JOURNAL OF ACCOUNTING, FINANCE AND AUDITING STUDIEY,

http://www.jafas.org

Does Performance Audit Recognise Improvements in Procurement Activities
Leading to Enhanced Value for Money?

Armin Bushatia Pranvera Dalloshi®

a AAB College, Faculty of Economic, Str. Elez Berisha, Nr.56 10000 Prishtiné, Republika e
Kosovés; Auditor Junior in Performance Audit at the Kosovo National Audit Ofice

e-mail: armin.bushati@universitetiaab.com

b AAB College, Lecturer at Faculty of Economic; Str. Elez Berisha, Nr.56 10000 Prishtiné,
Republika e Kosovés; e-mail: pranvera.dalloshi@universitetiaab.com

Keywords Abstract
Performance audit, Purpose: This paper analyses the impact that performance audit has

on improving procurement activities which lead to enhanced value

procurement, value for :
for money. Therefore, the goal was to establish whether or not

money. procurement-focused performance audits generally had an impact
L on undertaking positive actions/changes within the audited

Iel Classification institutions in Kosovo.
H83, H57. Methodology: OLM model is used to test the hypothesis raised that
what kind of impact did performance audits have on changes
Paper Type undertaken within the entity that would enhance the value for

money in the procurement process. The data was obtained through a
questionnaire administered with 86 officials within institutions
which were subject to performance audits carried out by the KNAO.

Received Findings: We have managed to illustrate which were the changes
17.08.2021 undertaken by the audited entities after the audit and also determine
that auditees’ perceptions are generally positive concerning the role
of the Kosovo National Audit Office (KNAO) as a factor in improving

Research Article

Revised performance and undertaking changes within entities. As well, the
20.09.2021 model results shows a positive and significant relationship between
performance audit and changes undertaken by auditee institutions,
Accepted confirming once again the positive role of the Kosovo NAO.
22.09.2021 Originality/Value: The main contribution of our research is to draw

attention to the impact of performance audit in countries with high
levels of corruption and irregularities, such as Kosovo. In addition,
this research reveals audit entities key persons’ perceptions, on the
factors that influence the undertaking of changes that derive from
performance audits.

134



Journal of Accounting, Finance and Auditing Studies 7/4 (2021): 134-150

Introduction

The vision of many Supreme Audit Institutions established to perform an audit,
including performance audits associates to the positive impact they should have on
the audited entities or public organizations through auditing. This impact is related
to the performance improvement by achieving the tree E’s (economy, efficiency, and
effectiveness) nonetheless, the role of performance audit in performance
accountability is not less.

Lately, studies on performance audit are also focused on the role of audits as one of
the instruments of enhancing the accountability of audited institutions and as a
drivers of important management practices changes within these institutions (Morin,
2004, 2008; Reichborn-Kjennerud, 2013a). Performance audits have a greater
purpose than just improving the operation of a public institution. Implementation of
standardised public procurement regulations diminishes irregularities and preserves
value for money thus impacting the economic growth. Standardised regulations
reduce the risks of potential political influence and corruption scandals. The
economic component of public procurement also contains the basic principle of
public procurement “value for money”, in which case we realise that while carrying
through a publicly funded procurement activity, we should strive to achieve the
required outcome at the lowest possible cost (economy) (Raymond, 2008). However,
practice shows that irregularities in procurement processes are frequent. These
irregularities are related to the lack of coordination, transparency or competition in
managing procurement processes (Hamza, Gerbi, and Ali; 2017).

Although procurement performance audits are popular throughout the modern
world, in Kosovo, these audits are new, nevertheless, special importance is given. The
National Audit Office (KNAO) within the Republic of Kosovo, which is also mandated
to carry out performance audits, plays a vital role in improving the situation and
reducing shortcomings in public procurement. Since 2010, performance audits have
become an integral part of the KNAO and added value to its activities in addition to
financial audits. Over time, performance audits have become increasingly focused,

being divided into a procurement-focused performance audits or value-for-money
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audits. By conducting performance audits, the KNAO applied common practices in
this area, same as many other Supreme Audit Institutions (SAls). Regardless of the
specific wording that specific country applies, performance audits assess how the
Government is managing funds in terms of economy, efficiency, and effectiveness.
The Kosovo National Audit Office through procurement-oriented performance audits
continuously identified shortcomings in the procurement processes undertaken by
Public Institutions in Kosovo, focusing on the value achieved for the money spent.
Shortcomings vary from the absence of clear procurement strategies continuing with
inadequate identification of needs and procurement planning as well as drafting
technical specifications not fully professional up to poor management of
procurement contracts.

Given the growing importance of this type of audit and since the goal is to meet one
of the three E’s (economy, efficiency, effectiveness) it is more than reasonable to
raise the question of how well did performance audit carried out by the Kosovo
National Audit Office perform and what are the impacts as perceived by procurement
officers of audited institutions. This paper aims to provide answers to the following
questions: What is the impact of performance audit on improving how procurement
activities are developed? What factors influence the positive perception of
performance audit and make it easier to undertake changes? Does performance audit
result in changes within audit entities with a focus on enhanced/added value for
money?

The main contribution of our research is to draw attention to the impact of
performance audit in countries with high levels of corruption and irregularities, such
as Kosovo. In addition, this research reveals audit entities key persons’ perceptions,
on the factors that influence the undertaking of changes that derive from
performance audits. To serve the purpose of the research, this paper is structured as
follows: literature review, methodology used, analysis of the results of the survey

conducted, and the conclusions given.
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Literature Review

Researches focusing on the impact and effects of performance audit on
organizational change in public institutions has been considered deficient by many
authors. In this regard, the authors Gronlund, Svardsten and Ohman (2011) argue
that although analyses and studies on the impact of performance audit were
conducted, few of them researched the current content of performance audits
without indicating which changes from those performance audit reports were
undertaken. Similarly, Loocke and Put, (2011) point out that the number of empirical
studies aiming at the real outcome of performance audits is almost symbolic.
Nonetheless, if we research this field more, we might notice that recently the number
of researches when it comes to the impact of performance audit within public
administration of different countries (Reichborn-Kjennerud and Johnsen, 2018;
Alwardat and Basheikh, 2017; Raudla et al, 2016) or the research such as
Effectiveness of Follow-Up on Performance Audit Recommendations (Umor, Zakaria
and Sulaiman, 2020; 2016) is increasing.

Due to the difficulty of determining the real effect from the impact of performance
audit, most authors rely on surveys conducted with officials and representatives of
the audited institutions and their perceptions when it comes to the impact.
Accordingly, one of the researches on the perception of performance audits
undertaken by Reichborn-Kjennerud (2013b) revealed that performance audits by
audited entities in Norway are perceived as useful. The author of this study
suggested that the degree to which audited entities see audit reports as useful relates
to or depends on the entities’ assessment of the report quality. According to her, the
extent to which the auditors’ comments were considered during an audit process, as
well as the changes undertaken following the performance audit contribute to this
perception. Meanwhile, in a different study, Reichborn-Kjennerud and Johnsen
(2018) demonstrated how the requirement of accountability by audit entities led to
factual changes within the audited entities. However, different results were achieved
in other countries. Consequently, Raudla et al., 2016 in research covering Supreme

Audit Institution in Estonia found that, audit entities did not perceive performance
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audit reports as useful due to insignificant changes that occurred in the audited
institutions.

Performance audits also depend on the role played by the auditors themselves and
the audit institutions which face various challenges in applying new methodologies
or practices in performance audits (Morin, 2016). In this regard, Morin’s research
explained that, the influence of the French SAI was limited, the audits of the
abovementioned institution had contributed more to the “attractive appearance” of
reports and institutions than to the real or factual impact. (Morin, 2016). However, to
have real effects, the auditor’s reports must be accepted by civil servants as high
standard reports, when those reports have some impact on the process and when the
latter agrees with the auditors’/SAI’s approach (Reichborn-Kjennerud, 2013b, 201443,
2014b). Morover, Alwardat (2010) show that the view of audited institution about
auditors’ expertise is also important. While, Justesen and Skaerbaek, (2010) find that
keeping the audited entities politically accountable impose concrete changes.

The Value for Money in Procurement

Raymond (2008) in his research argues that Value for Money (VfM) is one of
essential principles when it comes to public procurement. Therefore, every purchase
or project should only be executed if there is value for money created (Burger and
Hawkesworth, 2011). So, the main objective of a state public procurement system is
to provide efficiency and value for money when it comes to the use of public funds
considering that is has many implications for the whole economy.

VM does not mean only choosing the lowest bid price but choosing the lowest life
costs of that project, service or product. There are some challenges and opportunities
to achieve VfM. The limitations or challenges are related to reliability of information,
lack of comparability indicators, limited and untrained human resources etc. On the
other hand, there are opportunities on enhancing VfM. Estache and limi, (2011)
Purchasing models that claim to have competitive bidding and public-private
partnerships can reduce unit costs and increase the efficiency of public funds.
Transparency and accountability are other important factors that affect system

efficiency. They are essential to alleviate poverty, promote economic growth and
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improve social welfare (Estache and limi, 2011). Also e-procurement is seen as an
important way of higher level of efficiency (Croom and Brandon-Jones, 2007).

Like any other policy area, public procurement is governed by a specific framework
that includes a set of rules that must be adhered to by each contracting authority. The
legislative framework, however, does not provide those authorities with all means to
ensure effective public spending. To do this, in addition to legal provisions and
manuals, procurement officers must rely on information that is available from a
variety of sources to tailor specific strategies that ensure effective outcomes. This
relates to the market research before initiating a procurement procedure. Indeed,
cost-effective through sound public procurement practices provide the opportunity
to improve the quantity and quality of products and services as well as to ensure
their timely delivery (OECD, 2018).

Research Methodology

Data

Since the focus of this research was to find the impact of performance audit on value
for money, in other words in procurement, procurement officers and officials
involved in executing projects (purchases) within the entities audited by the Kosovo
National Audit Office were initially identified to send them a questionnaire as a
method of data collection for this research. 261 public officials (civil
servants/middle-level managers and Heads of the organizations) have been
identified (those involved in one of the steps of the procurement cycle within the
entities that have been subject to performance audits carried out by the Kosovo
National Audit Office). After sending the questionnaire via e-mail to 261 respondents,
a total of 86 responses were received whilst 175 others did not respond, having a
response rate of 33%. The small number of responses relates to the period selected
for research. The selected period is 2015-2020. There was a risk of not having the
same employees working in the same position or institution or even if they had not
changed position, most likely did not recall the performance audit thoroughly and did

not respond.
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To find out which institutions have undergone a procurement-focused performance
audit, each performance audit report published by KNAO in the mentioned period
has been analysed. As a result, 28 institutions were identified (15 local level
institutions and 13 central level institutions).

Questionnaire

To answer the questions raised in this research, a questionnaire containing 28
questions was designed having an earlier questionnaire designed by Kristin
Reichborn-Kjennerud as a starting point which was prepared to answer her research
question on the impact of SAls. Furthermore, the abovementioned author relied on
the questionnaire of Professor Danielle Morin from HEC Montréal, who had also
researched this field, namely that of the impact of performance audit. In addition, the
questionnaire is also based on the literature available for performance audit and the
experience of one of the authors of this research as an auditor in performance
department for a certain period of time (four years in Performance Audit Department
and 9 years in Corporate Services within the Kosovo National Audit Office). The
design of our questionnaire differs from that of the abovementioned authors because
the latter contained questions on a procurement-focused performance audit.

For this research, the period from the moment when performance audits started
applying until now has been selected. The selection of respondents was made since
the public institution where they work was subject to a procurement-oriented
performance audit.

Research results

Impact of performance audit on improving procurement activities

Specific questions in the questionnaire were designed to answer the research
questions. Initially, to see respondents’ perceptions on the impact that performance
audit had on improving how procurement activities were developed, two questions
were posed: What changes have been undertaken in your workplace since the
performance audit? and to what extent do you see these changes as improvements?
As shown in the graph below, since the performance audit has been carried out,

several changes have been undertaken in public institutions, mainly changes in
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internal control and risk management (changes in 31.4% of cases) which means that
the management of these entities undertook changes in strengthening internal
control and the way identified risks are managed to be in line with their objectives
and strategies. Other significant changes undertaken by the entities after the
performance audit was finalised are “changes in strategy, planning and/or
management-oriented towards objectives and results” (changes in 30.2% of cases)
which shows that the management of the audited entities has reaffirmed areas for
improvement (identified by performance audits) and taken action to strengthen the
organization and achieve the desired objectives and outcome. And, last but not least
“changes in laws and regulations” (with changes in 20.9% of cases) prove that the
entities have taken these actions to facilitate the organization/entity to achieve the
objectives as quickly and in the best way as possible.

Graph 1 Changes in the workplace since the performance audit

What changes have taken place in your workplace since performance auditing? (You may select

from several options.)
86 responses

18 (20,9%:)
16 (18.6%)

CHanges in laws and regu..,
Changee In glgnificant pro...
Changes in the strategies, ...
Changes in internal contra...

Changea in management...
Changes in the training of...

8 (30, 7%)

27 (31.4%)
10 (11,6%)
17 {(19.8%:)
Changes in personnel

Layaffe and changee of w

Other

T (B, 1%:)

18 (20.8%)

o 10 20 S0

Source: The data extracted from the questionnaire (processed by authors through
Google forms)

In order to see how much did these changes had an effect, as illustrated in Table
below, we have also posed the question mentioned above, from which answers we
can conclude that “The changes in internal control and risk management” (15
respondents rated with quite a lot or 17%) as the step/change which has contributed
the most to the improvement. The step/change which was least (according to the
respondents) seen as improvement was “dismissals and changes in the workplace”

(with 38 respondents or 44%).
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Table 1 Frequency of changes seen as improvements in entity’s performance

1 2 3 4 5 Total

15 12 27 19 13 86
Changes in laws and regulations 17% 14% 31% 22% 15% 100%

15 14 20 24 13 86
Changes in significant procedures set by 17% 16% 23% 28% 15% 100%
the KNAO

12 15 25 21 13 86
Changes in strategy, planning and/or 14% 17% 29% 24% 15% 100%
management-oriented towards objectives
and results

12 13 19 27 15 86
Changes in internal control and risk 14% 15% 22% 31% 17%  100%
management

13 20 20 25 8 86
Changes in management or organization 15% 23% 23% 29% 9% 100%

15 18 15 23 15 86
Changes in staff training 17% 21% 17% 27% 17%  100%

16 29 18 18 5 86
Staff changes 19% 34% 21% 21% 6% 100%

38 18 15 9 6 86
Dismissals and changes in the workplace 44% 21% 17% 10% 7% 100%

Source: Data extracted from the questionnaire (processed by authors through MS
Excel)

Undertaking a series of the actions listed above after the performance audit in the
relevant entities is completed cannot lead to anything else but affect improving how
procurement activities are developed, especially the changes undertaken in, laws and
regulations including changes in a strategic and planning aspect which result in
better preparation and planning of the procurement process making other steps
easier to follow, and as a final result there is no other way but to have enhanced value
for money in those purchases no matter how small they may be.

Further on, to find the factors which have an influence on the positive perception of
performance audit and make it easier to make changes, we relied on the data

deriving from the question posed in the questionnaire: To what extent do you agree
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or disagree with the following statements regarding the performance audits
performed by the Kosovo National Audit Office (KNAO)?

As shown in Table 2 below, 38% of respondents fully agree that performance audits
contribute to improvement within the entity, and 48% of respondents or 41 of them
disagree at all and state that “Instead of contributing to improvements “KNAO
worsens working conditions in audited entities”.

Table 2 Frequencies of statements on performance audits performed by the KNAO

1 2 3 4 5 Total

1 7 7 22 17 33 86
KNAO performance audits contribute to 8% 8% 26% 20% 38% 100%
improvement within the audited entity

2 6 6 27 17 30 86
KNAO is an important institution promoting 7% 7% 31% 20% 35% 100%
transparency and preventing fraud

3 16 15 22 20 13 86
KNAO has an important function as a means 19% 17% 26% 23% 15% 100%
of controlling the parliament, but it
is not so important in practice

4 41 14 17 7 7 86
Instead of contributing to improvements, KNAO 48% 16% 20% 8% 8% 100%

worsens working conditions in the audited entities

Source: Data were extracted from the questionnaire (processed by authors through
MS Excel)

Furthermore, 35% of respondents think that KNAO is an important institution
promoting transparency and preventing fraud. Last but not least is one of the factors
that surely has an impact on enhancing perceived usefulness from performance
audit, including the fact that according to respondents, KNAO does not worsen
working conditions, which means it contributes to improvements. All this approach
creates the easiest way to undertake change.

The link between performance audit and procurement

Out of approximately 50 performance audit reports published by the Kosovo NAO so
far, around 12 procurement-focused and project management performance audits

have been identified. These performance audit reports cover the period of 2015-
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2020. Institutions subject to these audits were: Ministry of Health (4 performance
audits), Central Procurement Agency (2 audits), Ministry of Infrastructure (2 audits),
Ministry of Education, Science and Technology (2 audits), Municipality of Prishtina (2
audits). Many other institutions (e.g, Ministry of Internal Affairs, other
municipalities) are involved in one (1) performance audit.

Not all recommendations exclusively cover the public procurement cycle,
nonetheless, the lion-share of recommendations covered some of the steps of the
procurement process. The analysis of these reports shows that a total of 56
recommendations were given covering the steps (cycle) of procurement. Public
procurement-oriented performance audit reports finalised and published since 2015
until the first part of 2021 are around 9. It is worth noting that audit findings and
recommendations which were not related to procurement were not considered for
analysis in this research.

Some of the main findings of the audits conducted are as follows: lack of a (clearly
articulated) procurement strategy (without procurement strategies, procurement
activities cannot be planned and objectives cannot be achieved), followed by
inappropriate assessment of needs (without knowing the real needs, the result may
be higher costs, poor competition), non-compliance in all steps from the stock
situation, the required quantity of items following with the quantity which is
distributed (such a situation results from poor monitoring). The other finding in
procurement is related to ineffective management of contracts while processes in
this area had room for improvement (as a result of lack of contract management
plans).

In order to see the correlation between the findings in the performance audit reports
and the perceptions of the officials within the institutions that were subject to audit,
the hypothesis is raised that proper market research as a step in the procurement
process directly affects the increase in value for money in procurement process
impacted by performance audits.

Value for money means purchasing a product or service at a lower cost and meeting

the required specifications. Since it is quite hard to measure direct value for money
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and since the purpose of our research is to look into the impact of performance
audits on value for money then the dependent variable is the one representing the
impact of audits focused on the procurement process and is constructed based on the
question: Could you point out the extent to which the audited entity has made
changes based on the evaluation results in the performance audit report? This
variable is ordinal as respondents responded in options 1-very little to option 5-quite
alot.

The independent variable is constructed by considering the questions: Do you collect
information on market characteristics and recent market developments and
document them?; Do you collect information on potential suppliers, their products,
their prices and costs; Do Procurement Officers within your institution discuss with
other procurement officers within public sector including clients who purchased
similar products or services to better understand the market and its participants; If
the respondent answered positively to one of these questions, then it is considered
that the institution applies market research before each purchase otherwise the
institution does not apply market research at all.

Ordered Logistic Regression (OLM) was used to test this hypothesis. This model is
used when the dependent variable is expressed in an ordinal scale since Likert-type
questionnaires were used in this research (Gujarati, 2011, p. 180). These models
indicate the probability that the respondent belongs to one category.

Table 3 Results of the OLM model

Model summary Coefficient results
No.ofobs 86 Y X
LR chi2(1) 5.51 Coef. 9527777
Prob>ch2  0.0189 Std.Err 4116787
PseudoR2  0.0220 Z 231

P>|z| 0.021

[95% Conf. Interval] .145903 1.759653

Source: Authors’ calculations using STATA software
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The results show a statistically significant correlation between performance audit
and market research as a vital step in the procurement process. This is confirmed by
the regression coefficient which is positive (.9527777) and statistically significant,
where its value p = 0.021 is less than 0.05. Based on this result, we accept the
hypothesis raised and we can conclude that proper market research is a step that
must be applied to increase or add value for money in the procurement process and
this is related to performance audits considering significant changes undertaken by
the audited entities.

Research Conclusions

As specified in the introduction to this paper, impact through audit within audited
entities or public organizations is also embedded in the vision of many Supreme
Audit Institutions. Through this paper, we have strived to recognise the impact of
performance audits focused on procurement and carried out by the Kosovo National
Audit Office to improve or enhance value for money, which means saving already
scarce public funds.

We managed to demonstrate that performance audits generally have a positive
impact. From the analysis of audit reports carried out by Kosovo National Audit
Office for the period 2015-2020 - value for money or procurement audits as well as
whether the external audit or specifically a procurement-focused performance audit
has affected in enhancing value for money in these institutions, it turns out that most
of the institutions that were subject to audits encountered obstacles in enhancing
value for money in their purchases through procurement since two of the main steps
of the procurement cycle identified throughout the research (identification of needs
and procurement planning - market research and contract management) were not
met to the desired level.

Furthermore, from the administered questionnaire, for the questions related to
market research, the results show that there is limited knowledge by the officials
whose duty is to provide good planning for market research methods. Whilst,
concerning the changes undertaken as a result of the audit, and that some of those

actions are quite significant, it shows that the management of the audited entities has
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re-confirmed the areas for improvement identified by the performance audits and

has taken actions to strengthen the organization and achieve the objectives and the

desired outcome.

On the other hand, the results of the hypothesis show that proper market research is

a step that needs to be applied to enhance/add value for money in the procurement

process and that performance audits in institutions in Kosovo have had a positive

effect in undertaking changes which lead to enhanced/added value for money.
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