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Building up the annual audit plan on local municipalities and provinces:
challenges, needs and data sources

* Main challenges:
* Number of auditable entities: 309 local jurisdictions (municipalities and provinces);
 Insufficient HR involved in the audit (3 magistrates and 5 auditors).
* Main needs:
* Identify the most critical situations in order to prioritize our audit;
* Reduce the time-lag between the audit and the ongoing management.
* Data sources:
* Several dataset are available: Public administration database (including financial statements
figures), cash transactions dataset (so called SIOPE), questionnaires filled by the local entities’

external auditors.




Scoring method based on financial data

*  We have built up a dataset combining all the financial data for all the municipalities (downloaded
them from the PA database) with some qualitative and quantitative information stemming from
the external auditors” questionnaires;

*  We have selected variables that are red flags for possible financial problems (represented by
ratios):

* Interest/current income;

* Primary balance/current income;

* Procapita tax income;

« Staff expenditure/current expenditure;

« Tax and non tax income/current income.

* Result: synthetic weighted index that scores the municipalities.




Synthetic Weighted Index

* For each variable we are not interested in the absolute value but in the value in comparison with
the distribution of the variable in the population:

 SWIL1,,=SWIx1;,+ SWIx2; +SWIx3;, + SWIx4,, + SWIx5;,

The index is influenced by:

1. The weight that we have associated to each variable;

2. The value of the single ratios;

3. Their distribution in the population: we have scored each result depending on the distance from
the mean value for each ratio.

» For each variable the score range is 0-20, 0 being the best percentile and 20 the worst;

* The SWIrange is 0-100, 0 showing a sound and safe financial situation;

* We have tasted the results with correlation analysis, both cross section and time-series: low

correlation and high robustness. b
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Synthetic Weighted Index
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Forward looking analysis based on cash flaws

Cash transactions records are available on a daily basis;

Opportunity to monitor the municipalities without delays since liquidity shortages show financial
problems and anticipate financial distress;

Massive volume of records (all the single transactions for all the public administration);

Software to determine the mid-year cash flaws for all the municipalities;

It allows us to:

* Detect municipalities with liquidity problems;

* Set a threshold for cash advances by the treasury bank above which there is a high risk that the entity

will not be able to return it at year end (20% of the current income);

* Order the identified entities to take the necessary measures to solve the problems by the end of the

year.
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