forensic Auditing of COA

Box 7 ISAAI 1240

Tables
Table 1 Recommendations for strengthening SAl to anti-corruption
Table 2 Highest area of corruption

Table 3 BPK and Red Flags in Public Procurement

Table 4 Anti-Corruption Complaint Mechanism and Whistle Blowing System

Table 5 Forensic audit and investigative audit
Table 6 Fraud Auditing Standard

Table 7 Utilization of audit findings for anti-corruption in the future

10
13
18
41

13
18
24
30
34
37

19
23

31
35
38



Figures

Figure 1 COA Public Information System

Figure 2 Public Complaint Channel in www.bpk.go.id

Figure 3 Internal Complaint Channel in siska.bpk.go.id

Figure 4 Internal Complaint Channel in siska.bpk.go.id

Figure 5 Ikwenta as Citizen Participatory Auditing of COA

Appendix 1
Appendix 2
Appendix 3
Appendix 4

Appendix 5

Questions for discussion in part VI

Red flags in Public Procurement of COA Philippines

Proposal of establishing forensic audit (FAU) of OAG Thailand
How to develop inquiry technique for corruption case

Lesson learn from ICAC Hong Kong

Suggestions of SAl Iran and improving anti-corruption measures

in international level:

28
29
29
29
30



Executive Summary of part VI

Measures on Improving about audit function in detecting fraud and corruption

Dr. Sutthi Suntharanurak

Office of the Auditor General of Thailand

In part VI, we propose measures on improving about audit function in
detecting fraud and corruption. For this report, it is consisted of four parts. The first
part will be discussed with recommendations for strengthening SAl to anti-corruption
which based on literature review about SAl and anti-corruption. The second one will
be explained the relationship between SAl and improving anti-corruption measures
in the international level. The third will be clarified to SAl and improving anti-
corruption measures in the national level. Finally, the last part will be focused on
improving anti-corruption measures in the organization level.

In the first part, we reviewed literatures about SAls and anti-corruption. We
found that the awareness of SAl in fighting corruption was appeared firstly in the
16™ INCOSAI meeting which held in Montevideo, Uruguay in 1998. Kenneth Dye
(2007) pointed that this meeting was devoted partly to preventing and detecting
fraud and corruption. Especially, it focused on (a) the role and experience of SAls in
preventing and detecting fraud and corruption and (b) methods and techniques for
preventing and detecting fraud and corruption.

On the other hand, the study of Kenneth Dye (1999) was the first paper
which attempted to explain the role of SAl and anti-corruption. Dye mentioned that
SAl should strengthen investigative power as well as establishing forensic audit.
Moreover, he suggested that SAl should support and encourage with Anti-Corruption
Agencies (ACAs) and civil society organization (CSOs) as Transparency International.

Subsequently, Magnus Borge (1999b) mentioned to preventive and detective
roles of SAls in anti-corruption. In prevention, SAl should evaluate internal control
structure to identify and correct weakness in order to maintain a preventive
environment. Meanwhile, the detection role should be relevant to identify fraud
indicators. Modena (2005) and Evan (2008) supported that SAl should create a

specialized unit for detecting fraud and corruption. Similarly, Musa Kayrak (2008)



pointed that investigating corruption and focusing audit on high areas were main
strategy to detect corruption. Furthermore, he introduced that SAl should utilize IT
audit as a tool for preventing corruption.

Therefore, it is obvious that the role of SAI should be relevant both in
preventing and detecting roles. However, the detective role seems to be
controversial about power of SAl which the paper of Khan (2006) clarified that the
power of SAl was essential for detecting corruption.

In part 2, we discussed about concrete measures which focused on
mechanism or relationship between SAl and international organization in anti-
corruption. Generally, we found that SAls have been coordinated with international
organizations especially INTOSAlI and ASOSAI. Normally, they jointed these
organizations as member. Meanwhile, they were participated anti-corruption
activities through working group, research project, seminar and workshop. In
addition, SAls utilized MOU as a tool for cooperation with international agencies.

Under international level, SAls should create coordinating framework with
international organizations as World Bank, IMF, Transparency International, and
ACFE also international funding resources. The framework should be focused on (1)
disseminating knowledge and share experience regarding the fight against
corruption, for instance, organizing conference and seminar where SAls and
international organizations may share best practices, limitations and areas for
improvement; (2) launching joint and parallel audits in relation to transparency and
implementation of national anti-corruption strategies in coordination and
collaboration with international organizations; and (3) establishing intelligence, data
and information sharing system among SAIl and international agencies.

In part 3, we focused on how to enhance SAl mandate especially role of
detecting corruption. We found that the issue of strengthening investigative power
in SAl mandate seemed to be inconclusive. SAl China, Indonesia, and Philippines
agreed that SAIl should strengthen investigative powers in SAl mandate. Meanwhile,
SAl Korea referred that their mandates cover investigative power. Likewise, SAI
Malaysia attempted to improve their capacity in investigative audit with set up of
Subject Matter Expert Team on Fraud. However, it seems to be that SAl Iran and

Turkey viewed that even if auditors find out suspected cases of corruption, they are



not able to investigate those cases elaborately by means of carrying out all feasible
methods. This is the limitation of SAI to investigate fraud and corruption. Likewise,
SAl Philippines pointed that the obstacle of enhancing investigative audit was lack of
audit skill especially no experience, training or skill in fraud awareness, detection and
investigation. However, SAl Turkey suggested a concrete measure which establishing
forensic audit units would help the SAl develop a systematic and methodological
approach in order to better investigate corruption indicators of suspected cases. In
addition, most of SAIl explained that they were not relevant with developing anti-
corruption standard for public servants and code of conduct for business
communities.

Therefore, we summarized that SAls might improve concrete measure of
anti-corruption in national level through the cooperation framework with other Anti-
Corruption Agencies (ACAs) particularly in developing detective capacity for auditors.

For the last part, we attempted to find the measures in organization level
which strengthen detective role particularly in developing audit techniques. In this
part, we focused on four dimensions, i.e. (1) planning stage, (2) stage of formulating
audit program, (3) audit techniques and methods, and (4) utilization of audit
findings.

Initially, we found that corruption in public procurement seemed to be the
highest area of corruption. However, some SAls suggested their special audit; for
example, SAIl Thailand has emphasized auditing public procurement which could
detect corruption in this area. Addition, they explained red flags of corruption were
one tool being utilized by many international organizations, e.g., World Bank, ADB
even Tl. Red flags were seen a first line indicator of potential corruption and the
triggering of the flags are presented as ground for further investigation.

In audit techniques and methods, we found that many SAls suggested their
typical practices. For example, SAl China, Indonesia, Iran, Malaysia, and Philippines
have applied new technologies (information and communication technologies) to
develop and strengthen the public reporting system. Typically, SAl Korea has offered
rewards as incentives for whistleblower to detect corruption.

In addition, the whistle blowers concept is relevant with the citizen or people

participation in anti-corruption which SAI Philippines was the excellent example.



Typically, SAI Philippines supported citizen participation that citizen could report a
case or volunteer to be a citizen auditor in lkwenta program. In participatory audit,
citizens (civil society, academic groups, community members, private sector) and the
COA work together to audit the processes of delivering public services and
government programs. As a result, transparency and accountability in the way
government performs its functions is enhanced.

Finally, SAl Turkey explained the benefit of complaint system as following; (a)
better knowledge creation and management regarding complaints by complying
with the legal requirements of confidentiality and security; (b) producing regular or
on-request management reports; (c) analyzing the complaints and assessments of
the auditors so as to create fraud indicators and/or red flags for the future audits;
and better meeting the expectations of external stakeholders.

In case of forensic and investigative audits, we found that some SAls have
departments which undertaken these audits. For example, SAl Philippines has Fraud
Audit Office which conducted audits of government agencies with probable
fraudulent transactions to safeguard government assets against abuse and fraud and
to respond to the increasing public demand for fidelity in the use of government
funds and properly. SAl Korea has “a Headquarter for Inspection of Public Officials”
for playing the control tower role on detecting corruption which integrated Special
Investigation Bureau, Audit Request Investigation Bureau, Inspection Information
Group, and Internal Audit Support Group (About 150 members).

However, many SAls have attempted to develop investigative audit through
the trainings, seminars, and providing guidance especially in inquiry techniques for
corruption cases. Interestingly, SAl Thailand proposed investigative corruption
techniques which referred from the Hong Kong Independence Commission Against
Corruption (ICAC). Likewise, SAl Turkey mentioned to ISSAlI 1240 “The Auditor’s
Responsibilities Relating to Fraud in the Audit of Financial Statements” is
specifically related to the cases of fraud.

Furthermore, we discussed how to utilize audit findings for anti-corruption in
the future. Initially, we found that SAI Turkey explained that the utilization of audit
results in the planning of future audits can be of great help to the fight against

corruption. Analyses of risks (both inherent and control risks) and audit findings



involving a certain amount of public loss and corruption cases detected during
regular audits should be carried out and results of these analyses should be taken
into account in the following year when deciding which public entities will be audited
or on which subjects will be focused. In addition, audit reports which are prepared
and made public in accordance with the international standards play a deterrent role
in coping with corruption. Such audit reports may highlight certain corruption-prone
areas and help auditees take necessary measures to prevent future cases.

Likewise, SAl Thailand viewed auditors should develop these audit findings
for red flags in each sector especially audit findings in high risk area. Meanwhile, SAI
Indonesia focused on the internal control which they could learn from the cause of
typical audit finding, especially the state loss finding that caused from the lack of
internal control. The weakness will be proven through investigative audit.

In case of SAl Iran, they clarified the utilization of audit finding for anti-
corruption at three levels, i.e., (1) international governmental and non-governmental
anti-corruption organizations/agencies, (2) cooperation and coordination of SAl with
the international anti-corruption bodies in detecting corruption and (3) finally how
SAl can improve international measures on anti-corruption. Finally, SAls emphasized
that we could utilize audit findings for anti-corruption through lesson learns in case

studies.



Exposure Draft Report
Summary Results of Part VI

Measures on Improving about audit function in detecting fraud and corruption

Background

1. This exposure draft is represented summary results in part VI (the last part
of 10" ASOSAI research project — Audit to Detect Fraud and Corruption: Evaluation
of the Fight against Corruption and Money Laundering). For this part, we

concentrate on measures on improving about audit function in detecting fraud and

corruption. ASOSAI researchers from 9 SAIs1 designed questions in order to answer
research problems which involved developing measures for anti-corruption under
SAl mandate. (See Box 1)

2. The research methodology of part VI is to discuss about measures on
improving about audit function in detecting fraud and corruption. Initially, we
developed structure of discussion in 3 parts, that is, the first part is involved to
improve measures in the international level which SAl should be relevant to
international organization. For the second one, it is related to improve measures in
the national level which SAl is coordinated with Anti-Corruption Agencies (ACAs).
However, the last part is focused on the organization level which will be clarified in
four dimensions, that is, planning stage, formulating audit program, audit technique
and methods, and utilization of audit findings. (Appendix 1)

3. For this report, it is consisted of four parts. The first part will be discussed
with recommendations for strengthening SAl to anti-corruption which based on
literature review about SAl and anti-corruption. The second one will be explained
the relationship between SAl and improving anti-corruption measures in the
international level. The third will be clarified to SAl and improving anti-corruption
measures in the national level. Finally, the last part will be focused on improving

anti-corruption measures in the organization level.

LAl China, India, Indonesia, Iran, Korea, Malaysia, Philippines, Turkey and Thailand



Box 1

Part VI

Measures on improving audit's function in detecting fraud and corruption

1. Laws and regulations (including the establishment and completion of accountability
mechanism, removing constraints that impede audit play a more important role in anti-
corruption and money laundering)

2. The establishment of Organizational mechanisms

For example, to achieve synergy effect in anti-corruption area, the audit offices should work
closely with other relevant domestic institutions and international anti-corruption agencies,
and establish 2 sound information sharing and corruption investigation mechanism.

3. Techniques and methods

3.1 In the planning stage, attention should be given to high-risk positions and areas.

3.2 In formulating audit program and determining the audit contents, the high risk area and
vulnerable spots should be focused on.

3.3 Audit technigques and methods, like whistle blowing, interviewing and infoarmation
system audit, can be deployed.

3.4 Utilization of audit findings

Source: Research Proposal

Part 1 Recommendations for strengthening SAl to anti-corruption: Lessons

Learned from literature review in SAl and anti-corruption

Actually, the awareness of SAl in fighting corruption was appeared firstly in
the 16" INCOSAI meeting which held in Montevideo, Uruguay in 1998. Kenneth Dye
(2007) pointed that this meeting was devoted partly to preventing and detecting
fraud and corruption. Especially, it focused on (a) the role and experience of SAls in
preventing and detecting fraud and corruption and (b) methods and techniques for
preventing and detecting fraud and corruption. The conclusion of Uruguay
conference was Uruguay accords which proposed 12 recommendations for SAl to
fight against fraud and corruption. One of interesting recommendations was that SAI
should take more active role in evaluating the efficiency and effectiveness of
financial and internal control systems and aggressively follow up on SAls
recommendation. Likewise, SAls should focus audit strategy more on areas and

operation prone to fraud and corruption by developing effective high risk indicators



for fraud or red flags. However, Uruguay accord was show only conceptual
framework of SAl and anti-corruption.

On the other hand, the study of Kenneth Dye (1999) was the first paper
which attempted to explain the role of SAl and anti-corruption. Dye mentioned that
SAl should strengthen investigative power as well as establishing forensic audit.
Moreover, he suggested that SAl should support and encourage with Anti-Corruption
Agencies (ACAs) and civil society organization (CSOs) as Transparency International.

The recommendation of Dye is similar to the conclusion of Magnus Borge
(1999b) which focused on preventive and detective roles. In prevention, Borge
suggested that SAIl should evaluate internal control structure to identify and correct
weakness in order to maintain a preventive environment. Meanwhile, the detection
role should be relevant to identify fraud indicators.

In case of detective role, Modena (2005) and Evan (2008) supported that SAI
should create a specialized unit for detecting fraud and corruption. Similarly, Musa
Kayrak (2008) pointed that investigating corruption and focusing audit on high areas
were main strategy to detect corruption. Furthermore, he introduced that SAl should
utilize IT audit as a tool for preventing corruption.

It is obvious that the role of SAl should be relevant both in preventing and
detecting roles. However, the detective role seems to be controversial about power
of SAl which the paper of Khan (2006) clarified that the power of SAl was essential
for detecting corruption. For example, Khan recommended that SAl should have the
power to audit the accounts of individual tax payers, where an audit of tax
administration suggests possible collusion between the tax payer and tax staff.
Likewise, in case of large public works, SAl should have the right to audit the
payments received by the contractors from government. Khan (2006) categorized his
20 recommendation for 7 issues, that is, (a) independence of SAl, (b) power of SAl,
(c) participatory auditing, (d) implementation of audit recommendations, (e) review
of procedures and training of auditors, (f) code of ethics, and (g) cooperation and
coordination. Additionally, he proposed guidelines for preparing the auditors for

fight against corruption. (See table 1)



Table 1 Recommendations for strengthening SAIl to anti-corruption

Authors

Recommendations

Uruguay Accords
(1998)

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

2. SAl should take more active role in evaluating the efficiency and
effectiveness of financial and internal control systems and
aggressively follow up on SAls recommendations;

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

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

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

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

7. SAl should intensify the exchange of experiences on fraud and
corruption with other SAls;

8. SAl should encourage the establishment of personnel
management procedures for the public service that select, retain,
and motivate honest, competent employees;

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

10. SAl should use INTOSAI code of Ethics to promote higher ethical
standards and a code of ethics for the public services;

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

12. SAl should 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.




Authors

Recommendations

Kenneth M. Dye
(1999)

1. Making more courses and conferences on combating fraud and
corruption;

2. Strengthening investigative powers;

3. Establishing forensic units;

4. Establishing fraud auditing standards;

5. Encouraging more professional designations;

6. Supporting Transparency International;

7. Supporting and cooperating with national anti-fraud agencies;
8. Encouraging ethics and fraud awareness training programs;

9. Encouraging ministries, departments, and agencies to create
fraud control plans;

10. Encouraging ministries, departments, and agencies to contract
out fraud control (hotlines, fraud risk assessment, fraud training,
fraud control plan, and fraud investigation) if resources are
unavailable in-house; and

11. Encouraging lawmakers to pass whistle-blower legislation to
protect people who provide legitimate information to public control
agencies.

Magnus Borge
(1999a)

1. Sound financial management and internal controls;

N

. Focusing audit planning on high risk areas;
3. Recommendation to legislature;

4. Expertise in preventing corruption;

5. Improving public awareness;

6. Create a preventive environment

Magnus Borge
(1999b)

Prevention
1. Fraud and Corruption : Maintaining a preventive environment

2. Strengthened Financial Management

3. Evaluating Internal control Structures to identify and correct
weakness

4. Heightening public awareness of SAl findings

Detection
1. High Risk Reviews;

2. ldentifying Fraud indicators = Red Flags




Authors

Recommendations

Carlos Ceasar Modena
(2005)

1. Creating a specialized unit
2. Using fraud methodology
3. Providing training

4. Improving inter-institutional relations

Muhammad Akram Khan
(2006)

Independence of SAI

1. The government should enforce a law that guarantees
independence of the head of SAIl, allows wide publication of its
reports and ensures implementation of its recommendation.
Likewise, the SAl should also be independent to decide what to
audit and how to audit.

2. The audit law should allow or even require the SAI to report
separately or at least distinctly, on opportunities of corruption that
it noticed during its examination.

Power of SAI

3. The SAl should have the power to audit the accounts of individual
tax payers, where an audit of tax administration suggests a possible
collusion between the tax payer and the tax staff. In case of large
public works, SAl should have the right to audit the payments
received by the contractors from government.

4. The law should provide the SAl with power to have access to all
records in timely manner, power to interview government
employees and other relevant persons, and duty of all public sector
organizations and their staff to cooperate with the SAI. The law
should provide sanctions against those staffs and organizations that
fail to comply with the requirement or willfully delay the provision
of information to the SAI.

5. The SAl should have the authority to engage experts or
consultants, should the technical nature of a department or agency
So require.

6. The scope of SAl's work should be comprehensive and the
parliament should ensure its coverage to all such organizations
where public funds are involved.

7. The audit law should also make it obligatory for the NGO
receiving grant from the government to maintain their accounts in a
transparent manner and such accounts should be within the power
to the SAI to audit to the extent of funding by the government.




Authors

Recommendations

Muhammad Akram Khan
(2006)

Participatory auditing

8. The SAl should develop a mechanism to engage the general
public while planning its annual work.

9. The SAIl‘s website should have an e-mail address and a form for
communication with the office relating to corruption and fraud.

10. The SAl should plead with the government that in planning for
development projects for the welfare to the people, especially, in
areas f education, health, water supply, sanitation, etc.
Furthermore, the local people should be reflected in deciding the
location, size and service delivery management. Similarly, local
committees can be formed to monitor the project execution and
project performance.

Implementation of audit recommendations

11. The SAl should try to create, with the help of government, and
institutional mechanism to feed the result of audit in future
economic planning. Before a development project or program is
finally approved, there should be a system of clearance from an
independent body that the current project or program does not
commit the same mistakes which the past audit reports had
pointed out.

Review of Procedures and training of auditors

12. The SAl should play a leading role in persuading the government
to set up an independent standing commission responsible for
reviewing various law, rules, regulations and procedures in entire
the government with a view to determining their adequacy for
preventing corruption.

13. The SAl should set up a core group in its office, which should
review and analyze government-wide rules, regulations and law
with a view to indicating areas that provide opportunities of
corruption. The objective of this group should be to develop
standard audit criteria for corruption auditing in various
departments and agencies. The group should also prepare master
trainers to train auditors in corruption auditing.

14. The SAl should obtain in its budget resources for the training of
its own staff as well for the staff of the executive departments and
agencies in creating awareness about corruption and preparing
them to combat corruption.




Authors

Recommendations

Muhammad Akram Khan
(2006)

Code of Ethics

15. The SAl should develop its own code of ethics. The head of SAI
should put in place a monitoring system to ensure that the auditors
observe the code of ethics in letter and spirit.

16. The SAl should also persuade the government to develop and
enforce code of ethics for all government employees.

Cooperation and Coordination

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

18. Fighting corruption requires cooperation and commitment at all
levels, from global to local and by government and NGO. The SAI
should make concerted efforts to be part of the global network
engaged in fighting corruption.

19. The SAl, public authorities, CSO, and private sector should join
hands in the fight against corruption through sharing of information
and active coordination for division of labor.

20. The SAl of different countries should sign MOU to cooperate
with one another in promoting and developing measure to prevent
and fight against corruption through international programs and
projects, including sharing training facilities on corruption auditing.

Additionally, Khan (2006) proposed guidelines for preparing the
auditors for fight against corruption that is consisted of :

a. Effective measures to prevent, detect, investigative, punish
and control corruption, including the use of evidence-
gathering and investigative methods;

b. Building capacity in development and planning strategic
anti-corruption policy;

c. A broad understanding of the operations of such public
functions as public procurement, land revenue, income
tax, custom, police, public works, utilities, etc where
corruption is widespread;

d. Anunderstanding of the find transfer mechanism and
money laundering techniques used by corrupt persons;

e. Understanding of the laws relating to whistle blowing,
protection of witness, experts and victims ;

f.  Audit criteria on corruption auditing for different
departments and functions.




Authors

Recommendations

Alastair Evans
(2008)

1. Focusing Audit Planning on Areas of High Corruption risk

2. Incorporating public input about potential irregularities and
malpractice

3. Implement specialized units
4. Building effective relationships with other national institutions

5. Building closer working relationship with law enforcement
agencies

6. Publicizing corruption risk

7. Engaging in technical cooperation with other SAls

Musa Kayrak
(2008)

1. Promoting transparency, accountability and good governance in
public financial management

2. Strengthening of financial management system
3. Improving public awareness

4. Investigating corruption and/or passing suspected cases to the
irrelevant authorities

5. Focusing audit on high risk areas
6. Helping identify fraud

7. Introducing new technique - IT audit

From table 1, we found that these recommendations could be categorized in
both preventive and detective roles. Both roles are involved SAlI mandates to anti-
corruption. However, the detecting role seems to be challenged for SAl to improve
concrete measures under audit function in detecting fraud and corruption. From the
results in part V (Introduction of typical audit practice), we found 21 typical
examples in detecting role in anti-corruption. However, we concluded these typical
examples in 6 best practices as follows; (a) to develop audit technique; (b) to
emphasize the investigative audit; (c) to create red flags; (d) to utilize general risk
assessment; (e) to uncover corruption and communication with judicial institutions

or law enforcement agencies; and (f) to develop knowledge sharing in detecting

technique.
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Part 2 SAl and improving anti-corruption measures in international level

1. The objective of this part is to discuss about measures which focused on
mechanism or relationship between SAl and international organization in anti-
corruption. Initially, there were 8 SAls which proposed their opinions for improving
measures in the international level as follows.

e SAI China or National audit office of People * s Republic of China (CNAO)
suggested that SAl should have a cooperation with international agencies in jointly
supervising Global financial institutions, to tracking suspicious activities as a whole,
to eliminate blind legal area and to prevent risk transferring and deteriorating.
Meanwhile, SAl should explore to establish intelligence, data and information
sharing system because they could save SAl energy in the process of negotiating,
judicial assistance.

e SAl India or Office of the Comptroller & Auditor General of India (CAG)
viewed that SAls should encourage bilateral and multilateral exchanges of views.
They should cultivate a permanent exchange of information and experience. Also
developing a network relationship with other enforcement agencies for sharing
information and training of personnel on reciprocal basis.

e SAl Indonesia or The Audit Board of Republic of Indonesia (BPK)
represented methods to establish between SAl and international organizations for
detecting corruption as following ; (a) by having MOU between/among SAls to share
each other knowledge and experiences in promoting capacity building to fight
against corruption ; (b) by actively jointing the international profession organization
like Association of Certified Fraud Examiner (ACFE) (See Box 2) ; (c) by actively
joining the international organization for SAls such as INTOSAI or ASOSAI; and (d) by
having cooperation with donor institution to enhance the SAl's capacities in
detecting corruption.

e SAl Iran or Supreme Audit Court of Islamic Republic of Iran (SAC)

explained the coordination between SAl Iran and several international organizations.
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For example, since 2012 SAI Iran has been a member of the INTOSAI Working Group
on Fight against Corruption and Money Laundering. In addition, Iran signed UN
Convention against Corruption (UNCAC) since 2009. Likewise, Iran has been
cooperated with World Bank and IMF in fighting against corruption and money
laundering. Both World Bank and IMF have been promoted measures to counter the
flow of illicit funds into the financial systems of countries and all aspect of corruptive
actions.

e SAl Korea or the Board of Audit and Inspection (BAI) described that SAl
Korea has been cooperated with INTOSAI over 50 years. Recently, SAl Korea and UN
DESA have reviewed existing literature on the role of SAls in the fighting corruption.
(The title is A UN-INTOSAI Joint Project: Collection of Important Literature on
Strengthening Capacities of Supreme Audit Institutions on the Fight against
Corruption.)

e SAl Malaysia or National Audit Department Malaysia (NADM) signed
MOU as a tool for bilateral cooperation with international organization. For instance,
SAl Malaysia signed MOU in the field of auditing, training and research with SAl
Afghanistan, Iran, Swaziland, Kyrgyzstan, and United Arab Emirates. Additionally,
they jointed in working groups, research project, and workshops of INTOSAI, ASOSAI
and ASEANSAI

e SAI Philippines or Commission of Audit (COA) illustrated their interesting
examples about coordination between SAIl Philippines and other international
organizations. For example, the cooperation of SAl Philippines and World Bank which
develop and adopt using the Integrate Results and Risk Based Audit (IRRBA).
Likewise, SAl Philippines jointed the project of Integrity for Investments Initiative (i3)
which contributed to inclusive growth by reducing costs of corruption to investments
and trade also promoting open and fair competition. This project will work together
with anti-corruption agencies as Office of the Ombudsman (OMB), Commission of
Audit, Civil Service Commission (CSC), Securities and Exchange Commission (SEC) and
the Governance Commission for Government —Owned and Controlled Corporations

(GOCCs).
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e SAl Turkey or Turkish Court of Accounts (TCA) recommended approaches
for coordinating between SAl and international organization. The first suggestion
was that SAl should set up feasible mechanism of communication and collaboration
among all actors in anti-corruption. The second was to disseminate knowledge and
share experience regarding the fight against corruption, for instance, organizing
conference and seminar where SAls and international organizations may share best
practices, limitations and areas for improvement. Additionally, SAl could carry out
international research projects together with academicians and theoretical or
empirical results could be shared with participants. Furthermore, a database
including the corruption cases detected by SAls could be set up to assist other SAls
and international organizations. Finally, SAls could launch joint and parallel audits in
relation to transparency and implementation of national anti-corruption strategies in
coordination and collaboration with international organizations. However, SAl
Turkey viewed that international efforts should be restricted solely to detect
corruption. Instead preventing corruption need to be paid attention by SAls as well
when discovering possible ways of international cooperation.

2. In conclusion, all SAls have been coordinated with international
organizations especially INTOSAI and ASOSAI. Normally, they jointed these
organizations as member. Meanwhile, they were participated anti-corruption
activities through working group, research project, seminar and workshop. In
addition, SAls utilized MOU as a tool for cooperation with international agencies.

3. Under international level, SAls should create coordinating framework
with international organizations as World Bank, IMF, Transparency International, and
ACFE also international funding resources. The framework should be focused on (1)
disseminating knowledge and share experience regarding the fight against
corruption, for instance, organizing conference and seminar where SAls and
international organizations may share best practices, limitations and areas for
improvement; (2) launching joint and parallel audits in relation to transparency and
implementation of national anti-corruption strategies in coordination and
collaboration with international organizations; and (3) establishing intelligence, data

and information sharing system among SAl and international agencies.
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Box 2
Association of Certified Fraud Examiner (ACFE)

The Association of Certified Fraud Examiners (ACFE) was established in

1988 which governs professional fraud examiners. Its activities include producing
fraud information, tools and training. It governs the professional designation of
Certified Fraud Examiner. The ACFE is the world's largest anti-fraud organization
and a provider of anti-fraud training and education, with nearly 75,000 members.
The Certified Fraud Examiner (CFE) credential denotes expertise in fraud
prevention, detection and deterrence. CFEs are trained to identify the warning
signs and red flags that indicate evidence of fraud and fraud risk. CFEs around the
world uncover fraud and implement processes to prevent fraud from occurring in

the first place.

Source: www.wikipedia.org and www.acfe.com

Part 3 SAl and improving anti-corruption measures in national level

1. The objective of this part is to discuss how to enhance SAI mandate
especially role of detecting corruption. In this part, seven SAls suggested to improve
anti-corruption measures in national level. However, we focused on main issues
which involved strengthening investigative powers in SAl mandate, developing anti-
corruption standard for public servants, and developing anti-corruption code of
conduct for business communities. The results could be concluded as follows.

e SAl China agreed with the suggestion of Kenneth Dye (2000) which
recommended that SAIl should strengthen investigative powers in SAl mandate. They
believed that investigative audit could play an importance role in combating

corruption and money laundering. This audit type is a tool which auditors could
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focus on certain issues or institutions/individuals for in-depth analysis, e.g. high risk
area, report clues, etc. Under investigative audit, auditors could utilize variety types
of resources, which cover commercial banks, industrial & commercial bureau, and
tax bureau and law enforcement agencies. Furthermore, by constructing early
warning system, auditors could monitor processes of targeted suspicious activities in
a time flow sequence which SAI china viewed that it could change the traditional
audit process of post audit to proactive audit.

Under national level, SAl China suggested the following measures to
improve the anti-corruption which the first measure was to enhance the joint
meeting for Economic Accountability System. However, SAl China should keep close
working relationship with the Commission for Discipline Inspection of the Central
Committee of the CPC. Also they should strengthen the guidance and supervision of
internal audit of government institutions and state owned business. Finally, they
should provide relevant guidance and supervision to enhance internal auditors’
capacities in preventing and detecting corruption.

In case of enhancing collaboration with anti-money laundering agencies
(AMLA), SAI China proposed that they should be joined as member of anti-money
laundering conference. SAls could get more information and cooperation with
AMLA. Likewise, they suggested extending the “Audit platform & data system of
commercial bank” program which auditor could gain remote access to banks’
database to obtain necessary information in analyzing suspicious activities (e.g.
doubtful transactions, bank loans information, etc.)

e SAl Indonesia agreed with the suggestion that SAl should strengthen
investigative powers in SAl mandate. The reason was that fraud may exist in any
area. Since fraud was hidden, thus we still need to enhance SAl’s capacity to uncover
fraud in all audit assignments. Meanwhile, SAl Indonesia explained that they did not
have direct authority to develop anti-corruption standard for public servants and
code of conduct. However, they attempted to support establishing anti-corruption
standard through a performance audit on Government Fraud Control System. (See
Box 3)

e SAl Iran explained their role about investigative power which SAIl did not

have fraud detection tools. SAls’ authority on the subject of detecting fraud and
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corruption is in the domain of financial documents that are reviewed during the
audit. Although auditing standards differ from the principles of inspection and
exploring corruption is not in the auditing standards, so the General Inspection
Organization of the Islamic Republic of Iran has duty to uncover corruption and SAl
Iran is mandated to prevent corruptive activities by adopting proper administrative
procedures. In addition, if during an audit of government agencies, SAIl discovers
corruption, fraud and money laundering, it will report the case to the Prosecution
Office of SAl Iran for further investigation and follow up.

e SAl Korea represented that under the Constitution and BAI Act, the BAI of
Korea has the investigate power to the government officers by inspecting and
examining whether they break the law or work in an illegal manners. Inspection
extracts problems of statutory and institutional, or administrative contradictions for
the prevention of corruption to disclose misconducts including personal inspection
(only for public-related officers) to be corrected and improved. Presently, SAl Korea
made an effort to build a cooperative relationship among other ACAs, such as law
enforcement agencies (police, supreme prosecutors’ office and etc.) Internal Audit
Units (IAUs) and ACRC (Anti-corruption and civil right commissions) by sharing
information and exchanging staffs regularly.

e SAl Malaysia clarified their cooperation with Malaysian Anti-Corruption
Commission which they signed MOU to implement a cross-fertilization program by
attaching officers from both agencies. The aim was to strengthen the ability and
capacity in terms of techniques to detect existence of malpractice, fraud, corruption
and violations of systems and procedures. Hence, SAl Malaysia has attempted to
move toward investigative audit with set up of Subject Matter Expert Team on
Fraud. Currently they conduct investigation on suspected fraud cases within SAl
mandate. In addition, they proposed code of ethics and declaration of assets as anti-
corruption standard for public servants. Likewise, they suggested the Integrity
Pledge in government procurement and contract as anti-corruption code of conduct

for business communities.
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¢ SAIl Philippines agreed that SAIl should strengthen investigative powers in
SAl mandate. SAIl Philippines viewed that contemporary audit standards impose an
obligation on the auditor, to take positive actions that will help assure the detection
of probable fraud if it exists. However, they still concerned the limitation of SAl in
detecting fraud. They gave reasons why auditors did not detect more fraud. The
main reason was lack of audit skill especially no experience, training or skill in fraud
awareness, detection and investigation. Interestingly, they criticized that auditors
were unaware of the implications of red flags or other fraud indicators that it made
failure to include fraud detection when planning audits. Additionally, it was failure to
follow up on fraud symptoms and indicators. However, SAl Philippines showed
patterns of cooperation between SAls and other agencies in national level in order to
anti-corruption. For example, COA collaborated with Office of the Ombudsman
(OMB) to created COA-OMB Joint Investigation Team which ensured the efficient
and successful filing, investigation and prosecution of cases involving graft,
corruption and violations of the ethical code of conduct for public officials and
employees. The joint team gave priority to the investigation and prosecution of
selected high profile cases.

e SAl Turkey viewed that most SAls, even if auditors find out suspected
cases of corruption, they are not able to investigate those cases elaborately by
means of carrying out all feasible methods. Beside the lack of necessary mandate or
limited powers, some SAls will not be able to launch full-fledged investigation given
the available audit resources (budget and human resources). That’s why most SAls
send such cases to the concerned authorities immediately. Hence, it might not
necessary to strengthen the investigative power of SAls. Besides, it should be kept in
mind that most SAls do not directly fight against corruption because of the nature of
the supreme audit function and lack of investigative powers should not be
considered as a detriment to the supreme audit function. SAls should be competent
enough to conduct an initial review of a suspected case so that they would not
involve judicial or other authorities into the case unnecessarily. If an SAl has the
mandate to investigate suspected cases of corruption, establishing “forensic audit
units” would help the SAl develop a systematic and methodological approach in

order to better investigate corruption indicators of suspected cases. Additionally,
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SAl Turkey explained that they are not equipped with the mandate to develop an
anti-corruption standard for public servants and code of conduct for business
communities.

2. Insummary, we found that the issue of strengthening investigative power
in SAl mandate seemed to be inconclusive. SAl China, Indonesia, and Philippines
agreed that SAIl should strengthen investigative powers in SAl mandate. Meanwhile,
SAl Korea referred that their mandates cover investigative power. Likewise, SAl
Malaysia attempted to improve their capacity in investigative audit with set up of
Subject Matter Expert Team on Fraud. However, it seems to be that SAl Iran and
Turkey viewed that even if auditors find out suspected cases of corruption, they are
not able to investigate those cases elaborately by means of carrying out all feasible
methods. This is the limitation of SAI to investigate fraud and corruption. Likewise,
SAI Philippines pointed that the obstacle of enhancing investigative audit was lack of
audit skill especially no experience, training or skill in fraud awareness, detection and
investigation. However, SAl Turkey suggested a concrete measure which establishing
forensic audit units would help the SAl develop a systematic and methodological
approach in order to better investigate corruption indicators of suspected cases. In
addition, most of SAIl explained that they were not relevant with developing anti-
corruption standard for public servants and code of conduct for business
communities.

3. Finally, SAls might improve concrete measure of anti-corruption in
national level through the cooperation framework with other Anti-Corruption
Agencies (ACAs) particularly in developing detective capacity for auditors. For
example, SAl China proposed to join as member of anti-money laundering
conference. SAl Malaysia utilized MOU as a tool to cooperate with Malaysian Anti
Corruption Commission. In addition, SAI might recommend government anti-
corruption system by using performance audit such as good example of SAl
Indonesia. Also SAI Philippines jointed with Office of Ombudsman to establish COA-
OMB Joint Investigation Team which gave priority to the investigation and

prosecution of selected high profile cases.
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Box 3
BPK and Performance audit on Government Fraud Control System

On 2011 SAIl Indonesia or BPK conducted a performance audit on Government Fraud
Control System. The audit objective was to assess the effectiveness of the design and
implementation of Government Anticorruption Efforts. The audit scope encompassed the
assessment of the design and implementation of prevention, detection, and responses system to
corruption developed by Government. One of the audit results was about the lack of ethics and
disciplinary conduct for civil servants. Most of the code of conduct developed by government did
not regulate the indiscipline attitude related to corruption, such as accepting illegal gratuities,
bribery, kickback, etc. Hence, their recommendation was to put a specific article in the code of
conduct related to anticorruption for the civil servants. The rule has to be clearly defined what

corruption is, and what is the sanction for civil servants who break the conduct.

Source: Result in part VI of SAl Indonesia

Part 4 SAl and improving anti-corruption measures in organization level

1. The aim of this part is to find the measures which strengthen detective role
particularly in developing audit techniques. In this part, we focused on four
dimensions, i.e. (1) planning stage, (2) stage of formulating audit program, (3) audit
techniques and methods, and (4) utilization of audit findings. From our results, we
found that 9 SAls showed their opinions for improving anti-corruption measures in

each dimension. The results could be concluded as follows.
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Planning Stage
Table 2 Highest area of corruption
SAls Highest area of How to detect corruption in the highest area
corruption
China 1.Public Fund 1) Assessment of auditee in compliance with law & regulations, as well as
Management the robustness of the internal control & reporting system;
2. Public works 2) Collection irregularity information about the auditee and the industry
3. Releasing of bank loans from law enforcement agencies, public media and whistle blowers;
4, Transfer land and 3) Screening out suspicious activities and preparing for further
mineral resource investigation.
4. Disposal of state owned
assets an investment of To identify suspicious activities, normally three ways will be taken:
state owned business <> Follow the fund flow: Tracking the flow of public fund,
and find out whether the unqualified institutions or
business enterprises got the fund, or public fund is
embezzled to private account.
<> Follow the transaction flow: Analyzing the transition
processes and find out the irregularities.
<> Analyze the power using and accountability system of
auditees to locate possible rent-seeking behaviors.
4) Access to external information = In order to fully reflect the process of
suspicious activities, auditors usually obtain variety of external information
to assist judgment, such as business registration information, tax payment
records, household registration information, property registration
information, and some cases even the personal accounts, etc.
India 1. Contracts of 1. Auditors should carry out an independent risk assessment and

service/procurement

2. Inventory and asset
management

3. Sanctions/clearances
4. Performance
information

5. Revenue receipts, cash
management

6. and other areas
involving public private

interface

prioritize/strategize their audit planning.

2. Based on the risk assessment, the auditor should develop audit objectives
and design audit procedures so as to have reasonable expectations of
detecting irregularities arising from presumptive cases of corruption.

3. Red flags for anti-corruption = At the commencement of each Audit,
information about fraud and corruption awareness, adequacy of internal
controls, detection and prevention policy and related environment
including any instances of fraud and corruption noticed since last audit and
any action taken on such instances including further strengthening of
internal control systems; is collected from the audited entity management.
4. During the course of audit, the audit team/officers are vigilant
(professional skepticism) and seek explanations/clarifications, if they come

across possible fraud or corruption indicators.
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SAls Highest area of How to detect corruption in the highest area
corruption
Indonesia Public Procurement By applying audit technique in such area, i.e. documentation, physical
examination, confirmation, analytical review, inquiries of the auditee,
reperfomance, observation. In addition, they could also apply investigative
technique, i.e. data mining, data recovery, net worth method and
expenditure method.
Iran 1. Revenue collection and For example in the case of loan payment by banks, SAl Iran controls

2. Payment facilities in instructions and documentary procedures to identify the possible problems.

banks. In revenue collection area, SAl Iran verifies the actual proceeds of figures
and statistics by audit checklists. SAl Iran also controls the mechanism of
internal controls and proper implementation of the law by the revenue
collection agency.
Korea Tax sector, construction 1. Risk assessment analysis by Audit and Inspection Research Institute (AIRI)
sector, education sector, and related teams, the BAI of Korea selected main fraud risk areas in every
defense sector, and the year.
contracting sector etc. 2. The BAI of Korea made a fraud control plan for the risk areas - Based on
the plan, it accumulates corruption related information and monitors
entities on a regular basis

Malaysia Public Procurement and To detect fraud and corruption effectively, a st