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PREFACE
Corruption is a complex phenomenon and is rooted in the institutional and societal attributes of a country. The institutional attributes refer to such phenomena as wide discretionary powers of state functionaries, minimal accountability, weak punitive mechanism for corrupt behavior, lack of transparency, extremely low salaries of government employees and absence of incentives for honesty and integrity. The societal attributes include curbs on freedom of expression, tribal affiliations, and allegiances to personal relationships, customs of hospitality and mutual give and take, and low legitimacy of the government. 
There is a general agreement that corruption has a negative impact on development. Evidence from all over the globe confirms that corruption harms the poor, hinders economic development, reduces social services and diverts investment away from infrastructure, institutions and social services. 

The auditors’ role in fighting corruption is directly related to the political will of the country about anti-corruption. If political will to fight corruption is weak, there is not much the auditors can do. 

The present Guide aims at enhancing awareness about corruption, its indicators and risks and possible recommendations that the auditors can make in their reports. It takes the auditors along, step-by-step, from audit planning to audit reporting. It intends to alert the auditors about avenues through which corruption seeps in the public institutions. The focus of the Guide is helping the auditors propose reforms that would minimize incentives and opportunities for corruption in the institutions. Without focusing on institutions, the fight against corruption would remain symptomatic. 
The Guide devotes a lot of space to corruption in procurement and human resource management areas. The reason is that these functions provide wide highways for corruption. Besides, the Guide devotes some space to other government functions such as general administration, capital works, revenue collection agencies, judiciary and education. It is not possible for any such Guide to cover all government functions, as the role of government is also changing with the developments in information technology and globalization. Besides, corrupt persons devise new methods and techniques to by-pass the controls against corruption. It is an ever-going fight with a moving target. The auditors, like all other institutions engaged in fighting corruption, can never be complacent with their toolkit. It has to be reviewed every now and then to remain up to date, as new corrupt practices emerge.  Having said that, the Guide provides a basic framework for conducting a corruption audit. Once the auditors are familiar with the basic techniques, they can apply them to almost any type of government, public sector or private sector organization with suitable modifications.
Some of the key ideas presented in the Guide are as follows:

(a) The auditors will need to come out of the cocoon of internal documentary evidence. They would need to collect information from outside sources such as users of a public facility, client organizations, general public and Internet. A distinctive feature of the methodology for corruption audit is surveys of general public as well as surveys of the users of a service. In compliance auditing, for example, surveys are a rare exercise. However, in corruption auditing, this would be one of the primary techniques. 

(b) The Supreme Audit Institutions (SAIs) should have power to audit the accounts of individual tax payers if there is a reasonable basis to believe that corruption has taken place due to collusion of tax employees and the individual tax payer, causing significant losses to the public exchequer. 

(c) The government should consider setting up a standing commission for reviewing all operational procedures, rules and regulations and even laws with a view to modifying them to minimize opportunities for corruption. The SAIs need to work with this commission as close partners. 

(d) The SAIs should open their doors to public interaction. They should devise some mechanism to involve general public or concerned citizens in planning the audit work. The focus should be on inviting suggestions about the audit of those areas which, the people think, have greater opportunities for corruption. 

(e) The SAIs should publish the audit reports in easy-to-understand language for the general public and disseminate them widely. It would encourage general public to take interest in the affairs of the state and demand accountability from the executive government. 

(f) There has been a lot of lip-service to the implementation of audit recommendations. However, there is no institutional arrangement in the developing world that ensures that the future development plans take into account past audit recommendations. This needs to be done in the interest of economy, efficiency and effectiveness of SAIs and to plug unethical holes in governance.  

(g) The international community should join hands in developing training material on corruption auditing and in training master trainers in the developing countries. They should provide financial and technical help to the developing countries for strengthening of the SAIs. 

The organization of the Guide is as follows. Chapter one gives scope and objectives of corruption auditing.  Chapter two highlights a summary view of the global concern about corruption and the need for fighting it. Chapter three tries to define the role of auditors with respect to corruption, in particular, the role of government auditors and that of the SAIs. 
Rest of the Guide, to the second last chapter, follows the familiar three-step audit procedures: planning, executing and reporting. Chapter four introduces the audit planning process. Chapters five through seven elaborate this process. Specifically, chapter five lays down audit criteria for corruption on four basic issues: procurement, governance, public performance reporting and human resource management function. These criteria are only for illustrative purposes. Similar criteria will be developed by the auditors while auditing other functions. Chapter six discusses how to build an inventory of corruption opportunities in a particular audit setting. For the sake of illustration, this Guide takes up departments of general administration, procurement, capital works, human resource management, privatization, finance, audit, revenue collecting departments such as income tax, customs, land revenue, judiciary, and education. On the basis of guidance provided in this chapter, the auditors can build an inventory of corruption opportunities in almost any audit assignment. Chapter seven introduces an innovative concept. It pertains to Corruption Opportunity Test (COT). The chapter guides the auditors about development and application of the COT, so that they can narrow down their focus to only those areas where the risk of corruption is higher. 
Chapters eight and nine discuss corruption audit execution. Chapter eight deals with audit program in its generic terms. It provides useful tips to auditors while engaged in fieldwork. Besides, it includes nine case studies as illustrations of corruption noted by the present writer in his work during the past few years. The meat of these case studies is based on actual happenings that the author came across during his long years of experience. However, the names and basic facts have been altered to hide any semblance with reality. Chapter nine explains how performance auditing methodology can be applied in corruption auditing. Chapter ten deals with reporting results of corruption audit. Again, it takes the same set of departments which were discussed in chapter six for building inventory of corruption opportunities. For each of these departments, it guides the auditors to possible recommendations for containing and fighting corruption. The last chapter focuses on the role of SAI in fighting corruption. This chapter has been developed with a view to making this Guide useful for SAIs and alerting them to the role they can play in steering the fight against corruption. 
I started working on this Guide in year 2000 but could not finish it quickly due to my official engagements. However, the real stumbling block was the absolute lack of any existing material on corruption auditing. Most of the writers on the subject have dealt with fraud auditing, which is quite valuable on its own right. However, corruption being a secretive trade, leaving very little tell-tale in documents, has not been amenable to traditional auditing methods. For quite some time, I had to scramble for a handle on the subject. At last I am able to present the results of my humble expedition in this arena. 
The methodology in this Guide is presented with all humility and with a view to learning from the readers and practitioners. I have benefited from the literature on corruption and I am thankful to all those authors and organizations who have published it. A list of the sources is given at the end of this Guide. My thanks are also due to my colleague Catherine Gatungo-Lewis, who took a lot of pains to proof-read the manuscript and to my secretary Nagda el Soiem for providing secretarial support. 
Muhammad Akram Khan
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