Performance Management Systems Offer High-value Audit Opportunities

Auditors can add more value to government performance by finding ways to improve the systems
government organizations use to measure, manage, and improve results.
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Managing for results has been an accepted idea in government since the mid-1990s. According to
the Governmental Accounting Standards Board, "the managing for results process is a comprehen-
sive approach to helping public policy and administrative organizations focus on their missions,
goals, and objectives. It establishes the accomplishment of those goals and objectives as the
organization's primary endeavor and provides a systematic method for carrying out that endeavor."

To transform managing for results from an idea into reality, organizations must establish an
effective performance management system that feeds back measured results into decisions.
Government organizations across North America have attempted to implement many different
forms of performance management systems, and their level of implementation has often been
uneven. This variability provides an enormous opportunity for auditors to add value to government
performance by finding ways to improve these systems. These audits can provide an effective way
to use auditors' professional skills because, rather than produce findings on one program or
operation, they offer ways to improve underlying management systems that a government
organization can apply to improve decision making, performance, and accountability of all its
programs and services.

HIGH-VALUE ROLES FOR AUDITORS

Auditing performance management systems is the first
of five major high-value auditor roles (see "The Five
Major High-value Auditor roles” sidebar). The roles
are the basis of the Framework of Auditor Roles and
Practices With Respect to Performance Measurement,
the focus of the project Auditor Roles in Performance
Measurement, a partnership of The Institute of
Internal Auditors (The 11A), the Association of Local
Government Auditors, and the National Association
of State Auditors, Comptrollers, and Treasurers.

Five Major High-value Auditor Roles

e Role 1 - Audit Performance or
Performance Management Systems:
Auditing or assessing performance or
performance management systems.

e Role 2 — Assess Performance Information:
Assessing the quality of performance
information or performance reports.

e Role 3 — Define or Measure Performance:
Developing performance measures or
measuring performance outside the
traditional audit process.

e Role 4 — Encourage or Assist
Management: Planning, designing,
improving, or advocating for performance
management systems and their use.

o Role 5 - Assist Elected Officials or
Citizens: External reporting, capacity
building, or advocacy for the use of
performance information.

The framework, based on practices of innovative
auditors across North America, was first published in
2004 by The Institute of Internal Auditors Research
Foundation in the guidebook Auditor Roles in
Government Performance Measurement. A previous
GAP News article, “Add Value to Government
Performance and Performance Audits,” focused on
how auditors can add value to government
performance and performance audits by assessing
performance information (i.e., Role 2).
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PERFORMANCE MANAGEMENT INVOLVES USING PERFORMANCE INFORMATION

Performance management can mean many things and can be implemented at many levels. Broadly
defined, it means using performance information to help make better decisions. This can range from
operational decisions of a single program or service, to business or strategy decisions of a govern-
ment agency, to budget, policy, or long-term planning decisions of an entire government. Some
organizations aim for a line of sight of consistent performance logic from top-level policy made by
elected officials to evaluation and compensation of managers and employees as part of agency hu-
man resource management. Performance management becomes a system when it is used on a regu-
lar basis as part of a continually repeated cycle of performance monitoring, analysis, and improve-
ment, in which measured results are fed back into decision making to improve future performance.

A BROAD RANGE OF USEFUL AUDIT APPROACHES

Because performance management is such a broad concept, there is a broad range of approaches
auditors can use to find opportunities for improvement. The following paragraphs offer a sample of
the possibilities and some real-life examples.

Auditing Performance Management as a Part of Performance Audits

A cost-effective approach is simply to include the use of performance information as part of the
scope of performance audits of programs and services. As long as auditors are going to interview
staff and collect and analyze data to evaluate program performance, it takes relatively little
additional time to ask how performance information is used, review available documentation
concerning its use, and assess whether performance information can be used more effectively.
These low-cost extra steps can provide great public value if they lead to more careful or more
systematic use of performance information to get better results. This has been a regular practice of
the Portland City Auditor in Oregon, the Austin City Auditor in Texas, and the Florida Office of
Program Policy Analysis and Government Accountability (OPPAGA).

Audits Focusing on Performance Management Systems of a Single Program

The auditor for the metro regional government in the Portland, Ore., region has used this approach.
The audit of metro government's Transit Oriented Development [PDF] (TOD) program
demonstrated the value of auditing the performance management of a relatively new program still in
the process of developing its performance management approach, especially a complex program for
which defining performance can be problematic. The audit helped TOD focus on a simpler perform-
ance measurement process and vital few measures, and encouraged the regular practice of collecting
baseline and later comparative data related to expected benefits for new development projects.

Audits of Underlying Systems that Support Performance Management

When a government follows a regular cycle of performance management, essential information
flows through several different systems, from, for example, agency systems that compile and
analyze cost and performance data, to central systems for budget management and internal
performance review, to public performance reporting systems and websites. Auditors can play an
important role assuring the integrity of these systems to increase decision makers’ confidence in
using the data to improve performance. The Texas State Auditor has conducted high-level reviews
of information technology of state entities using complex automated systems to process
performance measurement data. Another example is in the 2006 performance measures review by
the Virginia Auditor of Public Accounts, who recommended improving user access controls to
ensure the integrity of the data reported in the state’s new performance management system and
public performance reporting website.
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Agency-by-Agency Performance Management Audits

This type of audit can be particularly useful when new government-wide performance management
systems are being implemented. Auditors often find that agencies are simply submitting data to
meet system requirements. Audit recommendations can show agencies how to mindfully define
performance in meaningful ways and use the data to make better decisions. The new systems will
then add more public value in the form of better program and service results, and will do so years
earlier than if these audits were not conducted. For a large government, the roll-out of these systems
can take several years and the learning period for agencies even longer, giving an audit office the
opportunity to keep providing high value through such audits for quite some time. That was
OPPAGA's experience from 1995-2002, following passage of Florida's Government Performance
and Accountability Act. OPPAGA's performance accountability ratings and other performance
management system reviews led to better agency implementation of the state's Performance Based
Program Budgeting System (PB?), and better statewide use of the system. From 1997—2001,
OPPAGA regularly issued summary progress reports on PB%to the state legislature with guidance
on using and improving the system.

Government-wide Studies of Performance Management

For the last several years, the Virginia Auditor of Public Accounts has been reviewing aspects of
statewide performance management systems and practices as part of annual reviews of performance
measures to encourage better implementation of changes in statewide performance management
systems. The Austin City Auditor conducted four entity-wide reviews of performance management
systems from 1994 to 2002, spurring the city council to encourage performance management
improvement, and city management to act on system changes. In 2002, the Portland City Auditor
conducted an entity-wide study of performance management from the mayor and city council down.
The audit report included a proposal to implement an integrated managing for results process in
Portland, which led to a city council ordinance calling for an implementation plan for such a
system.

USING PERFORMANCE MODELS AND BEST PRACTICES AS AUDIT CRITERIA

Performance management systems can take a variety of forms, and such systems have been
evolving in different ways in governments across North America. That creates a challenge for
auditors to find a basis for assessing existing performance management. To meet this challenge,
auditors have reviewed best practices used in other organizations and developed performance
models or frameworks suitable for the entities they audit, which have varied from graphic models,
to decision flowcharts, to lists of relevant best practices. These models then become the audit
criteria that existing systems and practices are compared against.

The professional context section of the AuditorRoles.org Web site provides two graphic managing
for results and organizational learning models auditors may find useful, including a government
accountability system model used by the Austin City Auditor. Several other forms of performance
management audit criteria are documented at that Web site. For example:

e [n 2001-02, OPPAGA and the Florida Auditor General developed Best Financial Management
Practices for Florida School Districts, which were adopted by the state's commissioner of
education as standards for "Best Financial Management Practices Reviews" conducted jointly
by OPPAGA and the auditor general. Of ten categories covered by the standards, three — cost
control systems, administrative and instructional technology, and especially performance
accountability systems —include best practices directly related to performance management.
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e The Michigan auditor general has used a continuous quality improvement framework to help
determine whether an agency has the measures and systems in place to adequately evaluate its
own program effectiveness. The framework is documented as a flowchart with a series of steps
for auditors to follow, and key questions that determine the direction of an auditor's study (PDF,
28 KB).

e In Alberta, Canada, the office of the auditor general (OAG) developed criteria for its managing
for results audits, focusing on business planning, performance measurement, and human
resource systems. You can download the OAG's detailed audit criteria for all three types of
systems from the Auditor Toolkit at AuditorRoles.org and adapt these tools for systems audits in
your entity.

PERFORMANCE MANAGEMENT AUDITS IN RELATION TO OTHER AUDIT PRACTICES

The value of auditing performance management systems can often be increased when this practice
is used in relation to other roles and practices from the Framework of Auditor Roles and Practices
With Respect to Performance Measurement. As previously noted, some auditors find it valuable to
include limited scope reviews of performance management as part of program or agency
performance audits (practice 1a of the framework). Also, it is common to include some degree of
testing the relevance or reliability of performance information (practice 2a) in broader audits of
performance management systems, as the Austin city auditor has done. Conversely, as the Texas
state auditor and Virginia auditor of public accounts have done, it can be valuable and cost-effective
to couple reviews of selected aspects of performance management with periodic efforts to test
relevance and reliability of agency performance measures.

As performance management systems audits can lead to recommendations for deep systemic
changes in the workings of government, an audit executive should be prepared to interact
constructively with management and elected officials, as reflected in Roles 4 and 5 of the
framework. For example, they may have to advocate to elected officials (practice 5a) to mandate or
encourage management to make such changes, as the Portland city auditor did in 2002, and they
may need to assist management (practice 4b) by providing guidance or advising in design and
implementation of these systemic changes, as numerous auditors across North America have done.

RELEVANT TRAINING AND ONLINE RESOURCES AVAILABLE

The Auditor Roles in Performance Measurement Project will have a CPE training course dedicated
to auditing performance management systems available in the fall of 2008. Contact the project team
to schedule this course for your organization, association, or chapter. Existing courses relevant to
this practice include the New Service Model, which presents auditing performance management
systems in the context of all auditor roles in the framework, and Assessing the Reliability and
Relevance of Performance Information, which covers in depth a practice often included in
performance management audits. See the times and locations of scheduled courses, or contact the
project team to schedule an on-site course for your group.

In addition, AuditorRoles.org offers numerous resources to support all auditor roles in performance
measurement and the full set of practices in the framework. These resources include eight examples
of Practice 1b. Audit performance management systems from different local, state, and provincial
audit organizations, most with links to these auditors' reports or tools. As previously noted,
examples of other practices throughout the website also relate to auditing performance management
systems. Other useful resources include a toolkit for auditors, case studies of audit organizations
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engaged in this work, the professional context for the auditor roles and practices, and an extensive
resource library with links to other sources of relevant information.

Paul Epstein, Principal of Epstein & Fass Associates in New York, is Project Manager of Auditor
Roles in Performance Measurement. Epstein authored or co-authored three books: Using
Performance Measurement in Local Government, Results That Matter, and Auditor Roles in
Government Performance Measurement. With more than 25 years of experience in performance
measurement and improvement, he has assisted governments at all levels and the United Nations,
influenced passage of the U.S. Government Performance and Results Act of 1993, and helps the
U.S. Governmental Accounting Standards Board conduct research and develop guidance on
performance reporting. Epstein is the recipient of the 2003 Harry Hatry Distinguished Performance
Measurement Practice Award for lifetime achievement.
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