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1. Introduction

This country paper is prepared by the Board of Audit of Japan (hereafter “the Board”) for “audit on atmospheric environment”, one of the themes of the 5th Seminar on Environmental Auditing to be held in Vietnam in April 2014, according to the guidance set by the SAI China.

This report explains a case of the Board’s audit result on projects related to atmospheric environment, reported in the Annual Audit Report in 2011, in which the Board presented its opinions on the project to an auditee, and actions the audittee took in response to the Board’s opinions, which was reported in the Annual Audit Report in 2013. Prior to the explanation of the case of audit result, general information such as the information on the formulation of the Board’s Basic Policy on Audit, audit plan, environment audit and audit scope will be described.
2. Basic Policy on Audit and Audit Plan

It is very important for the Board to conduct its audits efficiently and effectively in order to maximize the audit effects with its limited human resources. An appropriate audit plan is required to achieve this goal.

Therefore, every year, the Board prepares its Basic Policy on Audit for the next year, and based on this, each audit division prepares its own audit plan.
In preparing the audit plan, each division establishes its priority audit issues based on thorough analysis of the scale and contents of the budget of auditees, the condition of internal controls, previous audit results, public interests and deliberations at the Diet. Then each division determines specific audit aspects, auditing method, manpower allocation etc. regarding its priority audit issues.

In the Basic Policy, the Board sets which policy areas it focuses on as its audit activities. The “environmental conservation” area has been continuously set as one of the focus area of its audit activities since the Board started to prepare the Basic Policy in 1998.

3 Environmental auditing

3.1 Outline of Environmental Conservation Expenses
In Japan, the Ministry of the Environment (hereafter “the Ministry”) coordinates polices on the budget estimation made by other ministries and agencies in order to implement the overall government’s policies on environmental conservation efficiently and effectively, and compiles the expenses relevant to the global environment conservation, pollution prevention and protection and maintenance of natural environment as Environmental Conservation Expenses. These policies are implemented by various ministries and agencies other than the Ministry, such as the Ministry of Economy, Trade, and Industry, Ministry of Agriculture, Forestry and Fisheries and the Ministry of Land, Infrastructure, Transportation and Tourism.

3.2 Environment auditing implementation and scope of the audit
In order to strengthen audits in response to the ever increasing importance of measures related to environment, the Environment and Regional Development Audit Division was established within the Board by integrating one division and one office during the organizational reform in April 2009. In addition, as ministries and agencies other than the Ministry are also involved in the environmental conservation programs and other programs relevant to environment as mentioned above, other audit divisions in charge of such ministries and agencies also audit environment related projects implemented by corresponding ministries and agencies.

The Board conducts its audit from the aspects of accuracy, regularity, economy, efficiency, and effectiveness and from other necessary aspects of auditing, as stipulated by the Article 20 (3) of the Board of Audit Act. As such the Board conducts audits on policies related to environment conservation from these aspects as well.

4. Case of audit results on projects related to atmospheric environment reported in the Annual Audit Reports

This report introduces the case of audit results on projects related to atmospheric environment, the case regarding subsidized projects to reduce CO2 emissions. This case was reported in the Annual Audit Report in 2011, in which the Board presented opinions that the Ministry should efficiently and effectively implement the projects by, for example, setting up the target amount of emission control.  
As the explanation of the case, the following issues are described below: 1. outline of the projects implemented by the auditee; 2. audit scope, points aimed at, targets and methodology　for the project; 3. findings; 4. opinions presented by the Board; and 5. measures taken by the auditee.
4.1 Outline of the subsidized projects on CO2 emission control

The Japanese Government has implemented policies trying to control and reduce the emission of greenhouse gases including carbon dioxide (CO2), and the Ministry has delivered subsidies to various projects undertaken in order to control and reduce the emission of CO2 (hereafter “emission control”)for CO2 generated with a use of energy (hereafter “energy origin CO2”). The contents of these subsidized projects (hereafter “subsidy menu”) and the project implemented by the subsidies based on the subsidy menu (hereafter “subsidized project”) were stipulated in the outline of subsidy delivery and the project implementation guideline, etc. (hereafter “guidelines”). 
4.2 Audit scope, points aimed at, targets and methodology

The Board audited those subsidized projects from such aspects as efficiency and effectiveness, paying attention to whether the effects of the project implementations are grasped appropriately, whether appropriate measures to promote the effect of the project implementation are taken, and so on.

The Board audited on 126 subsidized projects (total project costs: approximately 23,542 million yen (USD 235 million), subsidized project costs: approximately 17,918 million yen (USD 179 million) and total subsidy: approximately 7,889 million yen (USD 78 million)) relating to 18 subsidy menus implemented from FY2005 to FY2009. 

As for the methodology, the Board audited the projects by checking related documentary evidences such as project reports and performance reports, conducting field audits to check the project sites, etc.  

4.3 Findings
The following are the audit findings by the Board as a result of the audits on the subsidized projects mentioned above. 

(1) Setup of the target amount of emission control on energy origin CO2 

The objective of all the 18 subsidy menus was aiming at the emission control on energy origin CO2. As such, in order to grasp the effect of subsidized projects appropriately, it was required to set up an appropriate target amount for the emission control on energy origin CO2 (amount of energy origin CO2 to be controlled which the implementing entities proposed as the result of the project implementation when applying for subsidy, hereafter “target amount”) and compare it with the amount of energy origin CO2 actually controlled by the implementation of the subsidized projects (hereafter “actual amount”). 

However, the audit revealed that with regard to the four subsidy menus (23 subsidized projects, total project costs: approximately 1,608 million yen (USD 16 million), subsidized project costs: approximately 1,575 million yen (USD 16 million) and total subsidy: approximately 795 million yen (USD 8 million)), the guidelines did not specify that the target amount should be set up. As a result, although in some subsidized projects, implementing entities had set up target amounts calculated by their own standards, the calculations were not conducted based on clear grounds and it was not able for the effect of the project implementation to be grasped appropriately. 
 (2) Achievement situations of the target amount of emission control on energy origin CO2
With regard to 103 subsidized projects under 14 subsidy menus where the target amounts had been set up, the audit revealed that while in 57 projects the actual amounts met the target amounts, except for four projects where the achievements were not confirmed, in 42 projects, they failed to meet the target amounts; considerable discrepancies among the projects have been observed. 

The following is an example of the subsidized project with low achieving rate of the target amount.
 [Example]

In FY2009, the entity A implemented its subsidized project (total cost: 118 million yen (USD 1.18 million), amount of subsidy granted: 59 million yen (USD 0.59 million)). According to the application form submitted by the entity, it planned to collect waste cooking oil from households, restaurants, hotels, etc., refine them into Bio Diesel Fuel (BDF), and sell the BDF as fuel for cars, etc. As for the calculation of the target amount, the entity set out the target amount as 562 ton for the following FY which was calculated as it planned to sell 240 kilo liters of the BDF per year, after refining waste cooking oil into the BDF.
However, the entity A could not refine the fuel as planned due to mainly the following reasons:

· It turned out to be impossible for the entity to use waste cooking oil as raw materials for making the BDF at the infrastructure the entity developed due to the fact that waste cooking oil by nature solidifies at normal temperature.

· It turned out to be difficult for the entity to collect the amount of waste cooking oil as much as it planned due to the increased demands in the market of waste cooking oil among environment-conscious enterprises.       

As a result, the actual amount that the entity A had achieved merely 25 ton, which was equivalent to 4.5% relative to the target amount. 
The Ministry responded that the objectives of each of subsidized projects were for the implementing entity to develop its plan to reduce CO2 by incorporating its target amount and build infrastructure according to the plan but there was no such obligation for the entity to reduce CO2. However, the Board deemed, considering that the financial resources of the subsidies were such resources as taxes paid by people, it was inappropriate for the Ministry not to set up concrete measures in the guidelines to promote the projects for achieving the target amounts.
(3)　Unit price of cost of emission control on 1 ton of energy origin CO2
As an index to evaluate the effect of 103 subsidized projects under 14 subsidy menus where the target amounts had been set up, the Board calculated the amount of subsidies spent for the emission control on 1 ton of energy origin CO2 (unit price of cost of emission control on 1 ton of energy origin CO2 calculated on the actual amount) and the amount of subsidies granted to the implementing entities for the emission control on 1 ton of energy origin CO2 (unit price of cost of emission control on 1 ton of energy origin CO2 calculated on the target amount set by the implementing entities) by using the actual amounts one year after the project completion year and target amounts which the entities proposed for subsidy; both among the subsidy menus, and among the subsidized projects in the same subsidy menu, considerable discrepancies were observed.

However, considering that the objective of all the subsidy menus was aiming at the emission control on energy origin CO2,, the Board deemed it inappropriate that there are considerable discrepancies of the unit prices of the cost both among the subsidy menus, and among the subsidized projects in the same subsidy menu mentioned above, in view of effective implementation of subsidized projects.

4.4 Opinions presented by the Board

As a result of auditing the subsidized projects, the Board presented following opinions that the Ministry should take the following measures to efficiently and effectively implement subsidized projects relating to emission control on energy origin CO2;
A  The Ministry should order relevant departments to set up appropriate target amounts for the subsidy menus where no target amount for emission control was set up considering the contents of each subsidy menu:

B  The Ministry should specify concrete measures to promote the subsidized projects for achieving the target amounts according to the extent in case the actual amount did not reach the target amount: and 

C  For the subsidy menus where unit price of cost of emission control on 1 ton of energy origin CO2 calculated on the target amount set by the implementing entities is high, the Ministry should consider strengthening the examination to avoid adapting inappropriate menus, and for the subsidy menus where unit price of cost of emission control on 1 ton of energy origin CO2 calculated on the actual amount is high, the Ministry should consider the appropriateness of those menus in such a way as to review whether the content of the menu is appropriate or not.
4.5 Measures taken by the auditee

As a general practice, the Board continually follows up whether auditees take remedial and preventive measures against improper and unreasonable cases to ensure that audit results are reflected in the State budget compilation and execution and project implementation adequately and effectively.

As for this case, the Board also conducted the follow-up audits to the Ministry, and as a result, found that, in response to the Board’s opinions, by May 2013, the Ministry has taken the following measures, which are consistent with the Board’s opinions. It was reported in the Annual Audit Report in 2013.     
A  Regarding the subsidy menus where no target amount for emission control was set up, the Ministry has decided to order relevant departments to set up the unified way of calculating target amount for each subsidy menu:
B  Regarding the case where the actual amount for the subsidized project did not reach the target amount set by the entity, the Ministry has decided to order the entity to analyze the cause of its failure to achieve the target amount and report to the Ministry the result of the analysis in the project reports submitted regularly so that the Ministry can check the content of the report and promote the project for achieving the target amount according to circumstances: and 

C  Regarding the considerable discrepancies of the unit prices of cost both among the subsidy menus, and among the subsidized projects in the same subsidy menu, the Ministry has decided to check thoroughly the appropriateness of the target amount set by each entity when it applies for subsidy. Moreover, the Ministry had reviewed the appropriateness of the subsidy menus based on the past experiences in which actual amounts were reported in the performance report, and as a result, decided to abolish some of the subsidy menus, and so on. 
That is all about the explanation of the case of audit results on projects related to atmospheric environment, the case regarding subsidized projects to reduce CO2 emissions.
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