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Abstract

This study investigates the factors that impact successful performance management in
government internal audit units. Studies show that besides formal compliance with statutory
and administrative mandates such as compilation and reporting, public sector performance
measures are not utilized for managerial decision making, budgetary allocation and
accountability. The National Performance Management Advisory Commission has identified
in the Performance Management Framework for State and Local Government, activities that
constitute key factors for sustaining performance management. Using 2012 benchmarking
data from the Association of Local Government Auditors, this study analyzed the extent to
which the uses of government internal audit performance reports, as well as audit
performance of the activities identified as key factors in the above-mentioned framework,
impact successful audit performance management. Results show that successful performance
management is a function of audit oversight body’s commitment, audit staff accountability,
availability of adequate resources, as well as the use of audit performance report to monitor
achievement against performance objectives, and to coordinate efforts within government.
The results also generally confirm both the literature on the low utilization of performance
measures and many key factors outlined in the performance management framework.
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1. Introduction

The objective of this research is to investigate the factors that impact successful performance
management in government internal audits. Internal auditors play crucial roles in advancing
performance management in state and local government through performance audits by
giving management valuable recommendations for improving program performance, and by
aiding public officials in the area of improved decision-making and performance
accountability.  Although the internal auditing profession places great emphasis on
evaluating the relevance and effectiveness of an audit client’s performance measures, internal
auditors themselves often have difficulty in appropriately monitoring and reporting the
performance of their own audit activities (Hill et al, 2009). Additionally, internal auditors
have difficulty identifying the types and uses of their own performance management
activities and reports for successful development and management of their operations. For the
purpose of this study, performance management is defined as the development and
implementation of performance measures and the integration of those measures into ongoing
management of the audit function, such as using measurement results in policy and
managerial decision-making, resource allocation and ensuring accountability.

Performance measurement entails reporting data about the past (Fryer et al., 2009), whereas
performance management uses those data to provide information about future performance
(Newcomer & Caudle, 2011). Internal audit performance measures include not just the
number of reports issued, the duration of audit fieldwork, comparison of audits completed
versus planned, or actual hours spent during the engagement versus planned, but also a set of
comprehensive measures such as average hours spent on trainings, average personnel
experience, auditor education and certification levels, overlooked control weaknesses, applied
best practice examples, number of management requests, percent of implemented
recommendations, number of proposed process improvements, staff satisfaction survey,
management and audit committee satisfaction survey, etc. (Van Vijk, 2006; Haas, 2001,
Rupsys & Boguslauskas, 2007; Frigo, 2002). Performance measurement can help government
internal audits to monitor performance by tracking and reporting key measurement statistics
at regular intervals and communicating them to stakeholders. Although measurement is a
critical component of performance management, measuring and reporting alone have rarely
led to organizational learning and improved outcomes. Performance management, on the
other hand, systematically uses measurement, data analysis and other tools to improve
performance (National Performance Management Advisory Commission [NPMAC] (2010).

Ammons (2008) argues performance management comprises the concerted actions an
organization takes to apply objective information to management and policy making in order
to improve results. Performance management uses evidence from measurement to support
government planning, funding and operations. Better information enables elected officials
and public managers to recognize success, identify problem areas and respond with
appropriate actions (NPMAC, 2010). Performance management systems can improve audit
management by providing strategic focus, useful metrics, goals and incentives (Forsythe,
2001). Government internal auditors can add value to their performance management as well
as those of the governments they serve by identifying needed improvements on how
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performance is measured, how performance data is used and how to improve the value
obtained from performance management systems. This implies for government internal
auditors to successfully manage performance, they have to move beyond measurement
reporting and use the measurement results in the report to engage in activities such as
integrating measures into ongoing management and operations in order to improve
performance. Therefore, the purpose of this study is to investigate the extent to which the
uses of audit performance measurement report influence successful audit performance
management.

2. Background

In recent years, many public managers and elected officials have called for
performance-based management to improve efficiency of public decision-making, service
delivery and accountability to the public. This call is based on the assumption that effective
performance management could lead to evidence-based policy and practice for the overall
success of public organizations. Olsson (2007) for example, noted that evidence-based policy
and practice call for the use of outcomes data to assess the effectiveness of programs and
policies. Auditing is unique in terms of its extensive use of performance information in
performance audits (as a consumer of performance information), and the fact that it gives
performance information to multiple stakeholders inside and outside government (as producer
of performance information). This unique role should make auditors more appreciative of
performance management, and adopt critical factors that will lead to successful performance
management.

Studies show that although properly implemented performance measurement can lead to
effective performance management in public sector organizations, the evidence shows there
are several challenges to implementing performance management (Whoely, 2002; Heinrich,
2007). In a presentation on the challenges to performance management, Brown (2008) stated
the barriers to public management implementation of performance management systems
include existing financial system limitations, organizational and elected official fears,
strategic planning process overhead and looking to software as solution. Many studies (e.g.
GAO, 2008; Sanger, 2008; GAO, 2011; Poister & Streib, 1999; Berman & Wang, 2000;
Schmidle, 2011) show that public sector performance measurement has been embraced “in
name only” and that besides formal compliance with statutory or administrative mandates
such as compilation and reporting, measures are not used for managerial decision-making,
budgetary allocations, ensuring accountability or enhancing citizen participation.
Consequently, the intended objectives of performance management, i.e. using the
performance data to guide and provide information about future performance, are rarely
achieved. As argued by Hill et al. (2009), internal auditors themselves have difficulty
monitoring and reporting their own performance activities for the management of their
operations. Given this situation, the need to investigate whether, for example, using audit
performance report to allocate resources to achieve strategic goals could positively impact
performance management of public sector internal audits.

Research on audit performance has little noted performance management from the
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perspective of government internal audit. Various scholars have studied the emergence of
performance auditing as the activist auditor (Wheat, 1991), utilization of performance
measures within the auditing profession (Hill et al., 2009; Rupsys&Boguslauskas, 2007), the
methods applied by audit firms to measure their performance (Khan et al., 2011), and the use
of the Balance Scorecard for measuring internal audit performance (Frigo, 2002; KPMG,
2004). Others have investigated the determinants of audit quality in the public sector (Deis &
Giroux, 1992), ethical implications of independent quality auditing (Walters & Dangol, 2006),
and the determinants of perceived audit quality and auditee satisfaction in local government
(Samelson, Lowensohn& Johnson, 2006). Although these studies make significant
contribution to the literature, they are mostly based on the private sector and the work of
public accounting firms, and do not focus on government internal audit from the perspective
of moving beyond the compilation and reporting of performance data and acting on the
findings in the report to improve performance. Additionally, the factors that critically impact
successful performance management of government internal audits have been largely ignored.
Furthermore, the National Performance Management Advisory Commission (NPMAC) has
identified in the Performance Management Framework for State and Local Government,
activities that constitute key factors for sustaining performance management. To the best of
the knowledge of this researcher, no one has used the NPMAC framework in a study that
investigates the factors that critically impact successful government audit performance
management.

This research seeks to expand the existing knowledge on audit performance by focusing on
uses of government internal audit performance reports, and by using the NPMAC framework
to answer  the following questions: 1) To what extent does the use of audit performance
measurement report to oversee audit operations influence successful audit performance
management?, and 2) What are the critical factors that impact audit performance management?
This research focus is important because of the need for auditors to appreciate performance
management, given their unique role as both consumers and producers of performance
information for better governance, and the need to determine whether some of the factors
identified in the NPMAC framework as activities for sustaining performance management do
really impact performance management. Additionally, unlike in the private sector, the
multiplicity of stakeholders in public agencies makes accountability of government internal
auditors an overriding issue. In the following sections, | dwell on stakeholder theory and
resource dependence theory, as well as the NPMAC (2010) performance management
framework for state and local government, and the literature on public performance
management to establish a theoretical foundation of how the uses of performance
management reports and factors such as leadership commitment, resource availability and
competence of audit staff are critical to the success of performance management in
government internal audits.

3. Theoretical Framework

The payback to government departments such as internal audits from performance
measurement systems comes from using the performance data to improve performance
because that is a key way to enable employees to make the required efforts to apply the
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measurements effectively. This implies performance management of government internal
audit calls for integrating performance measurements into various audit management
processes such as planning and budgeting, fieldwork, reporting and quality management, and
staff performance evaluation to ensure accountability. By setting and communicating specific
performance goals and objectives that articulate and emphasize vision themes, government
internal audit managers can encourage higher performance, enable employees to focus on
performance and gain better understanding of audit department’s operations.
Performance-based management entails the purposeful use of resources and information to
achieve and demonstrate measurable progress toward outcome-oriented agency and program
goals. The components are three interdependent processes: developing reasonable agreement
among key stakeholders on mission, goals and strategies; developing performance
measurement systems that sufficiently document performance and support decision-making;
and managing performance by using performance information for policy decision-making,
program effectiveness, and accountability (Wholey, 2002). Stakeholder theory helps to
explain the role of key stakeholders such as audit oversight bodies in using performance data
to help manage audit performance.

Stakeholder theory assumes that an organization’s effectiveness is measured by its ability to
satisfy not only the stakeholders, but also those agents who have a stake in the organization
(Freman, 1984). Savage et al. (1991) have argued that stakeholders could be classified as
primary or secondary. Primary stakeholders are those who have formal and economic
relationships with the organization. Secondary stakeholders are those agents not directly
related to the organization despite being able to influence and be influenced by its operation
and outcomes. Atkinson et al. (1997), on the other hand, have argued that stakeholders can be
seen as environmental or process related. Environmental stakeholders are those included
within the external environment in which the organization operates. Mitchell et al. (1997, p.
854) proposed a stakeholder model based on three dimensions: the stakeholder’s power to
influence the organization; the legitimacy of the stakeholder’s relationship with the
organization; and the urgency of the stakeholder’s claim on the organization. This researcher
argues from government audit perspective, primary and environmental stakeholders include
audit oversight bodies such as audit committees and the legislature who have formal
relationships with the audit unit and the power to influence the unit.

Mintzberg (1983, p. 865) argues power is the capacity to make someone do what he or she
otherwise would not do. He suggests five bases of power include control of resources; control
of technical skill; control of a body of knowledge; power from legal perogatives; and access
to those who can rely on the previous sources of powers. Mitchel et al. (1997, p. 865) suggest
power is likely to result from three contextual dimension: normative power, coercive power,
and utilitarian power. Normative power results from laws and requirements over which the
organization has not control. Coercive power comes from physical means, whereas utilitarian
power results from dependence (Pfeffer & Salancik, 1978) because the organization has to
behave against its own will in order to achieve resources. Hardy (1996) suggests power stems
from resources, processes and meaning. The first dimension of power is derived from the
ownership of resources. People who own some type of resources such as control of money,
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rewards and sanctions, information, stature and prestige, and political access are more likely
to coerce others into behaving according to their will (Gomes, 2006; Hardy, 1996). Based on
the arguments of the stakeholder theory, the case can be made that audit stakeholders like
oversight bodies with the power to control resources can influence successful audit
performance management by exercising the power to: allocate audit resources to achieve
strategic aims of the audit function; manage audit resources operationally; manage risks; and
monitor audit’s achievement against performance objectives.

By employing resource dependence, the stakeholder theory helps to identify the external
people, groups and organizations that can claim the organization’s attention during its
operations. Resource dependence theory argues that as an open system, an organization needs
resources and has to negotiate with people, groups and other organizations that own these
resources. Depending on the importance of these resources to the organization, this process
can lead to a dependency relationship within which resource suppliers are able to exert
influences over the organization (Pfeffer & Salancik, 1978). The higher the relative
importance of the resources to the organization, the more attached to this supplier the
organization will be. This implies that for government internal audit units which depend on
audit oversight bodies for support, resource dependence deals with how the audit units can
cope with these dependence relationships in order to survive. As argued by Oliver (1991),
an organization needs to be fitted with its technical environment in order to be able to cope
with interdependencies and power. The more fitted with this technical environment, the more
likely it will be to survive and prosper (Pfeffer & Salancik, 1978). The argument here is that
for an audit unit, the dependence is a measurement of how important an audit oversight body
is to the audit unit, and can influence the position of the oversight body in the audit units
audit plan and executions aimed at ensuring successful performance management. For
example, if the audit unit knows that the oversight body uses audit performance report to
identify problems to be addressed; to adopt new approaches to change audit work practices;
to enhance the audit unit’s capacity; and to coordinate audit’s effort within government, such
uses are likely to influence the audit unit’s actions in achieving successful performance
management. Therefore, we should expect positive relationships between the above uses of
performance measurement report and successful performance management.

Government audit oversight bodies’ use of performance reports to influence audit
performance management will yield the intended results only if information contained in the
report is appropriately utilized in decision-making to improve performance. Wang (2008)
found that legislators will use performance measures in funding decisions only under certain
conditions, such as high quality measures clearly linked to program or activity service goals,
specific allocation decision and the demonstration of plausible linkages between funding
decision and actual performance. In a survey of Federal agency managers, the GAO (2008)
found that the use of performance information for allocating resources, setting program
priorities, and other managerial decisions was not significantly different between 1997 and
2007, even though more performance measures were available in the latter years. In response
to this reality, the Government Performance and Results Modernization Act of 2010 (U.S.
GAO, 2011a; U.S. Senate, 2010), which revised the Government Performance Results Act of
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1993 (GRPA), mandated that more performance information be used in federal agency
decision-making. Through its mandate, the GAO can audit and report the performance results
of the various inspector general units within the federal government administrative
departments to the U.S. Congress. Therefore, Congress can exercise its oversight duties to
influence inspector general units’ performance management by using the performance reports
from the GAO’s work to determine whether the inspector generals are managing operational
resources efficiently and are adopting appropriate work practices to improve performance.

The use of performance reports to coordinate efforts within administrative agencies and
enhance organizational capacity can also help to improve performance management. Sanger
(2008) argues the actual use of performance measures above and beyond mere compliance
with reporting requirements are uneven. In a case study of six states in the forefront of
managing for results, Aristigueta, (1999) concluded that performance information was
utilized for agency-level internal management purposes but rarely had any impact on budget
allocation and was infrequently used for policy decision-making, improved effectiveness or
program evaluation. In a survey of 674 city government officials in municipalities with
population of 25,000, Poister & Streib (1999) concluded that 40 percent or fewer municipal
jurisdictions make any kind of meaningful use of performance measures in their management
and decision processes. The challenges of addressing the complexity of multiple stakeholders
in performance management, including better stakeholder identification and categorization
complicates regular and meaningful uses of performance results beyond mere compliance,
and to coordinate efforts within government. This is buttressed by the 2009 “defunding” of
the nationally recognized Oregon benchmarks program (Barrett & Greene, 2010; Wong,
2010), for allegedly failing to garner sufficient support from the system’s stakeholders (GAO,
2011b). This implies in order to improve performance management of governmental units
such as internal audit, performance measurement reports ought to be used not only to enhance
audit capacity for improved results but also to coordinate efforts to link audit performance to
budget allocation, audit effectiveness and improved government policy decision-making, in
order to address and meet stakeholder expectations. Based on the theoretical foundation laid
above, the first set of research hypotheses are proposed as follows:

H1: There is a positive relationship between the use of performance measurement report to
monitor audit achievement against performance objectives and successful audit performance
management.

H2: There is a positive relationship between the use of performance measurement report to
allocate audit resources to achieve strategic aims and successful audit performance
management.

H3: There is a positive relationship between the use of performance measurement report to
enhance audit unit capacity and successful audit performance management.

H4: There is a positive relationship between the use of performance measurement report to
manage audit resources operationally and successful audit performance management.

H5: There is positive relationship between the use of performance measurement report to
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identify audit problems to be addressed and successful audit performance management.

H6: There is a positive relationship between the use of performance measurement report to
adopt new approaches to change audit work practices and successful audit performance
management.

H7: There is a positive relationship between the use of performance measurement report to
manage audit risks and successful audit performance management.

H8: There is a positive relationship between the use of performance measurement report to
coordinate audit effort within government and successful audit performance management.

Besides the uses of performance measurement reports, other factors could be critical for the
success of government internal audit performance. The NPMAC (2010) issued a performance
management framework for state and local government to help address the challenges in
public sector performance management. According to the performance management
framework, the strategies to overcome obstacles in performance measurement
implementation include: relying on objective assessments, coordinating project planning
centrally, adopting performance management policies, honesty and transparency,
incentivizing participation without punishing poor results, incremental improvements,
dedicating staff and resources and clearly defining organizational direction (NPMAC, 2010).

The performance management framework (NPMAC, 2010) also identifies several factors
deemed as critical to the successful implementation and sustainability of a performance
management system. These include capacity building, skilled staff, employee commitment,
performance management expertise such as enlisting the support of experienced individuals,
leadership commitment such as sustained support, communication with staff to enable them
gain understanding, sufficient financial resources, linkage to budget process, public reporting
and audit data sources. Brown (2008) suggests organizational staff that is dedicated,
knowledgeable and skilled in performance management will help ensure successful
implementation. In the case of government internal audits, this implies appropriate training
and coaching to audit staff to build capacity for performance management practices and
principles, while enhancing efficiency and effectiveness. A study by Ratliff (1996) shows that
auditor professional training and educational level affects the effectiveness of the audit
department. Providing training, coaching and feedback to audit staff will enable them to use
performance management and understand not only why it is good for the audit department,
but how each auditor fits into the performance management approach (NPMAC, 2010).
Additionally, thoroughly training the audit staff will equip them with the requisite skills to
understand and overcome resistance, thereby contributing their quota to the success of the
process. Training and equipping staff to contribute to the process also entails holding them
accountable by incorporating performance measures into audit employee performance
appraisals. This can help them to be responsible and discharge their duties diligently and
positively impact departmental performance goals. Therefore, we should expect a positive
relationship between audit staff training as well as staff accountability and successful audit
performance management.
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Leadership that supports and sustains performance management throughout the organization
will help to ensure successful implementation, according to the performance management
framework. For performance management to achieve optimum success there is the need for
commitment and energetic support from the chief audit executive, the senior audit
management team as well as the legislature and audit committee. Based on arguments
adduced in the stakeholders theory, both the chief audit executive and the senior audit
management team are process stakeholders who have interest in ensuring successful
implementation of audit performance management (Atkinson et al., 1997). Similarly,
environmental stakeholders such as the legislature and audit committee control resources and
can therefore exert influence through sustained commitment (Atkinson et al., 1997; Hardy,
1996;Pfeffer&Salancik, 1978). Various studies (e.g. Schwartz, Dunfee& Kline, 2005; Jill,
1998) have demonstrated that top management support for internal auditing is an important
determinant of its effectiveness. If leadership is able to articulate a vision for performance
management and tell audit stakeholders how they will benefit and encourage involvement
(NPMAC, 2010), the much needed support will be obtained to facilitate implementation.
Additionally, internal audit champions committed to putting in the time, talents and resources
to help develop, improve and get other staff committed to the effort can make performance
management happen (NPMAC, 2010). Furthermore, elected and appointed official support
and buy-in will set the tone of performance management in the organization in terms of how
others throughout the organization will perceive its importance and value, and be motivated
to ensure success (Brown, 2008). As a stakeholder with economic influence (Freeman, 1984)
through budget allocations, the role of the legislature in motivating performance success
cannot be over emphasized. This stakeholder role can be better exercised if audit performance
reports are issued to elected officials to help manage resources operationally and to monitor
audit achievement against performance objectives. Therefore, there is the likelihood that a
positive relationship exists between audit leadership support, staff commitment, support of
audit oversight bodies, and successful audit performance management.

A\\ Macrothll'lk Journal of Public Administration and Governance

If audit performance management is to succeed, there is the need for sufficient financial
resources. In the long run, performance management results in greater efficiency and more
effective use of financial resources. For this to happen, it requires an upfront investment of
resources for implementation (NPMAC, 2010). As noted by Cohen and Sayag (2010),
funding is a crucial support for the success of internal audit. Given the fact that the budgeting
process is a core government management process, the integration between performance
results and budgeting is critical to demonstrate its value and usefulness to the public
organization (Brown, 2008). The performance management framework (NPMAC, 2010)
states that people, expertise, technology and money are necessary to establish and maintain
tools and practices for revising processes, developing measures as well as collecting and
storing data. In a review of budget data of the national association of local government
auditors, Frieberg & Lutrin (2001) concluded that adequate funding and human resources are
needed to maintain internal audit at reasonable level. With adequate resources, audit
management will be able to move beyond mere statutory and administrative compliance and
utilize the results of performance measurements for managerial decision-making, budgetary
allocations, ensuring accountability, among others. Therefore, it is likely that provision of
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adequate resources to develop measures, as well as data collection, analysis and reporting
will have positive impact on successful performance management.

Successful performance management requires a planning process that defines the
organizational vision, sets priorities that will drive performance and communicates the vision
to the audit staff. Effectively communicating the vision will help to gain understanding of the
process, assure that stakeholders have the facts, and garner support for the process. The
benefits of a good communication process, according to the performance management
framework (NPMAC, 2010), is that by providing information and inviting feedback and
questions, audit management can counter misleading information by rapidly identifying
inaccuracies and making sure that factual and relevant information is provided. A good
communication process also entails open communication that enables audit management to
reach out to outside expertise such as individuals who have previously implemented
performance management to allow audit management to take advantage of lessons learned
and avoid costly problems. Identifying and enlisting the support of individuals both within
and without the government audit department who are knowledgeable about the various
elements of performance management can make a difference between success and failure
(NPMAC, 2010). Therefore, there is the likelihood that the creation and communication of
organizational vision as well as enlisting support of experience individuals positively impact
successful performance management in government internal audits. Based on the discussion
above, the following second set of hypothesis are proposed:

H9: There is a positive relationship between CAE provision of sustained audit support and
successful audit performance management.

H10: There is a positive relationship between audit oversight body provision of sustained
support and successful audit performance management.

H11: There is a positive relationship between communication of performance management
vision to audit staff and successful audit performance management.

H12: There is a positive relationship between audit enlistment of the support of experience
individuals and successful audit performance management.

H13: There is a positive relationship between audit staff commitment to performance
management and successful audit performance management.

H14: There is a positive relationship between the training of audit staff to overcome
resistance and successful audit performance management.

H15: There is a positive relationship between the inclusion of performance measures in audit
staff appraisals and successful audit performance management.

H16: There is a positive relationship between adequate provision of resources for
performance measurement data collection and reporting, and successful audit performance
management.
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4. Methodology

This research utilizes data from a 2012 biennial audit benchmarking and best practices survey
conducted by the Association of Local Government Auditors (ALGA). The survey was sent
to audit heads of 263 audit shop members and 114 returned the survey, yielding a 43 percent
response rate. Fifty-two percent of the respondents work for city government, 27 percent
work for county government, and 21 percent work for other types of governmental entities,
including schools/Universities, utilities and transportation. Twelve percent of the respondents
are in the Midwest of the United States, 18 percent in the pacific west, 12 percent in the
mountain west, 5 percent in the northeast, 46 percent in the south east and south west and 5%
are international. Twenty-five percent of respondents have audit staff of between 1-2, 34
percent have 3-5 staff, 21 percent have 6-10 staff, 11 percent have 11-15 staff, and 9 percent
have 16 or more staff. Based on the profile presented above, the case can be made that the
survey respondents constitute adequate and fairly balanced representation of the local
governments and regions of the United states, as well as departmental size in terms of the
number of audit staff.

The survey, which has been performed by ALGA since 1996, was intended to benchmark key
elements and included questions on the uses of audit performance reports, and on
performance management activities which mirror many of the factors identified in the
NPMAC (2010) performance management framework as key to sustaining performance
management. This study focuses on the extent to which uses of performance reports, and the
critical factors identified in the performance management framework impact successful
performance management in government internal audits. Successful Performance
Management was measured in two dimensions: a) successful development and
implementation of performance measurement, and b) successful integration of those
measurements into the ongoing management of the government internal audit function.
Examples include using measurement results in policy and managerial decision-making,
resource allocation and ensuring accountability. These were measured on a seven point scale
as described in the next paragraph.

Respondents were asked whether their government organization uses performance
measurements and whether their audit departments use performance measurements.
Additionally, they were asked to state on a seven point scale, their agreements regarding the
following statements: 1) Your department has developed and implemented performance
measures; and 2) Your department has integrated performance measurement into ongoing
management of the department. The scale was as follows: 1= Completely Disagree; 2 =
Strongly Disagree; 3 = Somewhat Disagree; 4 = Neutral; 5 = Somewhat Agree; 6 = Strongly
Agree; and 7 = Completely Agree. Respondents were also asked to state on a seven point
scale, their agreement regarding the following question: Overall, to what extent do you agree
the following have been successful in your department? 1) development and implementation
of performance measures; and 2) integration of performance measures into the ongoing
management of the audit function.

Regarding the effects of uses of audit performance reports beyond statutory and
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administrative compliance, our independent variables of interest are the various actions for
which the reports are used, and our dependent variable is Successful Performance
Management. Respondents were asked to respond to the following questions on a five point
scale: Does the oversight body, to whom the audit performance measures are reported, use the
report to: Monitor audit achievement against performance objectives; Allocate audit resources
to achieve strategic aims; Enhance organizational capacity; Manage resources operationally;
Identify audit problems to be addressed; Adopt new approaches to change audit work
processes; Manage risks; Coordinate efforts within government. The scale was as follows: 1
= Never; 2 = Rarely; 3 = Sometimes; 4 = Mostly; and 5 = Always.

As indicated above, a key goal of this research was to determine the effects on performance
management, of factors pertaining to leadership support, staff commitment, resource
availability and others identified in the NPMAC (2010) framework as key for successful
performance management. Respondents were also asked to state on the same seven point
scale as above, their agreement to the following statements which are regarded by this
researcher as key factors pertaining to government internal audits: The Chief Audit Executive
(CAE) provides sustained support; The audit oversight body provides sustained support;
Audit management has created and communicated a vision of performance measurement to
the audit staff; Your audit department has enlisted the support of experienced individuals to
ensure success; Audit staff are highly committed to the success of performance management;
Audit staff are thoroughly trained to understand and overcome resistance; Performance
measures have been incorporated into audit employee performance appraisals; Adequate
resources are provided to develop measures, collect data, analyze and complete report.
Descriptive statistics and linear regression were used to analyze the effects of the independent
variables on the dependent variable.

5. Research Findings
5.1 Uses of Performance Measurement Reports

The findings reveal about 74% of ALGA respondents use performance measures. Sixty three
percent of respondents stated performance measures have been successfully developed and
implemented in their audit departments and 60% stated performance measures have been
successfully integrated into their audit functions. The question of interest here is whether
respondents’ audit oversight bodies use reports of performance measurements beyond
statutory and administrative compliance to help improve audit operations and management.
As argued by NPMAC (2010), although measurement is a critical component of performance
management, measuring and reporting alone have rarely led to organizational learning and
improved outcomes.

Table 1 shows the descriptive statistics of the uses of performance measurement reports by
oversight bodies. As depicted in Table 1, the mean score for the uses of performance reports
ranges from 2.30 to 2.94 out of a possible maximum of 5. Based on the measurement scale
indicated in the methodology section, the audit oversight bodies sometimes, but not always,
use the reported results of performance measurements to monitor audit performance, allocate
resources strategically, enhance organizational capacity, manage operational resources,
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identify and address audit problems, adopt new procedures, manage risks and coordinate
activities with government. The main use of performance measurement report, according to
the results in Table 1, is to ‘monitor audit achievement against performance objectives,” with
a mean score of 2.94, followed by ‘identify audit problems to be addressed’ (mean score =
2.74), and ‘manage resources operationally’ (mean score = 2.58).

A\ Macrothll'lk Journal of Public Administration and Governance

Given the infrequent use of performance measurement reports, another question of interest is
to determine whether any of the uses noted in Table 1 significantly impacts performance
management of government internal audits. In other words, to what extent do the uses
influence successful development, implementation and integration of performance
measurements into the ongoing management of the audit function?

Table 1: Descriptive Statistics of Audit Oversight Bodies’ Use of Performance Measurement
REQOI’tS

Minimu | Maximu Std.

N m m Mean Deviation
Uses of Performance Statisti Std.
Measurement Report Statistic | Statistic | Statistic c Error Statistic
Monitor audit achievement
against performance 78 1 5 2.94 137 1.210
objectives
AII(_)cate audlt_ re_sources to 76 1 5 551 136 1183
achieve strategic aims
EnharTce organizational 76 1 5 551 126 1101
capacity
Manage resourees 76 1 5| 258 137 1.192
operationally
Identify audit problems to be 76 1 5 574 132 1147
addressed
Adopt new - approaches to 76 1 5| 230 126 1.096
change audit work processes
Manage risks 76 1 5 2.50 128 1.114
Coordinate  efforts  within 76 1 5 555 128 1112
government

Table 2 shows the overall significance of the linear regression model predicting the effects of
the eight independent variables representing uses of performance measurement reports on
Successful Performance Management, and Table 3 shows the overall model coefficients. As
illustrated by the data for the overall significant sum of squares in Table 2, the F statistic is
4.906, the probability of F statistic (P>F) is 0.000, and the R Square is 0.384. This implies
there is a statistically significant relationship between Successful Performance Management
and the overall linear combination of the eight independent variables. A closer review of
Table 3 reveals the Successful Performance Management is a function of variables such as
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Monitor Audit Achievement Against Performance Objectives (P = 0.030),and Coordinate
Efforts Within Government (P = 0.042). These findings support the hypothesis that there is a
positive relationship between the dependent variable and the use of audit performance
measurement report to monitor audit achievement against performance goals’ and to
coordinate efforts within the government the internal auditors serve. The adjusted R Square
value of 0.306 indicates 30.6% of the variation in Successful Performance Management is
affected by the variation these two variables.

Table 2: ANOVA? - Analysis of Variance Showing Overall Sum of Square Significance

Sum of
[Model Squares df Mean Square [F Sig.
1 Regression [202.591 8 25.324 4.906 .000°
Residual 325.187 63 5.162
Total 527.778 71

R =0.620; R Square = 0.384; R Adjusted R Square = 0.306

a. Dependent Variable: Successful Performance Management

b. Predictors: (Constant); monitor achievement against performance objectives; manage

resources operationally; identify audit problems to be addressed; adopt new approaches to
change audit work processes; allocate audit resources to achieve strategic aims; manager
risks; enhance organizational capacity.
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Table 3: Overall Model Coefficients®

Unstandardized Standardized

Coefficients Coefficients
[Model B Std. Error  [Beta t Sig.
(Constant) 16.095 784 7.774 .000
Monitor audit achievemeng o, 352 344 2219|030
against performance objectives
Allocate audit - resources 1o 4., 709 350 1145 | 257
achieve strategic aims
Enhance organizationall. 761 830 311 917|363
capacity
Manage resources operationallyf-.353 430 -.152 -.821 415
Identify audit problems to be_.607 497 954 1992|226
addressed
Adopt - new  approaches tof, o, 546 222 1013|315
change audit work processes
Manage risks .891 .628 .364 1.419 161
Coordinate  efforts Wlthln.365 176 305 b 078 042
government

a. Dependent Variable: Successful Performance Management

5.2 Factors in Sustaining Performance Management

Table 4 shows the descriptive statistics of respondents’ agreement to the audit performance
management activities considered by the NPMAC (2010) framework as key factors to
sustaining performance management. These performance management activities are the eight
variables measured to determine their effects on performance management. As can be seen
from Table 4, the mean scores for respondents’ agreement ranges from 4.61 to 5.94, with six
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out of the eight variables measured having above 5.0 mean score. These results imply that
respondents generally agree that these activities take place in their departments, with strong
agreement that CAE in their department provide sustained support for performance
management (mean score = 5.94). The question of interest in this research is whether these
activities, identified by the NPMAC public performance management framework as key
factors to sustaining performance management, do indeed have significant impact on
successful audit performance management.

Table 4: Descriptive Statistics of Respondents’ Agreement to Performance Management (PM)
Activities Measured

Minimu | Maximu Std.

N m m Mean Deviation
|Performance Management Std.
Activities Statistic | Statistic | Statistic | Statistic [ Error Statistic
CAE provides sustained 88 1 y 5.04 143 1342
support
Audit  oversight  body
|provides 87 1 7 5.16 151 1.405
sustained support
\ision of PM is
communicated to audit 88 1 7 5.13 178 1.667
staff
Audit Enlist support - of 87 1 71 530 164 1.533
experienced individuals
Audit staff is committed to 86 1 7 527 158 1467
PM success
Audit staff is trained to
understand and overcome 87 1 7 5.34 163 1.524
|resistance
Audit  staff appraisals
include 87 1 7 4.61 .187 1.741
performance measures
Adequate resources are
provided for PM data 88 1 7 4.98 184 1.722
collection and reporting

Table 5 and Table 6 show the overall significance of the linear regression model and the
overall model coefficients respectively. As noted in Table 5, the F statistic is 31.050, the
probability of F statistics (P>F) is 0.000 and the Adjusted R Square is 0.750. This model also
depicts a statistically significant relationship between Successful Performance Management
and the overall linear combination of the independent variables shown in Table 6. A closer
review of the overall model coefficients in Table 6 reveals that Successful Performance
Management is significantly influenced by variables such as Audit Oversight Body Provides
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Sustained Support (p = 0.026); Performance Measures is Integrated into Audit Staff
Appraisals (p = 0.000); and Adequate Resources for Performance Measurement (p = 0.001).
These findings support the hypotheses that there is a positive relationship between
commitment by senior audit management, integration of performance measures in audit staff
appraisal, adequate resources and successful performance management of government
internal audits. Most importantly, the Adjusted R Square value of 0.750 indicates that for this
model, 75% of the variation in Performance Management is explained by these three
variables.

Table 5: ANOVA? - Analysis of Variance Showing Overall Sum of Square
Significance

Sum of
[Model Squares df Mean Square [F Sig.
1 Regression ]509.790 8 63.724 31.050 |.000°
Residual 147.765 72 2.052
Total 657.556 80

R =0.881; R Square = 0.775; Adjusted R Square = 0.750
a. Dependent Variable: Successful Performance Management

b. Predictors: (Constant), CAE provides sustained support; oversight body
provides sustained support; vision of performance measurement
communicated; enlisted support of experienced individuals; audit staff
committed to performance management success; audit staff trained to
overcome resistance; performance measures included in employee appraisals;
adequate resources provided for performance measures data collection and
reporting.
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Table 6: Overall Model Coefficients®

Unstandardized Standardized

Coefficients Coefficients
[Model B Std. Error  [Beta t Sig.
(Constant) 740 772 .959 341
CAE Provide Sustamedl_l188 178 | 090 1056 205
Support
Audit Oversight Body Provide

391 172 195 2.266 .026
Sustained Support
Vision of - Performance , o 233 123 934|353
Measurement Communicated
Enlist Support of Experienced) .\, 155 006 o072 |o43
Individuals
Audit Committed to
Performance Measurement].274 277 .143 .990 325
Success
Audit Staff is Trained to Deal|
With -.027 223 -.014 1120|905
Resistance
Performance  Measures are
integrated into Audit Staff
Appraisals 510 125 310 4.068 .000
Adequate Resources for PM| .o 168 360 3556|001
data collection and reporting

a. Dependent Variable: Successful Performance Management
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6. Discussion

The findings in this study reveal that the audit oversight bodies sometimes, but not always,
use the reported results of performance measurements to monitor audit performance, allocate
resources strategically, enhance organizational capacity, manage operational resources,
identify and address audit problems, adopt new procedures, manage risks and coordinate
activities with government. This finding appears consistent with the argument of Wang (2008)
that legislators will use performance measures in funding decisions only under certain
conditions, such as high quality measures clearly linked to program or activity service goals.
Additionally, it appears consistent with the findings of the GAO (2008) that the use of
performance information for allocating resources, setting program priorities, and other
managerial decisions in the public sector is slow. By regularly using performance information,
oversight bodies of government internal audits can ensure that audit performance is up to
expectation and that audit contributes effectively toward overall performance management of
the government.

The research results from the linear regression estimates reveal that there is a statistically
significant relationship between the use of performance measurement report to monitor audit
achievement against performance objectives and successful performance management. This
is consistent with the stakeholder theory regarding stakeholder power of influence (Mitchell
et al. (1997, p. 854), and with the argument of resource dependence theory that resource
suppliers are able to exert influences over the organization (Pfeffer&Slancik, 1978). The
implication of this finding is that audit performance report serves as a tracking mechanism
and a motivating factor not only for the successful development and implementation of
performance measurement, but also for successful integration of performance measurement
into ongoing management to ensure effectiveness of audit operations. As indicated in Table 1,
although oversight bodies do not always use audit performance reports for the activities
identified, the most widely use of such reports is for the monitoring of audit achievement
against performance objectives, (as indicated by the highest mean score of 2.94). It is
therefore not surprising that the use of audit performance report for such accountability
purpose significantly influences successful performance management. This finding is
important because as argued by many studies (e.g. Schmidle, 2011; GAO, 2011) besides
formal statutory and administrative compliance, public sector performance measurement
reports are generally not used for important purposes such as management decision-making
and ensuring accountability. This finding therefore shows that if oversight bodies regularly
use performance reports for audit accountability, audit performance management could be
significantly enhanced.

The research findings also show that the use of audit performance report to coordinate efforts
within government significantly influences successful performance management within the
audit function. As indicated earlier, internal audits play crucial roles in state and local
government by aiding public officials in the area of improved decision-making and
performance accountability. By virtue of its mission, the audit function is one unit within
government that interacts with virtually all other units to help improve operational
performance, usually through performance audits. In an era where governments at all levels
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are faced with resource constraints and administrators are looking for ways to be
cost-effective and enhance operational efficiency, the need to coordinate efforts within
government to boost accountability and performance is crucial than ever before. Considering
the fact that audit’s position will be strengthened if it is perceived by other government units
that it manages its operational performance effectively, it is logical that the use of audit
performance reports to coordinate efforts within government significantly influences
successful management of audit performance.

The results reveal that in general, many activities outlined in the NPMAC performance
management framework as key to sustaining performance management are taking place in
local government audit departments that use performance measurement. For example, there is
strong agreement among survey respondents that their chief audit executives provide
sustained support, and there is general agreement regarding audit oversight bodies’
commitment, enlistment of experienced individuals to support the process, commitment of
audit staff, resources availability and audit staff accountability. This shows that performance
management principles are being applied to the ongoing management and operations of many
of these government internal audits, and that traditional audit management practices have
become performance-driven as a result of incorporation of the performance management
principles. This implication is confirmed by the fact that, as noted by the model in Table 5,
Successful Performance Management is strongly influenced by the linear combination of the
above-mentioned independent variables, three of which explain 75% of the variation in audit
performance management (Adjusted R Square = 0.750).

According to the research result, sustained support of audit oversight body significantly
impacts successful performance management. This finding appears to confirm the argument
of the NPMAC (2010), as stated in the performance management framework, that regardless
of an organization’s size, scale or purpose, support from organizational or sub-unit leaders is
essential if performance management is to succeed, and that performance management
initiatives cannot achieve optimum success without energetic and sustained support from an
organization’s leadership. It is also consistent with the arguments of both the stakeholder
theory and resource dependence theory as noted above, especially regarding stakeholders’
power of influence (Mitchell et al. (1997, p. 854), and utilitarian power resulting from
dependence (Pfeffer & Salancik, 1978). The argument here is that if the oversight body shows
commitment to audit performance management through sustained support, then the logical
extension of such commitment is the use of the reported results to monitor audit’s progress
toward success. The interest of audit oversight body such as the audit committee or the
legislature in performance management lies in the fact that a good audit performance
management system has the potential to improve audit results, explain or defend the
distribution of audit resources, and increase benefit to the entire government. Additionally, as
argued by the NPMAC (2010) in the performance management framework for state and local
government, good data from performance management systems may help elected officials
reach agreement on priorities faster, and with a high comfort level that they have made the
right decision.

The findings also reveal a statistically significant relationship between audit performance
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management and the integration of performance measures into audit staff performance
appraisal. This finding goes to the core of audit staff accountability and is consistent with the
results focus principle of performance management outlined in the performance management
framework. Traditional audit practices emphasize adherence to prescribed processes aimed at
ensuring compliance with audit standards and regulatory requirements. By integrating
performance measures into audit staff appraisals, government internal audit units emphasize
outcome-based rather than compliance-based performance management which help to assure
that audit practices and strategies are aligned with the results of performance management
efforts. This is important, considering the fact that the research findings also show audit
oversight bodies use performance reports to monitor audit achievement against performance
objectives. Therefore, by integrating performance measures in staff appraisals, government
audit units are not only directly holding staff accountable, but are also ensuring that
performance reports to oversight bodies reflect demonstrable progress toward successful
performance management. For audit units to succeed in this effort, there is the need to ensure
that adequate audit resources are available and aligned with priorities and desired results.

The availability of adequate audit resources for developing measures, data collection and
reporting do significantly impact successful performance management, according to the
research results. This finding confirms the conclusions of Cohen & Sayag (2010) and
Friedberg &Lutrin (2001) that adequate funding and human resources are key to internal
audit success and effectiveness. Additionally, it confirms the argument of the NPMAC (2010)
in the performance management framework that sufficient financial resources is a key factor
in sustaining performance management. It is also consistent with the argument of Brown
(2008) that since the budgeting process is a core government management process, the
integration between performance results and budgeting is critical to demonstrate its value and
usefulness to the public organization. This is because if government audit units are going to
be successful in adopting and implementing performance management, not only should
adequate funding be provided but the allocated funds should be more justifiable by linking to
audit performance. Furthermore, it confirms the resource dependence theory argument that
suppliers of resources are able to exert influences over the resource recipient (Pfeffer &
Slancik, 1978). Finally, this finding is also consistent with the statistically significant
relationship between performance management and the use of performance report to monitor
audit achievement against performance objectives as well as audit staff accountability in the
sense that, in an ideal performance driven environment, the legislature will not allocate
adequate fund for government internal audit if audit performance, as revealed in the
performance report, is consistently below the set targets.

This study focused on broader performance management activities of government internal
audit units such as the effects of using audit performance reports but not on the specific
systems for measuring internal audit performance which is a subset of performance
management in general. Additionally, the usefulness of audit performance indicators was
outside the scope of this study. Furthermore, the 43% response rate does not reflect the views
of the entire target population. The study is also limited by the use of ALGA benchmarking
data which derives from a predetermined survey design and data set. Despite these limitations,
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the findings are useful because the determinants of successful performance management in
government internal audits is an area with very little empirical research. Further study is
required to determine whether a larger response rate will make a difference in the research
results.

7. Conclusion

Overall, the findings from this research suggest that successful performance management in
government internal audit units depends on oversight body’s use of performance report to
monitor audit’s achievement against performance objectives, and to coordinate performance
and accountability efforts within government. Additionally, performance management is
influenced by sustained commitment of the oversight body to the process, accountability of
audit staff, as well as availability of adequate resources to develop measures, collect data and
report performance measurements. This study contributes to the literature because the
findings are consistent with stakeholder theory regarding stakeholder power of influence and
with the argument of resource dependence theory that resource suppliers are able to exert
influences over the organization. Additionally, the findings are generally consistent with prior
findings that the use of performance measurement reports beyond mere statutory and
administrative compliance is not widespread in the public sector, and that funding and
resource availability are key to the success of internal audits. Furthermore, the findings
confirm many of the key factors to sustaining performance management identified in the
NPMAC performance management framework for state and local government.

The findings have implications for both the theory and practice of public administration.
From theoretical perspective, understanding the uses of audit performance reports and the
factors that are key to sustaining performance management will enable conceptualization of
how performance management is constrained by the actions of stakeholders in the audit
environment, as well as the internal practices of the audit department. From practical
perspective, the findings suggest that government audit departments seeking to implement
performance management could benefit from adopting and applying, based on their
individual needs, the success factors of performance management identified in the NPMAC
performance management framework for state and local government. Additionally, oversight
bodies can make very significant contributions to audit performance by not only using
performance reports to monitor achievements against objectives but also to allocate and
manage resources operationally, to identify and address audit problems and to manage risks.
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