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1 Summary and Recommendations

1.1 Executive Summary

Purpose and Scope of this Study

The purpose of this study is an assessment of the feasibility of the establishment of an office of the State Audit Organization in Luang Prabang Province. The Study involved a short-term consultancy (about 15 days).  Firstly, the current situation of the State Audit Organization was examined. The Study then considered the feasibility of opening a SAO presence in Luang Prabang, the level of official support for such an event and how an Office presence of the State Audit Organization for the Northern region might be phased in.  

This study was not intended to be a critique of the State’s audit role or function.  It was clear during the early days of the consultancy that interventions at this level would be both beyond the scope of this Study as agreed with the Auditor General, and would also constrain the ability to undertake a meaningful analysis of the possibilities at the provincial level within the time available. It has been completed in the knowledge that there was an on-going in-depth examination of the State Audit Organization in progress (ADB TA 3771-Lao) and that a more fundamental review of the State inspection/auditing machinery will be considered at national level later in 2004.
1.1.1 Role and Performance of SAO.  

The State Audit Organization is one of three main administrative bodies involved in state inspection and auditing; -

· State Audit Organization ( 32 Staff), 

· State Inspection Agency (33 Staff) and 

· Inspection Department of the Ministry of Finance (20 Staff). 

The State Audit Organization was established by Prime Minister Decree PM 174 on 4th August 1998 as “the highest auditing institution of Lao PDR” and reporting directly to the Prime Minister.  The SAO is headed by a Chief, with the rank of Minister, appointed by the President on the advice of the Prime Minister and the endorsement of the National Assembly. Two Decrees enacted in early 2004 re-clarified the role of the State Audit Organization and the State Inspection Authority. The net effect of these two new Decrees seems to be a reaffirmation that the State Audit Organization is the supreme audit institution of the State, with all powers of external audit, including financial, compliance and performance, wherever public funds are utilized. 

Thus the State Audit Organization has a wide responsibility, as it is required to conduct external audits of all public bodies, - viz. ministries and other government organizations, State enterprises (such as Lao Aviation, Electricite du Lao, etc.), international loan projects (of the likes of Asian Development Bank and World Bank) - and to certify their financial records, to verify compliance with relevant laws and to examine efficiency and effectiveness, - i.e. financial audit, compliance audit and performance audit.

Although on paper the SAO has a comprehensive legal mandate and powers over a wide target client-base of public funds users, it has experienced constraints and difficulties in meeting these obligations in a meaningful way. There are institutional and especially operational impediments. These constraints affect the scope, quality and consistency of audits undertaken.
A severe lack of suitably qualified staff appears to be the main impediment to meeting performance targets and responsibilities, but the scope of the workload and the required resources/time input are also a factor. The new operational plan being formed by SAO sees a need for an increase from 22 auditors at present to 43 within five years. Skill levels are currently regarded as insufficient to carry out external or internal audits to international standards - inspectors and auditors have received little guidance or training. Currently there is no university or government training for public auditors.  

1.1.2 Luang Prabang  auditing position and needs

Luang Prabang Province replicates the administrative structures of central government and thus has the same basic auditing needs as Vientiane. The State Audit Organization is not aware of any specific problems with compliance in Luang Prabang, but has a wish to expand its presence from Vientiane with two new regional offices. Luang Prabang would be the preferred base to serve the eight Northern provinces. The Department of Finance believes that there are sufficient auditing needs to keep a small team of national auditors usefully employed.

The establishment of the State Audit Organization in Luang Prabang would probably be on a phased basis starting with 4 Auditors (and 3 Support Staff) and concentrating on government Departments and equivalents. This would gradually rise to 10 Auditors and expand the work to include State-owned Enterprises. Further increases of staff or target clients have not yet been defined by the SAO.
As neither the State Audit Organization nor State Inspection Agency currently has a regional presence in Luang Prabang, the primary body involved in financial inspection within the Province is the Department and Ministry of Finance. The State Audit Organization did carry out an audit in the Province in 2002, and identified areas for procedural improvement to the Provincial Finance Department. 

1.1.3 Support for SAO in Luang Prabang 

Government support

There is strong support from all stakeholders, including SAO, Office of the Governor, Department of Finance and Ministry of Finance, for the establishment of a State Audit Organization presence in the North, - preferably in Luang Prabang.

There appears to be no legal impediment to establishing an Office of the State Audit Organization in Luang Prabang.
Resources and Training 

The State Audit Organization would be prepared in principle to re-allocate some serving auditing staff, - perhaps with some new trainee auditing staff, - to a Luang Prabang Office, if one were to be established. The State Audit Organization has said that it would welcome the support and cooperation of the GPAR Luang Prabang Project in this regard.
The Finance School in Luang Prabang, which serves the 8 Northern Provinces, currently has no capability to give training on Public Auditing. It is considered unlikely that this situation will change in the near future. However, the possibility does exist to identify potential apprentices to work with seasoned staff of the State Audit Organization as part of a possible on-the-job training scheme. These apprentices could be assigned to the Luang Prabang Office of the State Audit Organization and could receive special support, e.g. in Dongkhamsang, the Ministry of Finance’s Tax and Customs Training Institute, in Vientiane) or other externally sourced training, if made available. The issue of resourcing and training should be one for a suitable Task Group (as being proposed in the Recommendations) to address. 
Conclusion

This Study concludes that there is indeed a recognized need for an auditing office at the provincial level. While it does not seem feasible in the short term to establish one in every province, the establishment of regional offices, serving several neighbouring provinces, is a sound initial step. In this regard, Luang Prabang has already been identified as the centre for the Northern region.

1.2 Recommendations

There are two primary options open to us when considering what, if anything can be usefully done in Luang Prabang Province at this juncture. One option is to simply do nothing - postpone any initiatives on the basis that there is no point introducing a Provincial Office of a model that is currently experiencing difficulties itself. There is a certain obvious logic in deciding to wait to ‘fix’ the State Audit Organization at national level first, before trying to introduce it into the Provinces. 
However, this approach is perhaps too simplistic as: 
· It doe not consider the wider issue of political will and support that currently exists in Luang Prabang Province and in Vientiane for the establishment of a northern regional Office of the State Audit Organization in Luang Prabang.
· Nor does it consider the benefits that such a clear demonstration of the Provincial Authority’s commitment to good governance and sound financial management would signal. 
· Furthermore, a positive decision would lay the basis of a State Audit Organization presence, for the first time, at sub-national level and present a learning experience on how to pilot, resource, train and manage the decentralization of this fundamental State institution. 
· The time factor, - including staff identification and training, office establishment and support, etc., - should also be considered and an early decision would be timely in the context of further planned reviews of the State inspection function.  
· The institutionalized support that a presence of the State Audit Organization would give to the newly introduced National Accounting System in Luang Prabang province is also a positive consideration.
In consideration of the above, and in the knowledge that a fundamental review of the State inspection/auditing machinery is being planned, the following course of action is recommended.

1. Build on the current government support and move now to establish an Office of the State Audit Organization in Luang Prabang Province. This will establish a base model, which can later be more easily adapted and updated in line with future developments at national level.

2. The approach at this point of time should be a simple role-out of the existing State Audit Organization model in Vientiane, as it will 

i. ease the introduction of the Service in Luang Prabang Province, 

ii. facilitate the timely appointment of a existing auditing staff and  Office Head, 

iii. simplify training of apprentices, and 

iv. require no legal changes or specific enabling statutory instruments 

3. GPAR to consider support to the equipping of a suitable Office, office premises to be provided by government authorities. GPAR to consider support dedicated training of a selected staff – to be selected by the State Audit Organization. Local support staff to be identified by Office of the Governor, Department of Finance, Finance School Luang Prabang and State Audit Organization. 

4. Consideration be given to identify and supporting appropriate staff training (internal and external) in conjunction with relevant stakeholders

5. A Task Group to be established, - comprising official stakeholders, and including GPAR Luang Prabang and GPAR Vientiane. This would be an effective way of driving forward the establishment of a Provincial Office of the State Audit Organization and ensuring that it is formally linked to the planned review of   mechanisms of State institutions (including the auditing/ inspection aspects).
2 Scope of Study 

Good public financial management is a prerequisite for efficient, effective and economical governance of the State. In its efforts to overcome poverty, it is essential that the Government can have confidence in the integrity of the public finances and its investments.  An effective external audit function is central to providing, and demonstrating, this confidence.  There is always the need for a strong audit and inspection capability to intervene effectively throughout the entire implementation process in the delivery of government services and projects.

With an increased focus on financial management in the Lao PDR, it is accepted that there is a need to formally establish additional measures and strengthen existing mechanisms to ensure accountability and transparency in financial management within the State apparatus, at the central as well as at the local levels. 

The UNDP Governance and Public Administration Reform (GPAR) program assists the government of Lao in its efforts to upgrade the capacity of the Lao public administration and establish a basis for the implementation of reforms to improve overall governance in Lao PDR, - including accountability, transparency, participation, predictability and the rule of law.  The GPAR programme is designed to incorporate reform activities at the central, provincial and local levels. Substantive progress at the sub-national level to date has been in the development of a project in the province of Luang Prabang.   Within this framework, GPAR Luang Prabang has been operating, since 2001, as a pilot project supporting the Provincial Administration to develop good governance and a better public administration. One of its focus areas is to provide an analysis of the feasibility of establishing a Provincial Office of the State Audit Organization in Luang Prabang and make recommendations on an appropriate course of action. (The Terms of Reference for this Study are attached as Appendix 1.)

Thus, the overall context of this Feasibility Study is good governance, including transparency, accountability, predictability and the general strengthening of the rule of law.  The present study was prepared with the assistance of a short-term consultancy, to review the present scenarios and practices and advise on how an effective audit function might be supported in Luang Prabang province. It is not intended to be neither a critique of the State’s audit role or function, nor a scoping exercise for a technical assistance to the State Audit Organization at the central level. The author was aware during the course of this Study that there was an on-going examination of the State Audit Organization in progress; -  Asian Development Bank (TA 3771-Lao) was actively engaged in examining “Institutional strengthening of the State Audit Organization”. 
Thus it was clear during the early days of the consultancy that addressing the issues at the central level or recommending interventions would both be beyond the scope of this Study as agreed with the Auditor General, and would also constrain the ability to undertake a meaningful analysis of the possibilities at the provincial level. It is clear that such a comprehensive intervention at national level would require a much greater input in terms of time and resources, involving a much longer process of consultations with the government at central and provincial levels. Moreover, this report was prepared in the knowledge that GPAR  II at Central level (with Asian Development Bank cooperation), plans to assist the Prime Minister’s Office, to undertake a  general review of the machinery of Government in late 2004, including a fundamental review of statewide inspection and auditing functions. 
3 Methodology

3.1 General Approach

The methodology employed was a combination of: 

· interviews with GPAR project technical advisors and staff;

· desk-research,

· interviews with the State Audit Organization and other stakeholders (see Appendix 2), 

· survey (see Appendix 5) and 

· sharing of information and experiences with related Projects and development partners.

4 Survey of the State Audit Organization

4.1 Background and Legal framework

There are currently three main administrative bodies involved in state inspection and auditing. These are described in the following sub-sections.

A. Inspection Department of the Ministry of Finance

Before 1998, the state financial inspection function was carried out nationwide by the Inspection Division of the Ministry of Finance and its line offices at provincial and district levels.  The Inspection Department (internal audit) of the Ministry of Finance, with some 20 staff, also conducts financial audits, primarily of other departments within the Ministry of Finance and provincial Departments of Finance and of Finance Units in other Ministries.  It is debatable if these are really external audits or simply internal control, as the Finance officers working in each line Ministry is, in fact, a Ministry of Finance staff member on secondment to the ministry/organization in question. In any event, the Ministry of Finance has developed an inspection manual, which is currently awaiting Ministerial approval, to assist its inspection function.

B. State Audit Organization
 

The State Audit Organization was established by Prime Minister Decree PM 174 on 4th August 1998 (Appendix 3) as “the highest auditing institution of Lao PDR” and reporting directly to the Prime Minister. A second Decree PM 24 (Appendix 4) was enacted on 25th February 2004 with the intention of clarifying its role and responsibilities more clearly, especially vis-à-vis the State Inspection Agency (see below). Similarly a new Decree (PM 10; - Appendix 5) governing/clarifying the role of the State Inspection Agency has been enacted on 26th January 2004. 

This legal framework effectively reaffirms the role of the State Audit Organization as the supreme audit institution of the State, with all powers of external audit, including financial, compliance and performance, wherever public funds are utilized. In contrast, the State Inspection Agency has national responsibility to fight against and prevent violation of the laws, the abuse of power, negligence, bribery and corruption. In addition, the SIA it should consider from a legal basis, public complaints and suggestions relating to illegal actions of Public Servants and State Administration Organizations.

C.  State Inspection Agency (SIA)

The State Inspection Agency was created from the break up of the Party and State Inspection Authority in 2001 (the Central Control Committee continues to report directly to the Party).   The duties of the State Inspection Agency include inspecting the same bodies as the State Audit Organization, “to verify compliance with government directives and regulations in the implementation of the government budget” and in particular to ensure they are operating in accordance with the Decree on Anti-Corruption (PM 193/1999). The recent Decree PM 10/ January 2004 further affirms the State Inspection Agency’s national responsibility to fight, from a legal perspective, and prevent violation of the laws, the abuse of power, negligence, bribery and corruption. The State Inspection Agency has about the same number of staff as the State Audit Organization, which was created three years’ earlier - a combined total of about 65 people.

There are several other bodies having more limited and specific inspection functions, including:

· Business Promotion Office (to reform State Enterprises);

· Committee for Planning & Cooperation; 

· Bank of Lao PDR (Supervision of financial institutions); and

· Internal inspection units of ministries, provinces and enterprises.

In short, while both organizations still have inspection duties over public entities and operations, their roles have been clarified essentially as national external audit (State Audit Organization) and illegal actions and corruption (State Inspection Agency). It remains to be seen how successful this clarification of roles and of the overlap of responsibilities will be in practice.

4.2 Role and Responsibilities of the State Audit Organization

The State Audit Organization, as the Supreme Audit Institution of the Lao PDR has the following main duties: 

· Audit organizations and projects using national funds;

· Audit domestic and foreign investment projects, infrastructure projects and foreign assistance including other special programmes;

· Audit State enterprises, State-private joint ventures, enterprises in receipt of loans from State banks;

· Certify and comment on accounting statements, figures, data and financial reports of organizations fully or partly financed by the State:

· Summarize and report to the Prime Minister;

· Report yearly to the National Assembly on its operations;

· Preserve audit documents and maintain confidentiality;

· Conduct annual and five year budget planning; and 

· Organize and direct the scientific study and the use of information technology in auditing activity.

The State Audit Organization has a wide aegis of responsibility, including ministries, committees, similar ranking organizations, provinces, municipalities, Special Zones, districts, State banks, State enterprises, public joint ventures, and any other State organizations using public funds or fully or partially financed by loans from State banks. In effect, the State Audit Organization has the power to conduct external audit of all public bodies to certify their financial records, to verify compliance with relevant laws and to examine efficiency and effectiveness, i.e., financial audit, compliance audit and performance audit.

The following Table illustrates the scale of the State Audit Organization’s large target base (this does not include Project accounting, which is financially substantial and demanding to audit).

	State Audit Organization Target base (not incl. ODA)*
	Number

	Govt. Organizations (Ministry equivalent)
	15

	Provinces
	16

	Municipality
	1

	Special Zone
	1

	State owned Enterprises
	57

	State/Private Joint Ventures
	21


(* Does not include project accounting for foreign and government resources in development projects)

4.3 SAO Organizational Structure

The State Audit Organization is located in the Office of the Prime Minister’s Office, - as is the State Inspection Agency. The State Audit Organization is headed by a Chief, with the rank of Minister, appointed by the President on the advice of the Prime Minister and the endorsement of the National Assembly. The one Deputy Chief is appointed and removed by the Prime Minister on the advice of the Chief. The Decrees are silent on the length of term of the Chief or the mechanism for removal. 

PM 174 divides the State Audit Organization into three departments, Administration, Auditing Government organizations and enterprises and Auditing joint-ventures investment projects. PM 24 February 2004 adds a function on information technology. There is provision to establish branches/subsidiaries, as deemed necessary. The State Audit Organization receives its own state grant-in-aid, and has its own stamp and uniform.

4.4 Human Resources 

Staff Numbers

There are currently 32 staff in the State Audit Organization, 10 of who are in Administration. Of the remaining 22 active auditing staff, 9 are described as professional. It is clear that the State Audit Organization is seriously understaffed. In 1999, with the assistance of the Asian Development Bank (TA 2987-Lao, Establishing the National Audit Office) a five year operational plan identified that 50 staff would be required by 2003 to effectively meet the auditing requirements and statutory duties of the State Audit Organization. However, even if the original planned complement of 50 staff was achieved, the question of their capacity to meet the assigned responsibilities to the large and diverse client base in an acceptable manner has now been highlighted by Asian Development Bank’s latest report Accounting and Auditing in Lao PDR ( draft report, March 2004 - an output of TA 3771-Lao) 

Asian Development Bank/ State Audit Organization’s latest projections for minimum staff numbers, as per the draft new strategic operational plan (2004-09) are as follows;

	Current
	2004/05
	2008/09

	22 Auditors +10 Admin / Support staff
	27 Auditors + 10 A/S staff
	43 Auditors + 10 A/S staff.


There is an inherent concern and assumption about further capacity development of these staff, if they are to be effective in meeting the operational targets and standards. As of the date of this Study, there is no final decision on the sourcing or appointment of the additional staff, as identified above. 
Formal Education / Training in Auditing

The National University of Lao is the only public university in Laos offering Bachelor’s degrees. The Faculty of Economics and Management require students to take two semester courses (128 hours) in accounting; - there is no course in auditing.  There are plans to add a Department of Accounting and Finance in 2005. Several colleges offer diplomas in accounting, but again, without an auditing module. The Lao Association of Accountants seems to be simply a trade interest group, but the Lao Institute of Certified Public Accountants (LICPA) requires a 6-month course of study and relevant number of years' experience. LICPA is a member of the ASEAN Federation of Accountants. The Banking Institute has a 2 year course and MoF has similar for Tax and Customs (Dongkhamsang Institute). There is no equivalent for public auditors. 

4.5 Performance
 of the SAO 
The State Audit Organization’s assigned target-base is extensive, covering government organizations, public enterprises and international projects. For example, it is required to audit ministries and other government organizations, State enterprises such as Lao Aviation, Electricite du Lao, etc., to international loan projects, such as from the Asian Development Bank and World Bank 

As referred to above, the State Audit Organization adopted an Asian Development Bank backed five-year operational plan (2000 – 2004). However, this is reported to have been too ambitious and has not been adhered to. A severe lack of suitably qualified staff appears to be the main impediment to meeting performance targets and responsibilities, but the scope of the workload and the required resources and time input were, perhaps, also underestimated. In short, the plan underestimated the human resources required to do a meaningful, effective audit on such a large and diverse target base and the lack of sufficient, qualified staff has further compounded the problem. 

State Audit Organization - Comparison of Planned work versus Completed. (2003)

	Audits in 2003
	Per Plan (2000 –‘04)
	Per  2003 Plan
	Completed by 31 May

(8 mths)

	Ministries
	10
	1
	0

	Provinces & Municipality
	18
	7
	6

	State-owned Enterprises
	57
	6
	2

	Joint Venture companies
	21
	2
	2

	Asian Development Bank loan Projects
	15
	14
	9

	World Bank loan Projects
	10
	0
	n/a

	Other loan Projects
	0
	4
	3


Source: Asian Development Bank

The staffing constraint is also reflected in the consistency of audits undertaken. In some instance, planning procedures and ‘pre-audit’ scoping (tests to determine risk areas, internal controls, and consequent nature and scope of the audit) were carried out and documented, but this is not evident in all cases. Similarly, the quality of audit research and implementation is reported to be variable. It is the practice to issue Audit Opinions in accordance with internationally recognized categorization of Unqualified, Qualified, Adverse or Disclaimer. However, some concern has been expressed to the consistency of understanding and assigning these ratings.  

The latest SAO statistics, which are published periodically in the newspapers, indicate the scale of the situation; -

	Audit Opinions
	%

	Unqualified
	0

	Qualified
	70

	Adverse
	30

	Disclaimer
	0


Source: State Audit Organization

While Decree PM 192/1999 on Implementation of the Budget Law requires the State Audit Organization to certify the Ministry of Finance’s annual Revenue & Expenditure Report, an audit of the consolidated financial statements of Lao PDR has never been planned or conducted.  

The same Budget law requires all government ministries and agencies to be audited at least every three years. It is not immediately clear if this requirement is met.

4.6 SAO codes of Practice

The State Audit Organization’s own audit manuals, introduced in 1999, are in need of updating, according to the Auditor General.  Apparently, they have seen only limited use as perhaps they are somewhat inappropriate for the circumstances on the ground, and are reported to be more seriously deficient in some areas. 

4.7 International Standards

While there are various requirements for many specific areas, e.g., Enterprise Accounting laws, regulation for disbursement of ODA Projects, etc., there appears not to be an official standard or an official mechanism for national recognition of international auditing standards. The Auditor General has, however, attended regional meetings of national auditors association (Asean Organization of Supreme Audit Institutions - ASOSAI). Membership of such international standards organizations will be necessary if the integrity of Lao PDR national accounts and other public financial statements is to be assured.    

4.8 Technical Assistance provided by other agencies

Since the establishment of the State Audit Organization by Prime Minister’s Decree dated 5th August 1998, the Asian Development Bank has been to the forefront in providing ongoing technical support to the State Audit Organization and also to accounting practices in general. ADB Technical Assistance 2987-Lao, (1999) Establishing a National Audit Office helped to lay out the State Audit Organization’s operational roadmap, including standards, resources, etc. This support has been followed by the current project TA 3771-Lao, Institutional Strengthening of the State Audit Organization.  General support to accounting standards has been the subject of further ADB project TA 3309-Lao Enhancing Government Accounting Regulations and Practices, March 2003 (i.e. the National Accounting System that is currently being piloted in Luang Prabang by GAPR Luang Prabang Project). As mentioned earlier, GPAR II at Central level (with ADB cooperation), plans in late 2004 to assist the Prime Minister’s Office, to undertake a general review of the machinery of Government, including a fundamental review of statewide inspection and auditing functions. Therefore it is clear that the current role and practices of the State Audit Organization are the subject of ongoing interventions and changes. The question is how might this state of flux impact on the issue of establishing a Provincial Office of the State Audit Organization in Luang Prabang? In considering this core question, it is necessary to refer to the current auditing practices and needs in the Province and also to establish the political will to support such an initiative, both at Central and Provincial level. These are address below.
5 Auditing practice/experience in Luang Prabang  

5.1 Current audit situation in Luang Prabang 
As is the case in all other provinces, the Luang Prabang Department of Finance, with assistance from the Ministry of Finance inspectors, is the main entity carrying out financial and compliance (with Budget) inspections in the Province.

Neither the State Audit Organization nor the State Inspection Agency has a permanent presence in Luang Prabang province. It is reported that the State Inspection Agency has never visited the Province. The State Audit Organization came to Luang Prabang for a total of three months in 2002. Its focus was on the provincial Department of Finance divisions as well as Finance units in other line Departments and District. Their report was also furnished to provincial Finance Department officials, reportedly with some recommendations for strengthening rules and procedures.  
5.2 Considering a State Audit Organization in Luang Prabang 

Scale of auditing problem

In general the Lao governmental and administrative system as existing at central level is currently replicated in each Province, - and indeed most Districts. Thus Luang Prabang Province and most other provinces, have the same number of governmental organizations as in Vientiane. This replication of administrative structures in the provinces has implications for auditing requirements and structuring. The State Audit Organization’s current view, as express to the author, is that SAO would like to open two regional offices in the not too distant future, one in the North region, at Luang Prabang and one for the southern regions, probably in Pakse, Savanaketh.  SAO’s current thinking, as reflected in their emerging new operational plan, envisages a phased intervention in Luang Prabang as per table below. 
	Audit Targets
	Numbers
	SAO plans/priorities
	Planned Staff Requirements

	Line departments 
	15 Department + 5 Equivalents
	immediate target
	4 Auditors + 3 to 4 Admin

	State-owned Enterprises
	Main initially (e.g.  El du Lao, Lao Air, Lao Telecom, Nam Papa, La Poste,) 
	medium term (2-3 years)

“ All in due course”
	10 Auditors + 3 to 4 Admin

	Joint Venture companies
	SAO no specific information
	longer term

“ All in due course”
	

	Asian Development Bank loan Projects
	
	“Subject to negotiation”
	

	World Bank loan Projects
	
	“Subject to negotiation”
	

	Other loan Projects
	
	“Subject to negotiation”
	


The State Audit Organization is not aware of any specific problems with compliance in Luang Prabang, but would like to ascertain this situation by conducting more regular and in-depth inspections. As mentioned previously, the SAO’s visit to Luang Prabang in 2002 did identify areas for improvement and it made some procedural recommendations to the Provincial Finance Department.
GPAR Luang Prabang Project is currently in cooperation with Department of Finance and Asian Development Bank to support an Audit Awareness Workshop to be held in Luang Prabang, - probably in August 2004.  This Workshop will further help to quantify the scale of the current situation and further condition the environment for the establishment of a Provincial presence of the State Audit Organization.

Government support 

Decree 174, which established the State Audit Organization, clearly provides that subsidiaries/branches or units of National Auditing Organization may be established in some localities, as deemed necessary. The State Audit Organization is of the opinion that any decision to establish a Provincial office is an operational one and thus may be taken by the Auditor General under existing legislation. Therefore, there appears to be no legal impediment to establishing an Office of the State Audit Organization in Luang Prabang. 
Given the scope of the needs outlined, the Office of the Governor has expressed interest in the possibility of establishing an office of the State Audit Organization in the Province. The Provincial Administration understands and welcomes initiatives that will increase transparency and accountability and it believes that the achievement of such goals will, in particular, directly enhance revenue collection in Luang Prabang Province.  The Department of Finance, as has the Ministry of Finance in Vientiane, has also expressed its support, indicating that there are sufficient needs in the Province and its 11 Districts to keep a small team of national auditors usefully employed.  
The State Audit Organization’s current aspiration is for two regional offices, including one serving the Northern region, to be based in Luang Prabang. The SAO’s emerging new operational plan envisages a phased roll-out, starting with 4 Auditors and admin support of 3 or 4 staff and rising over a period of three years to 10 Auditors and same Admin support staff. - see Table above. 
The State Audit Organization has clearly expressed its support for the establishment of an Office in Luang Prabang Province. Initial discussions indicate that the State Audit Organization would be prepared in principle to re-allocate some serving auditing staff, perhaps with some new trainee auditing staff to a Luang Prabang Office, if one were to be established in line with its outline plans for a phased roll-out in the Northern region. The State Audit Organization has said that it would welcome the support and cooperation of the GPAR Luang Prabang Project in this regard.  

The issue of the potential ‘overlapping-but-distinct’ roles between a Provincial State Audit Organization office and the Department of Finance, Luang Prabang, was not discussed with the State Audit Organization, the Department of Finance or the Office of Governor at this stage, as this is essentially a matter to be determined by central government, in due course. Moreover, the larger issue of State-wide inspection and auditing functions is to be examined in more depth, in the near future, by the Prime Minister’s Office through PACSA, with GPAR Central and Asian Development Bank cooperation, as explained earlier. 
5.3 Finance School Luang Prabang 

In considering how a provincial audit office might be staffed, it is necessary to consider the existing finance training facilities in the province/region. The Ministry of Finance’s Finance School in Luang Prabang, - which is independent of the Provincial Department of Finance, - serves the 8 Northern Provinces of Lao PDR and has 1,005 students, all of whom are currently in their third and final academic year. GPAR Luang Prabang has been in on-going discussions with the School and there may be a staggered intake of students in future, resulting in more manageable format of 3 classes (Year 1, 2 & 3). The question of additional support in the form of teacher training (e.g. in Dongkhamsang, the Ministry of Finance’s Tax and Customs Training Institute, in Vientiane) and computer equipment (for practical hands on training in the National Accounting System), is also currently under discussion. 

It must be noted, however, that, the Finance School does not currently have the resources to introduce and sustain a dedicated training in Public Auditing. It is considered unlikely that this situation will change in the near future. However, the possibility now exist to identify selected students from this Year’s graduates to become potential apprentices, to work with the more seasoned staff of the State Audit Organization as part of an on-the-job training scheme. If a provincial office were established, these apprentices could, perhaps, be assigned to the Luang Prabang Office of the State Audit Organization and could receive special support from GPAR Luang Prabang, if it continues into a further Phase in 2005.

6 Findings 
The focus of this Study is the feasibility of establishing an office of the State Audit Organization in Luang Prabang province. Of necessity and in accordance with the Terms of Reference, the current situation of the State Audit Organization was first examined. The Study then considered the feasibility of opening a SAO presence in Luang Prabang, the level of official support for such an event and how an Office might initially be structured. The Findings below follow this approach.  
6.1 State Audit Organization
Role and Performance of SAO.  
General assessment of current situation
Although on paper the SAO has a comprehensive legal mandate and powers over a wide target client-base of public funds users, it has experienced constraints and difficulties in meeting these obligations in a meaningful way. There are institutional and especially operational constraints. A comparison of Planned work versus Completed (see Table Page 17) shows that there is a large shortfall in delivery rate.
SAO Institutional constraints

In Lao PDR, the State Audit Organization reports directly to, and through, the Prime Minister. In most, - but no means all countries, - the national audit institution is accountable directly to national parliament and not through the very Executive (public administration) that it has to audit; - i.e. it is an independent constitutional institution of State. The issue of constitutional independence of the audit authority from the public administration that it is should objectively audit and independently assess, does not fall within the terms of this Study.
There is also an apparent lack of clarity and division of responsibility between the State Audit Organization and other inspecting bodies. In Lao PDR, there continue to be overlaps in auditing and inspection mandates among the three main general-administrative inspection bodies (State Audit Organization, State Inspection Agency, and Ministry of Finance) and a number of other more specifically focused bodies. The greatest difficulty for the State Audit Organization in regard to competing or overlapping roles seems to be with the State Inspection Agency. While the new Decrees seek to address this issue and clarify roles (State Audit Organization as the supreme audit institution of the State and the State Inspection Agency as the State anti-corruption/quasi-ombudsman organization), it is too early to say whether this will effectively resolve the past difficulties. 
In this regard, a final observation is that in many countries this issue of overlaps between auditing and anti-corruption inspections does not arise as the two functions reside within the one office. 
SAO Operational constraints

The greatest operational impediments experienced by the State Audit Organization relate to staffing; - both numbers and suitable qualifications.

All the institutions responsible for auditing and inspection are generally understaffed. The State Inspection Agency and State Audit Organization have only a combined total of about 65 people; the Ministry of Finance’s inspection division number about 20 staff. These levels of staff numbers in the State Audit Organization (22 active) make it impossible to provide effective audit coverage across all government ministries, provinces, state-owned enterprises, joint ventures, foreign-aided projects and other recipients of public funds.  A severe lack of suitably qualified staff appears to be the main impediment to meeting performance targets and responsibilities, but the scope of the workload and the required resources/time input are also a factor. 

Skill levels are currently regarded as insufficient to carry out external or internal audits to international standards - inspectors and auditors have received little guidance or training. Currently there is no university or government training for public auditors.  The National University of Lao has plans to provide an accounting module in 2005; there may be an opportunity now at the design stage to include a section on public auditing. 
There appears to be little opportunity for in-service training or up-grading of qualifications. At the national level, there is a need for an integrated Personnel plan that embraces current staff needs and identifies future requirements for support to government educational/training needs for public auditors. Private sector accounting and audit capabilities is regarded as variable. While there are accountancy associations, - (the Lao Institute of Certified Public Accountants – LICPA is a member of the regional ASEAN body, there is no national accreditation or endorsement of international professional standards.

Other Technical Assistance to SAO
The current role and practices of the State Audit Organization is the subject of ongoing interventions and changes since its establishment in August 1998. The Asian Development Bank has been to the forefront in providing ongoing technical support to the State Audit Organization to date. GPAR II at Central level (with ADB cooperation), plans in late 2004 to assist the Prime Minister’s Office, to undertake a general review of the machinery of Government, including a fundamental review of statewide inspection and auditing functions.

Funding

The State Audit Organization has its own grant-in-aid from the State. The question of the levy of reasonable fees could be further visited. It appears that fees are charged in some instances but the level seems to be low. Given the national and international importance of a proper independent and competent national audit, any restriction of the effectiveness of the office due to shortage of funds would be short-sighted. Adequate funding should be relatively easier to address in contrast to the operational shortcomings outlined above. 

6.2 Auditing practice in Luang Prabang 

Current auditing position and needs
Luang Prabang Province replicates the administrative structures of central government and thus has the same basic auditing needs as Vientiane.  Neither the State Audit Organization nor State Inspection Agency has a regional presence in Luang Prabang. The primary body involved in financial inspection within the Province is the Department and Ministry of Finance. The State Audit Organization carried out an audit in the Province in 2002, and identified to the Provincial Finance Department areas for procedural improvement. 

The State Audit Organization says that while it is not aware of any specific problems with compliance in Luang Prabang, that it would like to ascertain this situation by conducting more regular and in-depth inspections. It is part of the State Audit Organization’s planning to expand its presence from Vientiane and it currently envisages one base for the Northern region, - probably in Luang Prabang, and one for the Southern region.  
The State Audit Organization establishment in Luang Prabang would most likely be on a phased basis starting with 4 Auditors (and 3 Support Staff) and concentrating on government Departments and equivalents and gradually rising to 10 Auditors and expanding its operations to include State-owned Enterprises. Further increases of staff or target clients have not yet been clarified by the State Audit Organization. 

The Department of Finance believes that there are needs to keep a small team of national auditors usefully employed.

GPAR Luang Prabang Project is currently in cooperation with Department of Finance and Asian Development Bank to support an Audit Awareness Workshop to be held in Luang Prabang, - probably in August 2004, which will further help determine the need for a State Audit Organization presence in the North. 
Support for SAO in Luang Prabang 
There is strong support from all stakeholders for the establishment of a State Audit Organization presence in the North, - preferably in Luang Prabang.

The State Audit Organization is of the opinion that any decision to establish a Provincial office is an operational one and thus may be taken by the Auditor General under existing legislation. There appears to be no legal impediment to establishing an Office of the State Audit Organization in Luang Prabang.
The Office of the Governor has expressed its interest and support for the establishment of an office of the State Audit Organization in the Province. The provincial Department of Finance has also expressed its support as has the Ministry of Finance in the Capital.
The State Audit Organization has clearly expressed its support for the establishment of an Office in Luang Prabang Province. The State Audit Organization would be prepared in principle to re-allocate some serving auditing staff, - perhaps with some new trainee auditing staff, - to a Luang Prabang Office, if one were to be established. The State Audit Organization has said that it would welcome the support and cooperation of the GPAR Luang Prabang Project in this regard.
Finance School Luang Prabang 

The Ministry of Finance’s Finance School in Luang Prabang, serving the 8 Northern Provinces, is the only existing finance training facility in the province/region.
While the question of support in the form of teacher training and computer equipment is separately under discussion with GPAR Luang Prabang project, it must be noted, however, that, it is unlikely that the Finance School currently has the resources to introduce and sustain a dedicated training in Public Auditing.
However, there is the possibility to discuss with all the stakeholders an ‘apprentice scheme’ to the State Audit Organization in Luang Prabang, as part of an on-the-job development and training.  The National University of Lao’s plans to provide an accounting module in 2005; may also present an opportunity at the design stage to include a section on public auditing. 
Auditing practice in other countries 

The limited scope of this Study does not allow the meaningful research and assessment of current practices in other relevant countries. The situation and practices in regional countries will, no doubt, be addressed as part of the more comprehensive research and analysis being planned, by the Prime Minister’s Office through PACSA, with GPAR Central and Asian Development Bank support. 

6.3 Conclusion

This Study concludes that there is indeed, a recognized need for an auditing office at the provincial level. While it does not seem feasible in the short term to establish one in every province, the establishment of regional offices, serving several neighbouring provinces, is a logical one. In this regard, Luang Prabang has already been officially identified as the centre for the Northern region.
Although there is strong support at the provincial and national levels for such a move, important practical considerations will determine whether this is feasible or not. More in-depth discussions need to be had with the State Audit Organization and provincial authorities about the scope of such an office. Discussions will need to take place with the stakeholders on the issues of funding, resources and training. Consequently, there is a need to institutionalize a mechanism, such as a task group of appropriate interests, to address these issues in depth. 

7 Appendices

APPENDIX 1 : Feasibility Study Terms of Reference 

Background

With an increased focus on decentralised financial management in the Lao PDR, it is accepted that there is a need to strengthen mechanisms to ensure accountability and transparency in financial management within the State apparatus at the central as well as at the local levels. There is a need for a strong audit and inspection body, capable to intervene rapidly where and whenever necessary. 

Overall Objective

Reporting to the GPAR Luang Prabang project (Lao 01/003 - “The Project”), the Consultant will work in close collaboration with the State Audit Organization at central level in conducting a feasibility study for the establishment of a pilot provincial office of the State Audit Organization in Luang Prabang. The feasibility Study will be undertaken and completed to the satisfaction of “The Project” within the agreed timeframe and costings.

Specific Focus

· To examine the role and function of the State Audit Organization

· To analyse and report on the current strengths and weaknesses of the audit functions of the State Audit Organization.

· To analyse the relationships with other government financial inspection bodies, - including the State Management Inspection Commission (State Inspection Agency) and the Ministry of Finance’s Inspection Department. 

· To look closely into the issue of personnel resourcing, both for the central State Audit Organization, as well as for the provincial pilot.

· To consider the role and responsibilities of a Provincial Office of the State Audit Organization, having regard to the Prime Minister’s Decree (No. 174/PM of 5/8/1998) on the establishment and operation of the State Audit Organization.

· To identify and address any obstacles and constraints and the effects that they might have on the prospects of establishing a Provincial Office of the State Audit Organization in Luang Prabang. 

· Consideration will also be given to the potential impact of other relevant Technical Assistance initiatives.

Overall Output

1. The Feasibility Study should provide a clear analysis of the feasibility of establishing a Provincial Office of the State Audit Organization in Luang Prabang, giving options and making recommendations on an appropriate course of action. 
2. The final Report will be presented to the Leading Committee on PAR in Luang Prabang and the consultant will facilitate Workshop in Luang Prabang to discuss and share experience with relevant bodies and other provincial Offices (through central GPAR and the DPACSM).
APPENDIX 2 : List of Interviewees

Below are the names of some of the people met in the course of this Study. It is not an exhaustive list. Gratitude is extended to all who contributed to this Report, whether specifically named or not.

This list should be ordered by organization, not alphabetically by first name

	Name
	Organization

	Bikash Dash, Mr
	GPAR Program Officer, UNDP Lao

	Bouakhong Nammavong, Dr
	Chef de Cabinet, Luang Prabang and NPD of GPAR Luang Prabang (Lao 01/003)

	Bounthanh Sisouphanh, Mr
	Project Manager GPAR Luang Prabang 

	Bounthone Thipphavong, Mr
	Finance Unit, Office of the Governor , Luang Prabang

	Darath Boupha , Mr
	Director General, Projects Audit Department

	Fe Valera, Ms
	Asian Development Bank T/A 3771-Lao

	Khamdua Yiakuanoheuvang, Mr
	Vice Governor, Luang Prabang Province

	Khammoune Viphongxay, Mr
	Director General, Prime Minister's Office 

	Khamthavong Khanthong, Mr
	Head of Teaching, Finance School, Luang Prabang 

	Les Kogima, Mr
	Asian Development Bank T/A 3771-Lao

	Marianne Tegman, Ms
	Sida

	Ounheun, Mr 
	Finance Unit, Office of the Governor , Luang Prabang 

	Phayasane Humpheng, Mr
	Deputy Director, Finance School, Luang Prabang 

	Phetsamone Chanhthalath, Mr
	Head of Tax, Department of Finance , Luang Prabang

	Rosemary Kalapurakal , Ms
	Assistant Resident Representative, UNDP Lao

	Samlith Phompida, Mr
	Coordination and Administration, State Audit Organization 

	Sanya Praseuth, Mr
	Deputy Director General, Accounting Department, Ministry of Finance 

	Setsuko Yamazaki , Ms
	Deputy Resident Representative, UNDP Lao

	Sisouphan, Mr
	Head of Administration, Department of Finance, Luang Prabang

	Souli Nanthavong, Professor Dr.


	Minister to Prime Minister's Office and Auditor General, State Audit Organization 

	Thongsouk Littaphong, Mr
	HR, Department of Finance , Luang Prabang and coordinator to GPAR Luang Prabang Project

	Witold Mikulowski, Dr
	Resident Capacity Advisor, GPAR Centre Project (Lao 00/007)


APPENDIX 3: PM 174/1998 (State Audit Organization )- A Translation
Lao People’s Democratic Republic

Peace Independence Democracy Unity Prosperity

Prime Minister’s Office




Ref. No.: 174/PM

Decree

Pertaining to the Establishment and the Operations

 of

National Auditing Organization

· In reference to the Constitution of Lao PDR dated 1991;

· In reference to the Law pertaining to the Government of Lao PDR No.10/95 dated March 8, 1995;

· In reference to the Business Law No.3/94 /NA dated July 18, 1994;

· In reference to the Enterprise Accounting Law No.12/90 dated November 20, 1990

· In reference to the National Budget Law No.05/94 dated July 18, 1991

· In reference to the Prime Minister’s Decree No.159/PM dated August 26, 1996 pertaining to Auditing;

The Prime Minister Decrees:

Chapter I

Positions, roles, rights and duties of National Auditing Organization

Article 1: National Auditing Organization (abbreviated: NAO) is the highest auditing institution of Lao PDR within the government apparatus and directly reports to Prime Minister.

National Auditing Organization serves as secretariat for the Government in auditing and certifying the accuracy, the objective fairness of documents and accounting statements of ministries, committees, equal ranking organizations, provinces, municipality, Special Zone, districts, state banks, state enterprises, state-private joint-ventures and other state organizations using national budget and fully or partially financed by state bank loans to support their operations aiming at making those organizations understand about the strengths, weaknesses and flaws in their performance and about the directions for increasing the efficiency, the cost-efficiency and the effectiveness of their performance. 

Article 2: National Auditing Organization has the following main duties:

1. Audit the organizations and the projects using national budget;

2. Audit the domestic and foreign investment projects, infrastructure construction projects and foreign assistance including other special programmes;

3. Audit the state enterprises, state-private joint-ventures, the enterprises having received loans from state banks;

4. Certify and re-examine and comment on accounting statements, figures, data and financial reports of organizations fully or partially financed by the state;

5. Summarize and report the auditing to the Prime Minister systematically;

6. Report to the National Assembly on yearly basis about the auditing operations;

7.  Preserve the audited documents and keep confidentiality;

8. Conduct annual and five-year budget planning; 

Article 3: To fulfill the duties defined in Article 2 above, National Auditing Organization has the following rights:

1. Claim the required documents from organizations as a reference for auditing or invite representative(s) of concerned organizations for additional clarification about their operations;

2. Perform the auditing of organizations in their own facilities;

3. Advise the audited organizations to improve the efficiency of their performance ensuring the cost-efficiency and protection of state assets; 

4. Issue order to cancel all actions of audited organizations found breaching the Laws;

5. Suggest concerned organizations to apply the measures for the employees breaching the rules of Law;

6. Make use of domestic or foreign individuals or professional organizations to perform auditing if found necessary;

7. Collaborate with other parties to perform auditing with accuracy and effectiveness;

Chapter II

Organization Structure

Article 4: National Auditing Organization is headed by one chief and one deputy-chief. The chief of National Auditing Organization has a position equivalent to Minister appointed by the President based on the proposal of Prime Minister and with the endorsement of National Assembly. The chief of National Auditing Organization is directly accountable to Prime Minister with relevance to all operations of National Auditing Organization.

The Deputy-Chief of National Auditing Organization is appointed or removed from position by Prime Minister based on the suggestions of the Chief of National Auditing Organization.

The Deputy-Chief of National Auditing Organization has a position equivalent to Vice-Minister. The Deputy-Chief of National Auditing Organization assists the Chief of National Auditing Organization by eventually taking under special supervision a defined task as assigned by the Chief. In case of absence of the Chief or impediment, the Chief Deputy-Chief might be assigned the management rights by the Chief to assume the duties per interim. The Deputy-Chief National Auditing Organization is directly accountable to the Chief of National Auditing Organization concerning the assigned tasks.

Article 5: The organization mechanism of National Auditing Organization is comprised of following parties:

1. The department of auditing of government organizations and enterprises;

2. The department of auditing of joint-ventures investment projects;

3. The administration office;

In case of necessity, subsidiaries/branches or units of National Auditing Organization might be established in some localities.

Article 6: Rights and duties of different parties:

1. The department of auditing of government organizations and enterprises has the rights and duties to perform auditing of all levels of administrative organizations and all categories of enterprises financed by the state budget and having received loans from state bank to certify the compliance with the established laws and the regulations.

2. The department of auditing of joint-ventures investment projects has the rights and duties to audit investment projects, infrastructure investment projects, foreign assistance projects and other special programmes aiming at the compliance with the rules of Laws concerning the use of state fund and foreign assistance fund in the construction of infrastructures;

3. The administration office has the rights and duties to conduct the planning and reporting of the organization budget, capacity building of the staff, study and apply the science and technology to improve the efficiency of auditing.

Article 7: The Chief of National Auditing Organization submits the proposal concerning internal rules within the National Auditing Organization to Prime Minister.

Chapter III

Work Regime

Article 8: National Auditing Organization operates under the following work regime:

1. Work according to the principle of centralized democracy, collegial leadership, individual responsibility, application of sole chief principle, promoting creativity and accountability of the staff.

2. Work are carried out according to plan, focused, test sites, supervision, periodic conclusions and drawing of lessons;

3. Close cooperation with other sectors at central and local levels to ensure comprehensiveness, objectivity and fairness of auditing works;

4. Regular report and request for guidance from Prime Minister.

Chapter IV

Final Provisions

Article 9: National Auditing Organization has its own state budget, official stamp and uniform for official use.

Article 10: Prime Minister’s Office, ministries, committees, ministry-equivalent organizations, provinces, municipality, Special Zones and other organizations are to acknowledge and implement this Decree.

Article 11: This decree is effective from the date of its signature; all issued provisions, regulations inconsistent with this Decree are superseded. 








Vientiane, August 4, 1998








Prime Minister








Sisavath Keobounphan
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Prime Minister






            No  24 / PM







          Vientiane, date:  25 February 2004 

Decree on the

Organization and activities of the National Audit Office.

· In accordance with the Law on Government of Lao PDR No 02/NA, dated 06 May 2003.

· In accordance with the Decree on the organization and activities of the National Audit Office No 174/PM, dated 5 August 1998.

· In accordance with the suggestion of the Minister to Prime Minister’s Office, the General Director of the National Audit Office No 08/NAO, dated 15 January 2004.

The Prime Minister issues the Decree:

Chapter I

Objectives, Position and Roles

Article 1.
Objectives

This Decree determines the position, roles, duties, scope of authority, organizational apparatus structure and working method s of the NAO which are to be the base for the audit activity (accounting inspection, inspection of the financial documentation of different organizations) aiming to improve the management of state budget, to economize the use of budget from different sources ( Government, loans or internal and external grants ) with effectiveness and in accordance with the specified regulations.

Article 2.
Position and roles.

The Nation Audit Office “ NAO” is the Supreme Audit Institution of the Lao PDR within the apparatus of the Prime Minister’s Office. This Office plays role as assistant for the Prime Minister and Government in inspecting and certifying the legal compatibility of the summary in terms of state yearly budget plan implementation within the state organizations at different levels throughout the country; audit the financial report of the organizations and invested Projects which use the state budget, internal and external loans and grants; audit the strictness, the effectiveness in law and regulation application, management and use of the budget and  of the state properties.

Chapter II

Duties and scope of authority

Article 3.
The duties of the NAO are on the following:

3.1 To study, translate the guidelines and policies of the government into strategic plan, into plans and Projects related to the audit as well as the implementation of those strategic plan, plans, Projects approved by the Government.

3.2 To establish, improve the regulations and legal activity in order to serve the management and audit following its scope of authority.

3.3 To conduct the financial audit within the Ministries, equivalent Ministries, Sections, Local Authorities at different levels, State Enterprise Units, mixed Corporations with State and other Organizations which use the budget and properties of the State, the internal and external loans and grants.

3.4 To collaborate and advise the target office to be audited in order to arrange for auditing.

3.5 To consider, approve and certify the results of the audit and then inform officially on the results to the target office audited upon completion of the auditing process.

3.6 To summarize and report, periodically,  the auditing activity to the Prime Minister and Government on fixed time or following the advise of the Prime Minister.

3.7 To manage and keep the audited documentation and proves, keep confidence of documentation, figure data of the accounting and the actions of the target office audited.

3.8 To monitor the target office audited in terms of implementation of  advises given by the NAO.

3.9 To promulgate, advise and check the implementation of the regulations and standards, process, rules and methodology in the field of audit.

3.10 To contact and cooperate with foreign countries and international organizations related to the audit as approved by the Government.

3.11 To manage the organizational apparatus, staff, public servants within the NAO in the scope of authority and the scope of management specified by the law and Civil Service Statute.

3.12 To organize the information and propaganda activity and disseminate the specific field of knowledge, regulations and laws related to the audit.

3.13 To provide references on the results of auditing to the high State Authorities who have the right to use them in accordance with the law specified.  

3.14 To organize and direct the scientific study and the use of IT in the auditing activity.

Article 4.
NAO has the following authorities:

4.1 To ask the target office audited to provide correct and complete references to the NAO eg. summary of income and expenditure, annual financial report, budget plan, statements, accounting records, accounting plan and other documentation required.

4.2 To invite the Director or Deputy Director or delegated representative of the target offices to be audited to give more clarifications on data and information as well as their financial and accounting situation.

4.3 When ever required, the other organizations concerned are requested to collaborate or assign their technical staff to participate to the auditing process; to ask for assistance, cooperation and conveniences for the audit.

4.4 To ask the organization concerned to take measure toward the staff member who acts and causes problems for audit or provides incorrect data and documentation.

4.5 When ever required, the NAO could delegate or hire individual or any organization who has role and capacity in auditing to audit the target office to be audited on behave of NAO.

4.6 To ask the organization who has the right and power to consider and solve or submit the documentation, results of the audit to the organization protecting the laws for consideration in the case that violation of law was found.

4.7 To implement other duties and other scope of authority as assigned by the Prime Minister or stated in the regulations.

Chapter III

Organizational structure

Article 5. 
Organizational structure

The organizational structure of the NAO consists of Departments and equivalent Departments on the following:

-
Department for auditing the State Organizations and Enterprises

-
Department for auditing the invested  and foreign cooperated Projects.

-
Office

-
IT Center.

In case of necessity, the local branch or unit of National Audit Office may be established.

The National Audit Office is delegated to determine the roles, authorities, duties and organizational structure of the Departments, Office, Center and branch as appropriate, suitable for the real situation and specific of the NAO in each period.

Article 6.
Personnel Structure

6.1 The staff of the NAO consists of 1 General Director and some Deputies. Apart from those, there are Head , Deputy Head of the Office; Head, Deputy Head of Departments; Head, Deputy Head of the Center; Head, Deputy Head of Divisions and staff members within its organizational structure.

6.2 The post of General Director and Deputy General Director of the NAO will be specified in the Decree or in the Decision on appointment of the Prime Minister. The General Director is responsible for implementing the roles, authority and duties of the NAO as specified in the articles 2 and 3 of this Decree. In case of that the General Director is in mission, away from the Office, for a few days, the delegation of authority should be made in writing for his Deputy and the later should take over the responsibility and be Acting Director. Once the General Director is back from the mission, the Acting Director should report the activity done during his absence to the General Director.

6.3 The Deputy General Director of the NAO is the Assistant of the General Director and takes in charge of any job as assigned by the General Director.

6.4 The appointment, promotion or dismissal of the staff of the NAO are to be applied following the Law on Government and as specified by the Civil Service Statute. 

Chapter IV

Working methods

Article 7.
The NAO performs its functions according to the following principles:

7.1 To consider the auditing activity for the target offices as main function. The discussion or collaboration with the parties concerned is considered as essential.

7.2 To perform the work on the basis of short - long term strategic plans, yearly plan, periodically plan, monthly plan. The work is performed with focal point, pilot testing along with the following-up, monitoring, evaluation, experience exchanging, reporting with regular searching for advise and direction from the high Authority.

7.3 The work is performed basing on the clear division of responsibility.

7.4 Implementation using the principles of centralized democracy, characterized by collective leadership,  individual responsibility and unitary leadership. To develop an innovative and responsibility of each staff member.

Chapter V

Final provisions

Article 8.
Seal and budget

8.1 The NAO and its components (Office, Departments IT Center) have their own seal for official purposes.

8.2 The NAO is one budget unit to facilitate the implementation of activity within its own roles.

Article 9.
Implementation

The NAO is responsible for translating this Decree into regulations, detailed rules to be served for its activity.

Article 10.
Effect.

The NAO, Ministries, equivalent Ministries and Local Authorities at all levels are hereby informed and enjoined to strictly implement this decree. This decree becomes effective on the date of its signing and replaces the decree of the Prime Minister No 174/PM, dated 05/08/1998






Prime Minister of the Lao PDR







Boungnang Vorachith.
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        Date: 26 January 2004


Decree on the Organization and activities of the State Inspection Office.

· In accordance with Chapter IV, article 70, sub-articles 6 and 7 of the 

Constitution of the Lao PDR.

· In accordance with Chapter II, article 7, sub-article 13 and Chapter VII, article 

36 of the law on Government.

· In accordance with the suggestion of the Minister to Prime Minister’s Office, 

the General Director of the State Inspection Office No 36/SIO dated 14 January 2004.

The Prime Minister issues the Decree:

Chapter I

Position and Roles

Article 1.
Position of the State Inspection Office.


The State Inspection Office “ SIO” is the inspection Office of the

 Government within the apparatus of the Prime Minister’s Office.

Article 2.
Role of the State Inspection Office.

2.1 To assist the Prime Minister and Government in administrating and managing the state inspection activity.

2.2 To inspect the functions of the Ministries, equivalent Ministries, local 

Authorities and State Business Units throughout the country in fighting against illegal activity, corruption etc. in the State Administration Organizations.

2.3 To study, consider the complaints, the suggestions from the people related to the illegal actions of the Public Servants and State Administration Organizations on legal basis.

Chapter II

Duties and Scope of Authority

Article 3.
Duties of the SIO

3.1 To develop party guidelines and government policies into strategic plans, general plan for the development of the State Inspection Activity in each stage as well as the implementation of plans upon approval by the Government.

3.2 To establish and implement the work plan, projects, 6 months, 3 months and monthly action plans basing on strategic plan and general plan approved by the Government.

3.3 To establish and submit to the Government for consideration of a draft of law, statute, decree, and rules related to the inspection, consideration of the complaints and suggestion from the people.

3.4
To determine standards, conditions, process and method for supervision and inspection, consideration of complaints-suggestion from the people.


3.5
To organize and conduct the supervision-inspection, the development and implementation of the guidelines and policies, laws, functions of the Ministries, equivalent Ministries, Local Authorities, State Enterprises, Mixed State and Private Corporations (national and international) specified in the programme or in accordance with command  made by the Prime Minister to fight against and to stop the violation of the laws, the over-power application, the negligence of the duties of the staff, the bribery, corruption etc.

3.6 To summarize, report on the supervision-inspection as well as recommend the measure and solution to be taken and to be made for the problem occurred in the organizations inspected to the Government or the Prime Minister agreed to solve those problems. To summarize and report the results of the inspection to the Party Central Committee;

to submit the documentation to the Authority concerned for consideration.

3.7 To consider the complaints, the suggestions from the people on the request related to the incorrect action of the Ministries, Divisions, Sections, Local Authorities and Public Servants; the complaints or suggestions which have been considered by the Ministries, Divisions, Sections, Local Authorities concerned, but it seems to be not satisfactory by the people as the solution made was not in accordance with legal statute. To consider the complaints or suggestions solved by the Ministries, Divisions, Sections and Local Authorities together, but with different comments.

3.8 Ministries, Divisions, Sections and Local Authorities should follow the results of the inspection, recommendations or resolution made on the complaints by the SIO. In case of not possible to follow, the Director of the SIO should suggest the Prime Minister for solution.

3.9  To study and suggest the Prime Minister for consideration on the establishment, cancellation of the organizational apparatus at Department level, Offices or equivalent Office; the appointment, transfer or dismissal etc. for the Leading staff (Deputy Head of Organization, Head of Department or equivalent).

3.10 To study, consider and agree on the establishment, cancellation of the organizational apparatus at divisional, sectional, unit levels of the Department; the appointment, transfer, dismissal etc. for the Leading staff (Deputy Head of  Department up to the technical staff working at the SIO).

3.11 To manage, use, implement the policy and conduct sanction for the staff in accordance with the law on Government and Civil Service Statute.

3.12 To study, establish plan, manage and use the budget, equipment and properties provided by the Government economically and correctly in accordance with the rules and regulations.

3.13 To link and cooperate with international organizations approved by the Government for the purpose of development and exchange views in the field of inspection.

3.14 To sign the memorandum, agreement with foreign countries or international organizations in accordance with the acceptance of the Government to get assistance or participate to the activity of the international organizations in the field of State Inspection or fighting against corruption and others.

Article 4.
Scope of authority of the SIO

4.1 To organize, conduct the inspection-supervision for the State Administration Organizations in fighting against the violation of laws, corruption and others; to consider, suggest the solution for complaints, the suggestions from the people related to the actions of the public servant, State Administration Organizations at different levels, Heads of State Enterprise or State mixed investment on legal basis.

4.2 To invite the representative of the organizations or individual to be inspected or the complaints owners to clarify, to show proves or to give actual information in order to use for inspection and consideration of the complaints and suggestions.

4.3 To propose to the Ministries, Sections, Local Authorities or State Enterprises to assign the technical staff to participate to the inspection process.

4.4 To issue the decision, guidelines, order and notice to develop, instruct and implement the laws, policies-guidelines and regulations issued by the high Authorities related to the inspection and consideration/solution of complaints and suggestion from the people.

4.5 To propose for suspension of the actions or re-consideration of the inspection results by the inspection committee at ministry, provincial and district levels. Those inspection results or the summary of the results seem not to be in accordance with the rules and laws. To propose for amendment or cancellation of the legal activity of the other sections or of the provinces, prefecture in contradiction with the inspection rules, legal procedures.

4.6 To coordinate with the Ministries, equivalent organizations or Local Authorities concerned to stop work temporarily or transfer the public servant to be responsible other work temporarily if his work performance in that organization suppose to be problems or to cause difficulties for inspection or suspend temporarily the transfer of the public servant which supposes to be problems or to cause difficulties for inspection if that person has to be transferred. 

4.7 To contact, coordinate with all parties concerned in arranging and conducting the inspection with effectiveness. Basing on the results of the audit of the State Audit Office (State Audit Organization), the SIO is allowed to conduct the inspection in deep to find out the actions anti-law on budget, law on accounting and other rules and regulations issued by the Government.

4.8 To propose to the high Authorities or Organizations concerned for consideration and find the solution for the complaints, suggestions from the people and to agree to find the solution on time for the problem resulting from the inspection.

4.9 To propose to Party Committee and Authority concerned to take sanction and administrative measures for the offender and at the same time to seize all his properties and give back to the State. The offender has to refund for all damages.

4.10 To attend the Government meeting following the invitation.  

Chapter III

Organizational Structure

Article 5.
Staffing.

5.1 The State Inspection Office consists of 1 General Director with some Deputy Directors. The post of the Director or Deputy is clearly specified in the decree or letter of appointment suitable for the actual situation and specific of the organization in each period.

5.2 The SIO also consists of Head and Deputy Head of the Office, Director, Deputy Director of Department, Head, Deputy Head of Division and staff including in the SIO apparatus.

5.3 The appointment, promotion, dismissal of the staff of the SIO is made following the law on Government and Civil Service Statute.

Article 6.
Apparatus structure:



-
Administration support office



-
Department of State Administrative Inspection



-
Department of Economic Inspection.

- 
Department for Research and Study of the Complaints and Suggestions from the people. 


Article 7.
 Roles, authority and duty




The General Director of the SIO is delegated to determine the 




role, authority and duty of the SIO and the organizational 




apparatus of the Departments and Offices attached to the SIO. 

APPENDIX 6: Survey Questionnaire: State Audit Organization

Details Required on:
The function of the State Audit Organization, in the context of considering the role and responsibilities of a Provincial Office of the State Audit Organization. 

(Refer to PM 174/’98 and get details/current situation)

· Role and Responsibility

· Legal basis

· current position

· planned legislation or other amendments/changes

· Is there / what is the general Accounting Law in Lao PDR

· Who is responsible for auditing computerized companies?

· What is hierarchal auditing?

· Reporting structure

· Reporting practices

· What is scope / does annual report to National Assembly include? Can we have statistics / summary of recent reports.

· What scope/type of audit reports are produced? Compliance/ performance/Financial audit and special audits?

· How are audits followed up ? (following years, etc)

· Relevant laws/Decrees/regulations

· Who State Audit Organization may audit

· Who State Audit Organization may not audit

· Structure and organization

· Processes & Procedures

· are there existing Manuals and standards?

· International Standards and procedures…when/how are they accepted in Lao?

· Planning, implementing, reporting, follow-up, etc

· Standards (national/international)

· Codes (national/international)

· Training available / given

· Affiliations (national/international)

· Foreign Loans, etc – under which Department do they fall? e.g. Ministries or Joint Ventures investment projects

· Article 5 (174) What’s difference between 1 and 2 (enterprises v JV investment projects, etc?)

· Article 6.2 “(PM 174) what is added/new to Article 5?

· Article 6.1 “(PM 174) explain “levels

· Article 7 “(PM 174) what does “internal rules” mean?

· Is there an appeal mechanism or process for State Audit Organization Opinions & reports?

· Is an audit report available to other Government organizations/committees?

· Is an audit report available to the public?

· Is there a mechanism for measuring how effective the audit service is? “Economy, Efficiency, Effectiveness”? 

· How does the State Audit Organization know / find out what information the Public needs and wants?

· How makes the audit Plan? How often? Deadline & Quality monitoring?

· How often are client groups/targets audited?

· How many days are typically spent on an audit for

· Govt Body/Ministry/Committee?

· JV Investment projects?

· Banks & Fin institutions?

Relationships with other government financial inspection bodies, - including the State Management Inspection Commission (State Inspection Agency) and the Ministry of Finance’s Inspection Department. 

· Details of the roles and working relationships with other inspecting bodies State Inspection Agency, MoF and CIC (Committee of Internal Control)?
· Who are:
·  Auditors from National Comptrollers Agency? (is this State Audit Organization?)
· Bank inspectors?
· State property inspectors?
· DoF External Audit Manual,  Nov 2003 ?

Personnel resourcing, both for the central State Audit Organization, as well as for the provincial pilot.

· Details of current staffing (Table)

	Position/Title
	Number of staff (design)
	Number of staff (actual current)
	Qualification level (highest)
	Experience

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	


· How are auditors selected?

· Personnel sourcing…..from where?

· Personnel Training

· Information on design/target staffing numbers and level (if available)

Current strengths and weaknesses of the audit functions of the State Audit Organization.

Obstacles and constraints and the effects that they might have on the prospects of establishing a Provincial Office of the State Audit Organization in Luang Prabang. ?
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� Particular gratitude is due to Asian Development Bank, who freely gave of its time and experiences in this area.


� Also referred to as the National Audit Organization, or NAO


� The following information is based on interviews and third party research;  time did not permit independent verification.





Page 51 of 51

