Environmental Audit in SAIs
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Introduction 
What types of environmental problems our planet is facing? Our planet is warming up and we are definitely part of the problem. However, this isn’t the only environmental problem that we should be concerned about. Our planet is poised at the brink of a severe environmental crisis. We are in a state of planetary emergency, with environmental problems piling up high around us. Unless we address the various issues prudently and seriously we are surely doomed for disaster. Current environmental problems require urgent attention. Some of the main environmental issues making the current situation a crisis can be listed as follows:
Global Warming: Global warming leads to rising temperatures of the oceans and the earth’ surface causing melting of polar ice caps, rise in sea levels and also unnatural patterns of precipitation such as flash floods, excessive snow or desertification.
Climate Change: Climate change occurs due to rise in global warming which itself occurs due to increase in temperature of atmosphere by burning of fossil fuels and release of harmful gases by industries. The harmful effects of climate change can by no means be limited to occurrence of new diseases, change in seasons, frequent occurrence of floods,melting of polar ice.
Ozone Layer Depletion:Depletion of the crucial Ozone layer, a layer that prevents harmful UV radiation from reaching the earth of the atmosphere, is attributed to pollution caused by Chlorine and Bromide found in Chloro-floro carbons (CFC’s). This causes one of the most important current environmental problems.
Pollution: Pollution of air, water and soil require millions of years to recoup. Industry and motor vehicle exhaust are the number one pollutants. 
Overpopulation: The population of the planet is reaching unsustainable levels as it faces shortage of resources like water, fuel and food. Population explosion in less developed and developing countries is straining the already scarce resources. 
Deforestation: Deforestation simply means clearing of green cover and make that land available for residential, industrial or commercial purpose. While forests are so vital being natural sinks of carbon dioxide and producing fresh oxygen,the amount of tree cover is being lost every. 
Acid Rain: Known as an environmental problem that can have serious effect on human health, wildlife and aquatic species, acid rain occurs due to the presence of certain pollutants in the atmosphere which is mostly caused by the combustion of fossil fuels or erupting volcanoes or rotting vegetation which release sulfur dioxide and nitrogen oxides into the atmosphere.
Natural Resource Depletion: Fossil fuel consumption results in emission of Greenhouse gases, which is responsible for global warming and climate change. 
Waste Disposal: The over consumption of resources and creation of plastics are creating a global crisis of waste disposal. Developed countries are notorious for producing an excessive amount of waste or garbage and dumping their waste in the oceans and, less developed countries. Nuclear waste disposal has tremendous health hazards associated with it. 
Water Pollution: Industrial development is filling our rivers seas and oceans with toxic pollutants which are a major threat to human health.
If humans continue moving forward in such a harmful way towards the future, there willbe no future to consider. Maybe it is indeed true that we cannot physically stop our ozone layer from thinning, there are still so many things we can do. As observed by INTOSAI, though it is evident that the environmental problems of the world will not be solved by the actions of the SAIs,it is still truethat SAIsarte able to make environmental audit part of the solution. This can be done by establishing certain objectives and by following a skillful and professional approach in audit which can contribute to the efforts of the government and its agencies through objective analyses and constructive recommendations. The evaluation of the performance of the entity with reference to established standards and indicators and against authentic criteria, which can thoroughly be conducted in an audit, will make, on the one hand, the entities enabled to improve upon their performance and also, on the other hand,will assist policymakers and legislators to rectify the omissions and have a better governance. Considering the growing concern over environmental issues across the world, the findings and conclusions of the SAI will have increasing acceptance and great influence on the process of decision making at national and regional levels.
Sustainable Development
Although there is no single definition of sustainable development, the concept of sustainable development was first popularized by the 1987 report of the World Commission on Environment and Development, entitled “Our Common Future” (generally referred to as the Brundtland Report). The Commission defined sustainable development as “development that meets the needs of the present without compromising the ability of future generations to meet their own needs.” Sustainable development involves the integration of social, environmental and economic objectives. Ideally, of course, any policy or human activity should bring about an improvement in all three objectives. However, progress on one front may be achieved at the cost of damage on another. Wherever possible, decisions should take into account the costs and benefits on all sides. The Commission's definition also brought out the concept of sustainability that is fair to generations present and future; that today's generations should not achieve economic progress at the expense of the prosperity of future generations. While strategies are often devised at a national level there is also recognition that these are global problems which require global solutions. Environmental issues know no geographical boundaries. Issues such as poverty and social injustice are global problems regardless of the geographical areas in which they may be concentrated. 
1. History 
SAIs’ formal involvement in the international community began in 1953 when INTOSAI was founded with 34 countries. By 1967, INTOSAI was given United Nations’ non-governmental organization status. Here we will have a brief look at the history of Environmental audit from the seventh decade of the 20th century up to now.
1970s: United Nations Conference on the Human Environment
Since the 1970s, environmental governance has broadened in responsibility, and more policy tools and processes have been created to manage environmental problems. As a result, Supreme Audit Institutions (SAIs) have had to expand the number of topics to audit and the methods used for these audits. In 1972, the United Nations Conference on the Human Environment held in Stockholm, Sweden and the United Nations Environmental Program (UNEP) was created. While before the Stockholm conference, there were about 10 ministries of environment in the world,by 1982 some 110 countries had such ministries or departments. Compared to just four between 1956 and 1960, ten between 1960 and 1965, and eighteen between 1966 and 1970, there were more than thirty one major national environmental laws which were passed in countries of the Organization for Economic Co-operation and Development (OECD). 
1980s: Sustainable Development
The 1980s brought environment and development issues together under one term, sustainable development. In 1987, the World Commission on the Environment and Development (the Bruntland Commission) released Our Common Future, which sets direction for comprehensive global solutions and gave prominence to sustainable development. The first major International environmental agreement (IEA) negotiated in the 1980s, included the Vienna Convention for Protection of the Ozone Layer, the Montreal Protocol on Substances that Deplete the Ozone Layer, and the Basel Convention on the Control of Transboundary Movements of Hazardous Wastes and their Disposal.

1990s: increased globalization
The 1990s was a period of increased globalization. There was a shift from actions intended solely to protect the environment to actions that attempted to implement sustainable development. The 1992 Earth Summit in Rio De Janeiro guided future development by creating Agenda 21, a “blueprint” for action to make development economically, socially, and environmentally sustainable for the 21st century. Agenda 21 was adopted by more than 178 countries. The United Nations Commission on Sustainable Development was established in 1992 to oversee review and implementation of Agenda 21, the Rio Declaration on Environment and Development.

First decade of 21th century
There were three main events in the first decade of the 21th century including UN Millennium Declaration, World Summit on Sustainable Development and Kyoto Protocol.With the newUN Millennium Declaration, the importance of development for the poorest of the poor was re-emphasized. Its associatedMillennium Development Goals(MDG)are the commonly accepted framework for measuring the progress of development with eight overarching goals, 18 targets, and 48 indicators. In 2002,World Summit on Sustainable Development (WSSD)was held in Johannesburg, South Africa, as a 10-year follow-up to the Rio Earth Summit of 1992. The WSSD made it clearer than ever that the environment was intertwined with sustainable development. The WSSD’s Johannesburg Plan of Implementation also emphasized partnerships, highlighting the fact that governments cannot do it alone. Furthermore, SAIs are aware that the growth of partnerships in sustainable development has implications for their work. More collaboration affects the extent to which SAIs can audit their government’s new partners in sustainable development.
2. Definition
Generally used to describe a plethora of activities such as management audits, product certification, governmental control measures, and many other activities which bear little or no relation to an external audit, environmental audit is a convenient label. Being able to encompass financial audit, regulatory and compliance audit and performance audit, environmental audit is not basically different from the audit approach practiced by the SAI. Based on the definition of the World Bank, environmental audit is a methodical examination of environmental information about an organization, a facility or a site, to verify whether, or to what extent, they conform to specified audit criteria. The criteria may be based on local, national or global environmental standards. Environmental audit is, therefore, a systematic process of obtaining and evaluating information about environmental aspects.
3. Objectives
The main role of SAI in environmental audit is to respond to the expectations of the citizens by providing independent, credible and objective verification of the information provided by government agencies with respect to their activities and their impact on the environment. Objectives of each audit will depend on the type of the audit carried out, namely, financial audit, regulatory and compliance audit and performance audit.
3-1. Financial Audit
The objective of financial audit is to enable the auditor to express an opinion on whether the financial statements are prepared in all material respects in accordance with an identified financial reporting framework. Material respects can be directly linked to the environmental costs, obligations, impacts and outcomes. The audit of financial statements also requires the auditor to consider environmental matters as part of regularity audit.The International Auditing Practices Committee defines environmental matters in a financial audit as:
- initiatives to prevent/abate/remedy damage to the environment or to deal with the conservation of renewable and non-renewable resources required by legal, contractual or voluntary commitments.
- consequences of violating environmental laws and regulations, as also of vicarious liability. 
- consequences of environmental damage done to others or natural resources. 
3-2. Compliance Audit
The objective of regularity audit is to assess the completeness and accuracy of the information and data provided. In compliance audit, the objective will be to provide an assurance that governmental activities are conducted in accordance with relevant environmental law, regulations, standards and policies, both at the national and local levels as well as international levels (where appropriate and relevant).
3-3. Performance Audit
The objectives of performance audit are manifold and may include ensuring that indicators of environmental related performance (where contained in accountability reports) fairly reflect the performance of the reported entity. Further, the audit verifies that the environmental programs are conducted in an economical, efficient and effective manner. It also aims at improving the performance and accountability of government agencies and bodies by adding value through an effective examination of environment-related policies, strategies and programs. Apart from verifying the extent to which the program has achieved its objectives, the performance audit will also examine the intended and unintended, direct and indirect impact of programs and activities subjected to audit as also the adequacy of data for evaluating such impacts. Performance audit of environmental issues will also include the existence or adequacy of environmental policies and laws and strategies. Other objectives would include the compliance with commitments, if entered into or legally obligated, with international treaties and commitments, where applicable. 
INTOSAI / WGEA guidance recommends the inclusion of the following areas within the scope of performance audit of environmental issues:
- Audit of government monitoring of compliance with laws
- Audit of government’s environment programs
- Impact of other programs on environment
- Audit of Environment Management systems
- Evaluation of proposed environmental policies and programs.

4.Scope
Environmental audit is not significantly different from other audits practiced by the SAI. The scope and limitations of environmental audit are accordingly circumscribed by the Regulations on Audit and Accounts. 
4-1. Financial Audit
The primary purpose of financial audit is to verify whether the accounts are properly prepared, are complete in all respects and presented with adequate disclosures. Apart from the examination of books of accounts and financial statements for compliance with standards and rules, completeness, accuracy and disclosures, the audit will also focus on items affected by environmental matters, particularly liabilities, contingencies, commitments, asset impairments provisions etc. An environmental audit from a financial perspective is conducted to ensure that public funds were spent efficiently and for their intended purposes. 
During an audit of financial statements related to environmental matters, the following issues will merit special attention:
- Initiatives to prevent, abate, or remedy damage to environment;
- Conservation of renewable and non-renewable resources;
- Consequences of violating environment laws, rules and regulations;
- Consequences of vicarious liability imposed by the government, courts etc.
Audit of financial statements and the establishment of its scope will find additional application in respect of the audit of Government Companies and Undertakings.
4-2. Compliance Audit
Compliance audit with respect to environmental issues will relate to providing assurance that governmental activities are conducted in accordance with the relevant laws, rules, notifications, regulations and standards as also policies and strategies. Compliance with commitments made under International Treaties and Conventions will also need verification, where applicable. Governmental agencies concerned with environmental matters are legally obliged to exercise stringent oversight and control on specified sectors and human activities and the scope of compliance audit will extend to verifying the process adopted by them in fulfilling their statutory role. For instance, environmental audit from compliance perspective can examine the enforcement of environmental regulations on toxic substances, the transportation of hazardous hospital waste, or the protection of endangered species. Auditors may also examine whether government activities areconducted according to relevant environment laws, standards and policies, both at the national and international levels. 
4-3. Performance Audit
The most important aspect of the environmental performance audit is to ensure that the indicators of environment-related performance fairly reflect the performance of the entity and that the environment programs do yield value for money. The performance audit will also provide credible assurance on the performance of the entity with regard to compliance with established law, rules, regulations and standards. The adequacy or absence of legal and other instruments to safeguard the environment will also be the subject matter of the examination. The strength and weakness of the government’s policy framework to mitigate and adapt to global warming and environment degradation will also be analyzed, with the assistance of experts in the field, where called for.
The audit will also embrace a detailed examination of selected environmental programs of the government and the agencies with a view to offer a fair and objective opinion on the level of their performance. The direct and indirect impact of other governmental programs on environment would also be subject to review. Availability and the level of efficiency of an Environment Management System (EMS) and its compatibility with national or international standards49 should be tested as part of the exercise. Finally, from performance perspective, environmental audits may embrace audits of environmental indicators, programs, and policy decisions to see if those activities were completed economically, efficiently and effectively. 
5. Policy Matters
In environmental audit, often, analysis of government policies and strategies in the context of their adequacy, completeness, and facility of implementation becomes unavoidable. However, adequate caution should be exercised not to trespass the borderline to the political territory, but the correctness of the information or inputs that were considered in framing the policy and the unintended impacts of the policy, including the feasibility of its implementation by co-relating to the programs under the policy, could be brought to notice. Further, it must be remembered that analysis of policies will require the expertise and skills of outside experts or panels of specialists including scientists, legal experts and environmental specialists. Moreover, SAI must not be seen as taking sides or being judgmental; a safer strategy would be to project the views of such experts and refer to credible and objective evaluations by widely respected outside experts and organizations.
6. Selection of Criteria 
Audit criteria refer to the established standards and indicators against which the performance of the entity could be evaluated. It denotes what the normative and ‘best practice’ performance level should be as distinguished from the current status. When thecurrent performance of the entity is compared with the criteria, audit findings get generated. It is essential to identify reasonable and enforceable criteria prior to the audit in order that the audit may be conducted successfully. The two basic considerations for establishing the audit criteria are the type of audit to be carried out and the purpose and the likely source of the criteria. The criteria may be either ‘authoritative’ or ‘persuasive’. The former provides the auditor with a reasonable amount of certainty as to the acceptability of the criteria as a sound basis for the audit while the latter will act as a guidance material and a source of persuasive thinking, though it may not have any statutory or legal mandate. 
6-1. Financial Audit
The audit criteria may include the following:
- Accounting standards issued by international bodies such as IFAC, IPAC, PSAB etc.
- Accounting standards issued by a national standard setting authority like the Institute of Chartered Accountants of India.
- Guidance notes issued by the above agencies or other professional bodies.
- Guidance issued by INTOSAI, ASOSAI, etc.
- SAI’s auditing standards and guidelines.
- Judicial pronouncements relating to specific environmental issues related to the entity subject to audit.
- Directives and notifications of regulatory bodies responsible for environmental oversight under law.

6-2. Compliance Audit
The criteria for compliance audit will be subject-specific, apart from the following general items:
- National Environment Laws, Rules under them and Regulations.
- Policy documents and strategies issued by the Government.
- Notifications issued by the Government and the agencies under them.
- International Conventions and Treaties which have binding force.
- Standards issued by responsible bodies such as those for Environment Impact Assessments, ISO 14001 for Environment Management System, pollution control orders and standards issued by oversight and implementation bodies such as CPCB etc.
- Sanctions and permits issued in respect of the entity by the regulatory bodies concerned.
- EIA reports, consultant’s certificates, reviews by independent organizations and NGOs etc.
6-3. Performance Audit
The criteria for performance audit may include:
- Performance indicators prescribed by law, government policy, orders and notifications, licenses, own management etc.
- Performance indicators used by similar entities or others engaged in similar activities.
- Environment laws and regulations of the country which will be relevant to the entity’s activities.
- Standards issued by empowered bodies and organizations.
- Codes of professional practice and ethics issued by professional bodies.
- Opinions and advice of external experts and academics.
- International and multilateral treaties and agreements which may have tangential application to the activities of the entity.
7. Four Steps of Audit
According to the guidance issued by the INTOSAI on environmental audit, broadly there are four steps to be followed in environmental audits:
First step:Understanding the problem of environment, its impact on society, economy and environment. 
Second step: Understanding the response of the government to the problem. 
Third step:Selection of the audit topic and determining the audit priorities, and establishing the audit objectives. 
Fourth step: Designing the audit.
8. Planning
Like in all other types of audit, detailed planning is of crucial importance in environmental audit as well. Good audit planning is an essential pre-requisite for the efficient conduct of the audit and will contribute significantly for the successful and timely completion of the audit. The planning for environmental auditing should begin with the collection of all required data and information about the selected topic (see next item), research on the background, status, visibility and auditabilty of the subject, and establishing the audit scope, objectives and audit criteria. Other aspects for consideration will include the materiality and risk perceptions (to the environment and for sustainable development), importance of the environment problem to be addressed and the magnitude of the intended effect on implementing the program. The resource requirement will be another major issue; the audit team should have skillful professionals with sufficient knowledge of environmental issues, national and international developments in this regard and familiarity with the type of audit planned. Audit planning should also review the advantage of focusing on a single policy or entity or a basket of policies and associated issues in one audit.
It will be advantageous to prepare a detailed audit plan with information about the entity, its objectives and activities, funding pattern, information culled out from the long term Plan documents and administrative reports, budget documents, press reports andresearch papers if available, and performance indicators and the criteria for audit for the use of the audit team. The audit plan should have the following inputs:
- description of the environmental issues which would form the focus of the audit;
- description of the entity, its objectives, programs, environmental commitments and obligations, funding, organizational structure etc,
- preliminary analysis of the program under audit, progress of implementation, status, performance indicators and other criteria;
- audit objectives, scope, limitations and audit risks, if any;
- composition of the audit team, recourse to external resources and experts where applicable, audit period and schedule for field visits;
- suggested areas for close scrutiny, documents and audit evidence to be checked, audit methodology (including interviews, questionnaires, statistical surveys) to be followed;
- details of previous audits, and evaluations by outside agencies including environmental experts;
- expected outputs of the audit with focus on environmental issues, and;
- reference to international and national/regional laws, regulations and conventions etc.
9. Gathering Background Information
There are several sources from which information on the subject/entity selected for audit could be obtained. These include:
-Long term Plan Documents/Budget Documents (Outcome Budget).
- National Plan/strategy/financial policies relating to the environment governing the audited entity/project/scheme.
- Environmental clearances obtained by the entity from government agencies/regulatory authorities/environment policy of the entity.
- Rules and regulations governing the entity relating to environmental compliance.
- Annual Performance Budget of the entity/Annual Administrative Reports.
- Internal audit reports of the entity/evaluation reports by external experts, if available.
- Commitments and assurances provided by the entity to government agencies, regulatory bodies etc.
- Materials from civil society organizations, peer review reports, media reports, academic reviews etc.
10. Selection of Topics 
Primarily there are three types of organizations and institutions which are subject to audit:
i) Those whose operations directly or indirectly affect the environment; positively or negatively.
ii) Those with powers to make or influence environment policy formulation and regulation;
iii) Those with powers to monitor and control the environmental actions of others.
A comprehensive knowledge of the environmental issues and sustainable development with particular reference to the regional and national perspectives will enable the audit office piloting the audit program to prioritize the topics of audit. The field to be covered in environmental audit being vast, several options may be available. However, in order to optimize the limited resources, a careful choice from the available options will need to be made at the planning stage.
Another important issue to be kept in mind in the selection of the subject for audit is the need to consider the holistic impact on the environment and to address the accountability process at various levels in the government. This would call for testing the adequacy of the information and control system and the availability of an efficient evaluation and reporting system within the government departments and their agencies. 
11. Inclusion of Environmental Aspects in Regular Audits
In view of the increasing concerns of environmental impacts and global warming on the ecosystems, there is an apparent need to include environmental audits as part of the regular audits conducted by the SAI. This arises from the fact that organizing full scale environmental audits of every activity which impacts the environment may not be feasibleas most human activities result in greenhouse gas emissions and contribute to global warming. Given the circumstances, it would be only appropriate to include the verification of environmental impact as part of the regular audits by the SAI. For instance, in the course of the financial audits of public undertakings and autonomous bodies, the audit teams concerned may be required to verify whether the audited entity has conducted its due environment activity in compliance with all applicable legislations and regulations, and recognized and reported the environmental costs, liabilities and assets appropriately. Similarly, in the audit of manufacturing units, the assigned regular audit team should invariably verify whether the entity has carried out an environmental impact assessment, adhered to the specified environmental obligations, have a proper system to control and mitigate pollution and put in place a system for waste management, etc. In other words, audit plans relating to all relevant activities of the SAI should include a section regarding environmental aspects for testing and verification by the audit teams, as appropriate. 
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