
Fundamental Principles of 
Public-Sector Auditing 

 
1- Public-sector auditing and its objectives 

Public-sector auditing can be described as a systematic process of 
objectively obtaining and evaluating evidence to determine whether 
information or actual conditions conform to established criteria. Public-
sector auditing is essential in that it provides legislative and oversight 
bodies, those charged with governance and the general public with 
information and independent and objective assessments concerning the 
stewardship and performance of government policies, programmers or 
operations. 
 SAIs serve this aim as important pillars of their national democratic 
systems and governance mechanisms and play an important role in 
enhancing public-sector administration by emphasizing the principles 
of transparency, accountability, governance and performance. All 
public-sector audits start from objectives, which may differ depending 
on the type of audit being conducted. However, all public-sector 
auditing contributes to good governance by:  
 

• providing the intended users with independent, objective and reliable 
information, conclusions or opinions based on suf icient and 
appropriate evidence relating to public entities;  
 

• enhancing accountability and transparency, encouraging continuous 
improvement and sustained con idence in the appropriate use of public 
funds and assets and the performance of public administration;  
 

• reinforcing the effectiveness of those bodies that exercise general 
monitoring and corrective functions over government, and those 
responsible for the management of publicly-funded activities;  
 

• creating incentives for change by providing knowledge, comprehensive 
analysis and well- founded recommendations for improvement.  
 
 



2.Types of public-sector audit  
Financial audit focuses on determining whether an entity’s  inancial 
information is presented in accordance with the applicable  inancial 
reporting and regulatory framework. This is accomplished by obtaining 
suf icient and appropriate audit evidence to enable the auditor to 
express an opinion as to whether the  inancial information is free from 
material misstatement due to fraud or error.  
Performance audit focuses on whether interventions, programmers 
and institutions are performing in accordance with the principles of 
economy, ef iciency and effectiveness and whether there is room for 
improvement. Performance is examined against suitable criteria, and 
the causes of deviations from those criteria or other problems are 
analyzed. The aim is to answer key audit questions and to provide 
recommendations for improvement.  
Compliance audit focuses on whether a particular subject matter is in 
compliance with authorities identi ied as criteria. Compliance auditing 
is performed by assessing whether activities,  inancial transactions and 
information are, in all material respects, in compliance with the 
authorities which govern the audited entity. These authorities may 
include rules, laws and regulations, budgetary resolutions, policy, 
established codes, agreed terms or the general principles governing 
sound public-sector  inancial management and the conduct of public  
of icials. SAIs may carry out audits or other engagements on any subject 
of relevance to the responsibilities of management and those charged 
with governance and the appropriate use of public resources. These 
engagements may include reporting on the quantitative outputs and 
outcomes of the entity’s service delivery activities, sustainability 
reports, future resource requirements, adherence to internal control 
standards, real-time audits of projects or other matters. SAIs may also 
conduct combined audits incorporating  inancial, performance and/or  
compliance aspects.  
 
 
3.ELEMENTS OF PUBLIC-SECTOR AUDITING 
• The auditor: In public-sector auditing the role of auditor is ful illed by 
the Head of the SAI and by persons to whom the task of conducting the 
audits is delegated.  
• The responsible party: In public-sector auditing the relevant 
responsibilities are determined by constitutional or legislative 



arrangement. The responsible parties may be responsible for the 
subject matter information, for managing the subject matter or for 
addressing recommendations, and may be individuals or organizations.  
• Intended users: The individuals, organizations or classes thereof for 
whom the auditor prepares the audit report. The intended users may be 
legislative or oversight bodies, those charged with governance or the 
general public.  
 
4.Con idence and assurance in public-sector auditing  
 
The intended users will wish to be con ident about the reliability and 
relevance of the information which they use as the basis for taking 
decisions. Audits therefore provide information based on suf icient and 
appropriate evidence, and auditors should perform procedures to 
reduce or manage the risk of reaching inappropriate conclusions. The 
level of assurance that can be provided to the intended user should be 
communicated in a transparent way. Due to inherent limitations, 
however, audits can never provide absolute assurance.  
 
PRINCIPLES OF PUBLIC-SECTOR AUDITING 

1. Ethics and independence  
Auditors should comply with the relevant ethical requirements and be 
independent Ethical principles should be embodied in an auditor’s 
professional behavior. The SAIs should  have policies addressing ethical 
requirements and emphasizing the need for compliance by each auditor. 
Auditors should remain independent so that their reports will be 
impartial and be  seen as such by the intended users. Auditors can  ind 
guidance on independence in the ISSAI 10 – Mexico Declaration on SAI 
Independence. Guidance on the key ethical principles of integrity, 
objectivity, professional competence and due care, con identiality and 
professional behavior are de ined in ISSAI 30 –Code of Ethics. 

2. Quality control  
Auditors should perform the audit in accordance with professional 
standards on quality control An SAI’s quality control policies and 
procedures should comply with professional standards, the aim being to 
ensure that audits are conducted at a consistently high level. Quality 
control procedures should cover matters such as the direction, review 
and supervision of the audit process and the need for consultation in 



order to reach decisions on dif icult or contentious matters. Auditors 
can  ind additional guidance in ISSAI 40 – Quality Control for SAIs. 

3. Audit team management and skills   
The individuals in the audit team should collectively possess the 
knowledge, skills and expertise necessary to successfully complete the 
audit. This includes an understanding and practical experience of the 
type of audit being conducted, familiarity with the applicable standards 
and legislation, an understanding of the entity’s operations and the 
ability and experience to exercise professional judgment. Common to all 
audits is the need to recruit personnel with suitable quali ications, offer 
staff development and training, prepare manuals and other written 
guidance and instructions concerning the conduct of audits, and assign 
suf icient audit resources. Auditors should maintain their professional 
competence through ongoing professional development. Where relevant 
or necessary, and in line with the SAI’s mandate and the applicable 
legislation, the auditor may use the work of internal auditors, other 
auditors or experts. 
  

4. Audit risk 
The audit risk is the risk that the audit report may be inappropriate. The 
auditor performs procedures to reduce or manage the risk of reaching 
inappropriate conclusions, recognizing that the limitations inherent to 
all audits mean that an audit can never provide absolute certainty of the 
condition of the subject matter.  

5. Materiality 
Determining materiality is a matter of professional judgment and 
depends on the auditor’s interpretation of the users’ needs. This 
judgment may relate to an individual item or to a group of items taken 
together. Materiality is often considered in terms of value, but it also has 
other quantitative as well as qualitative aspects. The inherent 
characteristics of an item or group of items may render a matter 
material by its very nature. A matter may also be material because of the 
context in which it occurs. Materiality considerations affect decisions 
concerning the nature, timing and extent of audit procedures and the 
evaluation of audit results. Considerations may include stakeholder 
concerns, public interest, regulatory requirements and consequences 
for society.  

6. Documentation 



Audit documentation should include an audit strategy and audit plan. It 
should record the procedures performed and evidence obtained and 
support the communicated results of the audit. Documentation should 
be suf iciently detailed to enable an experienced auditor, with no prior 
knowledge of the audit, to understand the nature, timing, scope and 
results of the procedures performed, the evidence obtained in support 
of the audit conclusions and recommendations, the reasoning behind all 
signi icant matters that required the exercise of professional judgment, 
and the related conclusions.  
 

7. Communication 
It is essential that the audited entity be kept informed of all matters 
relating to the audit. This is key to developing a constructive working 
relationship. Communication should include obtaining information 
relevant to the audit and providing management and those charged with 
governance with timely observations and  indings throughout the 
engagement. The auditor may also have a responsibility to communicate 
audit-related matters to other stakeholders, such as legislative and 
oversight bodies.  

8. Auditors should conduct a risk assessment or problem analysis 
and revise this as necessary in response to the audit  indings 
The nature of the risks identi ied will vary according to the audit 
objective. The auditor should consider and assess the risk of different 
types of de iciencies, deviations or misstatements that may occur in 
relation to the subject matter. Both general and speci ic risks should be  
considered. This can be achieved through procedures that serve to 
obtain an understanding of the entity or programme and its 
environment, including the relevant internal controls. The auditor 
should assess the management’s response to identi ied risks, including 
its implementation and design of internal controls to address them. In a 
problem analysis the auditor should consider actual indications of 
problems or deviations from what should be or is expected. This 
process involves examining various problem indicators in order to 
de ine the audit objectives. The identi ication of risks and their impact 
on the audit should be considered throughout the audit process.  
 

9.  Auditors should plan their work to ensure that the audit is 
conducted in an effective and ef icient manner 



Planning for a speci ic audit includes strategic and operational aspects.  
Strategically, planning should de ine the audit scope, objectives and 
approach. The objectives refer to what the audit is intended to 
accomplish. The scope relates to the subject matter and the criteria 
which the auditors will use to assess and report on the subject matter, 
and is directly related to the objectives. The approach will describe the 
nature and extent of the procedures to be used for gathering audit 
evidence. The audit should be planned to reduce audit risk to an 
acceptably low level.  
Operationally, planning entails setting a timetable for the audit and 
de ining the nature, timing and extent of the audit procedures. During 
planning, auditors should assign the members of their team as 
appropriate and identify other resources that may be required, such as 
subject experts.  
 
10.Reporting and follow-up 
The audit process involves preparing a report to communicate the 
results of the audit to stakeholders, others responsible for governance 
and the general public. The purpose is also to facilitate follow-up and 
corrective action. In some SAIs, such as courts of audit with 
jurisdictional authority, this may include issuing legally binding reports 
or judicial decisions.  
Reports should be easy to understand, free from vagueness or 
ambiguity and complete. They should be objective and fair, only 
including information which is supported by suf icient and appropriate 
audit evidence and ensuring that  indings are put into perspective and 
context. The form and content of a report will depend on the nature of 
the audit, the intended users, the applicable standards and legal 
requirements. The SAI’s mandate and other relevant laws or regulations 
may specify the layout or wording of reports, which can appear in short 
form or long form.  
 
 
11.Opinion  

When an audit opinion is used to convey the level of assurance, the 
opinion should be in a standardized format. The opinion may be 
unmodi ied or modi ied. An unmodi ied opinion is used when either 



limited or reasonable assurance has been obtained. A modi ied opinion 
may be:  
• Quali ied (except for)– where the auditor disagrees with, or is unable 
to obtain suf icient and appropriate audit evidence about, certain items 
in the subject matter;  
• Adverse– where the auditor, having obtained suf icient and 
appropriate audit evidence, concludes that deviations or misstatements, 
whether individually or in the aggregate, are both material and 
pervasive;  
 
Disclaimed– where the auditor is unable to obtain suf icient and 
appropriate audit evidence due to an uncertainty or scope limitation 
which is both material and pervasive.  
 
 
 
 
 


