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ABSTRACT

The aim of this study is to explore the perception of Malaysian public sector auditors
concerning performance audit. These auditors’ opinion are on whether performance
audit is achievable, involvement of auditors in policy making, auditors’ professional
judgment in expressing audit opinion, involvement of other experts in performance
audit, constraints faced and the possibility of performance audit improving public
administration. This study used the survey method to collect the data. The respondents
were from the federal and state levels of the National Audit Department in Malaysia.
Descriptive analysis was used to derive the percentages and mean values of the data
collected. The results revealed that performance audit is achievable. The auditors
should be given the opportunity to influence policy decisions. Public auditors are not
the only profession to make audit judgment, but to team up with other groups of
profession in undertaking a performance audit. Lack of cooperation and commitment
from auditees in conducting a performance appeared to be the most severe constraint.
Finally, respondents believe that the performance audit could achieve better public
accountability, as well as be economical, efficient as well as effective in utilising
public resources. In conclusion, the research findings provide some informative
information to the researchers and practitioners particularly the government of
Malaysia.
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CHAPTER 1

INTRODUCTION

1.0 INTRODUCTION

This chapter provides an overview of the present study on public sector performance
audit and is divided into six sections. Section 1.1 offers a background of the study,
followed by problem statements in Section 1.2. Sections 1.3, 1.4, and 1.5 address the
motivation, research objective, and significance of the study, respectively. Finally,

Section 1.6 provides the organisation of this dissertation.

1.1 BACKGROUND OF THE STUDY
The public sector refers to the government, which, in Malaysia, consists of three main
levels — Federal Government, State Government, and Local Government (Ismail, Ali,
Fadzil, and Hussin, 2011). The public sector has considerable responsibility to the
public, in respect of health, human resources, transportation, communication,
education, and defence. Each financial year, there are budget allocations for each of
these areas to provide the necessary services to the nation and society at large. In
relation to the budget allocations, audit of the government entities is crucial to ensure
efficient utilisation of these allocations. Hence, this study focuses on the aspect of
auditing in the public sector entities.

Basically, there are three types of audit in the public sector — financial audit,
compliance audit and performance audit. The financial audit examines the true and
fair view of the public sector financial statements, whereas compliance audit inspects

and evaluates the activities or programmes of the different government departments



and whether they are complying with all the stipulated statutory rules, regulations, and
laws. Conversely, performance audit assesses the performance of the public sector
entities in achieving the stated objectives or goals, which are beyond the scope of the
financial and compliance audit (Glendinning, 2007; Guthrie, 1987).

The term ‘performance audit’ is used in this study as it is a common technical
terminology used in the public sector auditing literature (Hossain, 2010; Pollitt, 2003;
Ismail et al., 2011). As mentioned above, this term refers to an audit of whether the
public sector entities meet their goals in their activities, i.e. performance. Thus,
performance auditis an independent evaluation of three related elements in
government performance — economy, efficiency, and effectiveness (3Es), (Hossain,
2010; Keen, 1999; Pendlebury and Shreim, 1990). The element of economy refers to
how well the government input cost could be minimised, whereas efficiency refers to
the relationship between maximising outputs with the minimum input, and
effectiveness concerns the achievement of goals and desired results in public sector
organisations (Gronlund, Svardsten and Ohman, 2011). Although there are issues and
challenges concerning each of the three elements, auditing the effectiveness is claimed
to be the most challenging in a performance audit (Hossain, 2010; Pendlebury and
Shreim, 1990). Basically, these definitions are referred to in the context of this present
study.

The uniqueness of performance audit is that it provides an assessment
concerning the achievement of the objectives or goals of government policies. Upon
completion of an audit, greater public accountability and transparency of public
financial reporting are provided to the public. In other words, it can boost better
governance and attain greater public confidence in the performance of the

government.



After providing a brief background on the public sector and auditing in the
public sector, particularly that of the performance audit, the next section identifies the

problems in relation to the research objectives of this study.

1.2 PROBLEM STATEMENTS
In recent times, the society or public at large has become more concerned about the
financial management of the government (Buang, 2006; Ismail et al, 2011). In
particular, the concern is about whether the respective government departments have
utilised the yearly budget allocations economically, efficiently, and effectively.
Performance audit is one of the mechanisms in ensuring proper management of the
financial resources, which, ultimately, leads to better accountability of the government
to the public. As stated in the previous sections, a performance audit comprises three
components — economy, efficiency, and effectiveness. Of the three elements, the
effectiveness element of a performance audit poses the most challenging problem in
the eyes of the public auditors, although it does not mean that the economy and
efficient elements are free from problems. This is supported by Athmay (2008) who
claimed thatthe subjectivity in the objectives or goals of the government activities and
programmes creates a fundamental problem in undertaking an audit of effectiveness.
These problems and challenges could deter public sector auditors from
successfully carrying out a performance audit. They may also consider that the
effectiveness component of performance audit should not be audited as it is not
practical due to its challenges. Therefore, the current study explores the perception of
public sector auditors on performance audit as they are the individuals who have to

carry out an audit of the public entities’ performance. Thus, they are the ones who



would have an opinion on the feasibility and challenges of performance audit as well
as the component of effectiveness.

In light of the above, the present study focuses on certain aspects of a
performance audit such as, the concept of performance audits, suitability of public
sector auditors in undertaking a performance audit, other relevant professionals
involved in the performance audit, various constraints in undertaking a performance
audit and the impact of a performance audit on accountability. These issues were
addressed in the survey questionnaire that public sector auditors responded to in order
to give their views. Hence, after briefly discussing the problems regarding
performance audit, which warranted this study, the next section elaborates on the

motivation of the study.

1.3 MOTIVATION OF THE STUDY
There are a few motivations for this study. Firstly, the study is motivated by the
emphasis of the Malaysian Government on the importance of performance audit.
Specifically, in his speech, the Prime Minister, YAB Dato’ Sri MohdNajibTun Abdul
Razak, mentioned that public sector audits in Malaysia should focus on performance
audit (Abdullah, 2011).More importantly, the new budgeting system adopted by the
Malaysian Government, called the outcome based budgeting (OBB), and which
replaces the modified budgeting system, focuses on the outcome of projects or
programmes instead of the output in ensuring the effective utilisation of public
resources (Abdullah, 2011; Buang, 2006). This is in line with the performance audit,
which focuses on outcome rather than merely output.

Secondly, performance audit is not a recent issue and have existed since the

nineteenth-century (Flesher and Zarzeski, 2002). However, research and literature on



performance audit is still lacking internationally, particularly in Malaysia. Hence, the
present research aims to contribute to the literature on performance audit particularly
concerning the concept of performance audit, professional groups that participate in
carrying out a performance audit, constraints in undertaking a performance audit and
the impact of a performance audit on accountability.

Thirdly, the Auditor General (AG) of Malaysia, H.E. Tan Sri Dato’ Setia Haji
Ambrin Bin Buang, expressed his concern about the importance of public
accountability and the role of the public sector audit in discharging accountability. He
mentioned in his speech in Shanghai, China, that various parties of the society
including the media, non-governmental organisations, parliamentarians, central
agencies and the public at large are now more vocal in raising issues concerning the
government’s financial management and performance (Buang, 2006). Hence, to some
extent, the audited annual report of the government could be a means for the public to
obtain relevant information, such as government’s spending and collection of a
financial year.

Based on the above, the encouragement from the Malaysian Government as
well as inadequate research in this area has motivated this study. The next section

clearly states the research objective of this study followed by the research questions.

1.4 OBJECTIVE AND RESEARCH QUESTIONS OF THE STUDY

The aim of this study is to investigate the perception of public sector auditors on
performance audits in the Malaysian context. In order to achieve the aim of the
research, the research objective (RO) has been formulated as follows:

RO 1: To examine the perception of the Malaysian public sector auditors

concerning performance audit.



The following are the research questions (RQ) to meet the above
mentioned RO.
RQ 1:  Should effectiveness be an element of a performance audit?
RQ 2: Do auditors need to get involved in policy making in order to perform well

in a performance audit?
RQ 3:  Are auditors the appropriate profession to carry out a performance audit?
RQ 4: What other professions should be involved in a performance audit?
RQ 5:  What are the obstacles to carrying out a performance audit?
RQ 6: Does a performance audit improve public administration?
Based on the above, the present research can be best described as an

exploratory study as the aim is to discover the perception of the public sector auditors

concerning performance audit.

1.5 SIGNIFICANCE OF THE STUDY

This exploratory study is expected to contribute considerably to various parties. To the
best knowledge of the researcher, so far, there is no similar study on the perception of
the public sector auditors concerning the performance audit in Malaysia. Therefore, it
is hoped that this study would fill the gap in the literature and trigger more research
concerning the public sector, particularly in relation to public sector audits.

The findings of the present study are also important to the government,
National Audit Department (NAD), other practitioners, academicians, students, and
the public at large, as it provides them a better understanding concerning the
performance audit on the Malaysian Government, particularly concerning the concept
of the performance audit and several important issues of performance audit in

Malaysia.



Moreover, it is believed that the empirical evidence offered in this study
provides insightful information to the Malaysian Government and NAD, which will
enhance the quality of performance audits, and thereby improve the efficiency of the
government, particularly by overcoming the constraints and challenges in carrying out
the performance audit, as well as obtaining involvement from other relevant

professions.

1.6 ORGANISATION OF THE STUDY
This study has been organised into five chapters:

Chapter 1 Introduction: the first chapter provides an overview for this research.
It consists of the background of this study, problem statements, research objective,
and motivation, as well as the significance of this study.

Chapter 2 Literature Review: this chapter reviews the prior literature on
performance audit. Firstly, it provides a general explanation concerning the types of
audit in the public sector, followed by a review of the concept of performance audit.
Next, it examines the conceptual and empirical studies being carried out on
performance audit. This chapter concludes by identifying the gap in the literature.

Chapter 3 Conceptual Framework and Research Method: this chapter provides
a conceptual framework underlying the concept of the performance audit. The
accountability framework has been applied in this study and justification of the link to
performance audit is provided. This chapter continues with a discussion on the
research method applied in this study. The discussion includes an explanation of the
sample selection, data collection method, research design, pilot test, and statistical

analyses.



Chapter 4 Findings and Discussion: this chapter focuses on the analyses of the
research findings through the use of Statistical Package for Social Sciences (SPSS),
presenting all relevant diagrams and tables, and providing a thorough discussion of the
demographics and findings.

Chapter 5 Conclusion: This is the final chapter of the study. This chapter
consists of the conclusion for the study, implications of the findings, limitations, and
contributions of the present research. Finally, it concludes with potential

recommendations for future studies.



CHAPTER 2

LITERATURE REVIEW

2.0 INTRODUCTION

This chapter reviews the literature related to this present study. It consists of four
sections. Section 2.1 provides a general explanation on auditing in the public sector.
This is followed by a discussion on performance audit and a review of prior studies on
performance audit in Sections 2.2 and 2.3, respectively. Section 2.4 identifies the gap
in the literature and presents the summary of the chapter. Different terminologies will
be used interchangeably in this chapter as different countries, and, consequently,
different studies, have applied dissimilar terms for performance audit, such as
‘management audit’, ‘operational audit’, ‘value for money (VFM) audit’ and

‘comprehensive audit’.

2.1 AUDITING IN THE PUBLIC SECTOR

Auditing is an investigatory service by the auditors to examine the truth and fairness
of the financial statements, as well as the completion of all the required documents
and accounting records that are prepared in accordance with the Acts and Standards
(Jones and Bates, 1990). Auditing is one of the crucial mechanisms that could enhance
public sector accountability in utilising public money (Jones and Bates, 1990;
Muniain, 2005).In other words, relevant government authorities, such as public sector
auditors, carry out necessary investigations to ensure the proper utilisation of public
money and to detect its misuse. This is crucial to enable better management of funds

to run a country.



In Malaysia, the Malaysian Audit Act (1957) Section 6 governs the audit of
public sector organisations (NAD). Under this Act, public auditors are required to
ensure that public money has been properly safeguarded, utilised and recorded.
Furthermore, authorised activities are to be carried out economically, efficiently and
effectively.

In general, there are two types of audit — internal audit and external audit.
Internal audit refers to ensuring the proper management of operations with sound
internal control systems in order to detect any material fraud or error in an
organisation. This function is normally carried out by independent internal auditors in
the internal audit department of an organisation(Jones and Bates, 1990).

On the other hand, external audit refers to the role of performing verification
on records and ensuring proper compliance with the programmes or activities of an
organisation. This role is undertaken by external qualified bodies, such as private
auditors from accountancy firms or the auditor general from the public sector (Jones
and Bates, 1990). Under the external audit, there are three common types of audit —
financial audit, compliance audit and performance audit (Rauf et al., 2008).

A financial audit in the public sector is carried out in accordance with the
provision of the Malaysian Federal Constitution and Malaysian Audit Act 1957
(NAD). This is to ensure a sound accounting and financial system, so that all
accounting transactions are under proper control and authorisation (Jones and
Pendlebury, 2000). The financial audit has the priority among other types of audit,
because its objective is to report on the true and fair view of the financial statements
and their compliance with all the required legal and regulatory requirements.

Next, is the compliance audit, which is a mandatory audit under the Malaysian

Audit Act, 1957 (NAD). It is used to verify that all incurred expenditure has been

10



approved and is in accordance with the policies, laws and regulations (Jones and
Pendlebury, 2000). The auditors will report on the degree of compliance of the
government financial or operating activities in accordance with stipulated rules and
policies.

Finally, the performance audit is the audit to ensure that the government is not
paying extra public money for any spending on goods or services but solely to achieve
the established goals or objectives of a public organisation (Rauf et al., 2008). The
following sub-section further explains the definition, components, and the needs of a

performance audit.

2.2 PERFORMANCE AUDIT

A performance audit comprises three elements, i.e. the 3Es — economy, efficiency and
effectiveness (Jones and Pendlebury, 2000). According to Jones and
Pendlebury(2000), a performance audit is an examination of the economy, efficiency
and effectiveness of an undertaken programme or activity of a public entity to achieve
the established goals and objectives. Moreover, Flesher and Zarzeski (2002) defined a
VFM audit or operational audit as a non-financial audit, as it is an operational
assessment of an entity to enhance the efficiency and effectiveness of the public
administration.

A standardised definition of a performance audit could lead auditors to the
right path with less confusion when undertaking an audit. This is because, various
countries have their own definition and practice of what comprises a performance
audit. It may not necessarily be all the 3Es. As agreed by Grimwood and Tomkins
(1986), a standard definition is needed before the audit assessment is undertaken.

Conversely, if auditors have dissimilar understanding on the definition then it could

11



create various subjective judgments, which would reduce the credibility of the audited
report. Even though such a definition is important, a standardised definition of a
performance audit is little emphasised in practice. Nevertheless, the following
discussion explains the components of a performance audit.

Economy means the ‘provision of what, in the light of any given policy, at any
given time, is required at minimum cost’ (Glendinning, 2007). Thus, economy is
assessed based on the quantity and quality elements with the aim of avoiding the
unnecessary spending of public money. Whereas, efficiency refers to the maximum
output of achievement from the resources provided in a programme or activity
(Glendinning, 2007). In addition, effectiveness means attaining the intended results
through the utilisation of resources economically and efficiently (Glendinning, 2007).

Each element plays its respective crucial role in undertaking a performance
audit. Audit of the economy element is the least challenging issue, as it can be audited
using various economic methods. However, in terms of efficiency, it is more
challenging compared to the economy element. This is because it needs to ensure the
indicated objective is met. In this respect, not all programmes or activities have clearly
specified objectives, as it is not easy to specify goals or objectives. Since effectiveness
combines the elements of economy and efficiency, the challenge of defining
objectives under efficiency would also have implications for measuring effectiveness.
As a result, the effectiveness element presents the main problem, both theoretically
and practically.

In theory, the definition of effectiveness is actually relatively general, for
instance, ‘attaining of good result’. The issue is, how should the auditor evaluate

whether a good result has been achieved? In practice, many auditors are concerned
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